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MONEY MARKET IN JULY

Considerable tightness developed in the money market early
in July, and persisted almost without respite for the remainder
of the month. The most important factor creating pressure
on bank reserves, and therefore on the money market, was
the sharp increase in required reserves of member banks grow-
ing out of bank financing of the Treasury’s offering of six-year
23%g per cent bonds dated July 1, 1952. Payment for bank
subscriptions to this issue and for bonds purchased by the banks
from other subscribers in the secondary market, as well as the
credit extended by banks to enable nonbank subscribers to
make payment to the Treasury for their subscriptions, resulted
in a sharp increase in Treasury deposits with commercial
banks and, as a result, in required reserves. Further pressure
was exerted by the heavy outflow of currency for month-end
payrolls and for the Fourth of July week end. Over the
remainder of the month, despite a return flow of currency to
the banks, there was a further drain on bank reserves which
reflected chiefly Treasury withdrawals of funds from the market
to restore its working balances with the Federal Reserve Banks
to normal levels. Required reserves declined somewhat in the
later days of the month, but throughout July member banks
found it necessaty to make progressively more intensive utiliza-
tion of Reserve Bank discount facilities. Because of the money
market tightness, transactions in Federal funds were limited,
but quoted rates were close to the discount rate throughout
the month.

Money market tightness was a pervasive influence in most
sectors of the Government security market in July, particularly
in the short-term area, Market yields on Treasury bills and
certificates of indebtedness moved to the highest levels since
the closing days of last year, and the regular Treasury bill
issues were awarded during the month at progressively higher
average rates. Purchases of short-term Government securities
by the Federal Reserve System, outright and under sales-
contract agreements arranged with dealers, provided, net, a
significant volume of funds to the market, but the relief
provided by the reserves from this source did not alter the

heavy tone in short-term securities. The Treasury announced
on July 30 that its books would open on August 4 on an
offering of 2 per cent one-year certificates, to be dated August
13, in exchange for the 174 per cent certificates of August 15
and September 1, 1952, outstanding in amounts of 583 million
dollars and 1,832 million dollars, respectively.

Longer-term and intermediate bank-eligible issues drifted
lower, following the lead of the newly issued 23%’s of June
1958, while bank-restricted bonds were somewhat higher in
price on limited buying interest until the last week of the
month, when they declined fractionally in sympathy with the
bank-eligible securities.

Loans of the weekly reporting member banks in the state-
ment week ended July 2 to brokers, dealers, and others, largely
for carrying the new Treasury bond, increased by more than
770 million dollars; by the end of July, however, the greater
part of this additional credit was retired. Business loans of
reporting banks declined somewhat in July, while consumer
loans extended the upward movement that has prevailed since
the elimination of Regulation W in early May.

MEMBER BANK RESERVES
The temporary easing in member bank reserve positions fol-
lowing the mid-June tax date had been reversed by the open-
ing days of July, so that by July 2 excess reserves held by the
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banking system totaled only 129 million dollars while member
bank indebtedness to the Federal Reserve System on discounts
and advances amounted to 480 miilion dollars. Table I shows
the factors that created this tight reserve situation during the
statement week ended July 2 and that tended to maintain
ptessure on bank reserves throughout the remainder of the
month.

Customers’ demands for cutrency at the end of June and in
anticipation of the Fourth of July holiday provided the initial
drain on bank balances, far more than offsetting a slight gain
from the other operating factors during the opening week of
the month. At the same time that reserve balances were being
reduced, sharply expanded bank deposit liabilities resulted in
an increase of about 450 million dollats in required reserves.
The increase in deposits was the result of the role played by
commercial banks in financing the Treasury’s July 1 bond issue.
Indicative of the volume of bank credit involved in this financ-
ing, the Government security hcldings of the member banks
in 94 cities reporting such data weekly increased by nearly 1.1
billion dollars in the week ended July 2, while loans by these
banks to dealers, brokers, and others for carrying Government
securities increased by more than 770 million dollars. Federal
Reserve credit extended through loans to member banks and
increases in securities held by the Federal Reserve System
offset a substantial part of the increased need for reserve funds
in that week, but nevertheless the net effect was a strain on
bank reserve positions which set the pattern for the remainder
of the month.

The New York money market was placed under particular
pressure by the developments of the July 2 statement week.
Nearly the entire increase in loans to dealers and others for
cartying Governments was provided by the City banks, and of

Table I

Weekly Changes in Factors Tending to Increase or Decrease
Member Bank Reserves, July 1952

(In millions of dollars; (--) denotes increase,
(~) decrease in excess reserves)

Statement weeks ended Five
weeks
Factor ended
July July July July July July
2 9 16 23 30 30
Operaling transactions
Treasury operations®. ..... 4+ 60 | + 64| —274 | —179 | —129 |— 458
Federal! Reserve float. ..... — 76 +117 ¢ + 52} — 99 | —216 |— 222
Currency in circulation... .. —366 | + 32| 4160 | 4104 | — 68 |— 138
Gold and foreign account...| + 19 | — 61 [ — 61 | — 64 [ — 19 [— 186
Other deposits, etc......... + 20| — 8 | — 18} 4+ 38| + 66 |+ 30
Total............ —332 | 4 67| —-145 | —199 | —365 |— 974
Direct Federal Reserve credit
transactions
Government securities...... +305 1 — 0] ~137 | 4 31 4118 |-+ 280
Discounts and advances....| +174 | +202 | 4291 | 4100 | +330 |+1,097
Total. ........... +479 | +193 | +154 | +103 | +448 |+1,377
Total reserees. .cvvvn v, . +147 | +260 | +~ 9| — 96 | -+ 83 {4 403
Effect of change in required re-
L T —446 | +148 | + 32 | + 24 | + 38 |— 194
Frcess reserves. ..o, —299 | -+408 | + 41 | — 62 | +121 |4+ 209

Note: Recause of rounding, fizures do not necessarily add to totals.
* Ineludes changes in Treasury currency and cash.
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Member Bank Excess Reserves and Member Bank Borrowing
from the Federal Reserve System, January 1951-July 1952%
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the total increase in reporting member bank holdings of Gov-
ernment securities, 440 million dollars were taken into the port-
folios of New York institutions. Thus, the largest part of the
increase in required reserves was centered in the New York
money market banks. At the same time, the City banks lost
nearly 670 million dollars through a flow of funds out of New
York as out-of-town correspondents drew on their New York
balances to make payment for their own and customers’
security purchases and for other purposes. Federal funds were
quoted at or near their maximum rate on every trading day
during the month.

During the last four statement weeks in July the New York
City banks recovered a portion of the funds lost early in the
month. Nonbank funds tended to flow to New York for
investment and other purposes, more than offsetting the City
banks’ losses through Treasury operations and other factors.
(Treasury operations over the greater part of July tended to
draw funds out of New York because of the Treasury’s practice
of calling “X” balances!—of which New York banks carry
a relatively large share—more rapidly than other Tax and
Loan balances immediately after tax dates.)

For the country as a whole, the pressures on bank reserves
continued throughout the month. A partial return flow of the
currency that had been drawn into circulation early in the
month did not compensate for losses of reserve balances to
Treasury and foreign deposits with the Federal Reserve Banks
and through other factors. A smaller than usual increase in
float during the second and third statement wecks provided

1]n order to minimize the immediate reserve strain at the quarterly
tax dates of tax payments by bank depositors to the Treasury, the
Treasury has provided for special “X" accounts in its bank depositaries

so that tax checks of $10,000 or larger, drawn on a given bank, may
be redeposited in a Treasury “X” account in that bank.
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limited relief from the pressures on bank reserves, and lowet
required reserves teduced somewhat the need for bank reserve
balances, but week by week throughout July it was necessary
for member banks as a whole to increase their indebtedness
to the Federal Reserve Banks in order to bring their reserves
into balance with their reserve requirements. As a result,
Reserve Bank discounts and advances during the past month
reached the highest levels in twenty years, Government security
holdings of the Federal Reserve System declined somewhat
after the substantial increase at the beginning of the month,
especially in the week ended July 16, but increased again in
the final week of the month. The largest factor in these
changes was fluctuations in the amount of securities held
under repurchase agreements with dealers.

As indicated by the data in Table II, the tightness in July
followed three months during which the factors other than
the direct credit transactions of the Federal Reserve Banks
operated to maintain nearly continuous pressure on reserve
positions. At the same time, the need for reserve balances has
increased, primarily because of the growth in deposits associ-
ated with the Treasury financing during that period. The
Federal Reserve System, through its Government security
operations, has provided a part of the new resetves needed to
meet enlarged requirements and to offset the contractive influ-
ence of such factors as increased currency in circulation and
losses of domestic funds to foreign accounts, but member
banks also have had to increase their indebtedness to the System
in order to obtain needed funds. As a result, “free” reserves
(the margin of excess reserves over indebtedness to the Sys-
tem), which on April 2 had been 478 million dollars, have
been negative, as shown in the accompanying chast, during
much of this four-month period and on every day since July 2.

Table 1I

Changes in Factors Tending to Increase or Decrease
Member Bank Reserves, April-July, 1952

(In millions of dollars; () denotes increase,
(—) decrease in excess reserves)

X Four
April 2 | April 30 | May 28 | June 25 | months
Factor to to to to ended
April 30 | May 28| June 25 | July 30 | July 30
Operating transactions
Treasury operations*,........ —155 —108 4431 |— 458 [— 290
Federal Reserve float......... —173 4 60 +229 11— 222 |- 106
Currency in circulation. .. .... —- 15 —250 —104 {— 138 |— 507
Gold and foreign account. ....| -+ 53 — 80 + 52 |— 186 |— 161
Other deposits, ete........... + 23 + 54 — 50 |+ 30 |4 57
Total..vovvnvenont. —267 —323 +558 |— 974 |—1,008
Direct Federal Reserve credit trans-
actions
Government securities........ —151 — 80 +201 {4+ 280 |4+ 330
Discounts and advances....... +516 --140 —510 (41,097 |+1,273
Total...oovvveno. +395 + 350 —219 41,377 i +1,603
R T | 4128 | —278 | +339 |+ 403 |+ 597
Efect of change in required rescnsz’ + 60 — 84 —~550 |— 194 {— 568
|
Erxcessreserves. .ovieii ... I +4-188 —357 — 11 |4 209 [+ 29

Note: Because of rounding, figures do not necessarily add to totals.
* Inclhdes changes in Treasury currency and cash.

THE GOVERNMENT SECURITY MARKET

Short-term security yields, which had firmed in the latter
part of June, declined briefly in the opening days of July and
then moved upward again when the money market did not
fulfill market anticipations of ease after the Fourth of July
holiday. Yields on these securities moved to the highest levels
attained since the post-Christmas period last year and remained
close to these levels through the close of July. By July 7, the
new 174 per cent certificate of June 1953 was selling to yield
about 1.89 per cent, and the rate subsequently rose to as high
as 1.93 per cent in the last half of the month. In the closing
days of the month the August 15 certificates were selling at a
smaller premium than certificates have carried of late as they
approached maturity. Prices on this issue and on the September 1
maturity closed just slightly above par on the last day of the
month following the Treasury’s July 30 announcement of the
offering of a 2 per cent one-year certificate in exchange for
these two issues. Yields on the other certificates ranged, accord-
ing to maturity, between 1.83 and 1.91 per cent.

Treasury bill yields as the month progressed reacted to a
substantial volume of commercial bank selling and moved to a
range of approximately 1.80 to 1.90 per cent. Another factor
in the pressure on the short-term market was the increase in
interest rates to dealers posted by some of the money market
banks. Average issue rates on new bills reflected the tightness
in the market, increasing steadily from 1.788 per cent for the
issue dated July 3 to 1.850 per cent for the July 24 and 1.877
per cent for the July 31 issues. Temporary investment of
corporate and State funds acquired through new capital flota-
tions and through tax accruals provided an important offset
during July to the selling pressure in the short-term market.
Security operations of the Federal Reserve System, especially
in the form of sales-contract credit to dealers, also were a
factor in easing the pressure on the short-term market. System
operations in the Government security market during July
included some purchases of short-term securities for System
Account, and a moderate volume of switching from shorter
to longer certificates in order to effect a better distribution of
System Account holdings.

Prices of intermediate and longer-term bank-eligible issues
in general moved somewhat lower over the month, again
reflecting in part the absence of investable funds in com-
mercial banks. The greatest decline was recorded by the 214’s
of June 1959-62, off approximately 1 point, while the 234’s
of March 1957-59 and June 1958 were down about 1% of a
point. There was some selling of the latter issue from weaker
holdings as some of the money market banks increased their
interest charges on loans to carry these securities to levels
above the 234 per cent return earned on the bonds. In the
closing days of the month, this issue moved close to par and,
for a short time, was quoted slightly below par.

Prices of restricted bonds tended to firm somewhat in a very
thin market during the greater part of July, in response to a
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limited volume of buying by State funds and other investors
and a virtual absence of selling interest. These prices genetally
were ¥4 to 38 of a point higher than end-of-June quotations
until the last few days of July. This increase was lost in trading
late in the month, however, as investors withdrew from the
market, and prices followed the bank-eligible issues downward.
Restricted securities were fractionally lower in price at the
end of July than they had been at the beginning of the month.
Partially tax-exempt issues continued to experience competitive
pressure from new State and municipal offerings, and their
prices extended the decline that has catried the longer issues
in this category down as much as two points in the past three
months.

MEMBER BANK CREDIT

Total loans and investments of the weekly reporting member
banks in 94 larger cities increased by more than two billion
dollars in the week ended July 2, to approximately 77.5 billion
dollars, the highest level on record. Practically the entire
increase in this week occurred in their Government security
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holdings (specifically, Treasuty bonds) and in their loans to
brokers, dealers, and others for carrying securities, primarily
Government issues. By July 23, reporting member banks had
reduced their loan and investment credit outstanding by scme
1,302 million dollars from the July 2 peak, largely through
sales of short-term Government issues and a contraction of
security loan credit.

Business lending by reporting banks, after declining in the
opening week of July, showed a small net increase over the
three statement weeks ended July 23, and on that date the
total at 20,626 million dollars was down only 158 million from
the June 25 level. In New York City, however, business
loans declined 201 million dollass in the four weeks ended
July 23, indicating a small net increase for the rest of the
country. The “all other” category of reporting banks’ lending,
representing primarily consumer loans, continued the expan-
sion initiated in early May after the abandonment of Regula-
tion W, and climbed 97 million dollars between June 25 and
July 23 to another new high at 6,402 million.

THE EUROPEAN PAYMENTS UNION AFTER TWO YEARS

The European Payments Union has been extended one year
beyond its original termination date of June 30, through the
action of its members in formally ratifying a series of amend-
ments to the two-year-old charter. In general, these amend-
ments should contribute to a smoother functioning of the EPU
without involving, however, any basic modification of its
purpose and scope of operations. The EPU, it will be
recalled,! operates as a clearing house for intra-EPU payments,
offsetting as far as possible the various surpluses and deficits
of each individual member country with all of the other
members. Every month, it reports the net debtor or creditor
position of each country, which is settled, in accordance with
certain rules, either in credit extended by or to the EPU
against a prescribed quota or partly in credit and partly in
gold or doliars. Since the gold and dollar outpayments by the
EPU may tempotarily exceed its gold and dollar receipts, the
EPU has been endowed by the United States with a working
capital fund of 361.4 million dollass (of which 350 million
was committed in 1950 and 11.4 million in February 1952).

ACHIEVEMENTS TO DATE

The immediate purpose of the EPU was to facilitate the
expansion of trade and payments within the EPU area? by
replacing the old maze of bilateral agreements with a system
of interconvertibility of member currencies and by making
possible a greater removal of import restrictions. Beyond

1'The functioning of the EPU was described in the September 1950
and September 1951 issues of the Monzhly Review.

2 The EPU atea includes the overseas territories of member coun-
tries as well as the independent countries of the sterling area.

this objective, the EPU was intended to help member coun-
tries toward financial independence and to ease the transition
toward full convertibility of their currencies. As regards
the first objective, intra-European trade has risen from an
annual rate of 8.8 billion dollars in the second quarter of
1950 to one of 13.4 billion in the first quarter of 1952; about
half of this increase was due to an increase in volume, the
other half represented higher prices. Much of the credit for
the rise in volume is due to the EPU, reflecting both the
removal of many imporst restrictions and the ending of intra-
EPU currency discrimination. While recent balance-of-
payments difficulties have forced some retreat from the import-
quota liberalization goal, the majority of the EPU ccuntries
still impose no quotas on 75 per cent or more of their private
(i.e.,, nongovernment) intra-European imports.?

The EPU has also contributed to the expansion of trade by
its clearing operations, which have enabled each member
country, first, to use its monthly surpluses with some member
countries to offset its deficits with others and, secondly, to
offset net deficits in some months by surpluses in others.
These EPU clearings have settled 75 per cent of the total of
all monthly bilateral deficits and surpluses during the frst
two years of the agreement, compared with only 22 per cent
similarly settled during the 21 months of the previous Intra-
European Payments Agreements. In addition, the EPU has
made possible a substantial scaling-down in the amount
of United States funds used in the financing of intra-Euzopean
trade, reducing the United States contribution to 684 million

31e., on those goods which accounted for this proportion of their
total intra-European imports in 1948.
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European Payments Union Operations, July 1950-June 1952
(In millions of dollar equivalent)
Offsetting operations Settlement operations
Within quotal
Monet areas Gross bilateral
onetary areas TO8S DI Gold and dol_
Credit extended| lars received
i to (4-) or re- | from (4) or Total credit, Per cent of
Net surplus Qutside of ceived from paid to (=) gold, and total quota
Surpluses Deficits or deficit* quotat (=) EPU EPU dollars utilized
AUSITia. . oovves vt 4 70.8 - 213.3 — 142.5 —125.0 - - 17.5 - 17.5 —
Belgium-Luxembourg............. +1,155.3 —  410.0§% + 752.3 +336.5 + 243.9 +171.9 + 415.8 126
Denmark.....ocvoveveuna. e 4 294.5 — 317.0 - 23.9 + 5.0 = 28.9 - - 28.9 15
France......coovivivvinnienn.. + 625.68§ —1,033.5 — 408.6 - 12.9 — 270.6 —125.0 — 395.7 76
Western Germany................ ~+1,102.4 — 799.6 -+ 299.2 -~ 11.9 + 205.5 +105.5 + 311.1 62
GIEeCe. .« i v iv e iviinnrereananas -+ 19.8 — 243.3 - 223.5 —223.5 — — — —
Teeland...........oocii L, -+ 2.3 - 15.0 - 12.7 - 10.9 - 1.8 — 0.1 - 1.8 12
Ttaly. o -+ 523.6 — 359.1 + 166.3 — 42.5 <+ 124.9 + 83.9 -+ 208.8 102
Netherlands................. ... -+ 845.7 — ©638.4 + 205.2 — 30.0 -+ 153.1 + 82.1 + 235.2 66
NOrWay...oe vt ieiee i -+ 253.7 — 312.9 - 59.9 — 60.4 <+ .6 - -+ 0.6 0
Portugal............oviiiiian.. + 172.1 —_ 85.6 + 88.0 + 3.0 4+ 51.0 + 34.0 + 85.0 121
Sweden. ... uvurer i -+ 577.3 — 332.5 + 225.8 - 5.6 + 141.7 + 89.7 + 231.4 89
Switzerland#. . ........ ...l + 415.6 - 246.8 -4 170.8 - + 110.3 + 60.3 + 170.6 638
Turkey. ...t -+ 133.8 — 293.5 - 161.0 — 70.6 - 30.0 — 60.4 - 90.4 181
United Kingdom................. +1,322.5% —2,194.4 — 876.0 +243.1 — 636.0 —483.1 —-1,119.1 106
Total....covevnne . —1,908.0% —593.3 — 967.3 —686.1 —1,653 .41

* +7,514.9 ~7,514.9 {+1,907.3* +587.6 +1,031.0 6274 +1.658.4( -

Note: Includes adjustments for opening of business July 1, 1952 (these adjustments are not included in the chart). Because of rounding, figures may not add to totals
shown.

* "The net surplus or deficit includes interest paid on credits granted or received. The difference between the two totals in this column is the amount by which interest re-
ceived by the EPU from member countries exceeded interest paid to members.

i Covers: (a) “‘existing resources”, i.e., currencies of EPU members outstanding on June 30, 1950 (net); (b) initial debit or credit balances with EPU; (c) special United
States aid to Austria, Greece, Iceland, and Turkey; (d) settiement of Belglum's surplus in excess of the total of its original quota and its first quota supplement; and
(e) a part of the gold/dollar settlement of Portugal’s surplus in excess of its quota.

t Including also amounts settled as follows outside of quotas: (a) fully in gold or dollars in the cases of Austria (whose debit quota is deemed to be zero), Turkey,
and the United Kingdom; (b) half in gold or dollars and half in credit in the cases of Belgium (the first supplement to its quota) and Italy; and (¢) two fifths
in gold or dollars and three fifths in credit in the case of Portugal.

§ Adjusted to include 50 million dollars’ equivalent of credit extended by Belgium, half to France and half to the United Kingdom, in partial settlement of Belgium’s

surplus with the EPU in excess of Belgium’s original quota. This credit is to be liquidated by deliveries to Belgium of defense equipment over the next two years.

# Switzerland included only from November 1950.
Source: Organization for European Economie Cooperation.

dollars* from 1,380 million under the IEPA, or to 9 per cent
of all monthly bilateral deficits from 34 per cent.

REeceNT DIFFICULTIES

The expansion in intra-European trade since the second
quarter of 1950 was achieved despite the grave disturbances
to the world economy that followed the outbreak of hostilities
in Korea. The EPU helped to absorb these shocks by pro-
viding credit facilities to finance heavy increases in the imports
of a number of countries and by assisting members in serious
difficulty to devise remedial measures. The EPU could hardly,
however, have been expected to overcome completely the
exceptional difhculties that followed the Korean outbreak,
and it was therefore not surprising that on occasion its opera-
tions were severely strained. The strains on the mechanism
first resulted from the uneven impact of Korea and rearma-
ment on the member countries, and were accentuated by the
more 1apid pace of inflation in some countries than in others.

These developments increased the intra-EPU imbalances
and, together with the heavier load of trade and payments
carried by the EPU, led to an intensive use of most quotas and

4This amount consisted of: (1) 189 million dollars in so-called
conditional aid to establish initial balances; (2) 207 million in special
aid allocated to four chronic debtors; (3) 50 million in transfers to
the United Kingdom as agreed reimbursement for gold and dollar
losses caused by the repayment through the EPU of old sterling bal-
ances; and (4) 238 million in EPU drawings on the 361 million
working-capital fund established by the United States, of which 123
million remains undrawn on the books of the United States Treasury.

a complete exhaustion of some, especially in the second year,
As the dollar shorrage continued and was intensified, debtor
countries became increasingly unwilling, and indeed unable,
to make large gold or dollar payments to the EPU. At the
same time, some creditor countries increasingly relied on it
as a source of dollats to finance their dollar-area deficits, and
became more reluctant to extend additional credits to the pool
since they feared that such action would have inflationary
repercussions upon their domestic economies. Under these
conditions, the program of trade liberalization has suffered
setbacks. Debtors faced with unwieldy deficits resorted to new
import restrictions, seemingly the quickest way to prevent large
gold and dollar losses to the EPU. Thanks mainly ro the
EPU’s system of advice and consultation, however, these
restrictions have not provoked retaliation. Some creditors also
felt it necessary to reduce their EPU surpluses, unfortunately
not so much by increasing imports as by restricting exports to
the EPU debtor countries.

The development of intra-EPU payments in the second year
of the EPU’s operations also revealed the vulnerability of its
gold and doliar resources. During the first year the creditors
were in the main a few countries which had large quotas, under
which they extended substantial lines of credit to the EPU,
so that the pool paid out to them a relatively small proportion
of gold and dollars for their surpluses; the debtors were
numerous, with small quotas and thus small credit facilities,
and had to settle a large proportion of their deficits by payment
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of gold and dollars into the pool. The EPU’s reserves were
consequently left unimpaired. During the second year, how-
ever, the constellation of debtor and creditor positions became
such as to cause a net drain on the EPU’s reserves. After two
years of operations the EPU’s reserves stood at 351 million
dollars (compared with the 361 million contributed directly
by the United States) only because the United States con-
tributed 207 million dollars indirectly by financing up to that
amount the EPU deficits of four chronic debtors—Austria,
Greece, Iceland, and Tutkey.

All these difficulties were accentuated by one weakness
inherent in the EPU’s structure. The EPU, by establishing
interconvertibility of the currencies of its members, has made
all their currencies in a sense “equal”, while in actual fact
some currencies still are “harder” than others. This has set
up movements of trade and capital that tend to increase both
the EPU surpluses of the stronger countries and the deficits of
the weaker ones.

THE BRITISH EXPERIENCE

During the two years of EPU operations, five countries—
Belgium, France, Western Germany, the Netherlands, and
the United Kingdom—accounted for two thirds of the gross
bilateral surpluses and deficits settled through the EPU. The
development of the intra-EPU balances of these countries is
shown on the chart; the positions of all member countries at
the end of the EPU’s second year are shown in the table.

The United Kingdom (whose position reflects the trans-
actions of the whole sterling area except Iceland) was on
June 30 the EPU’s largest debtor, in contrast to a year prev-
iously when it had been the largest creditor. From the estab-
lishment of the EPU until April 1951 the United Kingdom
continuously showed large surpluses, reflecting mainly the
boom in the overscas sterling area’s primary-commodity
exports, the large speculative movements into sterling and the
related anticipatory buying caused by rumors of sterling
appreciation, the continued relatively low level of sterling area
imports, and the continued rise in British exports. In May
1951, however, the United Kingdom registered its first clearing
deficit, and continued to show deficits to the end of the EPU’s
second year. This change was due primarily to: (1) the
decline in overseas sterling area exports as commodity prices
fell and the volume of stockpile purchasing tapered off, accom-
panied by a slowing-down in the expansion of British exports;
(2) the rise in sterling area imports, due to increased relaxa-
tion of import restrictions and the spending of previously
inflated export proceeds by the overseas sterling area; (3) the
usual seasonal weakness in sterling area payments; and (4)
rumors of sterling devaluation.

The Conservative Government, after its election in October
1951, had little choice but to stem British gold and dollar
losses to the EPU by imposing emergency import restrictions.
After the turn of the year the overseas sterling area countries

also restricted their imports, Britain cut imports further, and
the new British anti-inflationary monetary policy instituted in
November 1951 was intensified. Although the British monthly
EPU deficits have been sharply reduced below the levels of
late 1951, the United Kingdom has not yet succeeded in closing
the gap. As a result, it has exhausted its quota, and now has
to settle its deficits fully in gold or dollars. In order to reduce
this drain, the British Government announced late in July
that imports will be further limited in the second half of 1952.
During the year ended June 30, 1952 the United Kingdom lost
566 million dollars to the EPU, or more than one quarter of
the total British gold and dollar losses in that period. However,
as a result of a 1950 agreement with the United States to
protect it from any gold and dollar losses resulting from the
settlement through the EPU of old sterling balances held by
other EPU members, the United Kingdom has received 50
million dollars from the United States for that purpose and
is due to receive a further 40 million,

FRANCE AND GERMANY

France’s balances in the EPU fluctuated in a similar manner,
though the swings were less extreme. During the first nine
months of the EPU, France accumulated a large surplus. The
initial effect of Korea on the French economy was relatively
mild and made possible an expansion of exports while keeping
imports from rising unduly. But in the spring of 1951 imports
started rising more rapidly, mainly as a result of a rebuilding
of stocks of imported commodities at higher prices coupled
with the reappearance of instability in the French economy.
With the renewal of inflationary pressure, French exports
began falling and a flight from the franc developed. By
February 1952 the French EPU deficit had risen so much that
the French Government was obliged to reimpose licensing
for all imports from the EPU area. With the help of an EPU
short-term credit of 100 million dollars’ equivalent (now
repaid), the French doilar/gold payment to the EPU was
temporarily reduced. Meanwhile, the French import cuts took
effect rapidly, and largely as a result of these cuts the French
EPU deficit declined sharply in March. In April and May
France’s monthly EPU position was almost in balance, and in
June it showed a substantial surplus.

In contrast to the British and French experience, Western
Germany has shifted from the role of the EPU’s leading debtor
to that of a dominant creditor. After exhausting its original
quota and the greater part of a special EPU short-term credit,
Western Germany suspended the issuance of new import
licenses in February 1951. The effect of these import restric-
tions was striking. Imports dropped zbruptly while exports
continued to rise; the German accounts in the EPU began to
show surpluses in March 1951. Western Germany was then
able gradually to relax its import restrictions, and as of
April 1, 1952 raised to 75 per cent the so-called liberalization
of its imports—the proportion wholly free of quota restric-
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Cumulative Net Intra-EPU Payments Balances of
Certain EPU Members

(As of end of month)

Millions Millions
of doilar of dollar
equivalent equivalent
+800 o +800

United Kingdom s -

4600 4600

+400 +400

$200 +200

*July-October 1950 excludes balances with Switzerland.

tions. The resulting import increases were outpaced by the
continued export expansion, however, and the end of West
German EPU surpluses is not yet in sight.

OtHER EPU MEMBERS

The Netherlands’ experience in the EPU is a striking
example of the efficiency of internal measures in correcting
external disequilibrium, As the Netherlands” EPU quota was
being rapidly used up by a succession of deficits during the
early months of the EPU’s operations, the Dutch Government
instituted a number of anti-inflationary measures, both mon-
etary and fiscal, in the spring of 1951. Immediate results were
not of course to be expected, but by August 1951 the Nether-
lands registered its first monthly EPU surplus. From then on
as imports fell off and then remained relatively stable, and
exports rose significantly, the Netherlands has shown surpluses
without interruption, and by the end of the EPU’s second
year had become the EPU’s third largest creditor.

Belgium (including Luxembourg) resumed its dominant
creditor position in intra-EPU payments at the beginning of
1951 after a six months’ interlude of almost even balance. By
August 1951 Belgium’s original quota of credits to the EPU
pool had been fully utilized, and since Belgium’s surpluses
continued, a series of arrangements was negotiated, providing
for their settlement part in gold or dollars and part in further
extensions of Belgian credit to the EPU. The large Belgian
EPU surpluses were in the main accounted for by: (1) the
economic policy of the Belgian Government, which reduced
the inflationary pressures on the Belgian economy, at the

same time that these pressures continued in the other EPU
countries; (2) the especially large benefits Belgium received
from the liberalization of intra-EPU trade and payments,
since it previously had suffered most from discrimination;
(3) the booming exports of the Belgian steel industry in the
sellers’ market created by Korea and rearmament; and to
some extent (4) a speculative inflow of capital from EPU
countries whose currencies were under suspicion. In addition,
there seems to be some “structural” tendency for Belgium
to register surpluses in its payments within the EPU area
while running deficits outside it. In order to reduce its EPU
surpluses and the accompanying enforced extension of credit
to the EPU, the Belgian Government took measures to reduce
Belgian exports to and increase imports from other EPU
countries, to limit the speculative capital inflow, and to stimu-
late Belgian capital investments in the EPU area. Imports,
however, did not increase significantly, while exports remained
at a high level. But during the second quarter of 1952
Belgium’s EPU surpluses declined to more manageable pro-
portions, apparently owing to a decline in exports as the
British and French import cuts and the textile recession in
the EPU area began to take effect; a possible further factor
may have been a tapering-off of such capital inflow as arose
from speculation against the pound sterling and the French
franc.

The EPU balances of the remaining member countries were
much less extreme. Of the creditors, Italy and Portugal
exceeded their quotas but, partly as a result of import liberal-
ization, they began reversing their positions in the spring of
1952 and actually registered some monthly deficits.

THE ONE-YEAR EXTENSION OF THE EPU

For the EPU to continue beyond June 30, 1952, a number
of difficult problems had to be solved, especially the inade-
quacy of the EPU's gold and dollar resources, and the settle-
ment of Belgium’s past and future surpluses in excess of its
original quota. The EPU’s gold and dollat resources were
pever sufficient to cover the maximum drain that was theo-
retically possible under the most unfavorable constellation of
debtor and creditor positions that could occur even within the
quotas, and became even less adequate as the surpluses of
some creditors exceeded their original quotas. After the EPU
managing board’s suggestion during the spring of 1952 that
the EPU’s reserves should be increased by some 200 million
dollars, the United States Government made it clear that it
would not add to its direct contribution to the EPU’s working
capital and that the EPU would have to rely on its own
resources to safeguard its reserves.

This was finally accomplished this past June by two changes
in the EPU mechanism. First, the dollar/gold-payment obli-
gations of debtors, effective July 1, have been increased in the:
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lower and reduced in the higher segments of their quotas,’
leaving unchanged at 40 per cent the aggregate gold and
dollar payments within the quota when the latter is fully
utilized. This change not only significantly reduces the theo-
retically possible maximum drain on the EPU’s reserves, but
also increases the incentives to debtors to correct their deficits
in their early stages. Secondly, member countries will make
temporary gold or dollar contributions to the EPU’s reserves
in proportion to their quotas, with the creditors contributing
first, should these reserves fall below 100 million dollars, thus
in effect assuring that the latter will never fall below 100
million.

With respect to the Belgian problem, that country had
extended, during the EPU’s first two years, credits of 223
million dellars’ equivalent to the EPU in excess of its original
quota, and desired to realize as much of this amount as pos-
sible in gold or dollars. The EPU, on the other hand, wanted
to limit any special gold and dollar outpayments in order to
protect its reserves. An agreement was finally negotiated that
settled the excess credits by: (1) an EPU payment to Belgium
of 80 million dollars on July 1, 1952; (2) the funding of
50 million dollars’ equivalent to be repaid in five annual
instalments of 10 million dollars beginning July 19535 (3)
deliveries to Belgium within two years of defense equipment
of 50 million dollars’ equivalent, half by Britain and half
by France’; and (4) a credit of 43 million dollars’ equivalent
extended by Belgium to the EPU in addition to the credits
under its quota. In connection with this agreement, the
United States assured Belgium that it would place orders for
“offshore” military purchases in Belgium of about 50 million

5 Denmark, whose gold and dollar reserves are very small, is pro-

visionally exempted from the new requirements. The old and new
scales are as follows:

Per cent of
increment in cumulative deficit
payable in gold or dollars

Per cent of
quota utilized 01d scale New scale

0- 10 [ 0
10- 20 0 20
20- 40 20 30

40- 60 40 40

60- 80 60 50
80-100 80 70

6 This atrangement assures Belgium of a full gold or dollar pay-
ment of each instalment only if the EPU has exhausted by the time
of payment the credit facilities given it by Belgium for the relevant
period.

7 Britain and France thus assumed a bilateral debt to Belgium but
were given equivalent credit in the EPU. In effect, they received pay-
ment in gold or dollars (Britain fully, France partly) in advance for
defense items to be delivered over two years. If these deliveries are
not completed on schedule, Britain and France will have to settle
with Belgium in Belgian francs.
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dollars to offset the effects on Belgium’s economy of receiv-
ing arms from Britain and France instead of manufacturing
them itself. In addition, Belgium received a stand-by line
of credit of 50 million dollars from the International Monetary
Fund which assured it of being able to obtain in advance, if
needed, the equivalent of the above 50 million funded credit
to the EPU.

Agreement was also reached with Belgium regarding new
surpluses that it might have with the EPU in the year begin-
ning July 1952, up to a total of 250 million dollars’ equivalent,
which are to be settled half in gold or dollars and half in
credit. In this way the EPU’s reserves are reasonably well
protected, while Belgium is assured of a more or less satis-
factory mode of payment for its surpluses. A similar future
settlement (half in gold or dollars, half in credit) has been
agreed upon for any surpluses that three other EPU creditors—
Italy, Portugal, and Switzerland—may run in excess of their
quotas during the EPU’s third year, up to 100 million, 55
million, and 125 million dollats’™ equivalent, respectively.

CONCLUSIONS

The recent revisions of the EPU charter seem on the whole
to have strengthened the EPU’s capacity to deal with future
strains atising out of imbalances in intra-EPU payments.
The development in several countries of more flexible and
effective policies for maintaining domestic economic stability
further encourages the hope that extreme debtor and creditor
positions may be avoided during the coming year.

The short-run objective of a smoothly functioning EPU
mechanism should not, however, be confused with the longer-
term goal of a sound pattern of intra-European trade. Since
the EPU is only a regional grouping, there is no inherent
tendency toward a complete equilibrium of payments among
its members. On the contrary, it probably is natural for some
countries to run consistent deficits in their intra-EPU payments
and others to run surpluses. Such a pattern would cause no
difficulties if the EPU debtors could feed a steady flow of gold
or dollars into the EPU, but they have not developed surpluses
in convertible currencies, such as the dollar, outside the EPU
area that would enable them to do so. Meanwhile, until the
key European currencies become fully convertible, the EPU
has a highly useful role to play in facilitating intra-European
trade and payments and in fostering European cooperation.
The Western European countries, for their part, by pursuing
appropriate domestic economic policies can both help the
EPU operate successfully and speed the return to convertibility.
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TREASURY FINANCE IN THE FISCAL YEAR 1952

In many ways, the record of the financial operations of the
Government during the past fiscal year (ended June 30)
marked a transition towatd a full-fledged defense economy.
Defense and related expenditures, which had risen around 9
billion dollars from pre-Korea levels in the first year of rearm-
ament, jumped more than 21 billion dollars to nearly 44 billion
dollars during the past fiscal year, well on toward the ultimate
goa] of around 60 billion to be reached in fiscal 1954, Total
cash expenditures of the Government, which rose bur little in
the first year of the Korean conflict because much of the
increase in defense disbursements was offset by a fall in non-
defense outlays, showed the full effect of the enlarged defense
outlays, expanding over 22 billion dollars last year. Receipts,
too, reached the late stages of upward adjustment to the full
impact of both increased tax rates and the rise in personal
incomes and corporate profits since the outbreak of hostilities.
The Government's tax “take” in the past year jumped almost
15 billion dollars, or somewhat more than the 12.5 billion rise
during the first year of rearmament.

The net result was a near balance between cash receipts
and expenditures during the 1952 fiscal year, as shown in
Table 1. This, too, was transitional, since a cash deficit impends
for the year ending next June. According to the President’s
midyear Economic Report, the cash deficit is tentatively ex-
pected to reach 6.0 billion dollars in fiscal 1953, In the first
year of defense preparation, inflationary pressures generated
rising wages and profits in the private sector of the economy
which, when coupled with tax increases under two revenue
measures and an acceleration in the payment of corporate taxes
under the Mills plan,! enlarged receipts by 12.5 billion dollars.
Because the fall in nondefense outlays offset a large part of
the enlarged defense expenditures, these receipts resulted in
a cash surplus of 7.6 billion dollars for the fiscal year ended in
June 1951,

COMPARISON WITH THE BUDGET FORECASTS

The small cash surplus of around 100 million dollars in
fiscal 1952 compares with a 4.0 billion cash deficit expected in
January when the President submitted his Badger Message for

1 This plan, which was adopted in 1950, provides that by calendar
year 1955 most corporations will pay in the first six months 100 per
cent, instead of only half, of the taxes due on the previous year’s
income. Since the speed-up to a six-month payment basis is being
made over a five-year period, corporations are paying 10 per cent
more of their taxes in the first half of each successive calendar year
and 10 per cent less in the second half, until 1955. In fiscal 1951,
when the plan first became effective, corporations paid 50 per cent of
their taxes on 1949 profits in July-December of 1950, and 60 per cent
of their taxes on 1950 profits in January-June 1951. Thus, for the
fiscal year the Government collected 10 percentage points more of
taxes than in fiscal 1950. In fiscal 1952, there was no increase in tax
collections over fiscal 1951 as a direct result of the Mills plan. The
Government again collected 110 percentage points: 40 per cent on
1950 profits in the first half of the fiscal year (July-December 1951)
and 70 per cent on 1951 profits in the second half (January-June

1952).

Table 1
Government Financing, Fiscal Years 1951 and 1952
(In billions of dollars)
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* Includes market purchases of Treasury securities by Government corporations
and trust funds.

Source: Daily Statement of the United States Treasury and Treasury Bulletin, Partly
estimated by the Federal Reserve Bank of New York.

Fiscal 1953. The marked improvement over expectations
reflects a substantial lag in disbursements. In fact, cash receipts
at 68.1 billion dollats were nearly 600 million below official
estimates, largely as a result of lower-than-expected tax col-
lections on corporate income and profits; but cash outlays, at
68.0 billion dollars, were some 4.7 billion less than anticipated
in January. Spending for defense and related programs alone
was about 3.1 billion less than anticipated, reflecting the diffi-
culty in scheduling these outlays. Other spending was about
1.5 billion below the official estimate; the several major aid
programs, including farm price support, veterans’ benefits, and
international economic aid, required less than expected, and at
the same time some savings were obtained from the continuing
economy drive.

BUDGET ACCOUNTS

Budgetary receipts in the past fiscal year ended in June
amounted to 62.1 billion dollars and, since expenditures of 66.1
billion dollars were charged to these accounts, the Treasury
recorded a budgetary deficit of 4.0 billion dollars (as contrasted
with the over-all cash surplus of 100 million dollars). Nearly
all of the budgetary receipts are obtained from the public, but
a sizable amount of the budgetary expenditures, including
transfers and interest payments to the trust accounts and the
net accrued interest on Savings bonds, is not paid to the public
(at least not currently) and the budget also omits cash trans-
actions with the public in the trust and clearing accounts.
Thus, while the Treasury recorded a budgetary deficit of 4.0
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billion dollars, the cash deficit in the regular budget accounts
amounted to only 600 million dollars and this deficit was
offset by a net cash surplus of 700 million dollas in the trust
and clearing accounts.?

VARIATION WITHIN THE YEAR

Treasury operations showed considerable variation within
the fiscal year, reflecting the concentration of tax payments in
the January-June period under the influence both of the Mills
plan for bringing corporation tax payments forward into the
first half of the calendar year and the normal concentration of
individual income tax payments in the January-March period.
During the first half of the fiscal year (July-December 1951)—
the low collection period—the Treasury spent nearly 5.5 bil-
lion dollars more than it collected in taxes and other operating
revenue. This excess of expenditures was financed, in effect,
by drawing over 3.0 billion dollars from its General Fund and
by net borrowings of neatly 2.5 billion dollars. In the second
half of the fiscal year, a cash surplus of almost 5.6 billion dol-
lars was obtained. This money was used, in effect, to redeem
3.0 billion dollars of debt held by the public and to rebuild
the Treasury’s General Fund balance ro 7.0 billion dollars.

At the outset of the fiscal year the Treasury held almost 7.4
billion in the balance in its General Fund, but funds were
needed to provide not only for the anticipated large deficit
in the months following but also for the attrition on the
heavy schedule of maturing and callable marketable issues and
the continuing drain of funds resulting from the excess of
redemptions of Savings bonds and notes over sales of these
securities, (Aside from the attrition on three issues maturing
on July 1, which had been refunded in the preceding month,
the Treasury had to cover in this period the attrition on the
refunding of six other maturing or called issues which were
outstanding in an amount of 20.3 billion dollars.) Prepara-
tions for new financing began immediately and in the first
quarter of the fiscal year, July-September 1951, almost 2.0
billion of new money was raised by offering 200 million
dollars more of new Treasury bills than was required to
refund 10 of the 13 weekly maturing issues. This new money
was sufficient to cover both the cash redemption of the
unexchanged portion of maturing and called marketable issues
and the net redemption of Savings bonds and notes and
several minor issues, as well as part of the operating deficit,
and by the end of September the Treasury still had over 6.9
billion in its General Fund balance. For the most part, the
exchange offerings were well received as the Treasury had
artuned its financing to the higher yield level which developed
after the Treasury-System accord in March 1951.

2 For a more detailed explanation of the difference between the
budget and cash position, see “The Nature and Significance of the
Government’s Cash Budget”, in this Review, February 1952.

In the next quarter (October-December), a new type of
bill, designated Tax Anticipation Series, was offered to enable
the Treasury to attract some of the funds being accumulated
for tax payments due in the next six months. Two issues of
these TABS (tax anticipation bilis)-—one maturing March 15,
the other June 15—wese sold for a total of nearly 2.5 billion
dollars. Despite this borrowing, the Treasury’s balance fell
to about 4.3 billion dollars, as cash operating expenditures
exceeded receipts by nearly 4.3 billion dollats in these three
months and over 800 million was required to cover the net
redemption of other issues, mainly attrition on matusing
issues and a small net redemption of Savings notes and bonds.

During the third quarter (January-March), receipts soared
as final payments by individuals and first payments by cor-
porations on the record 1951 income and profits were made,
and an operating surplus of about 5.0 billion dollars was
obtained. Nearly half of this sum was required, in effect, to
cover the net redemption of debt, so that the Treasury was
able to add only slightly over 2.5 billion to its available funds.
Sales of Savings bonds continued to lag somewhat behind
redemptions, and the net redemption of Savings notes rose
substantially as corporations redeemed these securities to pay
part of their record March tax bill. At the same time, the
Treasury paid out 1.2 billion dollars to holders of the tax
bills maturing in March and some 500 million dollars for
attrition, the net redemption of Government corporation debt,
and other minor debt transactions. Only one small 215 per
cent bond issue was redeemable in this period, and most
investors accepted the Treasury’s offering of a 234 per cent
bond of March 15, 1957-59 in exchange.

In April and May, Treasury receipts again fell considerably
short of Government disbursements, but the net outlays in
those months were more than covered by the operating sur-
plus in June. Sales of Savings bonds and notes again lagged
behind redemptions but by a smaller amount than in the pre-
ceding quarter. Also, in this period the Treasury again entered
the matket for new money and borrowed 1.6 billion dollars
by increasing eight of its weekly bill issues and raised around
300 million dollars from sales to the public by reopening
the 234 per cent investment Series B bonds of 1975-80 (first
issued in April 1951 following the Treasury-Federal Reserve
accord) to investors for cash and in exchange for its four
longest restricted marketable bonds. (Subsctiptions to this
issue could be paid in four instalments, but almost all investors
chose to pay cn June 4, the first instalment date; only abour 35
million cash remains to be paid.) This new money, in effect,
covered the redemption of the unexchanged portion of the
certificate of indebtedness maturing on April 1 and the 1.2
billion of TABS maturing on Juae 15. The Treasury closed
the fiscal year with a balance of 7.0 billion dollars.
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RECE1IPTS

Income and profits taxes provided the Treasury with over
51 billion dollass, or nearly 85 per cent of ali budget receipts
in the past fiscal year and over 75 per cent of total cash
receipts. In fiscal 1950, before the outbreak of the Korean
conflict, the taxes paid on individuals’ income and corporation
profits accounted for only three quarters of budget receipts
and less than 70 per cent of all Treasury cash income. These
taxes alone in fiscal 1952 were some 13.6 billion dollars higher
than in fiscal 1951. Higher personal incomes and an increase
in tax rates applicable during eight months of the year added
some 6.8 billion dollars to individual income taxes, and raised
the proceeds of these taxes to over 30.0 billion dollars. At the
same time, record profits, and the imposition of higher tax
rates on excess profits and ordinary corporate income, raised
collections of corporate taxes by about another 6.8 billion
dollars to 21.3 billion dollars.

The rather nominal rise of 500 million dollars in other
budgetary receipts in 1952 reflected higher excise collections,
increased estate and gift taxes, and larger retirement contribu-
tions by railroads and their employees. Excise taxes, at around
8.9 billion dollars, provided only 200 million dollars more
than in fiscal 1951, the rise in tax rates being offset to some
extent by a decline in spending following the war-inspired
spending sprees of both business and consumers in the pre-
ceding year. The rise in railroad contributions reflected higher
taxable payrolls.

Trust account receipts in fiscal 1952, at 8.8 billion dollars,
included nearly 1.0 billion dollars in interest and 1.7 billion
in transfers and other payments from the budget accounts.
Cash receipts, at 6.1 billion dollars, exceeded cash receipts in
fiscal 1951 from these accounts by 500 million dollars, largely
because of the first annual payments by the self-employed to
the Old-Age and Survivors Insurance Fund under the 1950
revision in that program.

Total cash receipts from both budgetary and trust accounts,
at over 68 billion dollars, constituted 24 per cent of national
income in the past fiscal year. In fiscal 1950, total cash receipts,
at neasly 41 billion dollars, amounted to less than 19 per cent
of national income.

EXPENDITURES

Defense expenditures alone in fiscal 1952 amounted to almost
43.7 billion dollars, or neasly two thirds of all cash outlays.
Spending for international economic aid, veterans’ aid, and
interest required another 11.3 billion dollars, or 17 per cent,
of total cash expenditures. The remaining cash programs
(including the trust disbursements) and the administrative
costs of operating the Government amounted to almost 13.1
billion dollars, nearly a fifth of all cash disbursements, while

the noncash budget expenditures amounted to 3.6 billion
dollars,

119

The cutlays for defense and related programs in fiscal 1952
were 21.3 billion dollars higher than in the preceding year,
and this rise accounted for virtually all of the increase in both
total cash disbursements and in budget expenditures. (The
slight rise in nondefense budget expenditures reflected a 600
millicn doliar increase in noncash payments which was almost
offset by a 400 million dollar decline in cash disbursements
for these purposes.) Substantial changes occurred, however,
in the several budget programs. Spending for international
economic aid dropped sharply as the military aid program got
under way, and a sizable decline occurred in cash expenditures
by the Veterans’ Administration as benefits for many veterans
expired. The declines in economic aid and veterans’ benefits
were sufficiently large to more than offset the increase in cash
disbursements arising from a shift to net expenditures (from
net receipts in the preceding year) in transactions by Govern-
ment corporations and from larger cash outlays for other bud-
get programs.

The rise in noncash budget outlays reflected primarily
higher noncash interest payments on the growing investments
of the trust funds and on Savings bonds (the bulk of which
are drawing higher returns as they advance toward maturity),
a small increase in transfers by the Veterans’ Administration
to the National Service Life Insurance Fund to cover the costs
of the free insurance now given to members of the Armed
Forces, and a small rise in the noncash transfer to the railroad
retirement account reflecting the increase in tax collections
arising from higher payrolls.

Cash payments to the public by the trust funds in fiscal 1952
were almost 1.2 billion dollars higher than in the preceding
year. Benefit payments by the old-age fund alone were 500
million higher than in fiscal 1951, reflecting in part the normal
growth in this program but more importantly a full year’s
payment of higher benefits to the larger numbers qualified
under the revision enacted in August 1950, as compared with
revised payments for only eight months in the preceding year.
A sizable increase also occurred in payments by the National
Service Life Insurance Fund to cover the distribution of its
second special dividend to veterans holding policies during
the three years, 1948-50, and to provide benefits to the sus-
vivors of Armed Forces casualties in the Korean conflict. Un-
employment benefit payments also showed some rise primarily
as a result of an increase in benefit levels in many States,

RISE IN DEFENSE AND RELATED PROGRAMS

Defense expenditures, including spending for strategic and
critical materials, atomic energy, mutual defense assistance,
and several smaller but related programs, as well as the military
activities of the Defense Department, jumped from 224 bil-
lion dollars to around 43.7 billion dollars in fiscal 1952. While
the increase in fiscal 1952 in defense spending was more than
double the increase in the preceding year, a considerable
slackening occurred during the year in the rate of increase
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in these outiays. Our Armed Forces reached their planned man-
power goals early in the year and a sharp drop occurred in the
rate of increase in operating expenditutes of the military estab-
lishment (pay, subsistence, clothing, etc.) which was only partly
offset by the rising rate of disbursements for hard goods pro-
curement and other programs. In the second half, January-
June, defense spending increased less than 4.0 billion dollars
and only about a fourth of the rise went for militaty operating
expenses, whereas in each of the two preceding six-month
periods spending had risen by neatly 6.0 billion dollars and
over three fifths of the increase in outlays had been used to
cover the rising operating costs of the growing military estab-
lishment. Also, by the end of the year the spread between
spending and obligations had narrowed considerably. In the
last quarter (April-June), expenditures for the military activi-
ties of the Defense Department and military assistance to our
allies (for which contract information is available) were
running at an average monthly rate of 3.8 billion dollars, com-
pared with 2.4 billion dollars in the comparable months of
fiscal 1951, while contracts were being placed at an average
monthly rate of around 5.5 billion dollars in both periods.

CHANGES IN THE PusLiC DEBT

Cash redemptions of debt and market purchases amounted
to nearly 500 million dollars, net, as shown in Table I. Non-
cash borrowing, mainly from the trust funds, and the net
increase in accrued interest, however, amounted to nearly 4.4
billicn dellars. Thus, the public debt increased nearly 3.9 bil-
lion dollats, and on June 30 amounted to 239.1 billion, or
16.5 billion dollars less than the statutory limit.

Attrition on marturing or called securities alone required
2.0 billion dollars, while the net redemptions of Savings bonds
and notes required over 1.9 billion dollars. Also, market pur-
chases by Government corporations mainly for investment
purposes required another 300 million dollars. The Treasury,
in effect, financed most of this substantial reduction in debt
held by the public by borrowing nearly 3.7 billion dollars
more on its regular weekly bill issues than was required to
refund the maturing issues. By early June, the outstanding
issues of regular bills had reached a new record level of 17.2
billion dollars. The Treasury also raised around 300 million
dollars from the public by the special sale of its 234 per cent
convertible investment Series B bonds, but much of this bor-
rowing was offset by payments to the Postal Savings System
which redeemed some of its special issues to cover public with-
drawals from its accounts.

Substantial changes were made during the year in the com-
position of the debt, as shown in Table II. Marketable obliga-
tions increased, net, by 2.5 billion dollars, as the sales of new
money issues and a net increase in marketable issues as a
result of exchanges or conversions exceeded the attrition on
maturing and called issues. During the year, nearly 2.1 billion
of investment Series B bonds issued in April 1951 were con-

Table II
Changes in Public Debt, Fiscal Years 1951 and 1952
(In millions of dollars)

Classification 1951 1952

Marketable obligations —17,351% +2,512
U, S. Savings bonds}........ enn + 155 + 23T
Treasury Savings notes - 657 —1,209
Investment series bonds—Series B~1975-80. .. .. +13,574 — 478
Special ISSUeS. . ...vuvivinnnnenaneennennns 4+ 2,297 +3,086
All other obligations............coveirona.. . — 153 — 50

Total...ovo i - 2,135 -+3,883

* Includes 13,574 million dollars of Treasury bonds of June and December 1967-72
1. Gisvicshggggg tf(;) re;xz\];:srfgexeg;c i?fi;fls Exﬁﬁﬁ)sn dollars involving four issues of bank-

bonds: 5150 takes fns6 aceount esmance of 3,008 cailion dolars of 5 per soss

marketable Treasury notes in exchange for investment series bonds issued on

é‘&}%?elnlli.l%l (2,000 million dollars of this was exchanged by Federal Reserve
Sourec: Dty S o e T S i mredoemed Savings bonds.
verted, mainly by the Reserve System, into 114 per cent mar-
ketable notes. In June 1952, on the other hand, under a special
offering almost 1.2 billion of the four longest restricted mar-
ketable bonds were exchanged for investment Series B bonds.
Thus, on balance, the investment Series B bonds declined
almost 500 million dollars, as the amount converted into
marketable notes exceeded the June increase arising from the
cash as well as the exchange subscriptions to this series.

Savings notes in fiscal 1952 were redeemed, net, to the extent
of 1.2 billion dollars as corporations drew on their holdings of
these securities to cover part of their tax bill, while Savings
bonds rose only nominally in redemption value as the interest
accrued on the outstanding amount was about matched by net
redemptions (issue price plus accrued discount). In the pre-
ceding year when fewer securities matured, redemptions had
been smaller and Savings bonds had shown a somewhat greater
increase, despite a smaller increase in accrued interest in that
year. To overcome the continuing excess of redemptions, the
Treasury moved in April to improve the competitive position
of the several series of Savings bonds by raising the rate slightly
on new issues of the existing Series E bonds and on outstanding
Series E bonds maturing after May 1, 1952, if held beyond
maturity, by improving the redemption schedules of these
issues, and by offering a companion new current interest Series
H bond, as well as somewhat higher rate Series ] and K
bonds in place of the old F and G bonds. The limits on annual
purchases of the several series were also raised. Sales of the
new issues showed some improvement in June, but they were
still not high enough to cover redemptions.

In a somewhat novel move, as stated earlier, the Treasury
last fall sold two issues of TABS to raise nearly 2.5 billion dol-
lars to help meet its cash needs until the anticipated large tax
payments replenished its balances in the second half of the
year (January-June). These bills could be used for tax pay-
ments or redeemed in cash. The TABS matured on March 15

and June 15, and thus do not appear in the final debt figures.
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TON-MILES OF RAILWAY FREIGHT

The index of ton-miles of railway freight published in the
table of Selected Economic Indicators is designed to measure
changes in the amount of railway freight movement. When
business is good, the volume of products moving to and from
the nation’s factories, farms, and mines is large; as business
contracts, this volume becomes smaller. Since railroads are
the most important carriers of the country’s products, the
amount of freight service being rendered by railroads can be
expected to reflect the state of business in general.

The index is computed at this bank by using basic data col-
lected monthly by the Interstate Commerce Commission on total
ton-miles of revenue freight carried by “Class I steam railways”.
Ton-mileage refers to the weight of a shipment multiplied by
the number of miles over which it is hauled. Nonrevenue
freight, such as coal hauled by railroads for their own use, is
not covered by these figures. Class I steam railways are those
with annual operating revenues above one million dollars.!
During the period covered by this bank’s index, over 99 per
cent of all ton-miles of revenue freight was carried by roads
in this classification. Electric and diesel, as well as steam, oper-
ations of these lines are included.

To compute the indexes, the averages of ton-mileage per
working day are first determined for each month (Sundays and
some holidays are not counted as working days). These aver-
ages are then divided by the daily average for 1947-49, and
the indexes obtained are adjusted for seasonal variations (in
this, as in all other statistical series, the seasonal adjustment is
an approximation; it is not, and cannot be, a precise measure
of seasonal influences). Freight volume is usually relatively
small during the winter months. It expands in late spring
when the shipment of iron ore to various railheads on the
Great Lakes is resumed, and after that, the volume of crops
moved becomes increasingly large. By fall, crop and ore traffic
starts to decline buc is still fairly large, and with shipments
of livestock and manufactures at their seasonal peaks, freight
volume is normally greatest during October. Elimination of
the broad effects of normal seasonal fluctuations and the acci-
dental effects of variation in the number of working days per
month improves the utility of the index as an indicator of
underlying business conditions.

The index has been computed for a period going back to
1920. Tabulations of the monthly and annual indexes from
January 1920 to date are available on request from the
Domestic Research Division of this bank.

1 Companies are not reclassified every year; a road whose revenues
fall below one million dollass is retained in Class I if the reduction
in revenue is regarded as temporaty.
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THE TON-MILES INDEX AS AN ECONOMIC INDICATOR

In the period covered by our index, ton-miles of railway
freight have generally been a reliable indicator of the level
of business activity, despite the fact that some shift of trans-
port activity to other types of carriers has occurred over the
past three decades. Peaks and troughs in traffic coincide
roughly with those of the business cycle; the volume of
freight shows no consistent lead or lag at cyclical turning
points. The accompanying chart shows that movements of
the ton-miles index have been closely related to the volume
of physical production of goods.

There are 2 number of reasons why the two indexes shown
in the chart may diverge. A divergence may reflect a change
in the relative amounts of different types of goods produced.
In the physical production index, goods which are highly
fabricated have more importance, ton for ton, than those
which have undergone little processing. If an increase in the
production index is accompanied by a gtowth in the propor-
tion of highly fabricated products, the rise in the production
index will be greater than the relative increase in the physical
weight of the nation’s output. But it is the change in weight
which affects the index of ton-miles of railway freight. As
an illustration of this point, the physical production index
would be raised more by the production of an additional
ton of steel than by an additional ton of bitumincus coal,
but the shipment of either would have the same effect on

‘Ton-Miles of Railway Freight and Physical
Production of Goods, 1929-51

(Annual indexes; 1947-49 average=—=100 per cent)

Per cent Darcant
13

Ton-miles of
railway freight

/i\/ A ]
h Y e 100
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160

Physical production

15
of goods -
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Source: Ton-miles of railway freight, Federal Reserve Bank of New York;
physical production of goods, President’s Council of Economic Advisers.
The physical production index (which includes not only industrial produc-
tion but also agricultural production, construction, and output of gas and
electric utilities) has been converted to a 1947-49 base and the 1951 figure
estimated by the Federal Reserve Bank of New York.
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the freight index. Then, too, the proportion of goods shipped
by rail may vaty in relation to that carried by truck, ship, pipe-
line, and plane. In addition, ton-miles are a product of the
length of haul as well as of the volume of goods handled.
It is probable that these factors frequently offset each other
to some extent. For example, during the business contrac-
tions of 1929-32 and 1937-38, the share of the supply of
goods carried by rail dropped sharply in favor of trucks, prob-
ably because trucks can compete more successfully for small
loads than for large and are used for carrying nondurable
goods more than durables. As usually happens during reces-
sions, output of nondurables was reduced less than that of
durable goods. On the other hand, the average length of
haul of railway freight increased, because the relative loss of
traffic to other carriers was greater in the short-haul category.
Another series on railway freight which is often used as
an indicator of business activity is that on the number of
freight cars loaded, published by the Association of American
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Railways. These figures are in some respects more useful than
the ton-miles series. They are published weekly and are avail-
able much more promptly than the monthly ton-miles series,
and a breakdown by type of commodity is available for car-
loadings, whereas only total ton-miles are published monthly.
Furthermore, catloadings are not affected by the length of
haul, which is determined by patterns of distribution rather
than by production. However, they do have an important
shortcoming; they take into account only the number of cars
loaded, and, since the amount loaded in each car may vary
considerably, they do not always reflect accurately the volume
of goods handled, a fact which became particularly apparent
during World War II. From 1920 until the beginning of
World War II, fluctuations in freight carloadings were gen-
erally very similar to those of the ton-miles index. However,
from 1941 to 1944 (the wartime peak year) ton-miles
increased 55 per cent, compared with an increase of only
2 per cent in freight carloadings . The difference was accounted

SELECTED ECONOMIC INDICATORS
United States and Second Federal Reserve District

Percentage change
1952 1951
Item Unit Latest month|Latest month
from previous| from year
June May April June month earlier
UNITED STATES
Production and trade
Industrial production™®. . ... ... il 1935-39 = 100 203p 211 216 221 — 4 — 8
Electric power output™®.. .. .oouteeeneiinianrnnnnnen.. 1947-49= 100 141 140 141 133 + 1 + 6
Ton-miles of railway freight* ... ..... ... ... ... ... ... 1947-49= 100 — 99p 103 104 — 4 — 3
Manufacturers’ sales®. ... ... ...t i i billions of $ 21.9p 23.1 23.3 22.1 - 3 -1
Manufacturers’ inventories®. . ......... .. i, billions of $ 42.1p 42 .4 42.5 39.0 -1 + 8
Manufacturers’ new orders, total . . ...... ... . ... ... ..., billions of $ 22.5p 21.7 23.1 24,1 4+ 4 -7
Manufacturers’ new orders, durable goods................. billions of $ 10.9p 10.5 11.9 13.3 + 4 —18
Retail sales®. ...t iuriei ettt i billions of % 13.0p 13.1 12.7 12.2 - 1 + 6
Residential construction contracts®. ... ................... 1947-49 = 100 - 191p 189¢ 174 + 1 +15
Nonresidential construction contracts™*. . .................. 1947-49 = 100 — 153p 158 217 - 3 —27
Prices, wages, and employment
Basic commodity pricest.....ovviinnnrriiiiii .. Aug. 1939 = 100 203.3 296.5 295.8 351.2 -1 —16
Wholesale pricest. c..vevvrinevnrreenunerrnciinnanses. 1947-49 = 100 111.3p 111.6 111.8 115.1 # -3
Consumers’ Pricest. .vo.veeneeneranenrveraiininaneeis 1935-39 = 100 189.6 189.0 188.7 185.2 # 4 2
Personal income (annualrate)*f.......ccoovviuiiL, billions of $ — 263.4p 262.5 254.3 # + 5
Composite index of wages and salaries™*.................... 1939 = 100 — 234p 233 225 # “+ 5
Nonagricultural employment®............ ... ..o iua... thousands 46,375p 46,589 46,513 46,626r # -1
Manufacturing employment®. . .....oveeiiiiiiiii i, thousands 15,575p 15,886 15,919r 16,007~ — 2 — 3
Average hours worked per week, manufacturingt........... hours 40.4p 40,2 40.7r # -1
Unemployment. . cueeeriaeennerennrenasassroiesanerenens thonsands 1,818 1,602 1,612 1,980 + 13 — 8
Banking and finance
Total investments of all commercial banks................. millions of $ 75,200p 74,540p 74,120p 71,224 4+ 1 + 6
Total loans of all commercial banks..........oovvvennoin., millions of $ 59,570p 58,520p 58,220p 54,821 4+ 2 + 9
Total demand deposits adjusted......cooiivinin ... millions of § 95,800p 95,200p 95,120p 88,960 + 1 + 8
Currency outside the Treasury and Federal Reserve Banks*##.| millions of 28,988 28,787 28,689 27,686 + 1 + 5
Bank debits (U. 8. outside New York City)*............... billions of & 89.0 89.4 89.6 85.7 # + 4
Velocity of demand deposits (U. S. outside New York City)*..| 1947-49= 100 118.3 118.3 114.5 118.3 # #
Consumer instalment credit outstandingf........ ... oo ... millions of $ 14,404p 13,811 13,319r 12,955 + 4 +11
United States Government finance (other than borrowing)
Cash income......... J N e eie e, millions of % 9.989p 4,722 4,689 7,367 112 +36
CaSN OUEZ 0. vttt et ieerennranesssencnasnnaanseanss millions of $ 6,983p 5,751 5,972 5,223 +4 21 -+34
National defense expenditures.........cooviievnneennon.. millions of $ 4,024 4,237 4,227 2,875r - 5 -+40
SECOND FEDERAL RESERVE DISTRICT
Electric power output (New York and New Jersey)*.......... 1047-49= 100 124 124 127 122 # + 2
Residential construction contraets®. . ... v, 1947-49= 100 — 193p 205 166 — 6 ~+ 9
Nonresidential construction contracts®...................... 1947-49 = 100 — 168p 181 158 - 7 —+17
Consumers’ prices (New York City)f. ..ot 1935-39= 100 183.6 183.2 183.5 180.5 # + 2
Nonagricultural employment®*. ..... ... ... c.iviin.. thousands 7,429 .9p 7,447.1 7,439.0 7,302.1r # +1
Manufacturing eraployment*. . . thousands 2, 664 2p 2,696.5 2,689.3 2,685.4r - 1 -1
Bank debits (New York City)* billions of 8 0 9 50.5 53.1 4.).0 + 1 413
Bank debits (Second District excluding N. Y. C. and Albany)}*. .| billicns of 4.0 4.0 # -+ 7
Velocity of demand deposits (New York City)*. . ............ 1947-49 = 100 140.0 133.6 132.5 1‘74.’3 + 5 +12

Note: Latest data available as of noon, August 1.

p Preliminary. r Revised.
* Adjusted for seasonal variation.

% Seasonal variations believed to be minor; no adjustment made.
ouree:

# Change of less than 0.5 per cent.
I Revised back to January 1949,
## The seasonal adjustiment factors for this series have been revised.
A description of these series and their sources is available from the Domestic Research Division, Federal Reserve Bank of New York, on request.
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for by increases in average haul and in tonnage loaded per car.
The average haul was increased by the war in the Pacific and
the growth of industry in the Western States; both develop-
ments greatly expanded the volume of transcontinental traffic.
An increasing proportion of larger-capacity cars was being put
into service, and all cars were being loaded more nearly to
capacity; in fact, regulations of the Office of Defense Trans-
portation established minimum loads which might be carried.

Under the impetus of the preparedness program prior to
our entry into World War II, ton-miles of railway freight
almost doubled from their low point in 1938 until the attack
on Pearl Harbor in December 1941. After that, the index

increased another 58 per cent to a peak of 133 per cent of
the 1947-49 average in April 1945. In the subsequent period
of reconversion and labor unrest, the ton-miles index dropped
to 75 in May 1946. Two years later it had risen to 111. The
index declined 36 per cent in the contraction of 1948-49, but
had recovered a good part of this loss even before the Korean
wart, and after June 1950 it continued to rise until the spring
of 1951. Since that time, it fluctuated within a fairly narrow
range around the level of the 1951 average of 107 until, start-
ing in June, the steel strike resulted in declines first in ship-
ments of steel, iron ore, coal, and coke, and later in fabricated
steel products.

DEPARTMENT STORE TRADE

Consumers spent less in Second District department stores
in July (on a daily average basis, after seasonal adjustment)
than during the first six months of 1952. Incomplete infor-
mation also indicates that the dollar volume of sales in July
fell approximately 4 per cent below last July's sales figures, in
spite of the advantage of one more trading day this year. A
record-breaking spell of hot weather undoubtedly kept many
customers away from the stores, although the prolonged heat
did stimulate sales of seasonal merchandise, necessitating some
reordering of summer apparel lines. Some of the durable goods
departments showed a slight narrowing during July of the
sizable gap which has existed for some months between 1952
and 1951 sales.

THE AVERAGE VALUE PER TRANSACTION AT NEW YORK
City DEPARTMENT AND APPAREL STORES

As changes in the dollar volume of sales alone ate not fully
comprehensive indicators of changes in retail activity, data
which are more indicative of fluctuations in the frequency of
consumer purchases are often needed. Data on sales transac-
tions reported to this bank by representative groups of New
York City department and apparel stores provide a measure
of the number of actual purchases in these types of retail out-
lets, while changes in the average value per transaction (sales
divided by transactions) indicate consumer tendencies toward
the purchase of higher or lower-priced merchandise. Of course,
movements in the level of retail prices must be considered in
any analysis of changes in average value per transaction over
time. It should also be noted that a moderate but well-defined
seasonal pattern influences month-to-month fluctuations in
the average value per transaction. Year-to-year comparisons,
however, are not generally affected by seasonal influences.

DEPARTMENT STORES .
As the table shows, dollar sales and the number of gross
transactions at New York City department stores during the

first six months of 1952 were well below the level of the first
half of 1951. Sales volume fell much farther than did trans-
actions, however, as a result of the fact that the average value
per transaction ($4.79) was lower—by 6 per cent—than the
value for the first six months of last year ($5.11). The influ-
ence of price changes on this decline in the value of the aver-
age sales check cannot be clearly ascertained but was probably
very moderate. Retail prices, measured by the Bureau of Labor
Statistics indexes of appatrel and homefurnishings prices in
New York City (see footnote to table), averaged 1 per cent
above the year-earlier level for the six-month period ended
June 15; however, these indexes do not take into account the
full effects of temporary price reductions resulting from short-
run promotions and “special purchase” sales of goods. Thus,
it is altogether possible that the actual selling prices of depart-
ment and apparel store merchandise may have declined slightly
in this period.

The decline in the size of the average sales check may have
been partly, but not wholly, attributable to special circum-

Gross Transactions, Net Dollar Sales, and Average Value per Transaction
New York City Department and Apparel Stores, January-June 1952

(Percentage change from preceding year)

Department stores* Apparel stores
Average Average

Period Gross Net |value per] Con- Gross Net |value perf Con-
trans- | dollar | trans- | sumers’ | trans- | dollar | trans- | sumers’

actions | sales action | prices{ | actions | sales action | pricesf

January........ -8 ~18 -1 45 +1 -7 -8 + 6
February....... + 2 — 8 —10 + 2 + 5 0 -5 + 4
March......... — 5 -9 — 4 +1 -6 — 8 -2 + 2
April.........e 4+ 8 + 3 ] 0 +15 + 9 -5 + 1
May........... 0 -2 -3 -1 “4 1 + 3 + 2 +1
Jupe........... —12 —18 - 6 -1 + 3 +1 -1 +1
January-June..| — 3 -9 — 6 + 1 + 3 -1 -3 + 3

* The per cent changes for department stores are based on data for a constant sample of New
York City department stores and hence exclude data of a Brooklyn department store which
closed earlier this year. Inclusion of that store’s figures in 1951 totals would alter somewhat
the year-to-year changes in total sales and gross transactions but would have no appreciable
effect on the value of the average transaction.

1 Computed from U. 8. Bureau of Labor Statistics indexes of consumers’ prices in New York
City. For department stores, the apparel price index was given a weight of 2 and the home-
furnils]hings index a weight of 1; for apparel stores, only changes in the apparel price index
are shown.
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stances. The magnitude of relative declines in the dollar vol-
ume of sales and the number of transactions at New York City
department stores for the first half of 1952 was due, in part,
to the sharp year-to-year decreases in two out of the six months.
Both sales volume and transactions duting January and June
of this year were expected to (and did) show marked declines
from year-ago figures, which were swollen by the buying wave
of January 1951 (induced by the military reverses of the
United Nations forces in Korea), and by the price war of
June 1951. From February through May, however, the num-
ber of transactions actually averaged 1 per cent higher than
during the comparable four months of 1951, but dollar sales
still showed a decline of 4 per cent. The average value per
transaction was 5 per cent lower than the average for the same
four months a year eatlier, only a slightly smaller decline than
that registered for the entire first half of 1952.

The decline in the value of the average sales check was
largely accounted for by the lag in demand for “big ticket”
durables. However, there seems to be a continuation of the
tendency on the part of consumers to “trade down”, even on
nondurables, which had first manifested itself last summer
in the relatively more favorable showing of the basement
departments of New York City department stores.

APPAREL STORES

New York City apparel stores have apparently been fairly
successful in attracting as many customers as they did last year,

Estimated Average Value per Transaction of New York City
Department and Apparel Stores*

(June 1950-June 1952)

Dollars

14 T 14
APPAREL STORES

DEPARTMENT STORES

L 1950 _

5 1990 58 6
PR 4 - \~~__—~-___ -

Soct” 1951 952 |

41 _]
2 -2
) S S N S N B T N SO N N Y

*Value of the average transaction may be somewhat understated, since data
on the number of transactions are reported gross whereas sales figures are
net of returns and allowances.
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but in the apparel stores for which transaction data are avail-
able, the effects of consumer “trading down” are also noticeable.
The average value per transaction made in the City’s apparel
stores from January through June ($10.44) declined 3 per cent
from the average value for the comparable period in 1951
($10.80). The number of gross transactions averaged 3 per
cent higher than in the first half of last year; and, with the
exception of March, each month in the first half of 1952
showed an increase in number of transactions over the com-
parable month a year ago. (The decline in March and the fairly
large increase in number of transactions during April were
probably due to the changing date of Easter—March 25, 1951
and April 13, 1952.) The dollar volume of sales in apparel
stores was one per cent lower from January through June than
it was in the first half of 1951, although retail apparel price
indexes averaged 3 per cent higher. Here again, however, sub-
stantial sales of cut-price merchandise (not reflected in the
price indexes) may have affected the comparisons.

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

Net sales
Locality Stocks on
Jan. through hand
June 1952 June 1952 |June 30, 1952

Department stores, Second District....{ —13 — 3 —15

New York Citv¥*. .. ... . oot —19 (—17 —12 (~10% | —-17 (—14)

vassau County .. ... oo, n.a. n.a. 4.

Northern New Jersey.............. — 6 -7 —18
NeWark. .. cvenieanennaonaenns -10 -7 —19
Westchester County............... -17 -1 + 2
Fairfield County....coovineennnn. - 2 +1 — 4
Bridgenort. .....o.ciiiiiiiainn - 3 +1 —
Lower Hudson River Valley........ -1 -1 —10
Poughkeepsie. . .........ccuvn.. 0 - 2 —12
TUpper Hudson River Valley........ — 3 -2 -7
Albany.. ... oo i — 3 - 6 —11
Schenectady.............i.... 0 + 3 - 2
Central New York State........... Q -~ 4 - 8
Mohawk River Valley........... - 2 - 3 —15
Ttica. covvenniniiinieiennnn, -2 ¢ —17
SYracuse. ....oveeiiiiiiniinn. 0 - 4 - 5
Northern New York State.......... + 2 -1 —12
Southern New York State.......... + 2 0 I —10
Binghamton......... ... + 8 1 {12
BEIIta. oo iiiia i ieaanans -1 a -3
Western New York State........... -1 -2 -12
Buffalo. ... coviiiiiniiiiiia... -1 0 —13
Niagara Falls................... 4+ 3 + 3 -
Rochester...........oivevnuene -~ 1 -6 -8
Apparel stores (chiefly New York City).| + 1 -2 —11

n.a. Not available. . R
* The year-to-year comparisons given in parentheses exclude the 1851 data of a
Brooklyn department store that closed early in 1952.

Indexes of Department Store Sales and Stocks
Second Federal Reserve District

(1947-49 average==100 per cent)

1952 1951
Ttem
i June Aay April June
Sales (average daily), unadjusted......... 95 | 95 04 105
Sales (average daily), seasonally adjusted. . 98 ] 96 G4 108
|
Stocks, unadjusted...... ... . i i V105 1 115 116 122
Stocks, seasonally adjusted.............. { 113 i 112 111 .‘ 131
| I




NATIONAL SUMMARY OF BUSINESS CONDITIONS
(Summarized by the Board of Governors of the Federal Reserve System, July 30, 1952)

Industrial production and rail freight traffic decreased sharp-
ly further during June and most of July, owing mainly to the
effects of the steel dispute, but recovery began following settle-
ment of this dispute towards the end of the month. Activity in
construction and other industries was generally maintained in
June and July. Wholesale prices changed little, and consumer
prices rose to a new high,

INDUSTRIAL PRODUCTION

The Board’s production index in June was 203 per cent of
the 1935-39 average, as compared with 211 in May and 222
in February. The further drop in June reflected work stoppages
at steel works and iron ore mines. In July the index is expected
to decrease about 10 points, reflecting curtailments in steel-
consuming industries and reduced operations because of vaca-
tion schedules in some other industries.

Durable goods production declined 10 per cent in June, as
steel mill activity was curtailed to 18 per cent of capacity as
compared with 90 per cent in April and May. Steel production
was scheduled at about 15 per cent of capacity during most of
July but increased substantially at the end of the month.
Activity in most steel-consuming industries was maintained
through June, and inventories were reduced rapidly. Passenger
auto assemblies were virtually unchanged but in July have
been reduced almost three fifths to about 175,000 units. Activ-
ity in machinery industries held steady in June at a level some-
what below the first quarter, and output of aircraft and other
military equipment continued to increase.

Output of nondurable goods rose in June, reflecting a further

INDUSTRIAL PRODUCTION
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expansion in activity at textile mills and resumption of opera-
tions at oil refineries. Activity in most other nondurable goods
industries changed little.

Minerals production in Jupe and July, while above the
sharply reduced May level, was more than 10 per cent below
April, as iron ore mining was curtailed to levels about four-
fifths below a year ago and coal output was reduced further.
The drop in crude petroleum production during the refinery
shutdowns in May was considerably greater than estimated
earlier, and in June and July crude oil output has remained
moderately below the April level.

CONSTRUCTION

Value of construction contract awards declined slightly in
June, reflecting a decrease in private awards. New work put
in place continued close to trecord levels. The number of
housing units started, at 106,000, was little changed from
that in each of the three preceding months.

EMPLOYMENT

Seasonally adjusted total employment in nonagricultural
establishments showed only a small decline in June, as employ-
ment outside the steel industry was generally maintained. The
average work week at manufacturing plants rose somewhat
to 40.4 hours, and average hourly earnings remained at $1.66.
Unemployment increased seasonally by about 200,000 in June,
but was 150,000 below a year ago. By mid-July, claims for
unemployment compensation were substantially above the June
level, mainly because of layoffs in various steel-consuming
lines.
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AGRICULTURE

Crop production in 1952 is expected to be about 4 per cent
larger than last year, according to official reports based on July 1
conditions. Matked increases are forecast in output of wheat
and corn, with some rebuilding of stocks in prospect. Milk
and egg output decreased in June, reflecting largely above
normal temperatures. Meat production in July has remained
somewhat above year-ago levels.

DISTRIBUTION

Department store sales in the first three weeks of July were
slightly above year-ago figures but were down somewhat from
June on a seasonally adjusted basis. Sales of television sets
and appliances continued strong. Department store stocks
showed about the usual seasonal change through June. Sales
of passenger autos decreased in June and, owing mainly to
the reduced supplies of new cars, a further more marked drop
appatently occutred in July.

COMMODITY PRICES

The general level of wholesale commodity prices changed
little from mid-June to the fourth week in July. There were
advances in prices of foodstuffs—particulatly eggs and hogs—
textile products, and nonferrous metals, while steel scrap,
rubber, cotton, burlap, tallow, and feedstuffs declined. Follow-
ing settlement of the steel dispute, ceiling prices for finished
stee] were raised about 6 per cent.

The consumers’ price index rose 0.3 per cent in June to a
new high. Prices of foods—meat and eggs—rose seasonally
and rent and other services advanced further, while prices of
housefurnishings declined.

BANK CREDIT

Bank credit expanded substantially in the eatly part of July,
reflecting financing associated with Treasury borrowing and
further increases in instalment borrowing by consumers, State
and local government financing, real estate financing, and farm

borrowing. Bank reserve positions continued generally tight
in late June and the first half of July, owing in large part to
a currency outflow and an increase in required reserves associ-
ated with seasonal Treasury financing operations. Discounts
at the Federal Reserve Banks increased and the rate on Federal
funds remained high. '

Interest rates charged by commercial banks on short-term
business loans averaged 3.51 per cent in the first half of June,
compared with 3.45 per cent in the first half of March. The
largest rate increases occurred in the southern and western
sections of the country, while rates declined in some northern
and eastern cities.

SECURITY MARKETS

Common stock prices generally rose during the first half of
July, reaching on July 16 their highest level since April 1930.
Yields on short-term U. S. Government securities rose during
the latter part of June and the first three weeks of July, the
rate on new Treasury bill issues reaching 1.88 per cent, the
highest level since early January.
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