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MONEY MARKET IN NOVEMBER

Pressures in the m on ey  m arket rem ained rather steady 
during m ost o f  N ovem ber, despite tw o T reasury financing 
operations, continuing uncertainty over the international 
situation, a heavier atm osphere in  the capital markets, and 
relatively w ide fluctuations in m em ber bank reserve p os i
tions. R eserve balances w ere influenced prim arily b y  a 
seasonal outflow  o f  currency  into circu lation , sharp swings 
in float, and System op en  m arket operations. In  addition, 
there was a large rise in required reserves, reflecting m ainly 
com m ercia l bank purchases o f  the T reasury ’s new  m on ey  
offering  o f  special Treasury bills at the m iddle o f  the 
m onth.

System op en  m arket operations w ere prim arily designed 
to  insure that sufficient reserve balances w ou ld  be  p ro 
v ided  to  m eet seasonal credit needs, including those o f  
the Treasury. R eflecting  such p o licy , outright System h o ld 
ings o f  Treasury bills w ere increased by  5 3 2  m illion  dollars 
betw een  O ctober  31 and N ovem ber 28 . R epurchase agree
ments with G overnm ent securities dealers w ere outstanding 
throughout the period , in am ounts ranging roughly  b e 
tween 4 0  and 100  m illion  dollars, although there was a 
sm all d rop  o f  15 m illion  dollars from  the open ing  date to 
the close  o f  the period . H old ings o f  bankers’ acceptances 
rose nearly 3 m illion  dollars and repurchase agreements on  
acceptances rose m ore  than 4  m illion  over the sam e period .

In the G overnm ent securities m arket, the Treasury ’ s 
financing to o k  the form  o f  a 1.75 b illion  dollar special bill 
issue auctioned on  N ovem ber 13 fo r  paym ent N ov em 
ber 16, and an exchange offering fo r  the 9.1 b illion  dollars 
o f  2 %  per cent certificates m aturing on  D ecem ber 1, 1956 . 
In  the latter case, holders o f  the m aturing certificates w ere 
o ffered  either a 3 W  per cent tax anticipation  certificate 
due in June 1957  or  a 3Va per cent certificate due in 
O ctober  1957 . B oth  o f  these financing operations w ere 
successful; the average issuing rate on  the special bill was 
in fact slightly low er than that on  the previous special bill 
issued in O ctober , w hile attrition on  the exchange offering 
was m oderate, am ounting to  5 0 0  m illion  dollars.

T h e unexpected ly  early announcem ent o f  the special bill 
offering and stubborn  rum ors in the m arket o f  a possib le 
rise in the d iscount rate contributed  to  an advance in 
yields on  the longer outstanding regular bills, w hich  rose 
to  a peak  fo r  the m onth  o f  3 .18  per cent (b id )  o n  N ov em 
ber 27 . T h e average issuing rate o n  regular bills fo llow ed  
a similar course, rising to  3 .1 7 4  per cent in  the auction  
held on  N ovem ber 26 , about 29  basis-points ab ove  the 
rate in the last O ctob er  auction . A t  the very c lose  o f  the 
m onth, h ow ever, perhaps partly because the cum ulative 
effect o f  the System ’s seasonal purchases had finally b e 
com e  substantial, the rates o n  longer T reasury bills in the 
trading m arket d rop p ed  b a ck  to  the n eigh borh ood  o f  3 
per cent.

T h e m arket fo r  G overnm ent notes and bon ds held up 
w ell during the earlier part o f  the m onth, even  though  a 
steady erosion  o f  prices characterized the corporate  and 
m unicipal b on d  markets. A fter  m idm onth , how ever, prices 
o f  G overnm ent securities declined  as m arket op in ion  to o k  
account o f  the heavy prospective dem ands fo r  credit and 
capital and continued  rising yields o n  corp orate  and m u
nicipal issues. N ew  corporate  and m unicipal offerings w ere 
relatively light as com pa red  with last m onth, but yields 
m oved  higher on  both  new  and outstanding bon ds as inves
tor dem and apparently slackened even  m ore  m arkedly.

Rates on  bankers’ acceptances w ere raised b y  Vs per 
cent three times during the m onth— on  N ovem ber 13,
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N ovem ber 15, and N ovem ber 28 . T his brought the bid  
rate on  unindorsed 90 -d a y  acceptances to  3 %  per cent 
and the offering rate to  3 Va per cent. T h e three increases 
w ere reportedly  conn ected  with a w eakening o f  foreign  
dem and stem m ing from  the international situation, and 
also, as the m onth w ore on , with increasing bank efforts 
to  sw itch som e com m od ity  financing from  direct bank 
loans to  acceptances.

M e m b e r  B a n k  R e se r v e  P o sitio n s

M em ber bank borrow in gs from  the F ederal R eserve 
Banks averaged 765  m illion  dollars in  the fou r  w eeks 
ended  N ovem ber 28 , alm ost unchanged from  Septem 
ber and O ctober , w hile average net b orrow ed  reserves 
am ounted to  122 m illion  dollars as com pared  w ith slightly 
over 2 0 0  m illion  the previous m onth. A n  outflow  o f  cur
rency into circulation , associated in part w ith the effects 
o f  the three holidays, E lection  D ay , V eterans’ D ay , and 
T hanksgiving D ay, w as the ch ie f fa ctor  tending to  reduce 
m em ber bank reserves during the m onth. In  addition, 
required reserves rose in  the w eek  ended  N ovem b er 21 
as Treasury T a x  and L o a n  A ccou n ts  w ere cred ited  by  
banks m aking paym ent fo r  the special T reasury bill issue. 
O ver the m onth  as a w hole , the com bin ed  effect o f  the 
ou tflow  o f  currency  and the rise in  required reserves was 
m ore  than offset, h ow ever, b y  System op en  m arket opera 
tions and by  a large net expansion  o f  float, partly asso
ciated  w ith the delays in  ch eck  processing  that are usual 
at this tim e o f  the year.

D uring the first tw o w eeks o f  N ovem ber the outflow  o f 
currency into circu lation  was the ch ie f factor  creating pres
sure u pon  bank reserves. System op en  m arket operations 
rep laced  m ost o f  the reserves lost because o f  this and other

Changes in Factors Tending to Increase or Decrease M em ber 
Bank Reserves, Novem ber 1956

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

Table I

Factor
Daily averages— week ended

Net
changesNov.

7
Nov.

14
Nov.

21
Nov.

28

Operating transactions
Treasury operations*.............................. +  41 +  65 +  6 +  5 + 1 1 7
Federal Reserve float.............................. +  22 -  44 +5 0 3 -  29 + 4 5 2
Currency in circulation.......................... - 1 6 9 - 1 7 8 - 1 2 8 -  86 -5 6 1
Gold and foreign account..................... +  1 -  36 +  18 -  4 -  21
Other deposits, etc................................... +  25 -  50 +106 +  41 + 1 2 2

Total............................................ -  80 - 2 4 4 + 506 -  73 +1 0 9

Direct Federal Reserve credit transactions 
Government securities:

Direct market purchases or sales.. +  98 +116 +  77 +151 + 4 4 2
Held under repurchase agreements. +  18 — +  16 +  18 +  52

Loans, discounts, and advances: 
Member bank borrowings................. +154 +1 1 4 -2 8 2 -  31 -  45

— +  3 -  1 — +  2
Bankers’ acceptances:

Bought outright.................................... +  1 _ _ +  1 +  2
Under repurchase agreements......... +  3 +  4 -  1 -  2 +  4

Total............................................ +2 7 4 + 236 - 1 9 1 + 137 + 4 5 6

+ 194 -  8 +3 1 5 +  64 + 5 6 5
Effect of change in required reservesf. . . . -  9 +  42 - 2 3 3 -  60 - 2 6 0

Excess reservesf.............................................. +1 8 5 +  34 +  82 +  4 +3 0 5

Daily average level of member bank: 
Borrowings from Reserve Banks. . . . 828 942 660 629 765J
Excess reservesf........................................ 575 609 691 695 643J

Note: Because of rounding, figures do not necessarily add to totals.
* Includes changes in Treasury currency and cash, 
t  These figures are estimated, 
j  Average for four weeks ended November 28.

factors as outright purchases o f  Treasury bills totaled 2 1 6  
m illion  dollars in the tw o w eeks ended  N ovem b er 14. In 
addition, the System was extending repurchase agreem ents 
to G overnm ent securities dealers to  alleviate any sudden 
strains that m ight develop  out o f  the prospective  Treasury 
borrow in g  or  the delicate international situation. H ow ever, 
dealers w ere generally able to  obtain  financing elsewhere, 
so that outstanding repurchase agreem ents actually de 
clined by  37 m illion  dollars over the tw o-w eek  period .

M em ber banks gained reserves o n  balance in the state
m ent w eek  ended N ovem ber 21 , as a substantial expansion  
o f  float m ore than offset the continued  currency  ou tflow  
and the sharp rise in required reserves associated with c o m 
m ercial bank paym ent fo r  the special Treasury bill on  
N ovem ber 16. T h e statistical easing in reserve pressures 
was, how ever, concentrated  outside the m on ey  m arket 
banks, and this, com bin ed  with the prospects fo r  a decline 
in float later in the m onth and the desirability o f  provid in g  
reserves to m eet seasonal credit needs, led  to  continued  
System purchases o f  T reasury bills and the extension  o f  
repurchase agreem ents to  G overnm ent securities dealers. 
In the final w eek  o f  the m onth, System outright purchases 
o f  Treasury bills and the extension  o f  repurchase agree
ments m ore than offset depletions o f  m em ber bank reserve 
balances caused b y  a fall in float and a further currency 
outflow .
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T h e m arket fo r  G overnm ent securities was dom inated 
during the greater part o f  the m onth  b y  T reasury financing 
operations. T h e first o f  these operations, announced after 
the close  o f  the m arket o n  N ovem b er 7, w as a cash offering 
o f  1 .75 b illion  dollars o f  9 1 -d a y  special Treasury bills, 
auctioned o n  N ovem ber 13 fo r  paym ent N ovem ber 16. 
C om m ercia l banks w ere perm itted to  pay  fo r  their ow n  
and custom ers’ subscriptions b y  credit to  T a x  and L o a n  
A ccou n ts . Subsequently, o n  N ovem b er 16, the Treasury 
announced  an exchange offering fo r  the 2 5/s per cent cer
tificates m aturing D ecem ber 1. H olders o f  m aturing cer
tificates w ere given the op tion  o f  accepting cash, taking
3 Vi per cent tax anticipation certificates due June 2 4 ,1 9 5 7  
(w h ich  m ay be tendered at par plus accrued  interest to  
m aturity in paym ent o f  in com e and profits taxes due 
June 15, 1957 ), or  exchanging fo r  a regular 3V i per cent 
certificate due O ctober  1, 1957 ; the certificates are dated 
D ecem ber 1 and subscription  b o o k s  w ere open  N ov em 
ber 19 through N ovem b er 21 .

T h e terms o f  the special bill offering m et with a favorable  
response, particularly from  com m ercia l banks eager to  take 
advantage o f  the T a x  and L o a n  A cco u n t feature. C o m 
m ercial bank subscriptions w ere large and total tenders 
w ere roughly  com parable  to  those received  o n  the special 
bill issued in  O ctober . T h e average issuing rate was 2 .6 1 7  
per cent, slightly low er than the 2 .6 2 7  per cent issue rate 
on  the earlier special bill. “ W hen-issued”  trading op en ed  
on  N ovem ber 14 at about 3 .1 0  per cent (b id ) ,  but b y  the 
paym ent date on  N ovem b er 16 the bill was b id  to  y ield
3 .0 7  per cent.

P rior to  the N ovem ber 7 announcem ent o f  the special 
bill offering, yields on  both  shorter and longer regular bills 
advanced  som ewhat, w hile interm ediate D ecem ber m aturi
ties tended to decline under the influence o f  dem and from  
corporation s and other investors preparing fo r  dividend 
paym ents and other year-end cash requirem ents. T h e regu
lar bill auctioned on  N ovem ber 5 w ent at an average issu
ing rate o f  2 .9 1 4  per cent, up on ly  slightly from  2 .8 8 9  
per cent a w eek  earlier. A fter  the announcem ent regard
ing the special bill offering, the dem and fo r  regular bills, 
especia lly  longer maturities, slackened as com m ercial 
banks prepared to  bid  fo r  the special bill and nonbank 
investors lo ok ed  forw ard  to m ore attractive rates in the 
secon dary  m arket fo r  that issue. T h e D ecem ber maturities, 
h ow ever, rem ained insulated from  these developm ents and 
declin ed  in yield. In the regular auctions the average issu
ing rate rose  to 2 .9 79  per cent on  N ovem b er 9 and, break
ing through the previous postw ar high o f  3 .0 2 4  per cent 
set i n  m id -O ctob er, reached 3 .043  per cent on  N ov em 
ber 19 and 3 .1 7 4  per cent on  N ovem b er 26 . T h e yield

G o v e r n m e n t  S e c u r it i e s  M a r k e t on  the longest outstanding Treasury bill then declined , 
how ever, to  close  the m onth  on  N ovem b er 30  at 3 .0 4  per 
cent (b id ) ,  18 basis-points ab ove  the level at the end o f  
O ctober.

T he Treasury o ffer to  exchange either a June 1957 tax 
anticipation certificate or  a regular certificate m aturing in 
O ctober  1957  fo r  the m aturing 2 %  per cent certificates 
m et with a favorable  response. T h e “ w hen-issued”  certifi
cates rem ained at par (b id )  throughout the refunding and 
closed  the m onth  slightly above par. A ttrition  on  the ex 
change offering am ounted to  50 0  m illion  dollars, as holders 
o f  the 9.1 b illion  o f  m aturing certificates to o k  1.3 b illion  
dollars o f  the June certificates and 7.3  b illion  o f  the O c to 
ber issue (including 5 .9  b illion  fo r  the System A cco u n t).

T he prices o f  G overnm ent notes and bon ds m oved  w ithin 
a relatively narrow  range during the first part o f  N ovem b er. 
A t the beginning o f  the m onth , both  investors and dealers 
tended to  ba ck  aw ay both  because o f  uncertainties in the 
international situation and because o f  a desire to  await the 
ou tcom e o f  the e lection  on  N ovem ber 6. A ctiv ity  was light, 
but m odest offerings o f  interm ediate and longer-term  bon d s 
by  com m ercia l banks and institutional investors contri
buted to a decline in prices, as did  m arket expectations o f  
a continued high level o f  e con om ic  activity and a grow ing 
view  that President E isenhow er w ou ld  be  re-elected . A fter 
a brief recovery , prices resum ed their dow nw ard  m ovem ent 
and m ost interm ediate and long-term  issues cam e under 
pressure in the latter part o f  the m onth. Investors generally 
adopted  a cautious attitude in  v iew  o f  the international 
situation, the w eakness in  the m arkets fo r  corporate and 
m unicipal bon ds, and heavy prospective dem ands fo r  
credit and capital. O utright trading activity continued  to  
be light, although a sizable volum e o f  tax switching took  
p lace  in the interm ediate area, largely b y  com m ercial 
banks. O ver the m onth  as a w hole, m ost issues maturing 
after 1961 declined  b y  betw een  x% 2 o f  a po in t and 1 poin t 
and shorter issues b y  betw een  y 32 and 24/32 o f  a po in t. 
T h e V A  per cent bon ds o f  19 78 -83  declined  by  27/32 o f  a 
poin t to  c lose  the m onth  at 9 %xl/32 (b id )  and the 3 ’s o f  
1995 fell by  s% 2 o f  a poin t to  c lose  at 9 3 1 % 2 ( b id ) .

O t h e r  Se c u r it ie s  M a r k e t s

T he m unicipal and corporate  b on d  markets w ere under 
alm ost continuous pressure during N ovem ber, as investors 
tended to w ithdraw  from  the m arket. U ncertainties over 
the international situation w ere a continuing factor  in  the 
cautious attitude o f  investors. In  addition, the prospect 
o f  the approxim ately  2 .5  b illion  dollars o f  new  pu b lic  
financing authorized by  the voters on  E lection  D ay  co n 
tributed to  the erosion  o f  prices on  outstanding issues and 
the upsw ing in interest rates on  new  offerings. A lthough
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the relatively light volum e o f  new  offerings m et w ith a 
m ixed reception , dealers w ere generally able to  reduce their 
holdings o f  o lder issues m oderately  by  m aking price  c o n 
cessions. A vera ge  yields on  outstanding m unicipal issues, 
as reflected in M o o d y ’s A aa-rated  m unicipal b on d  index, 
advanced to 3 .01 per cent on  N ovem ber 28 , up 27 
basis-points fo r  the m onth , and yields on  sim ilarly rated 
outstanding corpora te  bon ds rose  to  3 .7 4  per cent on  
N ovem b er 30 , an increase o f  9 basis-points over the m onth. 
T h e m unicipal in dex  is n ow  28 basis-points above  the 
previous postw ar peak  in June 1953 and the corporate 
index  30  basis-points higher than that peak.

T h e estim ated volum e o f  pu blic  offerings o f  corporate 
bon ds fo r  new  capital in  N ovem b er declin ed  to  130 m illion  
dollars from  31 0  m illion  in O ctober . T h e largest new  issue 
was a 50  m illion  dollar pu b lic  utility offering o f  A a-rated  
m ortgage bon ds due in 1986 . N et interest cost to  the 
com pa n y  was 4 .3 4  per cent, the highest since 1935 for  
an A a -ra ted  issue. W h en  reoffered  to  yield  4 .3 0  per cent, 
the offering m et with investor resistance.

O fferings o f  m unicipal bon ds am ounted to an estim ated 
2 6 0  m illion  dollars during the m onth, com pared  with 525 
m illion  in O ctober . M ost issues w ere not w ell received, 
even  w hen o ffered  at higher yields. A n  expressw ay bon d  
flotation, w hich  had been  postp on ed  on  tw o previous o c ca 
sions and reduced  from  75 m illion  dollars to 54  m illion, 
was again p ostpon ed  on  N ovem ber 2 0  as underwriters 
w ere unw illing to  m eet the borrow er ’s cost ceiling o f  4 
per cent in view  o f  m arket conditions.

M e m b e r  B a n k  C r e d it

T ota l loans and investm ents at all w eekly  reporting 
banks increased by 855 m illion  dollars during the fou r 
weeks ended N ovem b er 21 , as loans expanded  by  806  m il
lion  and investm ents b y  49  m illion .

T h e increase in total loans was largely accounted fo r  by 
a 75 6  m illion  dollar rise in business loans. A lth ough  the 
rise in  business loans, w hich  com pares with a decline o f
35 m illion  in the previous fou r w eeks, was partly seasonal, 
the advance exceed ed  the increase during the com parable 
fou r-w eek  period  last year by  about 50  m illion  dollars. 
M ost o f  the m ajor com pon ents o f  business loans show ed 
advances, the largest being recorded  by  fo o d , liquor, and 
to b a cco  firms, m etals and m etal products concerns, and 
retail and w holesale trade outlets. A lth ough  loans to sales 
finance com panies increased slightly, in contrast to net 
repaym ents earlier in the year, they still lagged far behind 
the rate o f  increase in the com parable  fou r-w eek  p eriod  in 
1955 . A s id e  from  the rise in business loans, the m ost n ot
able feature o f  the period  was a 93 m illion  dollar increase in

“ all other”  loans (largely  co n su m e r); how ever, the in
crease was still on ly  about tw o-th irds as large as in  the 
com parable  fou r  weeks o f  1955 . D espite the grow th  o f  
business loans, the total loan  expansion  in the recent period  
was less rapid than a year ago, partly  because o f  a slow er 
grow th in real estate loans and a decline in security loans.

T h e rise in investm ent holdings at w eekly  reporting 
banks w as fu lly  accoun ted  fo r  b y  the 35 6  m illion  dollar 
increase in Treasury bill holdings. R eportin g  bank h o ld 
ings o f  T reasury bills rose 66 4  m illion  dollars in  the w eek  
ended  N ovem ber 21 , reflecting the delivery o f  the T reas
ury ’s special issue on  N ovem b er 16. This rise com pares 
with an increase in holdings o f  Treasury bills o f  723 m illion  
dollars in the w eek  o f  O ctob er  17 w hen delivery o f  the 
special bill m aturing January 16, 1957 to o k  p lace. A s id e  
from  the net advance in bill holdings over the fou r-w eek  
period , w eekly  reporting banks continued to  liquidate in 
vestm ents. T h e decrease included a sharp decline in h o ld 
ings o f  n on -G overn m en t securities, proba b ly  attributable 
in part to the maturing o f  various short-term  issues.

Table II

W eekly Changes in Principal A sse ts  and Liabilities of the 
W eekly Reporting M em ber Banks

(In millions of dollars)

Item
Statement weeks ended Change 

from Dec.

Oct.
31

Nov.
7

Nov.
14

Nov. 
2 Ip

28, 1955 
to Nov. 

21, 1956p

Assets

Loans and investments:
Loans:

Commercial and industrial
+ 238 +  187 + 312 + 19 ! +-3,740 

iAgricultural loans................... +  1 +  3 +  6 — 11
Security loans.......................... -  25 -  15 -  58 + 50 -  963
Real estate loans.................... +  s — +  13 — 15 +  708
All other loans (largely 

consumer;............................. +  24 +  41 +  13 + 15 +  810

Total loans adjusted*.. . . + 245 +217 + 286 + 58 + 4 ,1 6 3

Investments:
U.S. Government securities: 

Treasury bills...................... -  91 - 1 8 8 -  29 + 664 -  270
— 5 -  21 -1 2 4 — 9 - 3 ,5 9 8

-  96 -  209 : - 1 5 3 + 655 - 3 ,8 6 8
Other securities....................... -  73 -  66 -1 0 5 + 96 -  592

Total investments............. - 1 6 9 - 2 7 5 -2 5 8 + 751 — 4,460

Total loans and investments
+  76 -  58 +  28 + 809 * -  297

Loans to banks................................. +  121 -  84 i +255 - 127 | + 37

Loans adjusted* and “ other”
+  172 +  151 j +181 + 154 1 + 3 ,5 7 1

Liabilities 

Demand deposits adjusted.......... - 1 3 7 -4 8 1 J + 294 + 4G | -2 ,9 5 4
Time deposits except

Government......................... + 30 — 54 i - 1 6 7 _ 57 ! + 114
U. S. Government deposits......... +  188 - 4 8 5 ! -  52 + 1,506 ; + 1,017
Interbank demand deposits: 

Domestic............................. +161 + 4221 Q i +448 - 719o i ; -  182i ! 1; — io | +  »2 + 1 "T* loJ

p Preliminary.
* Exclusive of loans to banks and after deduction of valuation reserves; figures 

for the individual loan classifications are shown gross and may not, therefore, 
add to the totals shown.
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I N T E R N A T I O N A L  M O N E T A R Y  D E V E L O P M E N T S

M o n e t a r y  T r e n d s  a n d  P o l i c i e s

O n N ovem ber 1 the B ank o f  C anada announced that 
thereafter its d iscount rate w ou ld  be set at XA  per cent 
a b o v e  the average Treasury bill tender rate every Thursday 
a f t e r  the disclosure o f  the results o f  the w eekly  tender fo r  
9 1 -day  Treasury bills. Thus, the d iscount rate was fixed 
at 3.77 per cent on  N ovem ber 29 , as the average Treasury 
b i l l  rate at t h e  fifth N ovem b er tender was 3 .5 2  per cent; 
p r i o r  to  the adoption  o f  the new  p o licy , the discount rate 
was 3 rA  p e r  cent. F rom  A u gust 1955 to  O ctober  1956 , 
there had been  six discount rate increases, five o f  w hich  
had fo llow ed  within a w eek  after the Treasury bill rate had 
m oved  above  the d iscount rate.

T h e  B ank o f  C anada is, insofar as is know n, the on ly 
central bank undertaking to  adjust its d iscount rate auto
m atically  in  response to  changes in the Treasury bill rate. 
T h e  B ank o f  C anada gave tw o m a jor reasons fo r  the 
change in  its discount rate technique. In the first p lace , it 
s t r e s s e d  its desire to  rem ove any pu b lic  m isunderstanding 
about the relationship betw een  its d iscount rate and other 
interest rates. T he ban k ’s v iew  is that “ the d iscount rate 
should be  kept in line w ith other interest rates and should 
m ove w hen  they d o , but usually n ot otherw ise” ; the new 
p olicy  is intended to  “ direct pu b lic  attention m ore  to  the 
basic factors in  the m onetary situation, that is, changes in 
the supply o f  and dem and fo r  m on ey ” . T h e secon d  reason 
given fo r  the new  p o licy , w hich  w ill keep the discount rate 
consistently above  the y ield  o n  Treasury bills, is that “ it 
w ould  be clearly undesirable that banks and dealers should 
be able to  borrow  from  the central bank at a low er cost 
than the y ie ld  o n  the m ost liqu id  fo rm  o f  G overnm ent 
securities” .

M arket interest rates in C anada reached  new  record  
levels in N ovem b er; the average Treasury bill tender rate 
d ipped  slightly at the first three tenders in N ovem ber, fo r  
the first tim e in over tw o m onths, but resum ed its upw ard 
m ovem ent tow ard the end o f  the m onth , w hile b on d  yields 
rose further. T h e chartered banks’ holdings o f  governm ent 
bonds w ere again reduced ; business loans on  N ovem ber 21 
were 13.8 per cent above a year earlier, com pared  with 
20 .7 per cent at the end o f  Septem ber, the decline show ing 
the significant slackening in the extension  o f  bank credit. 
T he cash ratio o f  the chartered banks fe ll to  the 8 .0  per 
cent statutory m inim um  at the end o f  the secon d  statement 
w eek in  N ovem ber, and during the m onth  there was som e 
borrow in g  in the B ank o f  C anada fo r  the first time in  five 
w eeks. Initial sales o f  the new  series o f  savings bon ds 
am ounted to  705  m illion  C anadian  dollars up to  N ov em 
ber 16, a large increase over savings b on d  sales in the same

period  in 19 55 ; the new  savings bon ds feature fo r  the first 
tim e a sliding interest scale, ranging from  3 XA  per cent 
during the first on e  and a half years to  4  per cent during 
the final seven years.

A  tightening o f  Swedish m onetary p o licy  was signaled 
by  an increase in  the R iksban k ’s d iscount rate to  4  per 
cent from  3 % ,  effective N ovem b er 2 2 ; at the sam e tim e a 
new  long-term  governm ent loan  was announced  at 4 3A  per 
cent, com pa red  w ith AV2 per cent o n  the last such issue. 
T h e last previous change in  the d iscount rate had been  a 
rise o f  1 per cent in  A p r il 19 55 ; the present action  m akes 
the R iksbank  the ninth E u ropean  central bank to  raise its 
d iscount rate this year. T h e  R iksbank ’ s official d iscount 
rate serves m ainly to  indicate adjustm ents in  its credit 
p o licy ; the R iksban k  n o  longer quotes its actual lending 
rates, and thus is free  to  set the interest charged on  each  o f  
its loans with regard to  the general state o f  the m arket. T h e 
rate o f  expansion  o f  over-a ll dem and in  Sw eden has tended 
to  exceed  available resources, as is reflected in an 8V2 
per cent increase in  consum er prices over the past tw enty- 
on e  m onths, extrem e tightness in  the labor  m arket leading 
to  large w age increases, and a continuous increase in im 
ports w hich  has resulted in  a serious deterioration  in  the 
balance o f  paym ents. T o  counter the inflationary pressures, 
the Swedish authorities have relied  m ore  heavily than ever 
be fore  in the postw ar p er iod  o n  m onetary restraint, includ
ing discount rate p o licy , the strict en forcem en t o f  com m er
cial bank liquidity ratios, agreem ents w ith the banks o n  a 
d irect reduction  in  advances, and the tightening o f  c o n 
sumer credit term s. W h ile  there has been  som e tendency 
tow ard better ba lance in the Swedish e con om y  this year, 
prices and w ages have continued  to  rise, and the im prove
m ent in the balance o f  paym ents has been  slight; n ow , as 
the G overn or  o f  the R iksbank  has stated, “ speculative de 
velopm ents and other strains on  e co n o m ic  stability”  are to  
be feared as a result o f  the M id d le  East crisis.

In  the U nited K in gd om , the statement o f  the L o n d o n  
clearing banks fo r  the fou r  w eeks to  m id -O ctob er  show ed 
a slight rise in  advances, in  contrast to  the sharp fall in 
bank lending in  the preced ing  fou r  w eeks. T h e increase 
in  the banks’ h old ings o f  T reasury bills, w hile sm aller than 
in the tw o preced ing  reporting periods, was still very large 
at 54  m illion  pou nds, and the banks’ liquidity ratio rose 
fo r  the seventh successive m onth , to  37.1 per cent. Prices 
o f  governm ent bon d s declin ed  sharply in  N ovem b er, the 
yield  o f  2 V2 per cent C on sols  reaching 4 .9 8  per cent at 
the end o f  the m onth— the highest level since the early 
thirties. T h e average tender rate fo r  three m onths’ 
Treasury bills was unchanged at 5 .0  per cent at the first
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three tenders in N ovem ber, but was slightly higher at the 
last tw o tenders. Sales o f  the new  prem ium  savings bonds, 
part o f  the governm ent’s efforts to  encourage sm all sav
ings, w ere begun N ovem b er 1, and m ore  than 33 m illion  
pou nds w ere bought during the first three w eeks. T he 
Q u een ’s Speech  open in g  Parliam ent contained  the an
nouncem ent that the governm ent w ou ld  ask fo r  perm anent 
legislation  to  con tro l consum er credit in p lace  o f  the pres
ent em ergency pow ers; in  N ovem ber, new  regulations w ere 
issued restricting car-rental schem es, w hich  w ere b e co m 
ing increasingly popu lar as an alternative to  h ire-purchase 
sales, as restrictions on  the latter w ere tightened.

T h e  Peruvian authorities have taken new  m onetary 
restraint m easures against the back grou n d  o f  a 13 per cent 
increase in bank lending and a 33 per cent rise in redis
coun tin g  at the central bank during the first eight m onths 
o f  this year. O n  Septem ber 14, the central bank decided  
to  lim it the com m ercia l banks’ d iscount facilities to  75 per 
cent o f  their pa id -in  capital and reserves, and established 
a new  discou n t rate o f  8 per cent fo r  rediscounting in 
excess o f  4 0  per cent o f  a ban k ’s pa id -in  capital and re
serves (the o ld  d iscou n t rate o f  6 per cent continues to 
app ly  to  rediscounting up to  4 0  per cent). In  addition , on  
O cto b e r  2 2 , the authorities, fo llow in g  the recom m en da
tion  o f  the central bank, raised the basic reserve require
m ents and unified the supplem entary reserve requirem ents.

E x c h a n g e  R a t e s

T h e M id d le  East crisis continued  to  dom inate the 
fore ign  exchange m arket during N ovem ber. Sterling was 
under increasing pressure during m ost o f  the m onth, and 
o n  on ly  tw o occasion s d id  the rate fo r  A m erican -accou n t 
sterling rise n oticeab ly  ab ove  the $2 .78V i level, and then 
but m om entarily  as a result o f  som e dem and fo r  sterling 
o n  the part o f  com m ercia l concerns. In general, h ow ever, 
buyers o f  sterling appear to  have delayed purchases as

lon g  as possib le , w hile sterling receipts have been  so ld  
and dollar requirem ents covered  prom ptly. Thus sterling 
wras w ell o ffered  throughout the m onth , w ith m etal, grain, 
and, on  balance, o il interests am ong the ch ie f suppliers.

T h e pressure on  sterling also becam e increasingly 
n oticeab le  after the m idm onth  in the forw ard  m arket. 
W ith  g o o d  offerings o f  forw ard  dollars in L o n d o n , d is
counts on  three and six m on th s’ sterling declin ed  early 
in N ovem b er to  l 7/ l6  and 2 %  cents, w here they generally 
held until N ovem b er 13. Thereafter, offerings o f  forw ard  
sterling pushed discounts w ider. B y  the end o f  the m onth , 
sterling fo r  three and six m onths’ delivery w as qu oted  at 
discounts o f  3 Vi and 5 Vi cents, the widest discounts in 
about five years.

T ransferable sterling tended to w eaken early in 
N ovem ber, falling at on e  tim e to  $2 .73  V i, the low est level 
since last February. O n  N ovem b er 8, how ever, the qu ota 
tion rose  sharply to  $ 2 .7 4 5 5 ; subsequently, the rate 
m ov ed  erratically but c losed  low er at $ 2 .7 4 4 5  on  N ov em 
ber 30 . Strong dem and on  the part o f  British investors 
fo r  dollar securities led  to  a sharp rise in the prem ium  on  
the investm ent dollar to  as high as 1 2 Vi per cent, while 
lack  o f  interest in  investm ent in British securities c o n 
tributed to  a m a jor decline in the securities sterling rate 
from  $ 2 .5 8 Vi to  as low  as $ 2 .4 8 ; by  N ovem ber 30 , the 
rate had recovered  to  $ 2 .5 5 V i.

T he C anadian dollar rose during N ovem ber from  
$ 1 .0 2 5% 4 to  $ 1 .0 4 3% 4  on  N ovem b er 28 , the highest 
quotation  since N ovem ber 1933 w hen it reportedly  tou ched  
$ 1 .0 5 V i, but eased som ew hat in the final days to  $ 1 .0 4 % 2« 
T h e further strengthening o f  the Canadian dollar was the 
result o f  continued strong investm ent dem and from  both  
N ew  Y o rk  and L o n d o n  and o f  occasion a l g o o d  com m ercia l 
dem and in N ew  Y o rk . A n  im portant part o f  the N ew  
Y o rk  investm ent dem and arose from  large-scale financing 
obtained by  p u b lic  and private Canadian borrow ers in 
the N ew  Y o rk  market.

F A R M  C R E D I T  A T  S E C O N D  D I S T R I C T  C O M M E R C I A L  B A N K S

A gricu ltural credit is on e o f  the segments o f  ou r credit 
structure about w hich  w e norm ally  have relatively little 
in form ation . E xcep t fo r  data on  the total am ount out
standing, alm ost noth ing is regularly available o n  the uses 
o f  such credit, interest rates, o r  maturities, or  about the 
individuals w h o are borrow in g . T o  help fill these gaps, 
the F ederal R eserve System  with the assistance o f  the 
Federal D eposit Insurance C orporation  m ade a special sur
vey  o f  agricultural loans o f  insured com m ercia l banks 
outstanding o n  June 30 , 1956 . N ot since 1947 , w hen a 
sim ilar survey was m ade, have com prehensive data been

available on  bank loans to  farm ers. T he fo llow in g  a r t i c l e  

presents the m ajor findings o f  the 1956  survey f o r  t h e  

S econ d  F ederal R eserve D istrict and outlines som e o f  t h e  

changes that to o k  p lace betw een  1947 and 1 9 5 6 .1
B etw een  the tw o surveys the total am ount o f  farm  debt 

at insured com m ercia l banks in the Secon d  District, o t h e r

1 The results of the survey for the country as a whole will be pub
lished by the Board of Governors in forthcoming issues of the Federal 
Reserve Bulletin. The Second Federal Reserve District comprises all 
of New York State, the twelve northeastern counties of New Jersey, 
and Fairfield County, Connecticut.
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than loans secured by  the C om m odity  Credit C orpora tion ,2 
increased 103 per cent to  a total o f  153 m illion  dollars. 
But the m ost interesting aspect o f  the credit p icture in this 
D istrict, as revealed by  the tw o surveys, is not the increase 
in the total am ount o f  credit outstanding but its com p os i
tion. In June 1956 , farm ers w ere still using the largest 
portion  o f  their borrow ings to finance “ interm ediate-term  
investm ents”  such as purchase o f  m achinery and equipm ent 
and the im provem ent o f  land and buildings.

B orrow in g  fo r  interm ediate-term  investm ents expanded 
rapidly after W orld  W ar II, as w artim e scarcities ended 
and prod u ction  o f  durable g ood s  began  to  satisfy the 
pent-up dem and. H ow ever, there has been  n o  significant 
slackening o f  the dem and fo r  credit to  provide  fo r  
interm ediate-term  investm ents. A t  the end o f  June these 
loans accoun ted  fo r  4 4  per cent o f  the total am ount o f  
farm  credit outstanding and 52  per cent o f  the num ber 
o f  loans. A  substantial part o f  the interm ediate credits 
outstanding in  m id -1 9 5 6  w as in  the fo rm  o f  instalm ent 
paper purchased b y  larger banks from  farm  equipm ent 
dealers o r  other lenders.

T h e prop ortion  o f  bank credit used fo r  interm ediate- 
term  investm ents and fo r  buying farm  land is considerably  
larger in the Secon d  D istrict than it is fo r  the country as 
a w hole . O n  the other hand, loans fo r  current expense 
purposes, although they have been  increasing since the 
1947 survey, represent on ly  16 per cent o f  the total dollar 
am ount o f  credit outstanding, com pa red  with 38 per cent 
fo r  the w hole  country. T hese differences betw een  this 
D istrict and other parts o f  the coun try  reflect m ainly differ
ences in the dom inant types o f  agriculture and hence in 
the farm ers’ credit needs.

In  spite o f  changes in the general credit situation, inter
est rates o n  direct loans to  farm ers in  this D istrict show ed 
little change betw een  the tw o surveys. A t  the tim e o f  the 
1956  survey, real estate loans w ere still generally carrying 
a rate o f  about 5 per cent and non-real estate loans about
6 per cent. H ow ever, purchased instalm ent contracts fre 
quently carried effective rates o f  10 per cent or  m ore .3

Results from  the 1956  survey d isclosed  w ide differences 
betw een note maturities and the actual length o f  tim e the 
credit is norm ally in use. D em an d  notes and single pay 
m ent notes o f  short maturities are frequently em ployed  
w hen the credit w ill b e  used fo r  longer periods o f  tim e. 
U sually there is a tacit understanding betw een  the borrow er 
and lender that the note w ill n ot be called  or  w ill be  re

2 Commodity Credit Corporation-insured loans were not included 
in the surveys.

3 When interest is charged on the original amount of an instalment 
loan and the loan is repaid in regular payments, the effective rate is 
approximately double the stated rate, because the average amount of 
credit extended to the borrower over the term of the loan is approxi
mately half the face amount of the note.

new ed. In addition, farm  borrow ers often  m ake period ic  
partial paym ents o n  dem and and single paym ent notes. 
Such arrangem ents perm it a bank to  keep its loan  p ortfo lio  
som ew hat m ore  liqu id  than it w ou ld  be  if notes were w rit
ten fo r  the fu ll tim e fo r  w hich  the credit m ight be  needed .

A b o u t 60  per cent o f  the farm ers in this D istrict had 
com m ercia l bank debts outstanding in June 1956 . T h e 
average am ount b orrow ed  by  farm ers in the 35 to  44 -year 
age group  was m ore  than in any other group , although the 
largest dollar volum e o f  funds was loaned  to  m en 45 and 
over  w ho represent 64  per cent o f  all farm ers in  this 
D istrict. T h e 19 56  survey indicated that the average net 
w orth  o f  farm  borrow ers rose from  below  $ 1 0 ,0 0 0  in 1947 
to  betw een $ 1 0 ,0 0 0  and $ 2 5 ,0 0 0  in  1956. H ow ever, after 
the prosperity  o f  the K orean  w ar p eriod  the total net in 
com e  o f  farm ers in  the S econ d  District declined  as costs 
rose faster than prices received.

T h e m od al o r  “ typ ica l”  farm  borrow er in  this D istrict 
has a net w orth  o f  betw een  $ 1 0 ,0 0 0  and $ 2 5 ,0 0 0  and an 
annual cash  in com e o f  $ 5 ,9 0 0 . H e is over 45  years o ld  
and proba b ly  operates a dairy farm . A t  the end o f  June 
he ow ed  his bank a total o f  $ 2 ,1 9 1 , representing on e  or  
tw o notes, and he pa id  his bank about 6 per cent interest 
per year o n  these loans. H e  used the p roceed s to  purchase 
m achinery, equipm ent, and livestock , and to  bu y  land to  
increase the size o f  his farm . T his average borrow er is 
rarely out o f  debt to  his bank. H is needs fo r  credit seem  
to  b e  alm ost continuous, with new  notes negotiated or  o ld  
ones renew ed season after season.

T h e  F a r m  E c o n o m y  in  M id-1956
Betw een 1947  and 19 56  m a jor changes occu rred  in the 

farm  econ om y  o f  the U nited  States. T h e num ber o f  farm s, 
farm  w orkers, and total net farm  in com e declined, but 
produ ction  expenses and investm ent p er w orker rose sub
stantially. M oreov er , a rapid  increase in  the use o f  ferti
lizer, electricity, and specialized m achinery and equipm ent 
in fluenced the kinds and am ounts o f  capital and credit 
needed  by  farm ers. In  the interval betw een  the surveys 
the am ount o f  credit o f  all types extended to  farm ers in 
the U nited States m ore  than dou b led , and at the beginning 
o f  1956  financial institutions, G overnm ent agencies, and 
other lenders held  agricultural loans totaling 18.8 billion  
dollars. A b o u t 23 per cent o f  the total debt was held by  
insured com m ercia l banks.

Changes in  the farm  e con om y  o f  the S econ d  D istrict 
since 1947  have generally fo llow ed  the national pattern. 
Productivity  rose as the average size o f  farm s increased 
and m achinery disp laced  farm  w orkers. A cco rd in g  to 
U nited States Census figures, the num ber o f  farm s de
creased 29  per cent but the average num ber o f  acres per 
farm  in the Secon d  D istrict expan ded  about 2 0  per cent
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betw een 1945  and 1 9 5 4 .4 N ew  Y o rk  State dairy farm s, 
f o r  e x a m p l e ,  increased total m ilk shipm ents by  27  per cent, 
b u t  t h e  average dairy farm er increased his shipm ents by  
4 5  p e r  c e n t  and t h e  output per co w  rose 14 per cent. T ota l 
n e t  i n c o m e  o f  farm ers in N ew  Y o rk  State in 1955 , how ever, 
w a s  a b o u t  15 per cent low er than it was in 1949 w hen the 
U n i t e d  States D epartm ent o f  A gricu lture first published net 
f a r m  i n c o m e  figures by States.

T h e  1956 S u r v e y

T h e 1956  survey w as con du cted  on  a stratified random  
sam ple basis in  each  D istrict. T h e Secon d  D istrict sam ple 
included  119 insured com m ercia l banks (including n on - 
m em bers o f  the F ederal R eserve System ).These banks re
ported  detailed in form ation  on  about 5 per cent o f  the 
d o l l a r  volum e o f  farm  loans outstanding on  June 30 , 1956. 
In  a l l ,  reports w ere m ade on  5 ,2 9 6  farm  loans representing 
3 ,6 7 3  individual and corpora te  borrow ers. T h e  in form ation  
reported  included  the original am ount o f  the loans and the 
am ount outstanding o n  June 30 , 1956  as w ell as the pur
pose o f  the loan , its renew al status, security, repaym ent 
provisions, and the interest charged. T h e survey also re
quested in form ation  about the borrow ers w hose loans w ere 
selected in the sam ple, including farm  characteristics, the 
borrow er ’s net w orth, tenure, and age, and w hether or

4 Agricultural census data are not available for 1947 and 1956, 
the years of the farm loan surveys; the census years 1945 and 1954 
have therefore been used to indicate the trends in the Second District’s 
farm economy.

not he was a part-tim e farm er. T he data obtained  from  
the sam ple o f  loans w ere subsequently “ b low n  u p ”  to  c o r 
respond to  the total farm  loans held by  all insured 
com m ercia l banks in the D istrict. T h e total am ount o f  
farm  loans reported by  the banks in  their m id -1956  re
ports o f  con d ition  was used as the benchm ark.

L o a n  C h a r a c t e r i s t i c s

Purpose
T h e purposes fo r  w hich  farm  loans are used depend in 

large m easure o n  the type o f  farm ing in  an area, as Chart I 
suggests. In  the highly urban and industrialized S econ d  
F ederal R eserve D istrict about 4 2  per cent o f  all farm s are 
dairy farm s. A t som e D istrict banks, farm  loan  p ortfo lios  
consist alm ost entirely o f  loans to  dairy farm ers. G eneral 
farm ers, w h o grow  a variety o f  crop s including fruits and 
vegetables, are the secon d  m ost im portant type o f  farm  in 
this D istrict. Poultry  farm ers are third and represent about
9 per cent o f  all farm s. Cash grains and m eat anim als, 
w hich  constitute so im portant a part o f  the national farm  
econ om y, are o f  m inor significance in this D istrict.

D airy  and truck farm ing and other im portant types o f  
farm ing in this D istrict have in  the past required a rela
tively lim ited am ount o f  acreage per farm  and a high 
p rop ortion  o f  labor. But, as labor costs have risen in the 
postw ar years, there has been  a strong incentive fo r  the 
farm ers to  expand their use o f  m achinery and to  im prove  
the productivity  o f  their land and other facilities. Further

Chart I

DOLLAR AMOUNT OF FARM LOANS OUTSTANDING  

ON JUNE 30,1956 AT SECOND DISTRICT INSURED COMMERCIAL BANKS
BY PURPOSE OF LOAN BY TYPE OF FARM

Total adds to more than 100 per cent because of rounding.
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m ore, after m aking relatively large investm ents in  m achin 
ery, m any o f  them  fou n d  that they needed  to  expand their 
acreage if they w ere to  ach ieve the low est m achine cost per 
unit o f  output. This drive fo r  increased productivity  in 
t h e  Second D istrict has been  reflected directly in the expan
s i o n  i n  the volum e o f  loans fo r  the purchase o f  m achinery 
a n d  equipm ent and, to  a lesser extent, in  loans to  im prove 
or e x p a n d  acreage holdings.

O v e r  44  p e r  cent o f  the dollar am ount o f  all loans to 
f a r m e r s  in t h e  S econ d  D istrict outstanding on  June 30, 
1956 h a d  b e e n  used fo r  the purchase o f  capital and co n 
s u m e r  durable good s, com pared  with on ly  33 per cent fo r  
the country as a w hole . Since the incom es o f  farm ers in 
t h e  Secon d D istrict have not been  subject to  seasonal f l u c 

t u a t i o n s  to  so great an extent as those o f  farm ers in other 
p a r t s  o f  t h e  country, m ost farm ers’ needs fo r  current 
e x p e n s e  loans have been  relatively small. B orrow in g  fo r  
c u r r e n t  expense accoun ted  fo r  16 per cent o f  the total 
am ount o f  bank credit outstanding on  the survey date, less 
than h a l f  o f  the national average. L oan s to  consolidate 
or  p a y  other debts accoun ted  fo r  10 per cent.

T h e  individual farm er’ s use o f  bank credit depends in 
large m easure on  the type o f  farm  he operates. N early 
half o f  the dairy farm ers’ borrow in g  as reported by  the 
1956  survey was fo r  interm ediate-term  purposes, and loans 
to  b u y  farm  m achinery and livestock  represented 80  per 
cent o f  these loans. L oan s to  bu y  farm  real estate w ere 
secon d  in im portance in dollar am ount and accoun ted  fo r  
26  p e r  cent o f  their total borrow in g . T he optim um  size 
o f  the dairy herd requires relatively little land, and the 
regularity o f  the dairy farm er’ s m ilk check  m inim izes his 
need fo r  current expense loans.

O n  the other hand, pou ltry  farm ers generally had little 
need fo r  bank  credit to  bu y  m achinery, and their land 
requirem ents are even m ore  lim ited, but seasonal variations 
in output create a need fo r  credit to  com pensate fo r  sea
sonal in com e fluctuations. P oultry  farm ers, therefore, used 
their bank loans fo r  current expenses, including purchases 
o f  feeder livestock  and, secondly , to  im prove  their land 
and buildings. G eneral farm ers, w h o  grow  a variety o f  
crops, have felt a greater need to  expan d  the size o f  their 
farm s than either dairy or  pou ltry  farm ers. T h e general 
farm er can  usually increase output and low er unit costs 
by  using m ore  m echan ized  equipm ent, but additional land 
is often  needed  fo r  the efficient use o f  the m achinery. C o n 
sequently, the general farm er b orrow ed  relatively m ore 
from  com m ercia l banks to  expand his acreage than any 
other group  o f  farm ers. G eneral farm ers used 36 per cent 
o f  their bank borrow ings to  buy  land and buildings, but 
on ly  28 per cent fo r  all interm ediate-term  investm ent 
purposes.

T he pu rpose o f  farm  loans also tends to vary with the 
status o f  the farm er as an ow ner or  tenant. Interm ediate- 
term investm ents are o f  relatively greater im portance to  
tenant farm ers than ow n er-operators, because tenants b o r 
row  very little to  purchase or  im p rove  land and buildings. 
Tenants used nearly 56  per cent o f  their total bank credits 
fo r  purchases o f  livestock  and m achinery, w hile ow ner- 
operators used on ly  31 per cent o f  their bank  credit fo r  
these purposes. T h e  differences betw een  the relative 
am ounts b orrow ed  b y  ow ners and tenants fo r  current ex 
penses and debt repaym ent or  con solida tion  w ere small 
in spite o f  the fact that the average net wrorth  o f  tenants 
is m uch less than that o f  ow ner-operators. A b o u t 7 per 
cent o f  all farm  borrow ers in  the S econ d  D istrict w ere 
tenants, and they b orrow ed  about 4 per cent o f  the total 
am ount o f  loans outstanding.

Interest Rates

O n  the survey date, June 30 , 1956 , the average interest 
rate in this D istrict fo r  loans n ot secured b y  real estate 
was 6 .6  per cent per annum , and loans secured b y  real 
estate averaged 5.1 per cent per annum . Interest rates 
w ere generally low er fo r  large loans, both  those secured 
by  real estate and other loans, and loans m ade fo r  
interm ediate-term  investm ent purposes had a higher aver
age interest rate than loans fo r  other purposes.

A lth ough  m ost banks m ade instalm ent loans w hich  car
ried effective interest rates about dou b le  the rates charged 
on  single paym ent loans, high interest rates w ere m ost 
frequently associated w ith purchased paper— the loans ac
quired by  banks from  finance com panies, equipm ent deal
ers, and other initial creditors. A b o u t  31 per cent o f  the 
total num ber o f  non -real estate farm  loans outstanding at 
all Secon d  D istrict insured banks w ere acqu ired b y  banks 
from  other initial creditors, and a large p rop ortion  o f  these 
loans carried effective interest charges o f  over 10 per cent 
per annum . M o re  than half the num ber o f  all loans fo r  
purchases o f  farm  m achinery and equipm ent w ere acquired 
by  the banks from  other initial creditors.

B ecause the large banks had m ore purchased paper, 
they generally had m ore  farm  loans with high rates o f  
interest than m edium  and sm all-sized banks. H ow ever, 
w hen average rates o n  direct loans are com pared  by  bank- 
size groups, n o  large d ifferences are d isclosed.

Banks with total deposits o f  over 10 m illion  dollars held 
50  per cent ( in  dollar v o lu m e ) o f  all the purchased paper 
outstanding, and these loans constituted 4 4  per cent o f  
their non-real estate loans to  farm ers. P urchased paper 
was on ly  29  per cent and 2 0  per cent, respectively, o f  the 
total num ber o f  non-real estate farm  loans in m edium  and 
sm all-bank groups. A b o u t 93 per cent o f  the acquired
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notes o f  the large banks represented loans fo r  interm ediate- 
term  investm ents, largely farm  m achinery and equipm ent.

W ithin  bank-size groups there w ere m arked differences 
in average interest rates and the p rop ortion  o f  purchased 
paper held by  banks in branch  systems and unit banks. 
A m on g  the large banks, over tw o thirds o f  the loans o f  
unit banks w ere acquired loans, but on ly  one third o f  the 
loans o f  branch  banks w ere initiated b y  others. N early 
58 per cent o f  the num ber and 70  per cent o f  the dollar 
am ount o f  acquired loans o f  large unit banks carried e ffec 
tive interest charges o f  10 per cent o r  m ore  per annum. 
Large branch  banks had a som ew hat larger p rop ortion  o f  
acquired notes at over 10 per cent interest, but the average 
size o f  their acquired notes w as sm aller. In  contrast, unit 
banks with deposits o f  less than 10 m illion  dollars acquired 
about 21 per cent o f  their loans from  other initial creditors, 
and on ly  23 per cent o f  the dollar am ount o f  these acquired 
loans carried  interest charges exceeding  10 per cent per 
annum .

S ecurity, R ep a ym en t M eth o d , and M aturity

A s  m ight have been  expected , types o f  loan  collateral 
are related to  loan  pu rpose. Chattel m ortgages (o r  con d i
tional sales con tracts) have rep laced  real estate m ortgages 
as the m ost im portant security fo r  farm  loans. L ast June,
36  per cent o f  the dollar  am ount o f  all loans w as secured

Chart H
SECURITY AND REPAYMENT METHOD OF FARM LOANS 

OUTSTANDING ON JUNE 30,1956 AT SECOND DISTRICT 
INSURED COMMERCIAL BANKS

Rep ay m ent  m e th o d
| | I n s t a lm e n t -o r ig in a l  amount  

f ^ / / j  Insta lm ent-u n pa id  b a l a n c e  

|<yO<3 Single  pa y m e nt

NUMBER OF LOANS
AMOUNT

OUTSTANDING

SECURITY

by  chattel m ortgages, com pa red  with 35 per cent in  19 47 . 
B ut in 1947  about 39 per cent o f  the dollar am ount and
17 per cent o f  the num ber o f  loans outstanding w ere 
secured by  farm  land, w hile the current survey, as indicated 
in Chart II, fou n d  on ly  35 per cent o f  the am ount and 13 
per cent o f  the num ber o f  loans outstanding secured by  
real estate. Chattel m ortgage loans are used frequently  to  
buy m achinery, other durable g ood s , and livestock . This 
security was used fo r  4 6  per cent o f  all non-real estate 
loans. T h e use o f  chattels rather than land fo r  security 
reflects the expansion  in ow nership  o f  farm  m achinery and 
other durables that can be  em p loyed  as collateral, and 
it also reflects the increasing am ounts b orrow ed  to  buy 
m achinery, equipm ent, and livestock .

U nsecured loans represented about on e third o f  the num 
ber and on e  quarter o f  the dollar am ount o f  all non-real 
estate loans. T h e  prop ortion  o f  unsecured loans to  the 
total has increased on ly  slightly since 1947 . T h is m ay indi
cate that farm ers w ith established credit standings and 
financial condition s warranting loans w ithout specific c o l
lateral have not increased in num ber or, if they have in
creased, banks have ad opted  m ore  conservative lending 
standards. T h e  decline in net farm  in com e suggests that 
the farm ers’ credit standings have n ot im proved  m aterially 
since 1947 , even  though net w orth  has.

A b o u t 48 per cent o f  the loans outstanding in the Secon d  
D istrict w ere repayable in  a single paym ent in contrast to  
about 70  per cent fo r  the country  as a w hole. T h e low  
prop ortion  o f  single paym ent loans in  the Secon d  D istrict 
reflects in  part the Secon d  D istrict farm er’ s greater use o f  
instalm ent credit fo r  purchases o f  farm  equipm ent and 
m achinery.

M ost m ortgage loans secured by  farm  land w ere repay
able in instalm ents w ith interest charged on  the unpaid 
balance, w hile 53 per cent o f  non-real estate loans w ere 
single paym ent loan s.5 L arge banks generally held  m ore  
instalm ent loans than sm all banks, and the largest p ro p o r 
tion  o f  their instalm ent loans had interest charged o n  the 
original am ount; small banks had few  such loans. This 
situation reflects prim arily the concentration  o f  purchased 
loans am ong the larger banks.

T w o  thirds o f  the loans outstanding had m aturities o f  
on e  year o r  less, although these loans represented on ly  56  
per cent o f  the total dollar am ount outstanding. M aturities 
o n  current expense loans and loans fo r  “ other pu rposes”  
w ere predom inantly six m onths o r  less, w hereas 6 0  per

5 While the survey was primarily concerned with the legal status 
of loans, many so-called single payment notes were in practice being 
repaid in regular or irregular instalments. Of all single payment loans, 
43 per cent had outstanding amounts less than the original amount 
and some repayments had been made on 73 per cent of all demand 
notes.
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cent o f  the num ber and 65 per cent o f  the dollar volum e 
o f  all loans to  purchase real estate had maturities o f  five 
years or  m ore. D em an d notes constituted 45 per cent o f  
the total dollar volum e o f  loans to  consolidate or repay 
other debts.

Slightly m ore  than 40  per cent o f  the num ber and dollar 
am ount o f  all loans granted fo r  interm ediate-term  purposes 
had original maturities o f  m ore  than on e year, while 56  
per cent o f  the num ber and 59 per cent o f  the am ounts 
outstanding w ere written fo r  on e  year or  less. D em and 
notes constituted 16 per cent o f  the num ber but alm ost 
30  per cent o f  the volum e o f  all interm ediate-term  invest
m ent loans. M o re  than half o f  both  the num ber and 
am ount o f  dem and notes fo r  all purposes w ere for  
interm ediate-term  investm ents.

B o r r o w e r  C h a r a c t e r is t ic s

T h e 1956  survey obtained  in form ation  about the net 
w orth, age, and tenure o f  the farm  borrow er and whether 
o r  n ot he was a fu ll-tim e farm er. A b o u t 7 0 ,0 0 0  farm ers 
had loans outstanding from  S econ d  D istrict banks on  the 
survey date, or  approxim ately  60  per cent o f  all farm ers 
in  the D istrict. O n  the average they ow ed  the banks 
$2 ,191 .

A cco rd in g  to  the 1956  survey, 41 per cent o f  the b o r 
row ers in this D istrict last June had a net w orth  betw een 
$ 1 0 ,0 0 0  and $ 2 5 ,0 0 0 . T h is group  b orrow ed  38 per cent 
o f  the dollar am ount outstanding. A s  w ou ld  be  expected , 
the average am ount borrow ed  increased with net w orth, 
but as net w orth  increased, the average am ount borrow ed  
did not increase proportion ately . A pparently , the wealthier 
farm er had a sm aller relative need fo r  com m ercia l bank 
credit. This m ay be  due to  his ability to  finance him self 
or  it m ay reflect a greater reliance on  credit extended by  
G overnm ent’ agencies o r  other financial institutions. But it 
m ay be also related to  the age o f  the w ealthy farm ers, as 
the accom panying  table suggests.

A  com parison  o f  the age o f  farm  borrow ers and the 
am ount borrow ed  indicates that the average am ount b o r 
row ed  by  farm ers betw een 35 and 45 is m ore  than that in 
any other age group. B oth  older and younger farm ers b o r 
row ed  sm aller average am ounts, and the youngest group  o f  
farm ers— those under 25 years o f  age— b orrow ed  on  the 
average about half as m uch as the o lder m en. R eflecting 
the exodus o f  young m en from  the farm , over half o f  all 
farm  borrow ers w ere over 45 years o ld . B ecause o f  their 
num ber, farm ers over 45 borrow ed  the largest total am ount, 
but they borrow ed  less than the average within all net 
w orth  grou ps betw een  $ 3 ,0 0 0  and $ 9 9 ,9 9 9 . T h erefore , 
the fact that the average am ount b orrow ed  d id  not rise 
so  rapid ly  as net w orth  was apparently caused b y  the rela-

Average Indebtedness of Farmers to Second District Insured Commercial 
Banks by A ge and N et W orth  of Borrower, June 3 0 , 1956

Age of borrower Allnetworths

Net worth NetworthunknownUnder
$3,000 $3,000-9,999

$10,000-24,999 $25,GOO- 99, 999
$100,000 and over

All borrowers*.............Under 25 years.........
25-34 years.............
45 years and over......

$2,1911,2852,174
2,5712,341

$626547714
501673

$1,2131,3521,387
1,3301,035

$2,2402,7613,161
2,6091,S21

$4,576
4,7284,8184,428

$12,680
3,22911,53813,356

$ 822
1,005

389493

* Includes corporate borrowers and borrowers whose age is not known.

tively small average borrow ings o f  o lder farm ers w ho are 
heavily represented in the higher net w orth  groups.

A  com parison  o f  the num ber o f  borrow ers in each  age 
group with the total num ber o f  N e w  Y o rk  farm ers in  the 
age group  show s that the relative use o f  bank credit by  
farm ers in the 3 5 -4 4  age group  is m uch greater than it is 
fo r  o lder farm ers. Farm ers betw een 35 and 4 4  years o f  
age are 22  per cent o f  the farm  popu lation  but represented 
33 per cent o f  the bank custom ers, w hile farm ers 45 and 
over are 64  per cent o f  the farm  popu lation  but on ly  52 
per cent o f  the bank custom ers.

Little d ifference was fou n d  betw een fu ll-tim e and part- 
time farm ers. Part-tim e farm ers w ere 12 per cent o f  all 
borrow ers; the average am ount b orrow ed  by  part-tim e 
farm ers was 11 per cent less than the average fo r  fu ll-tim e 
farm ers. T h e num ber o f  corporate  farm  borrow ers was 
insignificant in  the Second  D istrict; corporate  borrow in g  
am ounted to less than 0 .2  per cent o f  the total.

Tenant farm ers and sharecroppers constituted 7 per 
cent o f  all Secon d  D istrict farm  borrow ers, and they held 
4  per cent o f  the dollar am ount o f  loans outstanding, 
about half the proportion s fou n d  nationally. Tenant b o r 
row ers, how ever, represented 4 0  per cent o f  all borrow ers 
in the net w orth  group  under $ 3 ,0 0 0 , reflecting the high 
concentration  o f  tenants in the low er net w orth  groups. 
T he average bank debt o f  all tenants was on ly  51 per cent 
that o f  ow ner-operators.

B a n k  C h a r a c t e r is t ic s

F or the purposes o f  the survey, banks in the S e c o n d  

District w ere d iv ided  into three groups: small banks, t h o s e  

with deposits o f  less than 3 m illion  dollars; m edium -sized 
banks, those with deposits o f  3 to  10 m illion ; and large 
banks, those w ith deposits o f  m ore  than 10 m illion. In 
addition, banks w ere classified as unit or  branch b a n k s .  

G rou pin g  banks by  size and type classes m ade it possib le 
to determ ine if the am ount, kind, and cost o f  credit differed 
betw een small and large unit and branch banks.

T h e dollar volum e o f  farm  loans outstanding in each 
grou p  o f  banks was fou n d  to  be  directly related to  the 
num ber o f  banks in the group  rather than to  the size o f  
the banks. T h e average small bank had a greater num ber
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o f  f a r m  borrow ers than larger banks, but the average 
a m o u n t  loaned  per borrow er was less. Banks w ith total 
d e p o s i t s  o f  less than 3 m illion  dollars represented on ly  24  
p e r  cent o f  all Second  D istrict com m ercia l banks, but they 
h a d  3 0  per cent o f  the farm  custom ers (a b o u t 125 per 
b a n k )  and held 25  per cent o f  the farm  debt, and the 
average am ount per borrow er was $ 1 ,8 1 0 . M ediu m -sized  
b a n k s  represented 3 8  per cent o f  Secon d  D istrict com m er
c i a l  b a n k s  and held  37 per cent o f  the outstanding farm  
c r e d i t s .  These banks averaged about 83 farm  custom ers 
p e r  bank, but the average am ount b orrow ed  per custom er 
w a s  $ 2 ,5 7 1 . T he largest banks represented 38 per cent 
o f  t h e  t o t a l  num ber o f  banks and held  38 per cent o f  the 
f a r m  debt, but the average am ount b orrow ed  per farm er 
w a s  $ 2 ,1 7 8 . T h e banks in the largest-sized group  averaged 
m o r e  borrow ers per bank than m edium -sized banks but 
l e s s  than sm all banks.

B a n k s  i n  the over 10 m illion  dollar deposit-size group  
i n v e s t e d  heavily in dealer paper— loans purchased by  
b a n k s  from  dealers or  other initial creditors. T h e average 
n o t e  purchased from  dealers is less than half the size o f  
t h e  average direct loan . T hese factors accoun t fo r  the 
l a r g e r  average num ber o f  borrow ers and the sm aller 
a v e r a g e  loan  in these banks, com pa red  with m edium 
s i z e d  banks. D ealer paper accoun ted  fo r  39 per cent o f  all 
f a r m  notes am ong the largest banks, but fo r  on ly  25 and
18 p e r  cent, respectively , o f  the notes held  by  m edium 
s i z e d  and sm all banks. M o st o f  the dealer paper repre
s e n t e d  in term ediate-term  loans, largely fo r  farm  m a
c h i n e r y  and equipm ent.

A lth ough  som e tendency exists fo r  large banks to  attract 
custom ers with high net w orth, the difference betw een  the 
average net w orth  o f  farm  borrow ers in large and small 
banks was not great. Farm ers having a net w orth  o f  over 
$ 1 0 ,0 0 0  to under $ 2 5 ,0 0 0  represented 41 per cent o f  all 
borrow ers in each  o f  the three bank size groups. O n ly  the 
small group  o f  borrow ers with net w orths o f  $ 1 0 0 ,0 0 0  and 
over show ed a m arked tendency to  b orrow  fro m  large 
banks. A pp arently  one reason  w hy the net w orth  o f  the 
average borrow er from  large banks was not m uch  m ore  
than the net w orth  o f  the average borrow er from  sm all 
banks is that few  farm ers, even large ones, require loans 
that w ou ld  tax the lending capacity  o f  sm all country  banks. 
Even large farm s are small businesses w hen  com pared  with 
the average industrial enterprise, and their credit needs 
can usually be  m et by  the lo ca l country  bank. L oan s to  
borrow ers w ith net w orths o f  $ 1 0 0 ,0 0 0  and over averaged 
on ly  $ 6 ,7 4 6  per note, and the am ount outstanding per 
borrow er averaged $ 1 2 ,6 8 0 . M oreov er , on ly  about one 
hundred loans to  farm ers in the S econ d  D istrict had 
am ounts outstanding o f  over $ 2 5 ,0 0 0 .

Reprints o f  this article w ith supplem ental statis
tical data w ill be  available after D ecem ber 17, 1956 . 

R equests fo r  cop ies should be  addressed to  the P u blic 
In form ation  D ivision , F ederal R eserve B ank o f  N ew  

Y o rk , N ew  Y o r k  4 5 , N . Y .

RECENT ECONOMIC TRENDS

T h e  continuing expansion  o f  the U nited States e con om y  
h a s  b e e n  m arked i n  recent m onths by  distinct crosscurrents 
i n  t h e  patterns o f  produ ction , consum ption , and invest
m e n t .  T h e over-a ll trend o f  output remains favorable, 
gross national p rodu ct (G N P )  rising in the third quarter 
b y  5  billion  dollars to  a seasonally adjusted annual rate 
o f  4 1 4  b illion  and apparently continuing to  grow  during 
t h e  current quarter. O n  the other hand, wrell over half o f  
t h e  third-quarter grow th  o f  G N P  was accoun ted  fo r  by  
h i g h e r  prices, w hich  partly reflected w age and other cost 
i n c r e a s e s  earlier in the year that have been  subsequently 
w o r k i n g  their w ay through  the price  structure. A m o n g  
t h e  m ajor com pon ents o f  G N P , business outlays fo r  new  
plant and equipm ent continu ed  to  p a ce  the grow th  in  
output during the third quarter, w hile consum er spending 
on  n ondurable goods as w ell as services also rem ained 
s t r o n g .  O ver the sam e period , h ow ever, consum er invest

m ent in durable g ood s  slackened som ew h a t further and 
residential construction  starts ev iden ced  n o  sign o f  recovery .

T hese divergent trends presum ably  can not continue in
definitely and, as has so often  o ccu rred  during the postw ar 
period , new  patterns o f  e co n o m ic  activity  and grow th  m ay 
already be  em erging. Since Septem ber, indications have 
appeared o f  strengthening dem an d throughout the broad  
range o f  consum er durable m arkets, w hile business invest
m ent m ay settle dow n  during the com in g  year to  som ew hat 
less strenuous rates o f  expansion . M ean w h ile , assessment 
o f  these and other develop in g  trends has been  further 
com plica ted  b y  the recent ou tbreak  o f  arm ed w arfare in  
H ungary and the M id d le  East. W h ile  the resultant height
ening o f  international tension  has so  far had relatively 
little d irect e ffect u p on  U nited States e co n o m ic  activity, 
the recent events abroad  have fo r  the present inclined  
business sentim ent tow ard  an attitude o f  w atchful waiting.
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T he principal expansionary fo rce  in the econ om y  during 
recent m onths has been  the continued  upsurge in business 
outlays fo r  new  plant and equipm ent. A s  m ay be seen in 
Chart I, business investm ent expenditures have risen sub
stantially in each  quarter this year, continuing a trend that 
began early in 1 9 5 5 .1 A lth ou gh  the rise in nonresidential 
construction  outlays slackened appreciably  in the third 
quarter, there was a further m arked increase in  outlays 
fo r  equipm ent. A  governm ent survey in late July and 
A ugust indicated that business investm ent outlays in  the 
final quarter o f  this year w ou ld  register an advance co m 
parable to  those in earlier quarters.

W hile part o f  the extraordinary rise in business spending 
fo r  construction  and equipm ent is attributable to  price  in 
creases, by  far the m a jor p ortion  represents a real expan
sion. Thus, it is estim ated that plant and equipm ent outlays 
in the current quarter are running som e 10 per cent higher 
than six m onths ago, while construction  costs and w h ole 
sale prices o f  p rod u cers ’ g ood s  have risen by  approxim ately
3 per cent over this period . M oreov er, nearly all m ajor 
industry groups have shared in the recent investm ent u p
surge, scheduling considerably  higher outlays in the current 
quarter com p a red  w ith six m onths or  a year ago. (T w o  
exceptions are m ining enterprises and com m ercia l firms, 
w hich  expanded  their investm ent outlays sharply in the

1 The series on "business investment” shown in Chart I differs 
somewhat from the Commerce Department-Securities and Exchange 
Commission data on business plant and equipment outlays, mainly 
because the latter exclude agricultural investment and certain construc
tion outlays charged to current expense. The over-all trend in the 
two series has been similar.

B u s in e s s  a n d  C o n s u m e r  I n v e s t m e n t  P a t t e r n s

Chort I

BUSINESS AND CONSUMER INVESTMENT

*  Nenfarm residential construction outla ys and consumer 
expenditures for durable  g o o d s .

'i* Private nonresidential construction outlays and expenditures 
for producers’ dura bl e equipment.

Source:  United States Department o f  Commerce.

first half o f  this year but have tended to h old  their expendi
tures fairly steady since th en .)

In contrast to  the sharply rising trend in plant and equ ip 
m ent expenditures, total “ consum er investm ent”  in  durable 
g ood s  and new  hom es continued  to  decline through the 
third quarter o f  this year. A s  show n in Chart I, how ever, 
the rate o f  decline slackened appreciably  and certain indi
cations o f  recovery  are n ow  appearing, at least fo r  c o n 
sumer durables. Sales o f  furniture and household  
appliances, fo r  exam ple, rose in Septem ber to  the highest 
level this year, w hile sales o f  te levision  sets p ick ed  up 
sharply in Septem ber and O ctober . In  the latter m onth , 
distributors’ television  sales top p ed  the correspon d in g  
m onth in 1955 fo r  the first tim e this year.

In the autom obile  field, the earlier depressing influence 
o f  declin ing new  car sales and even  sharper cuts in output 
has clearly run its course. F rom  a record  high o f  close  to
9 0 0 .0 0 0  units early this year, dealers’ stocks w ere pared 
to about 3 5 0 ,0 0 0  by  the end o f  O ctober , three quarters 
o f  w hich  w ere 1957  m odels. W ith  output still running co n 
siderably b e low  last year ’s record  pace, it seem s assured 
that dealers w ill start the new  year with considerably  few er 
cars on  hand than at the beginning o f  1956 . Industry 
sources are optim istic about the reception  o f  the recently 
in troduced  1957 m od els, m oreover, and a m ore-than- 
seasonal upturn in autom obile  sales m ay already be in 
progress.

O n  the other hand, even though  outlays fo r  residential 
construction  held fairly steady during the sum m er m onths, 
the continuing dow ntrend in h om e-bu ild ing  activity is 
clearly revealed in the rate o f  new  housing starts. Private 
starts, on  a seasonally adjusted annual basis, decreased to
1 .0 6 0 .0 0 0  in the Ju ly -O ctober period  from  1 ,1 3 5 ,0 0 0  dur
ing the first half o f  this year and 1 ,2 8 0 ,0 0 0  in Ju ly -O ctober 
1955 . T he fact that dollar outlays fo r  residential building 
have not show n a similar decline is largely attributable to  
steadily rising construction  costs, together with an upgrad
ing in the average size and quality o f  the new  houses being 
built.

M ost o f  the decline in residential building has occu rred  
in the case o f  hom es financed with G overnm ent-guaranteed 
or  insured m ortgages; the num ber o f  new  housing starts 
covered  by  convention al financing rem ained about the 
sam e as last year. A s  interest rates on  virtually all types 
o f  investm ents have gradually risen in response to  the in
creasing dem and and lim ited supply o f  funds, lenders have 
fou n d  the G overnm ent-underw ritten  hom e m ortgages, on  
w hich  the interest rate is lim ited by  law  or Federal regula
tion, increasingly less attractive. T h e Federal H ousing 
A dm in istration ’s m ove a few  days ago, raising the m axi
m um  interest rate perm itted on  m ortgages that it w ill

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



178 MONTHLY REVIEW, DECEMBER 1956

insure, m ay encourage the flow  o f  funds in to the m ortgage 
m arket, although it is b y  n o  m eans certain that the decline 
in  residential building has been  due w holly  to  the reduced  
availability  o f  credit. Th ere also m ay w ell have been  som e 
w eakening in consum er dem and fo r  housing because o f  
the rise in new  h om e prices (stem m ing from  higher c o n 
struction costs) and because the ba ck log  o f  dem and fo r  
housing had been  reduced  b y  high rates o f  building during 
the past several years.

T r e n d s  in  O t h e r  T y p e s  o f  Sp e n d in g

A ccom p an y in g  these partially offsetting increases and 
declines in business and consum er investm ent, there has 
been  an expansion  in m ost o f  the other categories o f  ex 
penditures that m ake up G N P . Thus, consum er outlays 
fo r  services and nondurable g o o d s  advanced by  about V /2 
billion  dollars in the third quarter to  a seasonally adjusted 
annual rate o f  2 3 4  billion ; m uch  o f  the rise was a reflection  
o f  higher prices— n otably  fo r  fo o d  products— but there 
appears to  have been  som e real increase as w ell. P rice  and 
w age increases also accoun ted  fo r  part— but not all— o f 
the expansion  in governm ent outlays fo r  good s  and serv
ices, w hich  occu rred  at both  the Federal and State and 
loca l levels. T h e  grow th  o f  G N P  has been  further stim u
lated by  exp ort increases that have continued  to  outpace 
the rise in  im ports.

N et accum ulation  o f  business inventories slow ed m ark
ed ly  in the third quarter, m ainly as a result o f  liqu idation  
o f  steel stocks during the m on th -lon g  strike in  that indus
try and the sharp reduction  in autom obile dealers’ h o ld 
ings. T h e over-a ll rate o f  inventory accum ulation  (o n  a 
seasonally adjusted annual basis) decreased from  nearly
4  b illion  dollars in the first half o f  this year to  about 2 
billion dollars in the July-Septem ber period . T h e inventory 
rise during the sum m er was concentrated in m anufacturers’ 
stocks, especially  am ong p roducers o f  m achinery, trans
portation  equipm ent, and chem ical and petroleum  p ro d 
ucts. M o re  recently there m ay well have been  a renew ed 
acceleration  in the aggregate pa ce  o f  inventory grow th ; in 
Septem ber, w hen  steel p rod u ction  returned close  to  ca p a c
ity rates, m anufacturers’ total inventories (seasonally  ad
ju sted ) rose in b o o k  value by  m ore  than 50 0  m illion  
dollars— or about as m uch  as the average m onthly increase 
during the first half o f  this year— and prelim inary esti
m ates indicate a similar increase in O ctober. In  this c o n 
nection , it m ay be n oted  that inventory grow th has consist
ently outrun sales increases throughout the past year. B y 
the e n d  o f  Septem ber, the ratio o f  aggregate business inven
tories to total m onthly sales had clim bed  to  160 per cent 
as com pared  with 151 per cent a year earlier. T h e cur
rent ratio nevertheless rem ains som ew hat low er than dur
ing m ost o f  the 1 9 5 1 -5 4  period .

R ecen t developm ents in  p rod u ction  and em ploym ent 
have roughly  m irrored the changing patterns o f  dem and. 
Thus, while the Federal R eserve ’s seasonally adjusted in 
dex  o f  industrial p rodu ction  was estim ated in  O ctob er  to  
have risen m oderately  above  the level that w as m ain
tained (w ith  but slight variation ) during the first half o f  
this year, there have been  som e m arked divergences o f  
m ovem ent fo r  output in particular industries. P rodu ction  
o f  passenger cars, fo r  exam ple, w hich  had d rop p ed  very 
sharply during the first half o f  this year, declined  som ew hat 
further after m idyear as m anufacturers continu ed  to  re
spond to  lagging new  car sales and heavy inventories; in  
N ovem ber, h ow ever, the dow nw ard  trend in passenger car 
output (seasonally adjusted) was reversed, as prod u ction  
o f  new  m od el cars expanded  sharply. M eanw hile, total 
output o f  transportation  equipm ent (including au tom o
biles) has expanded  appreciably  since June, as p rod u ction  
rose fo r  aircraft, railw ay cars, ships, and other transporta
tion equipm ent purchased in  large volum e b y  business 
firms.

T h e strong upw ard push in  business outlays fo r  new  
equipm ent also led  to  a 5 per cent rise from  June to  O c to 
ber in output o f  m achinery, thus further extending the 
increase that had already occu rred  during the first half 
o f  the year. R ecen t changes in output o f  nondurable p ro d 
ucts have been  com paratively  small, as was to  be  expected , 
since m ost o f  the rise in  consum er expenditures fo r  these 
g ood s during the past several m onths has been  m erely  a 
reflection  o f  price  increases. T h ere has been  a significant 
advance since June, how ever, in output o f  textiles and 
apparel, fo llow in g  the decline that was registered during 
the first half o f  this year.

E m ploym en t trends in  m anufacturing have fo llow ed  a 
similar pattern, show ing little net change in over-a ll term s 
since early this year but w ith significant variations fo r  cer
tain com ponents. Thus there has been  an appreciable ex 
pansion  o f  em ploym ent fo r  firms m anufacturing m achinery 
and other p rodu cer good s , w hile w ork  forces  in the auto
m ob ile  industry w ere cut ba ck  substantially during the 
sum m er m onths from  last year’ s level; em ploym ent in auto
m ob ile  plants rose in O ctob er  and N ovem ber, but rem ained 
m uch  below  that o f  a year ago. T h e num ber o f  w orkers 
engaged in producin g  nondurable g ood s  was roughly  the 
same in O ctober  as in June 1956  and D ecem ber 19 55 , re
flecting the fairly steady pace  o f  output in such industries.

In contrast to the fairly  steady level o f  factory  em p loy 
ment, there has been  an appreciable increase in em p loy 
m ent in other segments o f  the e con om y — notably  in g ov 
ernm ent, trade, and various service occu pation s. T ota l 
civilian em ploym ent, as estim ated by  the Census Bureau,

P r o d u c t io n  a n d  E m p l o y m e n t  G a in s
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reached a record  6 6 %  m illion  persons in A ugust, ex ceed 
ing the year-earlier m ark b y  IV4 m illion . T h e O ctob er  
estimate was slightly low er, as a result o f  seasonal influ
ences, but rem ained substantially higher than a year 
previous.

Thus, despite the output and em ploym ent declines in 
som e industries, the over-a ll dem and fo r  labor has been  
rising and a tighter labor supply has been  reported fo r  
m any areas o f  the nation. M on th ly  estimates o f  total un
em ploym ent have recently been  running som ew hat low er 
than a year ago. T h e  num ber o f  persons ou t o f  w ork  
in  O ctober was estim ated to  be  1.9 m illion , the low est 
figure since 1953 . A lo n g  w ith higher em ploym ent, w age 
rates also have advanced  significantly in  recent m onths 
and the length o f  the w ork w eek  in  m anufacturing has in 
creased slightly. These factors have p layed  a m ajor part 
in boostin g  personal in com es and consum er buying pow er 
to new  records.

R e c e n t  P r ic e  M o v e m e n t s

T h e dom inant price  trend since m idyear has been  up
w ard, although the rise has been  neither general nor steady. 
T hus it m ay be  seen in Chart II  that the recent advance 
in w holesale prices has reflected increases fo r  industrial 
com m odities while farm  prices, o n  the average, have show n 
seasonal declines. E ven  am ong industrial prices, there has 
been  considerable diversity o f  m ovem ent; in  the early 
autum n w eeks there was a distinct w eakening in  prices o f  
sensitive raw  materials, although this trend was reversed 
after the start o f  hostilities in the Suez area.

T h e advance in the industrial w holesale price  index 
since June has stem m ed from  the expansion  o f  d e 
m and, particularly fo r  business investm ent g ood s , and 
from  increases in labor and other costs. E ven  though de
m and declined in certain areas and the high rate o f  business 
investm ent led to an expansion  o f  total industrial facilities, 
upw ard price  pressures rem ained strong as m any industries 
w ere operating at or  near capacity  rates. T h e 6 per cent 
rise in basic steel prices in  early A ugust, fo llow in g  the 
settlem ent o f  the strike in that industry, p rovided  a par
ticularly strong upw ard push o n  the industrial price  struc
ture. Thus, not on ly  did  prices o f  metals and metal 
products advance by  4  per cent from  June to  O ctober , but 
m achinery prices also increased b y  3 per cent. O n  the 
other hand, in a few  instances reduced  dem and has led 
to  price  declines; prices o f  lum ber and w o o d  products 
m ov ed  d ow n  b y  4  per cent from  June to  O ctober , appar
ently reflecting the reduced rate o f  residential building.

A fter  m id-Septem ber, the upw ard pressures on  industrial 
prices lessened in intensity; costs o f  raw  materials such 
as cop p er  and steel scrap declined appreciably , and the 
w eekly  B ureau o f  L a b o r  Statistics index o f  industrial prices

held steady throughout O ctob er  after rising m arkedly in 
the few  preceding  m onths. H ow ever, the outbreak  o f  h os
tilities in the M idd le  East has caused sensitive com m od ity  
prices to  advance again and raised doubts as to  w hether 
the recent tendency tow ard easing o f  upw ard pressures was 
m ore than tem porary.

A s  a partial offset to  the recent increases in  industrial 
prices, w holesale farm  prices have declin ed  since June. 
B ut in  contrast to the severe decline experienced  in the 
sum m er and autum n m onths o f  1955 , the decrease has 
been  m ore m oderate this year and prim arily  seasonal in 
nature. R eflecting  this tendency, as w ell as the fact that 
farm  prices had increased quite sharply during the first 
half o f  this year, average prices received  b y  farm ers have 
recently been  appreciably  higher than a year ago, bring
ing about at least a tem porary  halt to  the fou r-year de 
cline in farm ers’ in com es.

T h e  increases in  w holesale costs o f  both  industrial and 
farm  products have gradually been  w orking through to 
retail m arkets, although on ly  after som e lag. Thus, while 
average consum er prices during the first several m onths o f  
this year continued the essentially sideways m ovem ent that 
had prevailed since 1952 , the advances registered since last
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spring have pushed the consum er price index to new  record  
levels. T h e rise was particularly rapid  during the A p ril-  
July p eriod  w hen fo o d  prices m ounted  sharply, partly in 
response to  seasonal factors. Since July, the over-a ll c o n 
sum er price  index has increased m ore  m oderately  as fo o d  
prices declined  and then held steady. A lth ough  the rate o f  
increase accelerated again in  O ctober , this was largely 
attributable to  the sharp advance in  autom obile prices as 
new  m od els w ere put o n  sale. W hile autom obiles, fo o d , 
and from  tim e to  tim e a few  other products have thus 
tended to  exert a som ew hat erratic influence on  the general

level o f  consum er prices, the path o f  prices o f  m ost c o n 
sum er good s and services has on  balance m ov ed  upw ard 
since early this year.

O n  the other hand, the upw ard price  pressures during 
recent m onths have been  m itigated to  som e extent b y  re
new ed advances in  output per m an-hour. W ith  new  and 
im proved  industrial facilities com in g  into operation  in 
large volum e— as a result o f  the record  pace  o f  business 
investm ent in plant and equipm ent— productiv ity  gains 
over com in g  m onths m ay exert an even  stronger restrain
ing influence on  the price level.

SE LE C T E D  ECO NO M IC IND ICA TO R S  
United States and Second Federal R eserve District

1956 1955
Percentage change

Item Unit
Latest month Latest month

October September August October
from previous 

month
from year 

earlier

U N IT E D  STATES

Production and trade
Industrial production*............................................................................. 1947-49= 100 145p 145 142 143 # +  1
Electric power output*............................................................................. 1947-49= 100 216 217 220 204 +  6
Ton-miles of railway freight*................................................................ 1947-49= 100 — n i p 101 109 +  10 +  5
Manufacturers’ sales*............................................................................... billions of § 28 .2  p 27.6 27 .6 2 6 .6r -U- 2 +  6
Manufacturers’ inventories*.................................................................. billions of $ 50.7 p 50.1 49 .5 4 5 .3 +  1 +12
Manufacturers’ new orders, total*...................................................... billions of S 28.7 p 28.1 29.1 2 7 .5 +  2 4- 4
Manufacturers’ new orders, durable goods*................................... billions of ? 14.5  p 14.3 15.2 14.1 +  1 +  3
Retail sales*.................................................................................................. billions of S — 16. Op 16.3 15.8 — 2 +  1
Residential construction contracts*................................................... 1947-49= 100 227p 250 264 252 -  9 -1 0
Nonresidential construction contracts*............................................ 1947-49= 100 258p 251 257 266 +  3 — o

Prices, wages, and employment
Basic commodity pricesf........................................................................ 1947-49= 100 90.7 91 .6 90 .6 89 .3 — i +  2
Wholesale prices!........................................................................................ 1947-49= 100 1 15 .5p 115.5 114.7 111.6 4 +  3

1947-49= 100 117.7 117.1 116.8 114.9 -f  1 4- 9
Personal income (annual rate)*............................................................ billions of $ — 3 2 8 .5p 328.1 311.6 ii +  6
Composite index of wages and salaries*........................................... 1947-49= 100 — 150p 149 144 +  1 +  5
Nonagricultural employment*.............................................................. thousands 5 1 ,S17p 51 ,603p 51,702 50,594 r +  2
Manufacturing employment*................................................................ thousands 16,989p 16,826p 16,890 16,810 +  i +  1
Average hours worked per week, manufacturingt....................... hours 4 0 .6p 40.7 40 .3 41 .1 — 1

thousands 1,909 1,998 2,195 2,131 -  4 -1 0
Banking and finance

73,530p 73,560pTotal investments of all commercial banks..................................... millions of S 7 3 ,710p 79,650 4 _g
Total loans of all commercial banks................................................... millions of $ 88 ,830p 8 8 ,520p 87 ,470p 79,210 3? +  12
Total demand deposits adjusted.......................................................... millions of $ 107,450p 105,440p 104 ,500p 106,100 _L 2 +  1
Currency outside the Treasury and Federal Reserve Banks*. millions of S 3 0 ,741p 30,772 30,742 30,410 J +  1
Bank debits (337 centers)*..................................................................... millions of S 78,658 72,235 80,756 6 9 ,291r +  9 + 1 4
Velocity of demand deposits (337 centers)*................................... 1947-49= 100 1 3 8 .Ip 135.6 141.3 126.9 4- 2 +  9
Consumer instalment credit outstanding! § .................................... millions of $ 30,811 30,707 30,644 27,968 4 + 1 0

United States Government finance (other than borrowing)
Cash income................................................................................................. millions of S 3,434 6,877 6,579 2,869 - 5 0 + 2 0
Cash outgo.................................................................................................... millions of $ 6,409 5,649 6,855 5,659 +  13 + 1 3
National defense expenditures.............................................................. millions of $ 3,892 3,265 3,545 3,281 + 1 9 + 19

SECOND FE D ER AL R ESER VE D ISTR IC T

Electric power output (New York and New Jersey)*..................... 1947-49= 100 150 ! 149 155 149 4- 1 +  1
Residential construction contracts*........................................................ 1947-49 =  100 — | 170p 197 165 - 1 4 +  1
Nonresidential construction contracts*................................................. 1947_49= 100 — I 245p 235 231 +  4 — 3
Consumer prices (New York C ity)t....................................................... 1947-49= 100 115.7 i 115.1 114.4 112.4 +  1 +  3
Nonagricultural employment*^................................................................ thousands 7 ,7 0 9 .7 p 7 ,6 9 1 .7 7 ,7 0 6 .9 7 ,6 4 3 .6 4 +  1
Manufacturing employment*^................................................................. thousands 2 ,6 4 7 . 4p 2 ,6 4 2 .8 2 ,65 7 .6 2 ,6 6 1 .1 # — 1
Bank debits (New York C ity)*................................................................ millions of $ 70,093 61,841 77,332 66,899 +  13 +  5
Bank debits (Second District excluding New York C ity)""......... millions of $ 5,128 4,702 5,135 4,621 +  9 +  11

1947-49 =  100 177.9 166.8 195.8 176.0 +  7 +  1
Department store sales*............................................................................... 1947-49= 100 112 120 117 109 — 7 +  3
Department store stocks*............................................................................ 1947-49= 100 129 123 127 117 +  5 + 1 0

Note: Latest data available as of noon, December 3, 1956.
p Preliminary. # Change of less than 0.5 per cent.
r Revised. § Revised series. Back data published in Federal Reserve Bulletin, October 1956.
* Adjusted for seasonal variation. ^ Revised series. Back data available from the Domestic Research Division, Federal Keserve
t Seasonal variations believed to be minor; no adjustment made. Bank of New York.
Source: 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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