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CONSTRUCTION AND REAL ESTATE
MARKETS IN 1947

Since last autumn the volume of construc-
tion has leveled off, not showing the con-
tinued expansion which earlier had been
quite generally expected on the basis of
shortages accumulated during the war
period. While many difficulties arising out
of the war have been surmounted in the past
two years, other problems, particularly those
relating to construction costs and real estate
prices, have been aggravated.

Building materials, which contractors and
consumers were seeking unsuccessfully only
a few months ago, have been produced in
greatly increased volume and in greater
variety, permitting a physical volume of con-
struction activity somewhat larger than that
of 1939 and also considerable replenishment
of manufacturers’ and distributors’ inven-
tories. The labor force engaged in construc-
tion is much larger now than at the end of
the war as a result of the return of workers
from the armed forces and war production
industries and of the expansion of appren-
tice training programs. Contracting firms
have rebuilt their organizations and, with a
more favorable material supply situation,
have been able to increase the efficiency of
their operations.

Controls over building material and con-
struction markets, which after the war had
changed in purpose from aiding the war
effort to helping to provide housing for vet-
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erans, have been considerably relaxed. Last
November material price controls were elim-
inated and early this year the allowable
amount of nonresidential construction was
increased. While rents on existing resi-
dential properties have been held close to
carlier levels, considerably higher rents have
been allowed on newly-built structures. Also,
incomes generally have risen somewhat
further, and holdings of liquid assets which
are available for spending have continued
to increase. All these developments in the
construction field and in the economy gen-
erally have been favorable, at least in many
respects, to further expansion of construction
activity.

Meanwhile, however, costs and prices in
construction and real estate markets have
risen to levels which are high in relation to
many other prices and which may be dif-
ficult to sustain. Building material prices
by the early part of 1947 were more than
half again as high as at the end of the
war and about double the prewar level.
For some materials, notably lumber, much
higher levels were reached. Basic wage rates
in the building trades, which were relatively
stable throughout the war and for a year
afterward, have been rising recently as new
wage contracts have been negotiated. It ap-
pears that efficiency of operation, while im-
proving, is still low and that contractors’

635



CONSTRUCTION AND REAL

margins, which earlier had increased sharply,
owing in part to unusual allowances for con-
tingencies, are still higher than in most
periods. Real estate prices, which advanced
considerably during the war, rose sharply for
a year or more after the end of the war in
response to the strong demand for residential
and business properties. Since last autumn
real estate prices have declined somewhat,
and since early spring construction costs have
been leveling off, along with prices in many
commodity markets.

As a result of these developments many
construction programs have been reconsid-
ered. Numerous business concerns have de-
ferred construction work previously planned,
and in some instances public bodies also have
delayed large improvement projects for
which the need is not urgent or for which
bids have exceeded authorized expenditures.
The amount of new residential building
showed less increase this spring than is usual,
and the total number of starts for the first
four months was little different from a year
ago.

Although the housing shortage, in the
sense of the number of family groups with-
out quarters of their own, is probably as
great as at any time in the postwar period,
demand for housing is less insistent. Many
families actively in the market for houses last
year have settled in some sort of living ar-
rangement and apparently are reluctant or
unable to pay the high prices asked for
houses, or to commit themselves to mortgage
obligations based on these prices. Moreover,
many families who could afford to buy
houses at going prices and incomes have
already bought and so also have some who
would ordinarily be renting. The market
for new houses has been limited to some
extent by the quality of materials available
and of structures built.
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ConsTRUCTION VOLUME

The physical volume of construction, in-
cluding repair and maintenance work as well
as new construction, so far this year has
been only moderately higher than in 1939
and not much greater than in the ecarly
part of 1946. Reflecting the rise in costs,
the dollar amount of construction has been
substantially larger than a year ago and
more than double the prewar rate. The
course of the dollar volume of new con-
struction, as measured by the Departments
of Commerce and of Labor, is shown
monthly for recent years on the chart.
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During the winter of 1946-47 construction
activity showed a decline which was seasonal
in nature but in marked contrast with de-
velopments a year earlier when activity in-
creased throughout the winter. This spring
activity has increased somewhat less than
seasonally. Employment in construction has
shown little change, after seasonal adjust-
ment, since last October. The value of con-
tract awards, as reported by the F. W. Dodge
Corporation, showed less than a seasonal rise
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CONSTRUCTION AND REAL ESTATE MARKETS IN 1947

this year through April. These figures, which
often fluctuate widely from one month to
another, showed an increase in the first three
weeks of May, chiefly in public projects.
Increases in construction activity, after
allowance for seasonal changes, had been
widely anticipated for the winter and spring
months, owing to large unsatisfied require-
ments and to increased building material
supplies. In view of actual developments
this spring, however, estimates of probable
construction volume have been revised down-
ward. In April the Department of Com-
merce reduced its forecast of new construc-
tion activity for the year from 15 billion dol-
lars to a range of 11.8 to 13.1 billion, making
the greatest reductions in estimates of pri-
vate residential, industrial, and commercial
building and of highways. No change was
made in the earlier forecast that repair and
maintenance work would be about 6% bil-
lion. The revised total for all construction
work shown in the April estimate is a range
of 18.3 to 19.6 billion dollars for the year as a
whole, compared with 15Y billion in 1946.
Composition of work under way. The
character of new construction now under
way, as can be seen from the table, is some-
what different from that before the war. In
particular, public construction now forms a
smaller proportion of total new work,
roughly one-fourth as compared with two-
fifths before. In dollar amount, public new
construction 1s now at a level similar to that
in 1939, but in physical terms it is consider-
ably lower. Work on streets and highways,
which before the war made up 14 per cent of
total new work, including private as well as
public work, now is only 8 per cent of the
total, and work on schools, hospitals, and in-
stitutional buildings is down from 9 to 3 per
cent. Recently public residential building,
which was in considerable volume in 1946
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when temporary housing for veterans was
being erected, has declined, while public non-
residential building has increased.

ConrposiTiIoN oF NEw CONSTRUCTION ACTIVITY

[Percentage of total doliar amounts]

1947

(first five (1,93?)
months) vea
Total. . . 100 100
Private. ... .. . 77 60
Residential . . .. 33 35
Industrial......... .. ... 18 4
Commercial....... ... 7 5
Public utility..... ... 11 8
Other........ 8 8
Public........ P 23 40
Highways. . ... .. ................... 8 14
Educational, hospital and institutional. . 3 9
Residental............ ............. .. 3 1
Other............. . ... ....... . 9 17

SoURCE.—Departments of Commerce and of Labor.

Private new construction this year has
been in larger physical volume than in
1939 and has constituted 77 per cent of the
total dollar volume as compared with 60 per
cent in 1939. Commercial and industrial
building has made up a very much larger
share of private construction and has risen,
as a proportion of the total, from 9 to 25 per
cent. Privately-financed public utility con-
struction represents 11 per cent of the total,
somewhat more than in 1939. Private resi-
dential work has made up a slightly smaller
part of the total new construction and a con-
siderably smaller part of private new con-
struction, despite the limitations on nonresi-
dential building. Whereas in 1939 private
residential building was 35 per cent of total
new work, it has recently been only about
33 per cent, and as a share of private new
construction, residential building has de-
clined from 58 to 43 per cent.

Residential building. Despite the contin-
ued need for housing, and the increased sup-
plies of building materials and labor, the
number of permanent residential units started
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in the first four months of 1947 was only
about the same as in the corresponding period
last year, as is shown in the table. The num-
ber started in March and April was not
as large as last year. Many more units have
been completed so far this year than a year
ago when the carryover of uncompleted
houses from the preceding year was by no
means as large as at the end of 1946. The
number of unfinished houses has been re-
duced from the peak reached last autumn
but is still large.

PerMANENT NEw NonNFARM FaMmiLy Dwerrine UxiTs
[In thousands]

Under
con-
Period Started | Com- | struction
pleted (end of
period)
January-A pril— Monthly average
1939, ... .. 37 n.a n.a.
1941...... ... ... 55 n.a. n.a.
1946............ ... S5t 22 245
1947....... 50 57 314
Monthly
1946—January.......... 36 19 144
February 43 20 167
March. . 60 23 205
April. . ... 66 26 245
May.............. 68 30 282
June................ .. 64 35 31
July.......... 64 41 334
August...... 64 42 356
September. . . 57 50 364
October. .. .. 58 55 367
November 50 55 362
December. . . 40 58 344
1947—January............... 42 59 327
February........... .. 42 60 309
March...... ........ .. 53 57 305
April. ... L 64 53 315

n.a. Not_available.

Nore.—Data from Department of Labor. Only new per-
manent family dwelling units built in nonfarm areas are
represented, including units financed with public funds and
with private funds, and units built by conventional methods and
with varying amounts of prefabrication. Single person accom-
modations, conversions, trailers, and all temporary structures
are excluded.

During 1946 about one million residential
units were started, of which 671,000 were
new permanent units and the remainder
were chiefly temporary accommodations for
veterans. This number compares with 515,-
000 permanent units started in 1939, 703,000
in 1941, and 937,000 in 1925. In none of
these years was temporary construction im-
portant. The number of permanent units
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completed in 1946 was only 454,000, due to
delays arising from shortages of materials
and from other causes.

The number of units provided in multi-
family structures, which are almost entirely
for rent, has been relatively smaller than be-
fore the war. Such units, which accounted for
about 14 per cent of all private units started in
1939, were only about 8 per cent in 1946 and
also in the first quarter of 1947. Applications
to the Federal Housing Administration for
insurance of mortgages on rental housing
projects, however, have increased appreciably
in recent months from about 5,300 units in
the last quarter of 1946 to 22,000 units in the
first quarter of 1947 and 14,000 units in the
single month of April.

SuppLIES AND PRICES OF BUILDING MATERIALS

The building material supply situation has
shown marked improvement in recent
months. Whereas practically all materials
were in short supply earlier, some are now
freely available, having been’ produced for a
considerable period in sufficient volume to
permit rebuxldmg of stocks. "Production of
materials since last autumn has been a third
above the 1939 average, according to the
Department of Commerce index. Such an
increase is substantial, though not as large
as the increase of nearly three-fourths shown
by industrial production as a whole.

Expansion of building material production
has been uneven. Output of lumber in
April was about one-fifth above the 1939 rate,
while 22 other materials and supplies in-
cluded in the index rose somewhat over two-
fifths on the average. Several items, such as
water heaters, sinks, gypsum and gypsum
lath, and warm air furnaces, were being pro-
duced at rates between twice and three times
as high as in 1939. On the other hand, some
items, such as mechanical stokers, range
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boilers, and hardwood flooring were being
produced at rates below the 1939 average.

The accumulation of stocks has also been
uneven. Since a year ago, stocks of lum-
ber, cement, brick, structural tile, and some
metal products have increased considerably,
while stocks of many other materials, notably
gypsum products and certain metal products,
have continued near earlier low levels. Lum-
ber stocks at mills and in distributive chan-
nels by the end of the first quarter were esti-
mated to total 8 billion feet as compared with
4 billion a year carlier and 18 billion in 1939.
There is still some lack of balance in the avail-
ability of materials needed for assembly of
complete buildings, but this unbalance is a
minor problem compared with the major
problem which lack of materials proved to be
in the first year or more after the end of the
war. Plant capacity for production of many
materials has been increasing.

Wartime shifts in material production.
The general shortages which marked 1946
and the special shortages which have still
been evident in 1947 stemmed from the oper-
ation of the economy in wartime. Produc-
tion of some materials was encouraged, but
in styles, sizes, and grades different from
those customarily used in construction. After
the middle of 1943, when the bulk of con-
struction for war purposes had been com-
pleted, production of many building materi-
als was discouraged or prohibited. A sub-
stantial portion of the brickmaking capacity
of the country, for example, was closed in
the middle of 1943. Output of pig iron was
increasingly shifted from the manufacture of
plumbing supplies to other fabricated metal
products, and the manufacture of specialized
electrical equipment and devices replaced
production of standard construction types.
The complex peacetime array of lumber of
various species, grades, and sizes gave way
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to an equally complex, but quite different,
array of products suitable for military and
military-supporting uses. Stocks of building
materials generally were drawn down to very
low levels.

Along with the changes in the character of
material production went changes in types of
employment. Workers were attracted from
peacetime lines into lines judged essential to
the war program. Shipyards, for example,
early attracted skilled workers, such as rig-
gers, from the woods, and war plants at-
tracted workers from relatively low-wage
industries, such as brick-making and lumber
manufacturing.

Postwar shifts in material production.
When the economy began shifting to a
peacetime basis, many adjustments that had
been essential for war purposes were found
to constitute problems for peacetime opera-
tion. Several months were required for brick
output to attain prewar levels, not only be-
cause plants had to be physically reopened,
but also because labor which had been ab-
sorbed by better-paying industries had to be
replaced; operating costs, moreover, had
risen, while prices of brick were controlled
at close to prewar levels. Cast iron soil
pipe foundries faced similar problems, ag-
gravated by an acute general shortage of
pig iron. The shifting of lumber prod-
ucts in wartime had been achieved in
large measure by differential changes in
prices which discouraged the output of
civilian construction types and encouraged
types needed in shipbuilding, crating, dun-
nage, and heavy construction. Following
the war, with costs of production advanced
and market demand strong, readjustment of
the lumber price structure came about, after
considerable delay, largely through increases
in the prices of normal civilian products.

By early 1946 it was recognized that ad-
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justment of the price structure of building
materials would have to come largely by in-
creases in specific items, and between Febru-
ary and September of that year ceiling prices
of building materials at all stages of distri-
bution were raised by amounts ranging from
10 to 20 per cent. During this period the
Office of Price Administration and the Office
of the Housing Expediter worked closely
together to remove impediments to produc-
tion of building materials. Achievement
of volume production and the operation
of premium payment plans made possible
smaller increases in price than might other-
wise have been necessary. After the removal
of price controls in November, building ma-
terial prices rose sharply, but because of
earlier black market operations the rise from
October to April was probably considerably
less than the one-third shown by the whole-
sale price index of the Bureau of Labor
Statistics. In March and April of this year

WHOLESALE PRICES OF BUILDING MATERIALS
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wholesale prices of building materials were
about 50 per cent higher than at the end of
the war and 100 per cent higher than in 1939.
Prices of some items, notably lumber and
paint, had risen much more than prices of
other items, as can be seen from the chart.
The sharp rise in paint prices was due to
acute shortages of lead and other pigments
and also of linseed oil. Recently supplies of
both lumber and paint materials have been
increasing, and prices in some markets have
been declining.

In the broadest terms, it appears that the
adjustments in building material production
from peace to war were achieved by con-
trolled increases in prices and wages, and
that the adjustments from war to peace have
been achieved by price and wage advances,
which were controlled in some degree at
first but later were left to the operation of free
markets. Because it took time to make avail-
able the supplies required and because mean-
while many other markets were strong, price
advances for building materials have been
large and long continued. The price levels
reached early this spring and recently main-
tained for the most part may, in many cases,
prove to be out of line with what can be sus-
tained over the longer term.

ConstrucTION CosTs

Cost increases with which builders and
contractors have had to deal during and since
the war have not been confined to prices of
materials. Wage rates of building mechanics
have risen, and other cost increases have re-
sulted from the many inefficiencies in opera-
tion arising out of delays in receiving ma-
terials, use of materials poorly adapted to
requirements, and other such factors.

Early in the defense program an agree-
ment was reached between the building
trades unions and the Government to stabi-

Feperar REeserve BuLierin
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lize basic wage rates on defense and war con-
struction, and throughout the war wage rate
increases in the building trades were smaller
than in other nonagricultural employment.
Overtime work at premium rates of pay re-
sulted in a substantial rise in average hourly
earnings during the war, but subsequently
the amount of overtime declined and along
with it average hourly earnings. Since the
middle of 1946 an increasing number of wage
contracts have been negotiated—generally
without work stoppages—and altogether ad-
vances in wage rates since the end of the war
have amounted to about 15 per cent.

Costs to owners have been increased by
wider contractors’ margins, as well as by
higher material and wage costs, reflecting
partly the sellers’ market for construction
services, and partly contingency allowances
made by contractors to protect themselves
against further increases in costs during the
progress of work. On the whole, it seems
likely that costs to owners in the early months
of 1947 were roughly twice as high as in 1939
and that about half of the increase took place
after the end of the war.

In recent months there may have been little
change in costs, as higher wage rates have
been offset, at least in part, by improved effi-
ciency of operation growing out of improve-
ment in the material situation. To an increas-
ing extent contractors have been willing to
make firm commitments as to prices and
completion dates.

Information on the cost of delays in work
is scarce, but evidence is ample that there
have been long delays. In the early part of
1946, according to sample surveys by the
Department of Labor, the usual time re-
quired for completion of a single-family
house was about eight months, compared
with three and a half months before the war.
In recent months, as the material situation
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has improved, delays have been reduced con-
siderably. The average time required for
completion of a single family house has been
shortened from eight months to five. Because
of differences in the scale of operation and
in the sources of supply, delays in nonresi-
dential construction may not have been so
great, but they have been substantial.

REesipENTIAL REAL EsTATE MARKETS

The number of houses changing hands
rose through the year following the end of
the war as civilians altered their living ar-
rangements and veterans entered the market.
About two and a half million houses changed
hands in this period, and prices of houses
rose sharply. The large volume of transfers
and the higher prices were made possible by
the high and rising levels of employment and
aggregate income, supplemented by large
holdings of liquid assets, and, particularly in
the case of veterans, by plentiful mortgage
credit.

By last autumn, however, real estate ac-
tivity was declining, and since then prices
have declined somewhat. This shift re-
flected the unwillingness or inability of po-
tential buyers to follow the market up even
though their incomes were showing some
further increase. Many people were becom-
ing more or less adjusted to the rather un-
satisfactory living quarters they were obliged
to accept temporarily after the war. The
rapid rise in prices of foods and many other
consumer goods was encroaching seriously
on the purchasing power of consumer in-
comes. At the same time more goods, par-
ticularly durable goods, were becoming avail-
able to compete for consumers’ dollars. Un-
der these circumstances, following a con-
siderable period in which many potential
buyers had satisfied their requirements, con-
sumers gave more careful consideration to
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the quality of houses available, the prices at
which they could be bought, and the extent
of the continuing obligations of home owner-
ship. Once the market stopped advancing,
moreover, the prospect that buyers could
dispose of properties later at a gain or at
least without loss was diminished.

Prices of houses are now about double the
prewar level, with some up considerably
more and others considerably less, and it has
been suggested that such a general level
might easily be maintained because con-
sumers’ incomes, even after allowance for
increased personal taxes, currently are more
than double the prewar level. The problem,
however, is much more complicated than
such a comparison would indicate. The
obligations of home ownership extend over
a long period and one very basic question is
how incomes may change in this period.
Another consideration is that the higher cur-
rent incomes are being derived in consid-
erable part from a larger physical output of
goods and services; accordingly, if the prices
of goods consumers buy were as much higher
than before the war as incomes, a substan-
tial share of the goods being produced
now could not be sold. In the real estate
market, it is true, the supply of housing has
increased very little and for this reason
prices in this field may be relatively stronger
than in some other fields. Recent develop-
ments, however, indicate the existence of
elements of weakness in this market, evi-
dence of which appeared while building
materials were still acutely short and con-
struction costs were still rising.

Residential building for sale. The course
of residential building, noted earlier, has been
strongly influenced by these changes in the
real estate market. The rapid rise of real
estate prices during most of 1946 provided a
favorable setting, and the volume of building
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of houses for sale expanded rapidly. Costs
were high but still rising. Later the apparent
end of the rise in the real estate market
while costs were still rising led to the failure
of residential building to expand further at
this time. Because incomes recently have not
been rising as rapidly as formerly, because
other demands on income have risen sharply,
because the most urgent demands for single-
family houses have been met, and because the
material supply situation has been improving,
high costs now discourage potential buyers
more than before. Many of the families
whose needs have been most pressing, or those
whose financial position has been strongest,
have made their adjustments. Those who can
wait, and those who cannot possibly afford
to make the commitments required in the
present market, have probably reconciled
themselves to making their present quarters
do. The requirement that houses built for
sale be held for veteran occupancy, some-
times cited as a reason for the leveling off
in residential building, would be no obstacle
to sales if veterans could afford to buy and
were willing to pay. Lenders and appraisers,
moreover, would be less reluctant to recog-
nize present costs as measures of value if they
felt sure that the real estate market was still
strong.

Rental housing. The low level of rental
building relative to construction for sale, and
also to the number of families who would
prefer to rent rather than own their homes,
reflects a number of conditions. For several
years the real estate market has been more fa-
vorable to building for sale than to building
for rent. In a period of rising real estate
prices the builder for sale can assume the
risks of building with reasonable assurance
that he will be able to find a buyer who, in
effect, will assume the risk of carrying the
real estate through whatever market condi-
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tions may be ahead. The builder for rent,
on the other hand, must usually assume both
the risks of building and the risks of owner-
ship. The risks of carrying real estate may
appear unduly large when building costs are
high, even though rents currently permitted
on new properties and actually obtainable
in the market at this time are also high.

In addition to the market factors making
building for sale more attractive, Govern-
ment mortgage aids to private building have
been better suited to building for sale than
to building for rent. In large measure they
have operated to relieve builders for sale of
the risks not only of carrying real estate
but also of construction itself, while builders
for rent have been required to assume part of
both of these risks. The long-term, amor-
tized mortgage, sponsored by the Govern-
ment, has strengthened the “for sale” market
by removing, as far as the obligations of the
buyer are concerned, some of the differences
between ownership and tenancy. Early in
1947 the Federal Housing Administration
modified some of its regulations governing
the insurance of rental-housing mortgages,
mainly in the direction of relieving builders
and sponsors of both construction and owner-
ship risks, and this accounts in part for the
increase in applications for rental-housing
mortgage insurance, mentioned on page 638.

Rent control arrangements on new hous-
ing have permitted considerably higher rents
on new units than on old, especially since
the end of the war. Consequently, although
it seems clear that rents on old units have
been held below free market levels, there
is some question whether rents on new
units would have been set much higher in a
free market than they have been recently
under controls. In New York, for example,«
where rents much higher than the $80 per
month permitted for the rest of the country
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were authorized in March, several institu-
tional investors are reported to have delayed
construction of rental projects because they
felt that tenants would be unable to pay the
rentals required by current costs.

The need for additional housing continues
to be great, and relatively less has been done
to satisfy the rental market than the market
for owner-occupancy. At the present time
prices of houses and costs of construction ap-
pear to be too high, notwithstanding ad-
vanced levels of consumer incomes and large
accumulated savings, to permit the needs to
be met very rapidly. The situation in many
respects 1s similar to that after the first World
War when residential building declined in
1920, accompanying a sharp rise in building
costs, despite housing shortages and rising
rents. Residential building at that time re-
covered quickly after costs were adjusted
downward, despite unfavorable conditions
in many other sectors of the economy.

Mortcace Dest on Housks

Since the end of the war the amount of
outstanding mortgage debt on houses has
risen by about 6% billion dollars, or one-
third, from about 19Y% billion dollars to
about 26 billion. The corresponding amount
at the end of 1929 was 21 billion and at the
low in. 1936 was 17 billion. The sharp in-
crease in outstandings since the end of the
war has come about partly as a result of the
financing of the purchase of new houses but
chiefly as a result of a large amount of financ-
ing accompanying active trading in old
houses. Advancing prices of real estate have
contributed very directly to the rise, at once
making necessary additional borrowing for
the purchase of houses and increasing the
amount which could be borrowed. The
amount of new mortgage loans written in
this period of less than two years has been
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about 14 billion dollars, of which about
3% billion has been insured or guaranteed
under the Servicemen’s Readjustment Act.
Monthly figures on the amount of loans made
under the Servicemen’s Readjustment Act
and also on total recordings of $20,000 or
less are shown on the chart. The amount
retired, in considerable part in connection
with the writing of new loans, has been

about 7Y% billion.

NONFARM MORTGAGE LENDING
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For mortgages under $20,000, data on nonfarm mortgages
recorded during month from Federal Home Loan Bank
Administration; for G.I. home loans, loans closed under the
Servicemen’s Readjustment Act: October 1946-date, from Vet-
erans Administration; January-September 1946, estimated by
National Housing Agency from records of Veterans Admin-
istration. Latest figures shown are for April 1947,

Annual figures on loans made, retirements,
and outstandings are shown in the table for
the period 1941 through early 1947. In
1941, a year of fairly active building and
trading, outstandings increased by about one
billion dollars. In marked contrast with this,
during the war years 1942 and 1943 retire-
ments exceeded new loans and outstandings
declined. This shift after 1941 was due in
part to a steady increase in retirements, re-
sulting from improvement in the cash posi-
tion of many borrowers. Incomes were ad-
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vancing sharply then, and since expenditures
were limited by wartime shortages of goods
and by price control, larger amounts were
available for debt reduction. In these years
the volume of new loans made was consid-
erably lower than in 1941, and this also con-
tributed to the change from a situation of
increasing debt to one of net retirement of
debt. In 1944, however, the amount of new
loans written rose above the 1941 level and
approximated the amount of retirements.
New loans increased further in 1945, doubled
in 1946, and have continued at a high level
in 1947.

Mor1Gace Dest ox 1- 10 4-FamiLy Houses

[In millions of dollars]

Loans Apparent Change Out-
made retire- in out- standings
Period (during ments standings (end of
period) (during | (during period)
period) period)
3,768 2,776 4992 20,095
3,155 3,342 —187 19,908
3,183 3,549 —366 19,542
3,830 3,844 —14 19,528
4,701 4,238 +463 19,991
46 9,453 4,883 +4,570 24,561
1947 (4 months) .. 3.000 1,561 +1,439 26,000

» Preliminary.

Note.—Data on outstanding and loans made, 1941-46, from
Federal Home Loan Bank Administration; four months 1947,
estimated by Federal Reserve. Apparent retirements derived
from these data.

As a consequence of net debt retirement
of a little over one-half billion dollars dur-
ing the war and an increase in debt of 61
billion dollars since the war, the net increase
in outstanding mortgage debt on houses
since the end of 1941 has amounted to about
6 billion dollars, or 30 per cent. This in-
crease contrasts with a decline of over one
billion dollars or nearly a fifth in farm
mortgage indebtedness during the same
period. The rise in aggregate indebtedness
on houses has been much less proportion-
ately than the increase in the aggregate mar-
=ket value of nonfarm houses, but many mort-
gages have been written at unusually high
ratios of debt to value.
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Since the beginning of the war there have
been marked changes in the ownership of
the debt, as can be seen from the table. All
types of private lenders except mutual sav-
ings banks have increased their debt hold-
ings. Savings and loan associations and com-
mercial banks have increased their holdings
most, and their share of the total has risen
from 35 to 45 per cent. A considerable part
of this shift has occurred since the end of
the war.

OWNERSHIP 0F MORTGAGES ON 1- To 4-FamiLy Houses

Total Percentage distribution of mortgage holdings
mort-
Enda of (%agte)"sl All Savings | Com- Insur- All
vear ]i(;:ls 10;' mort- |{2nd toan| mercial ance other
dollars) | %agees associa- | banks com- mort-
tions panies | gagees
1941...y 20.1 100 23 12 10 55
1942... 19.9 100 23 12 11 53
1943...1 19.5 100 24 13 12 52
1944. .. 19.5 100 25 12 13 51
1945...1 20.0 100 27 13 11 49
19467..| 24.6 100 29 16 11 44

? Preliminary.
SOURCE.—Federal Home Loan Bank Administration.

From fragmentary data it appears that, of
the 27Y billion dollars of new loans made on
1- to 4-family houses since the beginning of
the war, some 7Y billion dollars was prob-
ably lent in connection with the purchase
of new houses built since the war began
and about 15 billion dollars was lent in
connection with the transfer of old prop-
erties. The remaining 5 billion dollars was
lent for property improvement, refinancing,
and other purposes not connected with new
building or with transfers of property. Of
the 211 billion dollars of debt retired,
about 9 billion, or less than half, was ex-
tinguished as a result of transfers of prop-
erty. The difference between this amount
and the 15 billion dollars lent in connec-
tion with property transfers reflected chiefly
the fact that more properties were mort-
gaged for larger amounts after sale than
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before. About 12Y billion dollars of debt was
retired in regular amortization payments
and other transactions not connected with
transfers of property.

Home owners who have reduced or elimi-
nated their mortgage debt are in a stronger
position now than they were before. Some of
the others, however—particularly those whose
debt has been written fairly recently—are in
a less favorable position. An element of
strength in this situation, at least as far as
lenders are concerned, is the underwriting
commitments of the Federal Government.
Of the 26 billion dollars of debt on 1- to
4-family houses outstanding at the end of
April, about 8 billion was insured or guar-
anteed by Federal agencies, 4} billion by
the Federal Housing Administration, and
34 billion by the Veterans Administration
under the Servicemen’s Readjustment Act.

ProspecTs

During the course of this year, evidence has
accumulated that with costs at current ad-
vanced levels construction activity cannot be
regarded as a wholly independent element
of strength in the economic situation not-
withstanding existing shortages of buildings.
Real estate markets have already eased some-
what despite some further rise in national in-
come. At existing costs, which are probably
double those before the war, construction
markets seem to depend to a considerable ex-
tent on the volume of work that can be un-
dertaken without the usual regard for cost.
Even with liquid asset holdings at a high
level, there is real question whether current
and prospective levels of income, for both
business concerns and consumers, can con-
tinue to support the going level of construc-
tion costs or of real estate prices. In the field
of mortgage credit the amount of loans out-
standing on residential properties has in-
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creased sharply since the end of the war and
is considerably larger than before the war
although not so much larger as income. The
bulk of the existing debt has been written in
the rising market of recent years, and in many
instances mortgages have been written at
high ratios of debt to value. Lenders in con-
siderable part are protected by Government
guarantees against loss on the mortgages, par-
ticularly on loans to veterans, but borrowers
in numerous cases have undertaken obliga-
tions which are large in relation to their in-
comes and which involve considerable risk.

Altogether the situation in construction and
real estate markets appears to be much less
satisfactory than had been expected by ob-
servers who underestimated the rise in costs
and the resistance to higher costs. The situa-
tion in this sector of the economy, however,
seems to be much less vulnerable than in the
late 1920’s. Then vacancies were numerous,
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following a prolonged period of high con-
struction activity, and a great many obliga-
tions secured by real estate, including a large
number of junior liens, were on an unsound
basis. The immediate effect of a reduction in
building costs at this time might be to encour-
age delay in carrying out some construction
plans, but as costs reached lower levels and
the quality of construction improved, many
people could be expected to undertake proj-
ects now set aside. A decline in real estate
prices would increase the difhiculties of those
who have assumed obligations written on the
basis of peak values but would make it pos-
sible for many people now priced out of the
market to re-enter it. Actual developments
in the whole field will depend in part on
adjustments made in this part of the economy
and in part on the course of activity, em-
ployment, and incomes in other sectors of
the economy.
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SURVEY OF CONSUMER FINANCES:!

Part 1. Expenditures for Durable Goods and Investments

For the second successive year, the Board of
Governors of the Federal Reserve System has
sponsored a survey of consumer finances—saving,
liquid asset holding, income, and spending for
durable goods, houses, and investment? These
annual surveys provide insights into the shifting
financial positions of consumers; their purchases
and plans to purchase durable goods and houses;
their current attitudes and plans with regard to
saving, liquid asset holdings, and investment; and
their expectations as to general economic condi-
tions.

This article presents survey findings with regard
to purchases of consumer durable goods and houses
in 1946; plans to purchase such items in 1947; how
consumers financed these purchases in 1946 and
plan to finance their purchases in 1947; uses of
liquid assets in 1946; and consumer attitudes con-
cerning the economic outlook at the beginning of
1947 as compared with attitudes at the beginning
of 1946. Subsequent articles will present more
complete information dealing with consumer in-
come, saving, and liquid asset holdings.

This second survey was conducted for the Board
by the Survey Research Center of the University of
Michigan. Approximately 3,000 interviews were

1This article was prepared by Duncan Mc¢C. Holthausen of
the Board’s Division of Research and Statistics. It is the first
in a series to be issued presenting the results of the Board’s
Survey of Consumer Finances in 1947. Other articles will
appear in succeeding issues of the BULLETIN.

Dr. Rensis Likert, Director, and Dr. Angus Campbell,
Assistant Director, Survey Research Center, University of
Michigan, were in general charge of the survey. Responsi-
bility for detailed planning and supervision of the survey,
including interviewing, editing, tabulation of survey results,
and preparation of survey studies was carried by Dr. George
Katona in collaboration with Mrs. Eleanor E. Maccoby, both
of the Survey Research Center’s staff. Mr. Charles F. Cannell
served as head of the field staff and Mr. Roe Goodman as
head of the sampling section of the Center, This staff was
formerly associated with the Division of Program Surveys,
U. S. Department of Agriculture.

From the Board of Governors, general supervision of the
survey has been under the direction of Woodlief Thomas,
Director, and Ralph A. Young, Assistant Director, of the
Division of Research and Statistics. Mr. Holthausen has
been in charge of the analysis of the data and the preparation
of reports. Generous and helpful cooperation was received
from members of the technical staffs of the Bureau of the
Budget and other interested public agencies in developing the
survey plans.

2The first survey was made for the Board of Governors early
in 1946 by the Division of Program Surveys, Bureau of Agri-
cultural Economics, U. S. Department of Agriculture. Results
of that survey were reported in 1946 in the June, July, and
August issues of the BULLETIN under the general title National
Survey of Liguid Assets.
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taken in 66 areas distributed over the nation.
Different samples, each representing a cross-section
of the nation’s consumers, were used in the first and
second surveys. The interview unit was the con-
sumer spending unit, defined as all persons living in
the same dwelling and belonging to the same fam-
ily who pooled their income to meet their major
expenses. Spending units were interviewed because
it is believed that they represent consumer units of
economic decisions, actions, and plans better than
families (which in some cases contain more than
one spending unit) or individuals. Sampling
methods used, however, permit tabulation of many
survey results on a family basis also, and some of
the results will be presented on this basis in follow-
ing articles.

The technique of the sample survey used to ob-
tain information on consumer finances in 1946 and
again in 1947 is a development of relatively recent
years.® Inquiry about the financial position of
spending units—for instance, their incomes and
bank deposits—was made in the course of an hour-
long personal interview in which the respondents
were given an opportunity to discuss freely their
financial actions, plans, attitudes, and expectations,
and were asked to explain why they acted as they
did and why they feel as they do. These methods,
and therefore the findings, are still experimental in
many respects. Significance of the findings is par-
ticularly "difficult to assess because similar informa-
tion has not been available in the past. As was
stated in the first article reporting the findings of
the 1946 survey: “Not until several such surveys
have been conducted under varying economic con-
ditions and until their results have been fully tested
against other data and events, will it be possible
to be sure of the implications of the findings of such
surveys or the predictive value that they may have.”
The availability of the 1946 survey results greatly
enhances the usefulness and meaning of this year’s
survey, but the need for caution in interpreting the
survey findings continues to merit strong emphasis.

3 A nontechnical appendix to this article discusses the sampling
methods used in the present survey, the basis of selecting m-
tervxlew units, and the statistical reliability of the survey's
results,
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SUMMARY OF SURVEY REsuLTs

It is known from various sources of information
that in 1946 consumer saving, as measured by the
excess of income received by individuals over per-
sonal taxes paid and expenditures for consumption,
was much smaller than in wartime years. Com-
prehensive estimates indicate a volume of net
saving in 1946 of about 18 billion dollars, or about
half the wartime average. Individuals continued
to increase their bank deposits during the year,
while their holdings of United States Government
securities showed only slight further growth. In-
dividuals spent larger amounts for the purchase of
durable goods, houses, and farms than in any
year since before the war, and at the same time they
increased their borrowings for the purchase of
durable goods and against mortgages. The princi-
pal purposes of the survey of consumer finances
were to ascertain how changes in income, savings,
and indebtedness were distributed among various
groups of people and also the recent and prospec-
tive behavior of these groups with reference to pur-
chases of certain durable goods and housing and to
investment of their savings. Although the complete
results of the survey have not yet been analyzed,
some of the significant preliminary findings may be

summarized.
Liquid asset holdings and income.

1. The net increase of approximately 8 billion
dollars in total personal holdings of Government
bonds and bank deposits during 1946, as estimated
from Treasury and banking statistics, reflected in-
creases by about two-fifths of all spending units,
while about the same proportion reported net de-
clines. In upper-income groups additions to hold-
ings were more frequent than withdrawals while
in lower-incomé groups the reverse was true. It
appears that increases were of larger average size
than withdrawals.

2. For all spending units showing a net decline
in liquid asset holdings during 1946, the total re-
duction approximated 10 billion dollars. Of this
aggregate decline in holdings about 40 per cent
was used to pay for living expenses, medical care,
emergencies, and other consumption purposes;
about 20 per cent for consumer durable goods; over
20 per cent for housing; and nearly 20 per cent for
investment purposes, including investment in
securities and unincorporated businesses.

3. Among spending units that reduced their
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liquid asset holdings, those in the lower-income
brackets used the funds withdrawn primarily for
living expenses, emergencies, and other consumption
purposes. Among people in the higher-income
brackets, however, reduction of liquid asset hold-
ings was more frequently a result of transfer of
bank deposits or Government bonds into real estate
or other investments.

4. There was a moderate shifting of spending
units from lower to higher income groups in 1946.
Fewer spending units had incomes of less than
$2,000 in 1946; more had incomes above this level.

Expenditures for durable goods and housing.

5. Spending units in the $2,000-$5,000 income
groups, or about half of all units, accounted for
more than half of the amounts spent for durable
goods and houses in 1946. Units in higher-income
brackets accounted for a relatively larger portion of
the amount spent for these purposes than did units
in lower-income brackets.

6. The total number of spending units actually
buying consumer durable goods and houses in 1946,
as estimated from this year’s survey, was closely
similar to the number that in last year’s survey in-
dicated intentions to make such purchases. A sig-
nificant proportion of prospective purchasers of
new durable goods and new houses were unable to
satisfy their demands and some of these prospective
buyers apparently shifted to markets for used dura-
ble goods or existing houses. In addition, a sub-
stantial number of consumers who had no plans
for buying cars at the beginning of the year pur-
chased used cars. Thus the estimated number of
consumers expecting to buy these goods was nearly
identical with the estimated number that bought
during the year.

7. Of the total 1946 expenditures for durable
goods, less than one-fifth was borrowed and about
one-third was drawn from previously accumulated
liquid assets; trade-in allowances and current in-
comes accounted for the rest. In buying houses—
newly built as well as old houses—about half of the
purchase price, on the average, was obtained from
mortgages, with the balance derived largely from
the sale of real estate and from withdrawals of
liquid assets.

Economic attitudes and expectations of consumers..

8. People generally were optimistic about the
country’s immediate economic future. Continua-
tion of prosperous times during 1947 was antici-

FeperaL REeserve Burperin



SURVEY OF CONSUMER FINANCES

pated much more frequently than a possibility of
recession.

9. More consumers expected an increase in their
own money incomes during 1947 than expected a
decrease.

10. Spending units frequently expressed dissat-
istaction about the high level of prices.

11. Nearly half of all spending units expected
prices to fall in the coming year and only one-eighth
definitely expected rising prices; the others looked
tor little change or gave conditional answers.

12. Consumers generally felt that to save a part
of current income was at least as important today
as it was during the war.

Consumer intentions to purchase consumer durable
goods and houses and to invest in nonliquid assets.

13. Dissatisfaction with current levels of prices
and expectations of price reductions were reflected
in some hesitancy in making definite plans to pur-
chase durable goods and houses. Accordingly, con-
sumer spending plans reported early this year
indicate that demand for some of these items is
abating but continues at relatively high levels.

14. Demand for new automobiles, however, was
as strong at the beginning of 1947 as a year earlier.
The number of spending units intending to buy
new cars in 1947 appears to be considerably larger
than the number of cars likely to be produced for
domestic sale to consumers.

15. Used car demand tends to exceed substan-
tially that indicated by consumer plans to purchase
because of the many unforeseen factors influencing
buying decisions in the used car market. In 1946,
about three times as many consumers bought used
cars as had indicated plans to buy.

16. Intentions to buy consumer durable goods
other than automobiles in 1947 are significantly
less pronounced than were intentions to buy these
same goods in 1946.

17. Because of price considerations many con-
sumer units, and more particularly those in lower-
income brackets, have disappeared from the list of
prospective purchasers of houses. Consequently,
the indicated total of prospective house purchasers
for the year 1947 is somewhat below the total of
prospective purchasers estimated from the survey
for the year 1946.

18. In buying consumer durable goods during
1947, consumer credit and liquid assets will ap-
parently be used to a greater extent than in 1946
if prospective purchasers carry out their intentions.
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19. As a year ago, most holders of liquid assets
expressed preference for Government bonds and
bank deposits as against investments in real estate
or securities. Nevertheless, consumers planned to
transfer during 1947 a few billion dollars of their
liquid assets to other forms of investment. The
amounts to be placed in real estate (not for per-
sonal occupancy), securities, or unincorporated
businesses show no significant shift from 1946 in-
tentions, which corresponded quite closely to actual
performance during that year.

Conclusions

20. With current money incomes generally at
maximum levels and liquid asset holdings further
increased, the financial position of consumers in
general continued strong during 1946. Increases
in liquid assets were not as great, however, as in
wartime years, and for consumers as a whole they
were offset to a much greater extent by additional
indebtedness.

21. Some consumer units, particularly those in
lower-income brackets whose income status had
remained unchanged, showed weaker financial posi-
tions at the beginning of 1947 than at the begin-
ning of 1946. Price increases during 1946 reduced
the effective purchasing power of their incomes and
of such savings as they had, and there was frequent
spending of liquid asset holdings by lower-income
groups during 1946 for regular living expenses and
medical care.

22. Consumer intentions to buy consumer dura-
ble goods and houses point to a possible tempering
during 1947 of the very strong demand for durable
goods, other than for automobiles, that character-
ized 1946. That is, some lessening of inflationary
pressures is indicated, but buying will apparently
continue at high levels. Any marked increase or
decrease in prices or in incomes during the year
might be expected to modify actual performance
as compared with earlier intentions.

23. Use of the large volume of accumulated
liquid assets, together with consumer borrowing,
will continue during 1947 to add significantly to
purchasing power available from current income.
Use of consumer credit, however, in purchasing
durable goods during 1947 will probably continue
to remain below prewar use relative to the volume
of current purchases. This is because of the large
liquid asset holdings of many individuals in all
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income classes, as well as because of limitations of
credit terms, imposed by regulation.

ExpeEnNDITURES FOR SELECTED CONSUMER DURABLE
Goobs aND Houses

At the beginning of both 1946 and 1947 in-
formation was obtained on consumer intentions to
buy consumer durable goods and houses during the
year. From these data estimates were derived of
total prospective purchases. Table 1 shows the per-
centages of spending units indicating intentions to
purchase and actual purchases, derived estimates of
the total number of purchasers, the reported average
price per article, and estimated total expenditures.

The derived estimates of intentions to buy rep-
resent experimental data and, as pointed out earlier
in this article, must be interpreted with caution.
The volume of purchases in any given year also is a
function of income, the availability of articles, price,
quality and style considerations, and other factors
not fully known to buyers at the beginning of the
year. In view of the exploratory nature of the in-
formation, no basis is afforded for predicting the

exact quantity of any durable item that will be
purchased during the year. In interpreting shifts
in the number of spending units intending to buy
consumer durable goods or houses at this stage,
only broad inferences as to the direction of possible
changes in demand for particular types of goods
are warranted.

Automobiles. According to consumer intentions
expressed at the beginning of 1947 about 4 million
spending units are prospective buyers of new pas-
senger automobiles in 1947. It thus appears that
consumer demand for new automobiles will likely
absorb all of the new cars produced for domestic
use. Last year a similar number expected to buy
new cars, but only about 2 million new passenger
cars were produced and roughly three-fourths of
these, after allowances for sales to businesses and
governments and for export, were distributed to
domestic consumer markets; consequently, con-
sumers were unable to buy as many new cars as
they planned.

In 1946 three times as many consumers bought
used cars as expected to do so at the beginning of

TaBLE 1

ConsUMER INTENTIONS TO Buy IN 1946 anp 1947 anp ActuaL Purchases 1In 19467

Estimated i
Estimated total
Percentage of number of Average A
Type of purchase spending units | spending units price e(’fgegi?]'itourfe)s
(In millions) ¢
Automobiles:
Purchases planned, 1946—total. . ......... ... ... ..... 9.6~ 12.2 4.4- 5.6 $1,100 $4.8-%86.2
NEW CAFS . . v ot et ettt 7.4~ 9.3 3.4~ 4.3 (%) (%)
UsSed CarS. ... voe i 2.2-2.9 1.0- 1.3 (2) *)
Actual purchases, 1946—total. . . .............. ... ... 10.6 35.0 920 4.6
New cars. . ... oo, 3.3 1.5 1,620 2.3
Used cars. ....... .ot 7.4 3.5 630 2.3
Purchases planned, 1947—total. ............. ... ... .. 10.0-13.4 4.6- 6.2 1,300 6.0- 8.1
€U CATS. . o s eeeee et e 7.3-9.7 3.4~ 4.5 1.540 5.2-7.0
Used cars. ... 2.7- 3.7 1.2-1.7 650 &~ 1.1
Other selected durable goods:
Purchases planned, 1946 25.7-31.3 11.8-14.4 320 3.8- 4.6
Actual purchases, 1946. . .. 28.3 13.1 310 4.1
Purchases planned, 1947. .« ... ... .. .. .. .o, 18.1-23.8 8.4-11.0 310 2.6- 3.4
Houses: .
Purchases planned, 1946 4 7.5-9.3 3.1- 3.9 5,020 15.6-19.3
Actual purchases, 1946 4. 6.5 2.7 55,390 14.5
Purchases planned, 1947 4 5.0- 7.5 2.1- 3.2 6,310 13.3-20.2

1 Intended purchases for the year 1946 were ascertained in the first survey made early in 1946. Actual purchases during 1946 and
intended purchases for 1947 were ascertained in the second survey, early in 1947. In each case where a range is presented the bottom
of the range includes all those who said definitely they would buy and one-half of those who said they probably would buy but might
not. The top of the range includes all those who said they definitely or probably would buy, and one-half of those who said they were
undecided. The distribution of spending units by intentions to buy, 1946 and 1947, is shown in supplementary Table 11 following the
text of this article.

2 Data not available.

3 This figure represents the number of cars bought, not the number of spending units that bought cars.
bought by 4.9 million spending units—a few spending units bought more than one car.

. 41Fa8mers are excluded from the housing figures inasmuch as their purchases of housing are usually incidental to their purchases of
arm land.

5 The figure is a rough estimate, subject to many qualifications. One of these is that the average price of the houses bought included
«im% expend7itures made during the year 1946; those who built a house may have paid more than indicated, paying part of the cost in

945 or 1947,

The 5 million cars were
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the year—many people who had expected to buy
new cars evidently shifted to used cars, and many
who had not expected to buy cars at all bought
used cars. Purchase of used cars is subject to
many influences which are not allowed for in plan-
ning. Daimage in accidents or unexpectedly heavy
repair bills may bring about unforeseen purchases.
While an estimated 1.5 million people planned to
buy used cars in 1947, or few more than intended
to buy in 1946, it may be safely assumed that
the number of used cars bought in 1947 will be
much greater than that total.

While the people with incomes of under $3,000
bought about as many automobiles as they had
planned to buy in 1946, the upper-income groups
did not fully carry out their buying intentions. This
comparison is given in Table 2. Probably many of
these people preferred to wait until they .could get
new cars; their deferred demand is being carried
over into the current year. In 1947 it may be an-
ticipated that more spending units in all income
groups will buy automobiles (new and used cars
together) than actually planned to do so at the be-
ginning of the year.

The market for cars (new and used considered
together) falls chiefly in the $1,000-§5,000 income
brackets. As shown in the chart, spending units
with incomes of under $1,000 make up 17 per cent
of the spending units, but include only 3 per cent
of the people who bought automobiles in 1946

and only 1 per cent of the amount spent for
automobiles. The spending units with incomes of
$5,000 or more, or 10 per cent of all spending units,
bought 18 per cent of the cars purchased and spent
28 per cent of the money spent for cars. This upper-
income group characteristically bought new cars,
while people with smaller incomes more often
bought used cars.

Other durable goods. Demand for other selected
consumer durable goods, including refrigerators,
furniture, radios, washing machines, and certain
other articles, does not appear to be as firmly sup-
ported by planned purchases as automobiles. As
may be seen from Table 1, the estimated number
of people expecting to buy such articles is con-
siderably smaller than it was a year earlier. At
that time, over 25 per cent of the spending units
expected to buy some such item during 1946, while
only a little over 20 per cent have such plans for
1947.

The number of people who bought other
durable goods in 1946 is about the same as the
number who expected to do so. Intentions were
not uniformly carried out, however, in all types
of goods. People bought fewer refrigerators and
washing machines than they had intended to and
about the same number of radios, while many more
bought furniture than had planned to do so at the
beginning of the year. Failure to acquire refriger-
ators and washing machines as contemplated early

TaBLE 2

DistrisuTioN oF ConsUMER INTENTIONs To Buy 1IN 1946 anp 1947 anD oF AcTuaL PURcHAsERs IN 1946
By INcoME GROUP OF PURCHASER *

Prospective and actual purchasers as a percentage of
all units within each income class
Type of purchase
All income Less than $1,000- $2,000- $3.000- $5,000
groups $1,000 $1,999 $2,999 $4,999 and over

Automobiles:

Expected tobuy in 1946................... 11 3 8 1 16 26

Boughtin 1946............... .. .... 11 2 9 13 11 20

Plantobuy in 1947. ... ... ............. . 12 4 6 12 18 24
Other selected durable goods:

Expected tobuy in 1946................... 28 14 25 32 34 38

Boughtin 1946............... ... 28 14 25 32 36 35

Plantobuy in 1947. ... ... ............. . 21 9 17 24 28 26
Houses:

Expected to buy in 1946 8 4 7 9 11

Boughtin 1946........................... 7 3 6 7 8 13

Plan to buy in 1947, ... ... ... .. 6 1 6 8 9

! Intended purchases for the year 1946 were ascertained in the survey made early in 1946. Actual purchases during 1946 and in-

tended purchases for 1947 were ascertained early in 1947,

I 1 In every case, the percentage of people expecting to buy includes those who
said definitely they would buy and those who said they probably would do so.

Intended purchases in 1946 are related to 1945 income,

and actual purchases in 1946 and intended purchases for 1947 to 1946 income.
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in 1946 was undoubtedly partly due to the fact
that these items were not fully available, and it
can be expected that in 1947 plans may be carried
out more completely, Again in 1947 there may
be a great many furniture buyers who at the be-
ginning of the year did not anticipate their needs
for furniture.

PURCHASES OF AUTOMOBILES
AND SELEGTED DURABLE GOODS
PERGCENTAGE DISTRIBUTION BY INCOME GROUPS, 1946
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As shown by Table 2, within each income group
the proportion of spending units purchasing selected
consumer durable goods during 1946 corresponded
to the proportion contemplating purchases at the
beginning of the year. The decrease already noted
in over-all buying intentions for 1947 also appears
within each income classification.

In 1946 spending units in the income classes of
$2,000 to $5,000 accounted for three-fifths of the
dollar volume of expenditures for selected durable
goods other than automobiles, and those with in-
comes of over $5,000 accounted for another quarter
of the total. As shown in the chart, about one-fifth
of the buyers were in the income class of $1,000 to
$1,999, but they contributed little over a tenth of
the total amount spent. Spending units with in-
comes below $1,000 accounted for a very minor
share of the market for these goods.

Houses. Fewer people plan to buy houses in 1947
than either planned to buy or bought them in 1946.
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These plans cover both newly constructed houses
and those built in previous years. The number of
spending units with definite plans to buy houses
during 1947 declined while the number of units
with indefinite plans increased. Spending units with
veterans as members account for almost one-half
of the prospective house purchasers.

More spending units are uncertain and undecided
about entering the. housing market now than a
year ago. It is estimated that at the beginning of
1947 at least 1 million spending units planned to
buy newly built houses in 1947. Almost half the
prospective 1947 purchasers of newly built houses
would spend more than $6,000 but no more than
one quarter planned to pay as much as $10,000.
For houses of all types, they planned to-pay about
$6,300 on the average, which is about 25 per cent
more than the average payment contemplated for
1946. The lowest income group of spending units
has almost completely withdrawn from the housing
market, and spending units with incomes of §5,000
or more also show a tempering of intentions to buy
houses, especially in relation to their actual pur-
chases of houses in 1946,

MeTtHop oF PAYMENT FOR PURcHASEs

In purchasing automobiles and other selected dur-
able goods, about 55 per cent of the prospective
buyers in 1947 plan to pay full cash (including
trade-in allowances). As shown in Table 3, this
corresponds closely to the number of purchasers
who expected to pay cash in 1946, Actually in that
year a larger proportion of buyers, nearly two-thirds
of the total, paid cash, and only one-third used
instalment credit. Cash payments, as shown in
this table, include amounts obtained from current
income during the year, withdrawals from pre-
viously accumulated liquid asset holdings, proceeds
from sales of other assets, and trade-in allowances.

Reductions in holdings of bank deposits and
savings bonds in order to finance the purchase of
automobiles and other consumer durable goods will
be more common in 1947 than they were in 1946,
according to the plans of prospective buyers. Nearly
half of the consumers who plan to buy durable
goods in 1947 expect to draw on their liquid assets,
as compared with a third of prospective purchasers
who expected to draw upon their liquid savings in
1946. 1In financing their purchases of automobiles
and other durable goods in 1946, consumers drew
on their liquid assets somewhat more heavily than
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they had planned. Approximately one-third of
the amount spent for these purchases during the
year was covered by a net reduction for the year in
holdings of bank deposits and Government bonds
of the buyers.

TABLE 3

MEeTHOD OF PAyMENT FOR AUTOMOBILES AND OTHER SELECTED
DuraBLE Goobs BY PROSPECTIVE AND AcTuaL BuvEeks, 1946
axp 1947

Percentage distribution of buyers

Method of payment

Plans for Actual Plans for
financing | financing | financing
in 1946 in 1946 in 19471

Full cash (including trade-in
allowances)............... 56 66 55
Instalment credit (together
with down payments—cash

and trade-in allowances). . . 35 32 37
Uncertain as to method. .. ... 9 2 8
All buyers... . 100 100 100

Distributicns of buyers of automobiles and of buyers of other
selected durable goods by methods of payment for 1947 are sub-
stantially similar.

Fully as many consumers plan to use instalment
credit in purchasing durable goods during 1947
as did in 1946, Fewer buyers, however, used in-
stalment credit during 1946 than had indicated they
would do so at the beginning of the year. This
year if more consumers planning to buy new auto-
mobiles, refrigerators, washing machines, and other
durable items are successful in their buying plans,
there is the likelihood that the volume of instalment
sale credit will expand at a more rapid rate than
during 1946, and that use of liquid assets for these
purposes will be greater. Price increases in the
past year may be a factor in causing more pros-
pective purchasers to consider it necessary to use
some part of their asset holdings or to borrow, if
they fulfill their intentions to purchase, than was
the case in 1946.

Among the people who expect to buy automobiles
in 1947, fewer of those who plan to buy new cars
contemplate using credit than of those intending
to buy used cars. While 59 per cent of the new
car buyers plan to pay all cash for their cars,
only 45 per cent of the -used car buyers expect
to do so.

Among the prospective buyers of automobiles
and other durable goods in 1947 who contemplate
borrowing to finance their purchases, the average
amount expected to be borrowed is $380. A fairly
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large number of prospective buyers do not know
how they will finance their purchases, but assuming
that they borrow at the same rate as those who
do have specific plans for financing, about one-fifth
of the total amount to be spent for automobiles
and other durable goods will be borrowed.

The people who use the instalment plan for the
purchase of durable goods (other than automobiles)
show the same general characteristics as for prewar
years: they are concentrated in the low- and middle-
income groups; they live mainly in middle-size
cities; a large proportion of them are skilled, semi-
skilled, and unskilled workers; they include a dis-
proportionately large number of young people. At
all income levels, borrowing for the purchase of
automobiles as well as of other durable goods in
1946 was more common among those with small
liquid asset holdings than among those who held
tairly large amounts.

TasLE 4

MetHop or Financine PurcHases oF Housks 1x 1947

Percentage distribution
of spending units that plan
to buy or build houses

Method of financing

Fullcash............... ... .. ..., 13

Borrowing less than 60 per cent of
price. .. ... ... . Ll L 14

Borrowing 60 per cent or more of
price......... ..., 42
Borrowing uncertain amount.. ... 18
Not ascertained....... . 13
All buyers. . . 100

As indicated in Table 4, most of those who expect
to buy houses in 1947 plan to resort to borrowing.
Most borrowers intend to borrow 60 per cent or
more of the price they plan to pay. About 5 out
of every 10 prospective buyers also expect to use
some of their liquid assets for the purchase of houses.
Less than 2 out of every 10 buyers plan to sell
other houses or investments to obtain funds with
which to make their purchases.

Cuance 1IN Liguip Asser Howrbpings N 1946

According to over-all banking and Treasury
statistics, total personal holdings of liquid assets—
Government bonds and bank deposits*—increased

4 Holdings of currency. of which ahout 26 billion dollars is in
circulation outside of banks, including business as well as
personal holdings. are usually included in over-all compilations
of liquid asset holdings. Because satisfactory information as
to such holdings could not he obtained in the Survey of Con-
sumer Finances, they are not covered in this analysis.
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by about 8 billion dollars during 1946, which was
a much slower rate than during the war years.
Notwithstanding the over-all increase, it was found
in the survey that the number of individual spend-
ing units showing net reductions in their holdings
exceeded somewhat the number showing net in-
creases. The total decline in holdings of all units
that had smaller amounts of liquid assets at the
beginning of 1947 than at the beginning of 1946
approximated 10 billion dollars. These with-
drawals were, however, apparently more than
counterbalanced by liquid savings on the part of
spending units that increased their holdings of
bonds and bank deposits during the year.®

SPENDING UNITS SHOWING CHANGES IN PERSONAL HOLDINGS
OF GOV'T BONDS AND BANK DEPOSITS. BY INCOME GROUPS

DECREASES INCREASES
PER CENT INCOME. PER CENT
40 20 SROUP 20 30 50
T T T I
—_ gs5000 R . s -
33 AND OVER m

$3,.000
TO
$4.999

1,000
o
§2,999

UNDER
51,000

ALL HOLDERS

1945
1946

Spending units showing no change are not included.

Some part of the reduction in previously ac-
cumulated holdings of liquid assets was, as pointed
out in the preceding section, for the purchase of
durable goods and houses, but withdrawals for
these purposes account for only a part of the change
that took place in these holdings during 1946. In
addition, some spending units reduced their hold-
ings for other purposes.

Additions to and withdrawals from previously
accumulated holdings of Government bonds and
bank deposits, it should be noted, do not fully
represent changes in the balance sheet of savings.

5 In the light of the over-all increase in personal liquid asset
holdings during 1946 as estimated from banking and Treasury

statistics, the 1947 survey findings underestimated the increase
in liguid assets.
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Additions likewise occur as a result of buying other
securities or houses, repaying debt, paying for life
insurance premiums, and so on, and reductions in
savings occur as a result of going into debt and
selling real estate or securities. The discussion
of these other forms of saving and dissaving will
be presented in articles in subsequent BULLETINS.
Analysis of reductions in liquid assets is included
in this article because it provides some indication
of the extent to which liquid asset holdings supple-
ment available purchasing power.

As indicated in the chart, slightly more than two-
fifths of all spending units reduced their holdings
of bank deposits and Government securities in 1946,
exceeding somewhat the number increasing their
holdings; the remaining fifth showed little change.
The number reducing holdings was greater in 1946
than in 1945, while the number adding to their
holdings declined. This was the case for all in-
come groups. In 1946, among high- and medium-
income units, the number adding to holdings con-
tinued to exceed the number reducing holdings,
and this probably accounted for a large part of the
increase in total holdings. In the lower-income
brackets, spending units who reduced their holdings

TasLE 5

DistriBuTiON OoF DECREAsES Ix Liouip AsseTs 1N 1946
By Purrose oF WiTHDRAWAL AND INcoME Group'

Percentage distribution of
spending units within selected
income groups reducing
P:gr:%?t‘ liquid assets
net de-
Purpose Cltlgfain Income group
hold- | All in-
ings? come
groups [Under | $2,000- $‘Zh0g0
$2,000( $4,999 over
General living expenses?®. 33 57 67 55 34
Automobiles and durable
goods............... 9 11 7 13 14
Houses and investments? 29 14 9 14 32
Several purposes....... 29 18 17 18 20
All purposes....... 100 100 100 100 100

10nly spending units that had smaller amounts of Government
bonds and bank deposits at the beginning of 1947 than at the be-
ginning of 1946 are included in this table. These units were asked
the following question: “We find that your current bond and bank
holdings are smaller than what. you had a year ago. You used
about $...... from your savings. What sort of things did you
use this money for?”’

2 Total (net) use of liquid assets refers to the dollar amount of
liquid assets used by those spending units showing a reduction in
their holdings.

3 Includes living expenses, emergencies, and consumption pur-
poses such as repair of houses, moving, education.

4 Of the total amount used for houses and investments, slightly
more than half was for housing and other real estate and the re-
mainder for investment in securities and unincorporated businesses.
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were more frequent than those who increased their
holdings, in contrast to the situation in 1945 when
increases predominated in all groups.

As an indication of the purposes for which liquid
assets are drawn upon, information regarding the
intended use of withdrawn funds was obtained in
the survey from those reporting reductions in hold-
ings of bank deposits and Government bonds.
Table 5 summarizes the proportions used for various
plrposes, as well as the proportions of spending
units in different income groups that reduced their
holdings for the purposes indicated. It should be
noted that these data include neither spending units
that did not reduce their liquid assets, nor those
whose withdrawals from holdings were offset by
previous or subsequent additions during the year;
that is, they cover only holders who reported de-
creases in their total holdings and only the aggre-
gate amounts of net declines shown by these holders.

These data show that among the principal pur-
poses indicated for reductions in liquid assets, gen-
eral living expenses were more frequently mentioned
than any other (by 57 per cent of all spending units)
and accounted for 33 per cent of the net decline
in total holdings. In terms of the dollar amounts
of assets withdrawn, housing and investment were
also important. Comparison of the purposes for
which liquid assets were used in 1945 and 1946
shows very close consistency in the two years. The
only clear exception was that in 1945 assets were
used to a lesser extent than in 1946 for the purchase
of consumer durable goods, which were available
during 1945 in very limited quantities.

Lower-income groups used their assets most fre-
quently for living expenses and emergencies. The
higher the income group the greater the relative
use of assets for investment, or purchase of con-
sumer durable goods, but it is significant that even
within the middle- and upper-income groups very
substantial numbers of spending units drew upon
holdings of liquid assets for living expenses.

Specific allocation of the liquid assets indicated
in Table 5 as spent for “several purposes” is not
feasible from survey returns. A rough allocation
in accordance with major purposes of spending,
however, would yield the following approximate
distribution: about two-fifths for general living ex-
penses; about one-fifth for automobiles and other
durable goods; just over one-fifth for the purchase
of houses; and just under one-fifth for investment
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in real estate, securities, and unincorporated busi-
nesses.

Most of the spending units that reduced their
liquid assets retained a part of their holdings.
Nevertheless, as shown in Table 6, almost one-
fourth of those who reduced their assets, or about
a twelfth of all holders, used all of their holdings.
About three-fifths of the asset withdrawers used
25 to 99 per cent of their holdings, and one-fifth used
less than 25 per cent. People with low incomes
used all of their liquid assets proportionally more
often than did people with middle incomes; no one
with an income of $5,000 or more reported using all
of his liquid assets. Among spending units with
higher incomes net decreases of $1,000 or more
were a large portion of all reductions.

TABLE 6

DistriBuTion oF DECREAsEs IN LiQuip AsseTs IN 1946
By Size or Repucrtion anp IncomMe Group

Percentage distribution of holders
showing reduction
Reduction Income groups
Allincome
8roubs | Under | $2,000-{ $5,000
$2,000 $4,999 | and over
Percentage reduction in
liquid assets:
1-24 per cent...... 18 4 12 2
25-99 per cent. . 59 20 34 5
100 per cent...... 23 12 11 0
All classes. .. .. 100 36 57 7
Amount of reduction in
liquid assets:
Under $200........ 30 13 16 1
$200-$999......... 49 17 30 2
$1,000 and over. ... 21 6 11 4
All classes..... 100 36 57 7

CONTEMPLATED INVESTMENT OF L1QUID ASSETS

At the beginning of 1947, as was the case a year
earlier, only a small percentage of people with sub-
stantial holdings of liquid assets ($1,000 or more)
expressed intentions to transfer any part of these
assets to other forms of investment. At the same
time investor preferences for various types of non-
liquid assets underwent some change.

Definite plans to transfer liquid assets to other
forms of investment during 1947 were expressed
by 6 per cent of the substantial holders of liquid
assets, as shown by Table 7. The frequency with
which such intentions were expressed had not
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changed substantially from the beginning of 1946.
The larger the liquid asset holdings, the more
frequently plans to transfer assets were expressed.
Among holders of $1,000 to $3,000 in Government
bonds and bank deposits, 7 per cent plan to transfer
some assets or will probably do so; the percentage
is almost 20 among holders of more than $5,000 of
liquid assets.

TABLE 7

Praxs 1o TraNsFER LiQuip AsseTs TOo NoNriQuip INvEesT-
MENTs During 1947

Percentage of substantial holderst

Type of investmrent

Real { Secur- | Busi- |Anyone
estate ities ness type
Will use liquid assets to buy . i 1 2 3 6

Will probably use liquid assets
tobuay. ... .. 1 1 2 4
Undecided. ............... 3 1 4 S
Will not use liquid assets to buy.! 79 82 75 70
Not aseertained........... i 16 14 16 15
All substantial holders!. | 100 100 100 100
1

1 Spending units holding §1,000 or more in liquid assets at the
beginning of 1947,

In both years approximately two-thirds of the
substantial holders of liquid assets considered it
wisest to buy assets with fixed value, such as Gov-
ernment bonds or bank deposits. Relatively small
proportions of large liquid asset holders preferred
investment in assets of changing value, such as real
estate and corporate stocks. In comparing opinions
expressed early this year with those expressed in
1946, however, two significant differences appear,
as shown in Table 8. First, among those preferring
assets of fixed value, the proportion of spending
units favoring bank deposits increased substantially,
while the proportion favoring Government bonds
declined somewhat. In this connection, it is in-
teresting to observe that the largest increases in
people’s liquid asset holdings during 1946 occurred
in bank accounts. The second significant differ-
ence in people’s preference for assets was that at
the beginning of 1946 some 16 per cent of the spend-
ing units with substantial liquid asset holdings,
and this year only 8 per cent, thought it wiser to
buy assets with changing value. The decrease ap-
pears in the number preferring real estate as a form
of investment and not in the number preferring
securities or diversification of investment. From
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explanations given, it was evident that this was an
unfavorable reaction to high real estate prices.

The various occupational groups show different
preferences for the various types of assets. Of the
unskilled and skilled workers, more than three-
fourths prefer either Government bonds or bank
deposits. White collar workers, professional peo-
ple, businessmen, and farm operators in the order
named show diminishing preferences for these
liquid assets. As already. indicated, 8 per cent %f
the substantial holders of liquid assets expressed a
preference for real estate or securities as a type of
investment. Of the various occupational groups,
the following proportions of substantial holders indi-
cated a preference for this type of investment:
unskilled workers, 3 per cent; both skilled and
white collar workers, 6 per cent; professional peo-
ple, 10 per cent; and both businessmen and farm
operators, 11 per cent.

CONSUMER ATTITUDES AND EXPECTATIONS

Several changes occurred during 1946 in the
attitudes and expectations of consumers regarding
general economic conditions and their own financial
status. In early 1947 more people were optimistic
about the country’s immediate economic future than
at the beginning of 1946; over half of the people

TasLE 8

PREFERENCE FOR AssETs WITH FIXED OR WITH
CHANGING VALUE®

Percentage of substantial
holders of liquid assets 2
Type of asset preferred
1946 1947
Assets with fixed value—total. . 61 68
Government bonds. ........... 37 31
Bank deposits................... 6 19
Both types................... . 18 18
Assets with changing value-—total 16 8
Realestate. .................... 11 4
Securities. ...... ... .o 3 3
Bothtypes.................... . 2 1
Assets with fixed and changing
value—total................. 5 9
Government bonds and real estate. . 2 3
Other combinations. ............. 3 6
Undecided, ‘‘it depends™..... .. . 6 1
Not ascertained.................. 12 14
Allcases........... . 160 100

! The question was: *‘People sometimes have money they don’t
have to spend right away, and they can either put it in a bank or
they can invest it. What do you think would be the wisest thing
to do with the money nowadays——put it in the bank, buy savings
bonds with it, buy other securities with it, or invest it in rea}
estate?”’ “Why do you think so?”
2 Spending units holding $1,000 or more in liquid assets.
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expected good times, compared with about a third
last year, while the proportion anticipating bad
times declined from 36 to 22 per cent. Optimism
concerning their own personal situations had also
increased among consumers, as shown in Table 9.
When asked whether they considered themselves
better off or worse off than they were a year ago,
nearly a third reported that they were better off,
as compared with a fifth making this statement
a year earlier. While there was no greater tendency
to expect incomes to increase, fewer people expected
their incomes to fall.

The most pronounced shift in consumer attitudes
occurred in relation to the prospective trend of

TasLe 9

ConsuMER ExpectaTions CONCERNING THE GENERAL Eco-
Nomic OuTLooK. INconEs, AND PRICES

Percentage distri-

bution of all

Expectations spending units

19461 1947 2

General economic outlook 3
Good times ahead. . . .. R . 35 55
Uncertain, no change..... R 23 21
Bad times ahead..... .. R 36 22
Not ascertained. . ... . 6 2
All cases........ . .| 100 100
Own incomes 4
Income will be larger than in preceding vear. . 25 26
Income will be about the same........... .. 34 42
Income will be smaller than in preceding year. 23 12
Uncertain, “it depends™. ................... 13 18
Not ascertained. . ......................... 5 2
All cases. . | 100 100
Price changes »

Willgoup................ e e 33 13
Will remain the same. ... ... . . ... .... 21 22
Willgodown.......................... . 8 46

Conditional answers......... ......... 13 17 ,
Not ascertained. ... ... ... ..... 5 2
All cases. . . 100 100

1 Based on interviews in January-March 1946 (first survey).

2 Based on interviews in January-March 1947 (second survey).

3 The question was: “‘Considering the country as a whole, do you
think we will have good times or bad times or what during the
next year or so?”

4 Farm operators were not asked their income expectations in
the first survey; consequently they are excluded from the compila-
tion of these answers.

5 The question was: “What do you think will happen to the
prices of the things you buy during the next year—do you think
they will go up or down or stay about like they are now?"’
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prices. Early in 1947 most people giving unquali-
fied answers expected prices to decline, while early
in 1946 the prevailing opinion was that prices
would rise. In the minds of consumers, a decline
in the price level does not seem to be associated
with deterioration of the general economic situation.
As shown in Table 10, more than a fourth of all
people expected both good times and falling prices

TasLe 10

RrLaTioNsHIP BETWEEN PRICE ExpEcTaTiONs AND OPINIONS
Concerning Economic OurLook v 1947

Percentage of spending units

Expect prices to :

Expectations Eﬁ)‘;‘;‘{

o price

same down tions
Good times ahead. . ...... 5 13 28 8
Uncertain, no change. . ... 3 S 8 5
Bad times ahead. .. ... . 5 4 10 4
Not ascertained. .. ... . (1) 1) 1 1
Total?. .......... . 13 22 46 17

1 Less than one-half of 1 per cent.

2 Detailed figures may not add to totals because of rounding.
in the immediate future. Only a few, on the other
hand, expected both good times and rising prices,
and an equal number associated expectations of
rising prices with an outlook for hard times.

In the course of the survey, consumers were asked
whether their price expectations made any differ-
ence in their plans to buy durable goods, clothing,
house furnishings, and other similar items. In
answering this question, people expressed consider-
able dissatisfaction with the present price level.
More than one in four said they were postponing
certain purchases, especially of automobiles, other
durable goods, and clothing, until a more favorable
price situation should prevail. One-third of the
spending units, while not saying specifically that
they were postponing purchases, said that they were
following a policy of economy because of the high
prices, and were buying as little as they possibly
could.

Tables 11 through 14 on the following page con-
tain additional ‘information concerning some of
the preliminary findings presented in the text.
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Tasre 11
CoNSUMER ATTITUDES TOWARD SELECTED PURCHASEsS IN 1946
AND 1947
Percentage distribution
Type of product and attitude of all spending units
toward purchase
1946 1947
Automobiles:
Willbuy............... 8 8
Will probably buy.......... 3 4
Undecided, *‘it depends’”. . . . 2 3
Will not buy 84 84
Not ascertained. . . 3 1
Allcases.............. o 100 100
Other selected durable goods:
Will buy at least one item...... . 22 14
Will probably buy............ .. 6 7
Undecided, ‘‘it depends’’. .. ... .. 5 S
Will not buy any item 63 72
Not ascertained. ............. .. 4 2
All cases. .. . 100 100
Houses:!
Plan to build or buy a house. ... .. 6 4
Will probably buy.......... .. 1 2
Undecided, ‘it depends’.. .. 2 3
Willnot buy............... . 83 89
Not ascertained. . ............... 8 2
Allcases.................... 100 100

10ld as well as newly built houses on the part of the nonfarm
population.

TaBLE 12

CoxNsUMER ATTITUDES TowARD Use or LiQuID ASSETS FOR
PURCHASE OoF AUTOMOBILES AND OTHER SELECTED
DuraBLE Goops, 1946 axp 1947

Percentage distribution of
Intention of holders, with amounts prospective buyers
of anticipated expenditures

1946 1947
Will not use liquid assets. . . . 55 45
Plan to use liguid assets—total . . .. 28 37
Less than $100. ... .. .. 3 3
$100-8499. . . ... ... 9 11
$500-$999. .. .... 4 4
$1,000-$2,999. ... 4 7
$30000rover........... ..... o O]
Uncertain as to amount. . ...... 8 12
Uncertain as to use?... .. 17 18
Allcases..........c.ocvevn... 100 100

1 Lgss than one-half of 1 per cent.
2 If prospective buyers whose financing intentions were not
ascertained are included in the distribution, the percentages

become:

1946 1947
Will not use liquid assets. . . 66 55
Plan to use liquid assets. . .. 34 45

TasLe 14

DistriBuTioN oF PURCHASERS oF NEw AUTOMOBILES AND
OtnER DurasLE Goops, By Price Crass, 1946 axp 1947

{Per centl

TasLe 13 1946 1947
; . Price class
DistriBuTioN oF ProspECTIVE PurcHasers oF Housks, Prospective Actual Prospective
BY Price CLass, 1946 axp 1947 purchasers | purchasers | purchasers
[Per cent] New automobiles:
Under $1,000. .. ....... 5 3 2
N 1,000-$1,349. .. .. . 62 27 33
Price class 1946 1947 1,350-$1,999.......... 22 52 43
2,000 o0rover. ........ 2 16 12
tain. ... ....... .. 9 2 (]
Under $2,000...................... 18 10 Uncertain !
$2,000-$3,999. . . .. 16 13 All cases. ..... L 100 100 100
$4,000-$5,999 19 13 ases
$6,000-$7,999. . ... 15 13 Other durable goods:
$8,000-89,999 . . ... 9 11 Under $100............ 19 24 12
$10,000 or over.... .. 7 18 100-$199 . .. 24 24 21
Uncertain......................... 16 17 200-%$299 . .. 17 17 26
300-$499. .. 14 13 14
Allcases............ ... ... 100 100 500-$990 . .. ... ... .. .. 10 11 11
1,000 or more......... 5 6 5
Uncertain............. 11 5 11
! The median price to be paid for houses (old as well as newly
built) was $4,000 for buyers with incomes under $2,000; $5,000 for Allcases. ......... 100 100 100
incomes of $2,000-$3,999; and $8,000 for incomes of $4,000 or over.
APPENDIX

EXPLANATION OF THE SAMPLING METHOD *

The Survey of Consumer Finances is based upon
interviews with a sample of 3,058 consumers, repre-
1This article was prepared by Eleanor E. Maccoby and Roe

Goodman of the staff of the Survey Research Center, University
of Michigan.
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senting a cross-section of the public. People from

all walks of life are included—farmers, factory

workers, clerks, executives, and many others.
Readers of survey results often ask questions
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about the people interviewed: How are they se-
lected? How can a sample of 3,000 people be rep-
resentative of many millions of consumers? The
present discussion describes in nontechnical terms
the sampling methods and the rationale behind
them.?

SumMARrY

The sample for the Survey of Consumer Finances
is selected by the method of area sampling. First
a selection of counties is made (after all of the
counties in the country have been stratified), and
then within each county chosen a selection of open
country segments and city blocks is made. From
the selected city blocks, a sample of dwellings is
drawn, while all dwellings in the chosen open
country segments are included in the sample. All
spending units in each of the sample dwellings are
interviewed. Dwelling units on high-rent blocks
and dwellings rated as high-income dwellings by
the interviewers are sampled at a higher rate than
other dwellings, and the interviews from these
dwellings are then weighted downward in the
analysis of the survey’s results. This over-sampling
of high-income dwellings reduces the sampling
error of the survey.

The sample of 3,000 cases used for the national
Survey of Consumer Finances is large enough to
furnish reliable estimates for percentage distribu-
tions, medians, and Lorenz curves based on the
whole sample; it is less reliable for means, and is
too small to permit regional break-downs.

Basic PrINCIPLES OF SAMPLING

The idea of sampling has grown quite familiar
in recent years. Manufacturers of fuses know that
they need not test every fuse which is produced—
that a check on the quality of the product can be
maintained by testing every 1,000th or 10.000¢th
fuse. Health technicians charged with maintain-
ing the purity of a city’s water supply need not
test every cubic foot of water for bacterial content.
It is sufficient to take samples at intervals from
different parts of the reservoir; the water in these
samples will be very similar to the whole water
supply from which they were taken; that is, they
will be representative.

There are times when we wish to obtain in-

formation about certain characteristics of people.
2A technical article on sampling procedures used in the Survey
of Consumer Finances, prepared by Mr. Goodman. will be sup-

plied on request. Requests should he addressed to the Survey
Research Center, University of Michigan, Ann Arbor, Michigan.
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It has been found that just as a representative
sample of fuses or water can be chosen, it is pos-
sible to select a representative sample of people.
The information from these people will give a very
good idea of what would have been found if it
had been possible to get information from the
entire population. For example, to find out what
proportion of the registered nurses in New York
City are over 50 years of age it would not be neces-
sary to tabulate the ages of all registered nurses.
Every 10th card in the registration file would give
a very accurate idea of the age distribution of all
registrants.

In a survey of consumer finances, limitations of
time and resources make it impossible to interview
every family in the nation; nevertheless, the ob-
jective is to obtain a good estimate of the distribu-
tion of income, liquid asset holdings, saving, and
other items, among all the nation’s consumers.
It becomes necessary to select a sample of people
who will represent the nation—a group of people
among whom income, liquid asset holdings, and
saving will be distributed very much as they are for
the nation as a whole. Such a sample is most likely
to be free from bias and hence representative if,
as the final step in its selection, the persons in the
sample are chosen by random processes. That is,
each consumer in the nation must be given an equal
or a known chance of being included in the sample.

Whenever a survey is based on a sample of people
instead of upon an entire group, the results will
be subject to “sampling error.” It might happen
by chance, for example, that in the card file on
registered nurses, cards 10, 20, 30, etc. are more
often cards for older nurses, while the other cards
are more often for younger nurses. A sample of
every 10th card from this file would not be fully
representative as to age. The larger the number of
cases any sample contains, the less likely it is to
have too many or too few of any one group.

STRATIFICATION OF THE SAMPLE

There are ways of reducing sampling error so
that even with a relatively small number of cases
the chances of having an unrepresentative sample
will be very small. One common device for re-
ducing sampling error is stratification. To stratify
a sample means in effect to arrange the units which
are being sampled in a certain order according to
some characteristic before selecting every N’th
(every 10th, 50th, 100th, etc.) unit.
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If we threw the names of the counties of the
United States into a hat, for example, and drew
out 100 of them at random, we might by chance
select too many predominantly urban counties and
too few predominantly rural counties. If we
arrange the counties in order of their urbanization,
however, from the most highly urbanized to the
most rural, and then select every N’th county,
we are certain to select a proper proportion of
highly urbanized and a proper proportion of rural
counties.

No sample can be improved, of course, by making
sure that the items sampled are representative of
a certain characteristic, unless the items of informa-
tion being studied in the survey are related to
that characteristic. A survey of income distribu-
tion or occupational status, for instance, would
probably be more improved by stratification accord-
ing to urbanization than would a survey of the
incidence of cancer or a sample study of the height-
weight ratio.

A single sample may be stratified for several
characteristics. This is done by first arranging the
units according to one variable and dividing them
into several groups according to this variable, then
dividing each of these groups into subgroups ac-
cording to a second variable, etc.

THE S1zE oF THE SAMPLE

Many considerations enter into the decision as
to how large a sample is needed for a survey. While
there is a point beyond which increasing the sample
size will not increase the precision of the sample
appreciably, it is generally true that the larger the
sample, the lower the sampling error. Also, large
samples permit more break-downs of the data (by
regions, occupational groups, etc.) than small
samples do. On the other hand, small samples
are less expensive, and they have one very great
advantage which is often overlooked: it is possible
to maintain a higher standard of interviewing skill
and closer field supervision when the sample is
small. This, of course, is more important when
the interview schedule is difficult to handle (as it
is in the Survey of Consumer Finances) than when
the study is simple. A small sample can be com-
pleted in a shorter period of time, and will there-
fore yield results which are more homogeneous
than those of a study whose field work must be
spread over many months.
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The final decision as to sample size must depend
on the complexity of the interviewing job, and the
amount of sampling error which can be considered
acceptable. The sample of 3,000 cases on which the
Survey of Consumer Finances is based is too small
to permit certain kinds of internal analysis of the
findings—regional break-downs are not possible,
for example, and analysis of certain small but in-
teresting segments of the population is severely
limited.

For many important items, national estimates
based on 3,000 interviews are quite reliable, how-
ever. The sampling error of percentages in per-
centage distributions is such that the probabilities
are only [ in 20 that the survey findings differ from
the true percentages by more than 2 percentage
points. If the survey were to show, for example,
that 50 per cent of the respondents expect prices
to fall, or 50 per cent of the respondents hold
less than $200 worth of Government bonds, the
chances are only 1 in 20 that these percentages dif-
fer from the true percentage for the whole popula-
tion by more than 2 points. For small percent-
ages, the sampling error in percentage points is
smaller: A finding that 6 per cent of the sample
expect to buy houses would have a high probability
of falling within 1 percentage point of the true
figure.>  Some statistics yielded by the survey are
subject to greater sampling error than others. The
mean income, for example, has a greater sampling
error than the median income, because each indi-
vidual affects the median to the same degree as each
other individual, but his effect on the mean is
weighted by the size of his income. The chance
inclusion or exclusion of a high-income person in
the sample, then, may affect the mean substantially
but not the median. Correspondingly, the sampling
error of the estimated average price paid for auto-
mobiles is greater than that of the estimate of the
number of automobiles sold.

It should be borne in mind that sampling error
does not diminish in direct ratio to an increase in
the size of the sample. The sampling error varies
inversely with the square root of the number of
cases. For national surveys, a point of diminishing
returns is soon reached, beyond which further in-

3 The standard error of percentages from the survey is about
1 per cent at the middle of the percentage range, and about one-
half of 1 per cent at the end of the range. It should be kept in
mind that the range of error cited here is sampling error only.
The true figures for the entire population may differ from sur-

vey ﬁpdings by a larger amount due to other errors, such as
reporting error.
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creases in the number of cases will not yield worth-
while gains in sampling efficiency. The point of
diminishing returns does not depend on the size
of the group being represented, but upon its
vartability. In other words, a sample of 3,000
would represent a nation of 40 million families just
as well as it would represent a nation of 500,000
families, provided the two nations were similar
in the way incomes, savings, buying intentions, etc.,
were distributed among the population.

SELECTION oF THE INTERVIEW PracEs

In selecting a sample for a nation-wide survey
such as the Survey of Consumer Finances, one of
the first problems to be solved concerns the number
of places in which interviews are to be taken. To
take 3,000 interviews scattered over the United
States, without clustering them geographically in
any way, would mean that there would be very
many counties or towns in which only one inter-
view would be obtained. Clearly, the travel costs
for interviewers would be prohibitively high with
this kind of sample, and the time needed to obtain
the interviews would be considerable. The usual
procedure for national surveys is to take a sample
of places (or sample points) first, and then within
these selected places to select a sample of dwellings
where interviews will be taken. Clustering the
interviews in sample points increases the sampling
error somewhat over the error of an unclustered
sample.

In the Survey of Consumer Finances, the 12
largest cities of the country were first selected as
sample points; then the remaining counties were
stratified according to the following variables:
Urbanization, average per capita sales of Govern-
ment bonds in wartime, industrialization, percent-
age of the population who are native white, and
average size of farm. The stratification resulted in
54 strata, and within each stratum one county was
selected at random. Each county was given a
probability of selection proportional to its 1940
population.* All the different regions of the coun-
try were represented among the counties chosen in
this way.

4+ Within counties, the probability of selection of any dwelling
unit was inversely proportional to the 1940 population of the
county (within certain limits which will be described later).
This method, which tends to equalize the number of interviews
obtained from each county, increases the sampling efficiency.
See Morris H. Hansen and William N. Hurwitz “On the
Theory of Sampling from Finite Population,” Annals of Mathe-
matical Statistics (Journal No. 14), 1943, pp. 333-62.
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SELECTION OF INTERVIEW DWELLINGS
AND RESPONDENTS

Once sample points are selected, the next step
is to select the particular dwellings within each
county where interviews are to be taken. For
sampling in the open country parts of each county,
materials from the Master Sample of Agriculture
were used.”> With the use of detailed maps, the
open country areas are divided into segments
(small areas bounded by easily identified landmarks
such as roads and streams) and a random selection
of segments is made. Then interviews are taken
at every dwelling in each of the selected segments.

In the 12 metropolitan areas, and in the towns
and cities in the 54 selected counties, a selection of
blocks is first made. Detailed maps are secured
for every town or city which is to be included in
the sample, and from these maps the blocks are
counted and numbered, and a random selection is
made among them.® When blocks have been
chosen, interviewers are sent to these blocks to
list the dwellings. They start at a given corner
of the block, and proceed clockwise around it,
writing down on a listing sheet the address of each
dwelling they encounter. Each apartment in an
apartment house is listed as a separate dwelling.
The listing sheets furnished the interviewers have
check marks on every N'th line, and the checked
lines, constituting a sub-sample of the dwellings
on the block, are the dwellings in which interviews
are to be taken.

When a dwelling has been selected as a sample
dwelling by the above procedure, the interviewer
determines the financial facts concerning a4l the
people who live in the dwelling.

By drawing a representative sample of dwell-
ings, we are at the same time drawing a representa-
tive sample of spending units, families, or indi-
viduals. The nature of the unit of which we have
a representative sample depends upon how the
occupants of the sample dwellings are grouped into
economic units by the interviewers, This, in turn,
depends on what unit has been chosen as the most
appropriate interviewing unit for the survey. In
the Survey of Consumer Finances, the inhabitants

5See A. J. King and R. J. Jessen, “Master Sample of Agri-
culture,” Journal of the American Statistical Association, Vol.
40, 1945, pp. 38-56.

8 The method of double sampling is used in the selection of
blocks in cities of more than 50,000. A large sample of blocks
is first chosen, then these blocks are stratified and from them
a sub-sample is taken to constitute the final sample of blocks.
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of each dwelling which falls into the sample are
grouped into spending units. A spending unit is
a group of people living in the same dwelling
related by blood, marriage, or adoption, who pool
their incomes for their major items of expense.’
For some of the survey findings, the occupants of
the sample dwellings are regrouped according to
families,® and tabulations are made according to
both families and spending units.

OVER-SAMPLING OF UPPER-INCOME GROUPS

In any survey which deals with the finances of
the respondents, certain sampling problems assume
more importance than they do in other surveys. It
is essential in a financial survey to make sure that
there is an adequate representation of the people
in the upper-income groups. Since income and
savings are unevenly distributed (a relatively small
proportion of the population receive a relatively
large proportion of the national income, hold a
relatively large proportion of the liquid assets, and
account for a relatively large proportion of the
savings), the survey findings from the upper-income
groups weigh heavily in the averages and other
statistics computed from the survey. There is great
variation in the amounts received and held by mem-
bers of the upper-income groups, and, when the
sample is small, there is danger that too many or
too few wealthy people will be included in the
sample. There are certain types of information,
furthermore, which can be obtained only from
upper-income people—for example, the plans of
those holding $1,000 or more in liquid assets for
investing liquid assets in real estate or securities.
It is necessary to strengthen the sample at the upper-
income levels, to make sure that the wealthy people
will affect the final results to the proper degree,
and to have a large enough group for study of cer-
tain special questions relating to this group only.
"In the Survey of Consumer Finances, upper-
income groups were over-sampled, through the use
of the following devices. In cities with populations
of over 50,000 there are Census figures available
on the average rent paid per block. Dwellings on
high-rent blocks were sampled at a higher rate than
dwellings on low-rent blocks. In addition, before

7If people contributed more than one-half their income to
the family it was considered that they pooled their income.
In addition, a wife of the head of the family or a family mem-
ber under 18 years of age or earning less than $10 a week was
always considered a member of the main spending unit,

8 Families are defined as all persons living in the same dwelling
who are related by blood, marriage, or adoption.
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interviewing began, interviewers were instructed
to rate the dwellings on the sample block accord-
ing to whether they thought the dwellings were
occupied by high-, medium-, or low-income families;
the dwellings rated high and medium were sam-
pled at a higher rate than those rated low. This
meant that the greater sample precision which re-
sults from a larger number of cases was obtained
for the high-income dwellings only, not for servants’
quarters and other low-income dwellings which
happened to be on high-rent blocks. In towns
under 50,000, where rent statistics were not avail-
able for the blocks, interviewer ratings of the eco-
nomic status of sample dwellings were used; dwel-
lings rated as high-income dwellings were over-
sampled, while low-income dwellings were sampled
at the regular rate. The dwellings which were
over-sampled were, of course, weighted downward
in the final tabulations so that they made up only
their proper proportion of the final results.

DEerErMINATION OF THE SAMPLING RATE

In the foregoing description of the sampling pro-
cedure, it was stated that every N'th open country
segment (and every dwelling in the segment), or
every N’th block and every N’'th dwelling on the
block, were selected for the sample. How is it
determined how large the N—the sampling rate—
should be? Should it be every 10th, every 100th,
or what? The sampling ratio depends, of course,
on the number of cases which are to be included
in the survey. Suppose that there are 40 million
dwelling units in the United States, and that a
national sample of 4,000 interviews is to be taken
(with no over-sampling of special groups). Then
each dwelling in the country must be given one
chance in 10,000 of being selected. If 1 out of every
50 counties is chosen, and if in cities within these
chosen counties every 100th block is selected, then
every second house on each of these blocks would
have to be included to maintain the sampling rate
of 1 in 10,000. Not all blocks in a city need be
chosen at the same rate. Sometimes it is desirable
to take densely populated blocks at a higher rate,
but to take dwellings within these blocks at a lower
rate, so as to minimize clustering of interviews
while maintaining the proper basic sampling rate.

In practice, dwellings are sampled at a somewhat
higher rate than the final number of interviews
desired would indicate. This over-sampling is
done in the expectation that there will be a certain
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proportion of the dwellings selected where no one
can be found at home after repeated calls, or where
the occupants will not consent to be interviewed.
When interviewers are not able to obtain an inter-
view at the designated dwelling, they are not
allowed to choose a substitute dwelling for an inter-
view—they simply go on to the next designated
dwelling. .
COVERAGE OF THE SURVEY

The dwelling units, families, and spending units
covered in the current survey do not encompass all
the dwellings and all the people in the United
States. The following groups are omitted: (1)
people living outside the limits of the continental
United States; (2) members of the Armed Forces
living at military reservations; (3) residents in
hospitals and in religious, educational, and penal
institutions; (4) the floating population, that is,
people living in hotels, large boarding houses, and
tourist camps.

No exact data are available concerning the num-
ber of families and spending units in the nation not
covered in the survey. As an approximation, it
can be stated that about 5.5 per cent of the 141.5
million population was not included in the universe
from which the sample was drawn.

The group from which the sample is drawn is
made up of 40.6 million families (including single-
person families) and 46.3 million spending units.

TEesTING THE RESULTS OF THE SAMPLING PROCEDURE

Once a national sample of 3,000 cases has been
selected and a survey conducted, it is possible to
do some checking of the representativeness of the
sample by comparing the survey results with facts
about the population known from other sources.
The sample should, for example, contain about the
same proportion of Negroes, and the same propor-
tion of farmers, as are found in the entire popula-
tion. While comparison of some findings from
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the Survey of Consumer Finances with Census
data and other available information may not be
as precise as desired because the survey is based on
a different consumer unit (the spending unit),
whatever checking can be done usually reveals a
satisfactory correspondence between the composition
of the sample and the composition of the entire
population.

Some insight into the accuracy of samples
may be obtained by comparing several independent
samples. There is a high degree of correspondence
between the samples of the 1946 Liquid Assets
Survey and the 1947 Survey of Consumer Finances
with respect to occupational composition, racial
composition, etc. Also, the income distribution
produced by the 1946 Survey of Liquid Assets com-
pares very closely with the income distribution
obtained by the Bureau of the Census in a sample
survey.

At this time it is not possible to check such
survey findings as the distribution of income by
income classes with information obtained through
sources other than sample surveys. Another means
of evaluating the sample and the reliability of
results, however, is to expand certain survey find-
ings to over-all national estimates by multiplying
the average values obtained from the survey by
the best available estimate of the number of spend-
ing units in the nation. As has been pointed out
before, the margin of error for a sample of the
size used in this survey is much greater for dollar
estimates than for other types of numerical totals,
and therefore a comparison of the expanded dollar
estimates from the sample with outside estimates
cannot be expected to provide a basis for judging
the adequacy of the survey as a whole. A discus-
sion of the expansion of certain findings from the
Survey of Consumer Finances in comparison with
accepted national estimates of data such as income,
liquid assets, and number of new passenger cars
registered, will be presented in a forthcoming article.



SECURITY PLEDGED ON MEMBER BANK LOANS TO BUSINESS!

by

Tynan Smith

Division of Research and Statistics
Federal Deposit Insurance Corporation

An important aspect of the lending practices of
commercial banks is the use of security, such as
liens on equipment, inventory, plant, or securities,
to supplement the financial strength and earning
prospects of the borrower. Even with collateral
chief reliance for repayment is still the good faith
of the borrower. Pledge of collateral as security
for a loan is a device, however, like maturity and
amortization, for limiting the lender’s risk. Not
only does collateral provide greater assurance of
ultimate repayment, but the legal arrangements
necessary to collection in the event of default may
be facilitated by the use of a secured rather than an
unsecured note. When circumstances of the credit
application do not justify an unsecured loan, banks
as well as other lenders typically tend to take as
much security as they can obtain in order to limit
their risks.

SUMMARY

Two out of every three member bank loans out-
standing to business in the fall of 1946 were secured
by some form of collateral or were endorsed. These
loans were typically small and made largely to serve
the credit needs of small business. Small business
borrowers obtained larger loans when collateral was
furnished than on an unsecured basis. Since, how-
ever, most of the loans to large companies were

1 The present article is the third in a series covering the
results of the nation-wide sample survey of business loans
outstanding at member banks as of Nov. 20, 1946, The Federal
Deposit Insurance Corporation cooperated in the survey by pro-
viding the services of Mr, Smith to analyze the data reported as
to the security given for loans and to prepare this article. The
two previous articles were “Business Loans of Member Banks,”
by Albert R. Koch, Federal Reserve Burrerin, March 1947,
and “Term Lending to Business by Commercial Banks in 1946,”
by Duncan McC. Holthausen, Federal Reserve BUuLLETIN, May
1947. Subsequent articles. which deal with special phases of
bank loans to business, such as interest rates charged, and loans
to small business, will appear in forthcoming issues of the
BULLETIN.

The survey of bank loans to industrial and commercial busi-
nesses, on which this article is based, was planned by the Board’s
Division of Research and Statistics in consultation with the
Board’s Divisions of Bank Operations and of Examinations, the
Federal Reserve Banks, and other interested agencies. The
information was collected and compiled into district totals at the
Rﬂgserve Banks and national totals were prepared at the Board's
offices.

Supervision of the survey, analysis of results, and preparation
of articles are under the general direction of Ralph A. Young,
Assistant Director of the Division of Research and Statistics.
Richard Youngdahl, of the Division, has been largely respon-
sible for the supervision of the collection and tabulation of
information.
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unsecured, the secured loans amounted to less than
half of the total volume of member bank credit ex-
tended to business.

Types of security most commonly used were
those long established in banking practice, such as
equipment, real estate, stocks and bonds, inventories,
and endorsements. In recent years, commercial
banks have been adapting their lending practices to
include a wider range of collateral, such as
accounts receivable, field warchouse receipts, and
life insurance, which have been particularly devel-
oped by other financial institutions. These adapta-
tions in part reflect the efforts of banks to expand
their services available to medium-size and small
enterprises. Accounts receivable and warehouse re-
ceipts, however, which are more expensive and in-
convenient than other forms of collateral for com-
mercial bank loans, appear to have been used less
extensively at the end of 1946 than before the war.
The stronger average financial position of medium-
size and small companies, together with shortages
of materials and supplies for inventory holdings,
reduced the use of these types of collateral in com-
parison with prewar years.

Bank loans secured by pledge of title on equip-
ment are 2 much more important source of business
credit than before the war. Use of this type of
collateral by small business borrowers has been
facilitated through the establishment of personal
loan or consumer credit departments by a large
number of commercial banks.

Stocks and bonds are especially suitable as col-
lateral for bank loans since their use reduces the
lender’s risk to a minimum while the cost of
handling is slight. As a result, loans secured by
stocks and bonds carry the lowest average rate of
interest for either secured or unsecured loans made
to all but the largest companies.

The pledge of inventories as collateral may inter-
fere with the borrower’s use of inventory in his
business operations and frequently involves sub-
stantial handling costs. Thus, much of the credit
used to carry inventories is either unsecured or
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secured by other types of collateral. Warehousing
and particularly the development of field ware-
housing in recent years has made it possible to
pledge inventories of bulk goods as collateral for
bank loans. However, the expense and incon-
venience of warehousing make this type of col-
lateral practicable only for loans of larger than aver-
age size.

This survey revealed that at least one out of
every three member banks was making business
loans under the guarantee or insurance provisions
of the Servicemen’s Readjustment Act (G.L loans).
These business loans were typically small and most
of them were to veterans engaged in retail trade and
service enterprises.

Among the very small business borrowers (those
with assets of less than $50,000) real estate, equip-
ment, and endorsement were the types of security
most frequently used, whereas for the large con-
cerns (assets of 5 million dollars or more) in-
ventories, equipment, and stocks and bonds were
the predominant types. The kind of business
influenced the types of security employed to some
extent, since certain business operations give rise
to bankable collateral while others do not. Most
frequent use of title on equipment as collateral for
bank loans was by utility companies, which in-
clude transportation enterprises, where equipment
purchases constitute a major financial problem.
Similarly, the use of inventories as loan collateral
is relatively highest for wholesale trade companies,
which have a large proportion of their working
capital tied up in inventory assets.

The first part of this article analyzes the relative
importance of security and the predominant types
of collateral used in commercial bank lending to
different business groups and by various bank
groups. Discussion of loans secured by each of the
more significant types of collateral follows. Many
loans are secured by more than one type of col-
lateral; in such cases the principal collateral is
accepted as the basis of loan classification.

THE Use oF SEcurep Loans

Types of security. Nearly two-thirds of the
number of outstanding business loans of member
banks of the Federal Reserve System on November
20, 1946 were secured, including collateral and en-
dorsement or co-maker. Since most of the largest
business loans are made on an unsecured basis, the

amount of secured loans represented less than half
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of the total volume of member bank business credit.

The most common types of collateral, as shown
in Table 1, are those of long-established usage in
commercial bank lending to business. Inventories
and stocks and bonds were pledged against the

TasLg 1

Business Loans oF Memsier Banks, Novemser 20, 1946
By Type oF SECURITY

[Estimates of outstanding loans)

Percentage
Amount | Number{ distribution
Major type of security ?Ifnlori?l? ((fﬁll&?:j_
lions) sands) Amount Ni;le 1;n-
Unsecured................. $ 7,322 239 §5.3 35.6
Secured. .................. 5,799 410 43.8 61.1
No information............ 116 22 0.9 3.3
All loans. . . 13,237 671 100.0 | 100.0
Secured:
Endorsed and co-maker. . ... 706 76 12.2 18.5
Inventories............. | 1,195 35 20.6 8.6
Bonded warehouse receipts. 420 7 7.2 1.8
Field warehouse receipts. . . 62 1 1.1 0.3
Other warehouse receipts. . 458 7 7.9 1.8
Other inventories......... 255 19 4.4 4.7
Equipment................. 706 111 12.2 27.1
Assignment of title on
equipment............. 102 10 1.8 2.5
Chattel mortgage on
equipment............. 604 101 10.4 24.6
Plant or other real estate. . 943 77 16.3 18.7
Stocks, bonds, and morigages..| 1,075 46 18.5 11.3
U. S. Government securities 368 17 6.3 4.1
Other bonds. . , PP 90 2 1.6 0.5
Listed stocks. .. .. 297 18 5.1 4.5
Unlisted stocks........... 190 6 3.3 1.6
Assignment of deed of
trust or mortgage on
property not owned by
the borrower........... 130 2 2.2 0.6
Accounts receivable......... 190 13 3.3 3.1
Life insurance.............. 148 22 2.6 5.3
Oiltuns. ................ .- 191 2 3.3 0.5
Assignment of claims. ... .. .. 314 20 5.4 4.8
Assignment of Government
claims................. 21 * 0.4 0.2
Assignment of claims
against other than Gov-
ernment............... 274 13 4.7 3.2
Savings accounts. ........ 19 6 0.3 1.5
Government participation or
grnarantee. . ... ... .. 119 2.1 0.6
V, VT or T loans.. 22 ® 0.4 (O]
R.F.C. participatio 64 i 1.1 0.3
R.E.C. blanket guarantee. . 32 1 0.6 0.2
F. R. Bank participation
or guarantee........... 1 (1) m [O)
Other security............. 212 6 3.7 1.5
All secured loans. . ... $5,799 410 100.0 | 100.0
G. 1. guarantee or insurance
—partial security? ....... $ 54 16 0.4 2.4

I Less than 500 loans or 0.05 per cent.

2 Where G. I. guarantee or insurance is not the primary security
these loans are classified according to major collateral; otherwise
they are classified under *‘other security.”

NotE.—Figures may not add to total because of rounding.

largest amounts of secured business loans, while
equipment, real estate, and endorsement or co-
maker were the types of security most frequently
used by business borrowers. Commercial and in-
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dustrial equipment was pledged against one-fourth
of the number of secured loans, but since most of
the loans so secured were for small amounts, they
accounted for only an eighth of the amount of
secured loans,

Accounts receivable and field warehouse receipts,
which are relatively new types of security for bank
loans, accounted for only a small part of the number
and amount of secured loans. The volume of loans
secured by oil runs is as large as that secured by
accounts receivable and three times that secured by
field warehouse receipts, although oil runs are a
very specialized type of security.

Influence of size and kind of business on use of
collateral. Size of borrower is a primary factor
in determining the extent to which bank loans are
usually made without supplementary collateral. As
Table 2 shows, the proportion of both the number
and amount of loans which were secured declined,
and conversely the number and amount of un-
secured loans rose, as the size of business increased.
This relationship also held within each major kind
of business, with a few minor exceptions.

Large companies operating on a nation-wide
scale are able to obtain most of their bank credit
on an unsecured basis, They have frequent and
detailed balance sheet and income statements which
are readily available and usually verified by a re-
sponsible accounting firm. Further, their credit-
worthiness is generally recognized and they have
access to many nonbanking sources of credit, includ-
ing other lenders such as insurance companies as
well as the securities markets. Lastly, they often
borrow from more than one bank and the main-
tenance of credit relations with several banks re-

quires that no one of them be given a preferred
position by the pledge of collateral. Competition
among lenders for the business of these large com-
panies is such that insistence upon collateral is usu-
ally tempered by the realization that the credit may
be secured from another source.

The situation of the smaller companies is dif-
ferent. The small borrower often does not have
adequate financial statements or budgets; he usually
cannot show an extended tecord of successful opera-
tion; and his sources of credit are limited. These
factors frequently make it impossible for the small
business borrower to obtain a loan in the amount
desired or needed without collateral. Even if the
smaller enterprise is able to obtain unsecured bank
loans the use of collateral may simplify the process,
since the value of many types of collateral can be
more readily determined than the small borrower’s
net worth and income prospects. Although state-
ments of net worth and income may also be
obtained even when the loan is secured, less careful
attention need be given such statements and less
judgment is required of the banker than for an
unsecured loan. Some banks make only a cursory
check on the financial standing of the borrower
whenever adequate collateral, particularly negotiable
paper, is provided. Another factor favoring the
pledge of collateral on bank loans to small business
is that the reduction in the lender’s risk afforded
by the collateral is much more important than in
lending to large companies. The result is that a
bank loan to a small enterprise is generally made
at a lower rate of interest if it is secured than if it is
unsecured.

Among the smallest companies (total assets of

TaBLE 2

SecureDp Loans as a4 ProporTioN oF ALL BusiNEss Loans oF MeMBER Banks, Novemser 20, 1946, By Size oF BorrowEer

[Estimates of outstanding loans]

Amount Number
Size of borrower Secured loans Secured loans
(Total assets, in thousands of dollars) All(loans All }Oans
In n
hiny As a percentage of As a percentage of
millions) mil{iltl)ns all loans to each thousands) thoulsg.nds all loans to each
size group size group
UnderS0..........oiviiiiino . $ 1,213 $ 867 71.5 433 275 63.6
50-250. .. ... 2,172 1,441 66.3 161 95 58.6
250-750. ... 1,456 886 60.8 36 21 57.1
750-5,000. . ... ... .. .. i 2,387 1,105 46.3 20 9 46.6
S5000andover...................c..... 5,856 1,373 23.5 11 3 29.1
All borrowersl. .. ... ... . ... 0... $13,237 $5,799 43.8 671 410 61.1

1 A few loans not classified by size of borrower are not shown separately.
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TaBLE 3

SECURED Loans as A PROPORTION OF ALL Business Loans oF MEMBER Banks, NovEmBEeRr 20, 1946, By Business oF BoRROWER

[Estimates of outstanding loans]

Amount Number
. Secured loans Secured loans
Business of borrower All loans All IIoans
In n
Hions As a percentage of As a percentage of

millions) milIl?ons all loans to each thousands) thouIsr;mds all loans to each

business group business group
Manufacturing and mining. ............ $ 5,675 $1,827 32.2 116 67 58.0
Wholesale trade. . .. . 2,424 1,327 54.7 88 51 57.4
Retail trade. ................. L 1,473 721 49.0 252 146 57.9
Public utilities (incl. transportation). . ... 1,229 645 52.5 39 31 80.6
SerVICES. ottt e 494 344 69.6 77 52 67.8
Construction. . ....................... 459 267, 58.2 43 26 59.5
Sales finance. ..ot 783 140° 17.9 7 3 46.0
Allotherl. ... ... ...cviiivine 702 529 75.4 49 34 68.9
Allbusiness.............c.ou... $13,237 $5,799 43.8 671 410 61.1

1 Includes a few loans unclassified by business of borrower.
NoTe.—Figures may not add to totals because of rounding.

less than $50,000) real estate, equipment, and en-
dorsement are the most common types of security.
For the largest firms (assets of 5 million dollars
or more) inventory, equipment, and stocks and
bonds were the predominant types of collateral used
near the end of 1946. The high proportion of loans
secured by pledge of equipment in the largest size
group of businesses was due chiefly to the extensive
use of this type of collateral by large transportation
and other utility companies.

Differences among the major kinds of businesses
in the proportion of member bank loans that were
secured, as shown in Table 3, were primarily due
to the size composition of the groups. Another
factor reflected by the data is that some business
operations make available collateral customarily
used for bank loans whereas other operations do

not. The purchase of many types of equipment
can be readily financed through loans in which
the equipment is used as collateral. This type of loan
is found most frequently in the utlity group,
which includes transportation companies, where
equipment purchases constitute a major financial
problem. This offers a partial explanation for the
relatively high proportion of member bank loans
outstanding to these companies that are secured.
On the other hand, the chief type of bankable col-
lateral obtained in the operations of sales finance
companies is notes receivable. Since assignment
of claims is a cumbersome type of collateral and
since in some States notification of the makers of
the notes is required, collateral of this sort is not
likely to be used unless a loan could not otherwise
be obtained.

TasLE 4

SECURED LoaNs as A ProPORTION oF ALL Business Loans oF MEMBER Banks, Novemser 20, 1946, By Size oF Bank

[Estimates of outstanding loans]

Amount Number
Secured loans Secured loans
Size of bank All loans All loans
(Total deposits, in millions of dolars) In . n
millions) In As a percentage of |thousands) In As a percentage of
millions all loans by each thousands all loans by each
size group size group

Under 2...:0. i, $ 89 8 50 66.2 36 22 59.7
2-10. 913 601 65.8 201 120 59.4
10-100. .. ..o 2,901 1,775 61.2 288 178 61.6
100-500. ... .. i 3,799 1,643 43.2 99 64 63.9
S00andover.............. ..., 5,535 1,723 31.1 46 27 60.1

Allbanks...................... $13,237 $5,799 43.8 671 410 61.1

Note.—Figures may not add to totals because of rounding.
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Loan collateral by size and location of banks. The
proportion of the number of secured business loans
was virtually constant for each size of bank. Be-
cause of the concentration of large unsecured loans
in the large banks, however, the proportion of the
amount of loans secured in the large banks was
only about half that in the smallest banks, as shown
in Table 4, Since small banks make most of their
loans to medium-size and small business, real estate
and equipment are the predominant types of col-
lateral. At large banks, inventories and stocks and
bonds are the types of collateral securing most of
the loans, reflecting the borrowing of very large

Among the twelve Federal Reserve districts the
proportion of the number of business loans that
was secured did not vary significantly. The pro-
portion of the total amount of loans secured, how-
ever, was relatively low in the northeastern and
north central sections of the country, including the
New York, Philadelphia, Cleveland, and Chicago
Districts, as shown in Table 5. In these areas, manu-
facturing and mining concerns were the heaviest
borrowers, accounting for nearly half of the total
business loan volume. Since only about one-third
of the amount of loans outstanding to manufactur-
ing and mining companies was secured, as com-

TasLE 5

SEcURED Loans as A ProporTiON oF ALL BusiNess Loans oF MEmBER Banks, Novemeer 20, 1946
By FeperaL Reserve DistriCT

[Estimates of outstanding loans]

Amount Number
Secured loans Secured loans
Federal Reserve district All(lloans All lloans
n n
millions) In As a percentage of |thousands) In As a percentage of
millions all loans for each thousands all loans for each
district district
Boston. .. .ovvuiiii i $ 749 $ 376 50.2 49 31 63.7
NewVYork.......... ..o i 4,615 1,582 34.3 114 70 61.5
Philadelphia,......................... 565 243 42.9 40 24 60.0
Cleveland 840 326 38.8 52 32 60.3
Richmond 497 281 56.6 43 29 68.4
Atlanta. . 565 371 65.7 46 31 68.8
Chicago.......oooviiiiiieiiiiian o 1,840 751 40.8 77 45 58.4
St.Louis. ... ... 547 333 60.8 29 19 67.3
Minneapolis. .......... ..o ... 237 111 47 .1 20 13 64.8
Kansas City.............. .o o 418 236 56.6 35 21 60.3
Dallas. ......ooviinneni i 652 382 58.6 44 27 62.3
San Francisco....... ..o Lol 1,711 807 47.2 124 67 54.3
All districts. ................ .. $13,237 $5,799 43.8 671 410 61.1

NoTte.—Figures may not add to totals because of rounding.

firms. The largest banks also lend frequently to
small businesses on an endorsement or co-maker
basis; such loans accounted for a third of the num-
ber of secured business loans but only a small pro-
portion of the amount at these banks.

Regional differences in the use of collateral in
business lending by member banks result from the
1interaction of several factors. The kind of business
and average size of firm in the area are significant
in determining the types of loan collateral and the
frequency of its use. Since large businesses tend
to obtain their bank credit from the larger banks,
the distribution of banks by size is another factor.
It is also probable that the lending practices with
respect to collateral vary in different regions.
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pared with an over-all average of almost one-half,
the proportion of secured loans was low because of
the high degree of industrialization.

In the southeastern and south central agricultural
belt, including the Richmond, Atlanta, St. Louis,
Kansas City, and Dallas Districts, the proportion of
the outstanding loans secured was relatively high.
In these areas only about one-fourth of member
bank business loans by amount was outstanding
to manufacturing and mining firms, whereas the
largest share of the loan volume was to the smaller
retail, service, and wholesale establishments, which
make more use of collateral. Not only do the banks
in these districts deal to a considerable extent with
businesses which make the largest use of collateral,
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but there appears to be a tendency for the banks
to require collateral to a greater extent than is the
practice elsewhere. In each of these districts, except
Dallas, the proportion of the amount of loans which
was secured was above average for almost every
kind of business. This was also true for most of the
bank size groups in these districts. In the Dallas
District, the pledge of oil runs was the significant
factor resulting in an above average proportion of
secured loans.

Loans secured by equipment were a relatively
high proportion of total secured loans in the west-
ern half of the country where small trade and serv-
ice establishments predominate as business borrow-
ers. The pledge of inventories was exceptionally
high in the San Francisco District, where the use
of the warchousing technique is extensive. Stocks
and bonds were used as collateral for a relatively
high proportion of the secured loan volume in
the New York and Chicago Districts. Many large
corporations having nation-wide operations have
their head offices in New York or Chicago, and
stocks or bonds of subsidiaries are sometimes
pledged as collateral for loans by these companies.

Characteristics of secured loans. The average size
of secured loans was only half that of unsecured

loans, $14,000 as compared with $29,000. This

TABLE 6

AVERAGE Sizk OF SECURED AND UNSECURED BusiNEss Loans
oF MeMBER Banks, Novemser 20, 1946, sy Size oF Bor-
ROWER AND TYPE OF SECURITY

[Estimates of outstanding loans)

. Average size of loan
Size of borrower and
type of security

All loans Secured | Unsecured?
Total assets of borrower, in
thousands of dollars:
Under 50................. $ 2,800 !¢ 3,200  $ 2,200
50-250......... e 13,500 15,200 10,900
250-750........ ... ... 40,400 43,100 36,900
750-5000................ 119,800 118,900 120,600
5,000 and over............ 522,800 421,300 564,500
All borrowers. . 19,700 14,100 28,700

Type of security:

Endorsed and co-maker. ... $ 9,300
Inventories............... 34,400
Equipment............... 6,400
Plant and other real estate. . 12,300
Stocks and bonds. .. .. .. 23,300
Accounts receivable. 14,900
Life insurance. . .... 6,800
Assignment of claims 23,000
Governmeént guarantee or

participation. . . 49,100
Other security 34,200

1 Includes a small quantity of loans for which no information
regarding type of security has been given.
2 Includes oil runs.
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difference was due to the fact that such a sizable
proportion of the very large loans was unsecured.
A comparison of the average size of secured and
unsecured loans by size of business, as in Table 6,
shows that secured loans were larger on the aver-
age than unsecured loans for medium-size and
small businesses having assets of less than $750,000.
Thus, it appears that the use of collateral enables
the smaller firms to obtain larger loans than would
be possible on an unsecured basis. The average
size of secured loans for large companies was sub-
stantially below that of unsecured loans. Among
the largest companies collateral is used primarily
for credit carrying higher than average risks, ex-
cept possibly the pledge of inventories by wholesale
trade companies and the equipment financing of
utilities.

Loans protected by inventories, stocks and bonds,
assignment of claims, and Government guarantee
or participation were above average size, while
loans secured by equipment, real estate, accounts
receivable, endorsement, and life insurance were
smaller than average. These size differences were
generally maintained by asset size of borrower,
although there were some exceptions. Loans on
real estate and accounts receivable were larger
than the average loan made to small borrowers,
while loans on endorsement or life insurance out-
standing to large companies were well above aver-
age size. The latter reflects the use of endorsement
by and pledge of life insurance on the principal
officers as security for some of the loans to large
corporations. Loans protected by assignment of
claims and Government guarantee or participation
were smaller than the average of loans outstanding
to large companies.

The nature of the collateral is closely related to
the maturity of secured loans. Since business in-
ventories are turned over within a short period of
time, loans secured by such collateral were pre-
dominantly short-term; more than 90 per cent were
made with original maturities of less than six
months, Loans secured by stocks and bonds and
endorsement were also largely short-term in char-
acter. Two-thirds of the amount of loans secured
by equipment had maturities of more than a
year; over half of the number of such loans, how-
ever, were for shorter terms.

Most loans, both secured and unsecured, are
repayable in a single payment, although this re-
payment plan is less widely applied to secured loans
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than to unsecured loans. Most secured loans which
were predominantly short-term, such as those
secured by endorsement, inventory, stocks and
bonds, accounts receivable, life insurance and assign-
ment of claims, also provided for a single payment.
A large proportion of the loans secured by pledge
of equipment or real estate carried provision for
repayment in equal instalments. Loans secured by
inventories, accounts receivable, and assignment of
claims were frequently to be repaid in unequal in-
stalments, as the inventories were sold or used or
the receivables were paid off.

Interest rates are more closely related to size of
business and size of loan than to type of collateral.
The fact that the various types of secured loans car-
ried higher average interest rates than did unsecured
loans, as shown in Table 7, is largely because most
of the secured loans are made to small borrowers.
The second highest average interest rate was on
loans secured by equipment. Not only are most
of such loans made to small borrowers but in many
banks they are often made in the personal loan
department, where interest charges are generally
higher than in departments devoted exclusively to
business loans.

TasLE 7

AvERAGE INTEREST RaTEs oF Business Loans oF MEMBER
Banks, Novemser 20, 1946, sy PrincipaL TyYPEs oOF
SECURITY

[Estimates of outstanding loans]

Average
interest
rates
(Per cent)

Type of security

Unsecured..................

Secured:
Endorsed and co-maker
Inventories............
Equipment..............
Plant and other re:
Stocks and bonds. . ......
Accounts receivable .
Life insurance. . .. ....veerrinininireeneeeenans
Government participation or guarantee...........

WO WW N
=T 7R P TR

Two conflicting factors appear to affect the level
of interest charges on loans secured by different
types of collateral. First, the use of collateral
sometimes means an additional cost for handling
which is passed on to the borrower in the form of
higher interest charges. This is particularly true
where warehousing is required or in financing re-
ceivables. Secondly, collateral security may some-
times reduce the risk to such an extent that a
lower interest rate may be warranted than on an
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unsecured loan notwithstanding the additional cost
of appraising and handling the collateral. This
appears to be the case with small borrowers. For
business borrowers with assets of less than $50,000,
loans secured by nearly all of the major types of
collateral carried average interest rates significantly
below average rates on unsecured loans. For the
larger companies the use of collateral quite often
reflects a weaker than average financial position and
greater risk of loss so that the average interest
rates on most types of collateral loans were above
the rates on unsecured loans.

The low average interest rate on loans secured by
stocks and bonds reflects the ideal characteristics of
this type of loan collateral. Stocks and bonds can
be readily appraised and they present almost no
collection problem in the event of default. Thus,
their handling adds little to the cost of making the
loan and may even lower the cost if their use is
substituted for an appraisal of the credit-worthiness
of the borrower. They also reduce the lender’s
risk of loss to a minimum. Such loans, therefore,
carry the lowest average interest rate for either
secured or unsecured loans outstanding to each
business size group except the very largest com-
panies.

Major Types oF COLLATERAL

Stocks and bonds. The widespread use of stocks
and bonds as collateral for member bank loans to
business in the latter part of 1946 was partly a
result of the accumulation of Government securities
during the war. Loans secured by Federal obliga-
tions amounted to one-third of all business loans
secured by stocks and bonds. It is also probable
that business holdings of other securities increased
during the war as business income rose and main-
tenance and expansion were limited.

About a third of the amount of these loans was
to manufacturing and mining companies, although
the wholesale and retail trade, utility, service and
“other” groups also were substantial users of this
type of collateral, as shown in Table 8.

Most loans secured by stocks and bonds were to
small companies, but over half of the amount was
in loans to medium and large corporations. Two-
thirds of the amount of such loans to manu-
facturing and mining companies and nine-tenths
of the amount to utility companies were to enter-
prises with assets of $750,000 or more. In the case
of wholesale and retail trade and service companies
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the major share of the amount as well as an over-
whelming proportion of the number of these loans
was made to the small firms.

TasLE §

MemBER Bank Business Loans SECURED BY STOCKS AND
Bonps, NovemBer 20, 1946, By BusiNEss AND SizE OF

BORROWER
[Estimates of outstanding loans]

Average

Business and size Number As‘llzeé z:)gfe interest
of borrower of loans loans rate

(Per cent)
Business:
Manufacturing and mining. 8,600 $ 42,500 2.6
Wholesale trade. . 6,300 17,900 2.5
Retajl trade. ............. 14,500 7,400 3.3
Public utilities (incl. trans-
portation) ............. 1,400 132,500 2.2
Services........c...e... 6,100 13,000 3.3
Construction. .. .......... 2,100 20,500 2.6
Sales finance.............. 500 50,800 1.9
Allothert... .. ............ 6,600 23,600 2.9
All borrowers......... 46,200 23,300 2.7
Size (total assets, in thousands
of dollars):

UnderS0................| 25,000 $ 4,100 3.8
50-250.... 15,400 15,400 3.2
250-750. 2,800 50,300 2.6
750-5,000. . .. .. 1,500 155,800 2.5
5,000 and over............ 400 948,800 2.1
All borrowers®........ 46,200 23,300 2.7

1Includes a small number of loans not classified by business of
borrower.

2 A small number of loans not classified by size of borrower is
not shown separately.

Note.—Number of loans rounded to nearest hundred. Figures
may not add to total because of rounding.

Although all but a very small percentage of the
number of loans secured by stocks and bonds were
short-term, almost one-third of the amount was
in loans with maturities of more than a year. Most
noteworthy in this respect were the term loans
of utility companies, which constituted almost three-
fourths of the total amount of loans secured by
stocks and bonds made to these companies. Also,
in the case of manufacturing and mining and serv-
ice companies a substantial proportion of the
amount of the loans secured by stocks and bonds
carried maturities over one year.

Inventories. Loans secured by inventories are an
important source of funds in the manufacturing
and mining, wholesale trade, and retail trade
groups, where inventories comprise a large propor-
tion of the current assets. Loans for the purpose
of carrying inventories are frequently unsecured
or secured by collateral other than inventories be-
cause the use of inventories as loan collateral pre-
sents several problems. The difficulty is that the
conveyance of title to the lender may interfere with
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the borrower’s use of the inventories in his
processing or distributive operations. Conveyance
of title also presents technical difficulties to the
lender. For large, identifiable items, such as auto-
mobiles or household appliances, assignment of title,
trust receipts, or even chattel mortgages may be the
instruments used, while for bulk goods some type
of warehousing is typically required.

As indicated in Tables 9 and 10, most of the
member bank loans secured by inventories to
manufacturing and mining and wholesale trade
companies were on warchouse receipts covering
bulk storage, while those outstanding to the retail
trade group were largely on the basis of trust
receipts, assignment of title, or chattel mortgages
on durable goods of high unit value. The latter
loans were of relatively small size and accounted
for only a small part of the dollar amount of mem-
ber bank loans secured by inventories.

TasLE 9
MemBER BANK BusiNess Loans SECURED BY INVENTORIES
Novenser 20, 1946, By BusiNEss AND SizE OF BORROWER
[Estimates of outstanding loans]

Average

Business and size Number A‘-’enﬁe interest
of borrower of loans Sl‘(f: s rate

(Per cent)
Business:
Manufacturing and mining. 7,200 $ 52,400 3.7
Wholesale trade 10,000 . 2.6
Retail trade. ... . 15,700 4,600 4.5
Public utilities
portation) ... 200 51,700 2.3
Services......... 500 14,900 4.2
Construction. ............ 400 7,100 4.9
Sales finance. .. .......... 100 62,400 2.3
Allother!................ 500 36,000 3.2
All borrowers. ........ 34,700 34,400 3
Size (total assets, in thousands
of dollars):

Under 50................. 16,200 $ 3,800 4.8
50-250.. ... i 11,900 ,500 4.2
250-750. ...l 3,700 57,100 3.6
750-5,000................ 1,800 146,200 3.2
5,000 andover............ 700 579,300 2.8
All borrowers?2........ 34,700 34,400 3.1

1 Includes a small number of loans not classified by business of
borrower.

2 A small number of loans not classified by size of borrower is
not shown separately.

Note.—Number of loans rounded to nearest hundred. Figures
may not add to total because of rounding.

In the late fall of 1946, loans secured by inven-
tories accounted for 29 per cent of the volume of
member bank credit extended to wholesale trade
establishments and 52 per cent of the amount of se-
cured bank credit to such enterprises. Nearly half
of the amount of these inventory secured loans was

to large companies with assets of 5 million dollars
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‘TasLE 10
MemBER Bank Business LoaNs SECURED BY WaReHoUseE Receipts, NoveEmser 20, 1946
By Busingss aAND Si1zE oF BoRROWER
[Estimates of outstanding loans)

All warehouse receipt loans Field warehouse receipt loans
Business and size of borrower Number Average Average Number Average Average
of size of interest rate of size of interest rate
loans loans (Per cent) loans loans (Per cent)
Business:

Manufacturing and mining................... 5,100 $ 58,700 3.6 700 $ 51,800 3.9
Wholpsale trade. ... ooie i 8,000 80,600 2.5 400 42,600 4.0
Reta}l trade. ... ... oot 3,900 8,600 4.3 200 18,000 4.5

Public utilities (incl. transportation)........... ®) 13,900 4.6 |
Servxces... ................................. 100 16,400 4.0 (%) 16,200 5.2
Construction. . . 200 5,700 4.7 100 3,700 4.3

Sales finance.... (3) 19,400 3.0 | e
All other!. . .... 400 29,500 2.8 ®) 11,300 3.0
All DOTTOWers. .o oevvvenrvunnennnnn. o 17,800 $ 55,800 2.9 1,400 $ 41,300 4.0

Size (total assets, in thousands of dollars):

Under 50...... 5,600 $ 6,700 4.6 200 $ 7,800 4.8
7,700 24,600 4.1 800 ,100 4.1
2,500 70,200 3.6 200 58,500 4.0
1,200 184,500 3.1 200 75,700 3.6
500 728,500 1.7 ®) 133,000 3.0
17,800 55,800 2.9 1,400 41,300 4.0

1Includes a small number of loans not classified by business of borrower.
2 A small number of loans not classified by size of borrower is not shown separately.

3 Less than 50 loans.

NoTeE.—Number of loans rounded to nearest hundred. Figures may not add to total because of rounding.

or more, while another third was to medium-size
enterprises.

The medium-size and large companies in the
manufacturing and mining group were also im-
portant borrowers on the pledge of inventories; over
three-fourths of the amount of member bank loans
on inventories outstanding to that industry was
to companies with assets of $250,000 or more.
That the largest share of the amount of loans on
inventory was to medium-size and large companies
is partly the result of the reduction in cost of han-
dling this type of collateral as the size of loan in-
creases. Most of the large inventory loans are
handled through warehousing arrangements in
which the fixed cost element is large.

Loans secured by inventories are largely short-
term since the inventories are pledged only until
they can be sold or used in some manufacturing
process. Nearly nine-tenths of both the number
and amount of member bank loans secured by in-
ventories were written with maturities of less than
six months. Such loans made to manufacturing
and mining companies tended to have somewhat
longer maturities than did those made to whole-
sale establishments.

Field warehousing. Field warehousing is a type
of inventory financing that has expanded in recent
years to meet the problems involved in lending on
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varieties of inventory that are too bulky to be con-
veniently moved to an established warehouse or
where ready and frequent access to the goods ware-
housed is essential. In field warehousing, arrange-
ments are made to warehouse the goods on the
premises of the borrower under appropriate controls,
Thus, there is no transportation cost and the bor-
rower can quickly add, withdraw, or substitute in-
ventory as his operations require and the loan terms
permit. The expense of installing and operating
a field warehouse, which is borne by the borrower,
is an additional item of financing cost in this type
of loan.

For all member banks the average outstanding
field warehouse receipt loan balance in the fall of
1946 was $41,000. This was about the same aver-
age size as found in a survey of commercial bank
field warehouse loans made in mid-1941.2 For
such loans, however, the average size was twice that
for all business loans of member banks. Even the
field warehouse loans made to very small busi-
nesses were comparatively large. For businesses
with assets of under $50,000 the average field ware-
house loan amounted to $7,800 as compared with
the general average of $3,000 for all member bank
loans made to this business group. Similarly, in

2 Neil H. Jacoby and Raymond J. Saulnier, Financing Inven-
tory on Field Warehouse Receipts (National Bureau of Eco-
nomic Research, 1944), p. 55.
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the $50,000 to $250,000 asset size group, field ware-
house loans averaged $37,000 while $14,000 was the
average size for all loans. But in the case of con-
cerns with assets of $750,000 or more, field ware-
house loans were substantially smaller in size than
the average of all loans, and were smaller than loans
secured by other types of warehouse receipts.

About one-half of the number and two-thirds of
the amount of member bank loans secured by field
warehouse receipts were to manufacturing and
mining concerns. Field warehousing is particu-
larly suited to this type of enterprise since it per-
mits lending on bulky raw materials or goods in the
process of manufacture.

Field warehouse financing was used chiefly by
small enterprises with assets of between $50,000
and $250,000. Concerns in this group accounted
for 57 per cent of the number and 50 per cent of
the amount of all field warehouse loans. Medium-
size companies with assets of between $250,000 and
5 million dollars made some use of this type of
financing, but the survey results showed only one
field warehouse loan to a company with assets of
over 5 million. This substantiates the observation
made in an earlier Joan survey indicating that the
very large businesses do not find it necessary or
desirable to obtain bank credit through the use of
field warehouse receipts.?

Loans secured by field warchouse receipts ap-
peared to follow the same maturity pattern as other
inventory loans. Most of the loans were to be re-
paid on demand or within 90 days. About one-
fourth of the loans were made with maturities of
from three to six months and another 10 per cent
with longer maturities. None of the field ware-
house loans had maturities in excess of three years.

The average interest rate of 4 per cent on mem-
ber bank loans secured by field warchouse receipts
in 1946 was probably lower than the prewar aver-
age, as indicated by a range from 3.5 to 6 per cent
in 1941.* It must be remembered, however, that
the cost of warehousing is paid separately by the
borrower and the total cost of funds obtained in
this manner is correspondingly higher.

A very small proportion of the member banks,
less than 3 per cent, were found by the survey to be
engaging in field warehouse financing. This is in
sharp contrast to the 13 per cent of insured com-
mercial banks found to be doing this kind of busi-

8 Ibid., p. 57.
4 Ibid., p. 80.
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ness in a prewar survey.” The difference cannot
be accounted for by the inclusion of the nonmem-
ber insured banks in the prewar survey since these
banks would be less active in field warehouse lend-
ing than would the member banks. It is possible
that since many enterprises came out of the war
in a relatively strong financial position, they have
not had to make as much use of field warehouse
financing as before the war. Shortages of materials
and supplies have been another factor impeding
the use of this type of financing. Since the borrower
has to bear the expense of warchousing, this is a
more costly method of borrowing than most other
methods and is generally used only when alterna-
tive sources of funds are not available.

Accounts receivable. Accounts receivable financ-
ing is another type of bank credit to business that
has been expanded in recent years. Its use first
became important after the depression of the early
1930’s when banks were trying to find methods of
reducing risk while meeting the credit needs of
medium-size business in competition with other
lending agencies which had developed financing
methods based on this type of collateral.

In some States the law requires that pledging of
accounts receivable must be accompanied by notifi-
cation of those whose accounts are being turned
over to a bank or other lender. Where notification
is required, concerns may be reluctant to use this
type of financing for fear of its being regarded by
their customers as a sign of financial weakness. An-
other difficulty with accounts receivable financing is
that the lender must give considerable attention to
the accounts pledged. As accounts are paid off
they must be replaced by other receivables unless
the loan is correspondingly reduced. The added
expense to the lender involved in handling and
supervising this type of collateral, together with
the fact that such loans are frequently regarded as
carrying above average risk, accounts for the higher
average interest rate on these loans than on most of
the other types of secured loans.

On the basis of this survey of business loans it
appears that about one out of every seven member
banks was engaging in lending against accounts re-
ceivable in the fall of 1946, as compared with one
out of four in 1941 The estimated total of ac-

counts receivable loans outstanding at member
8 Ibid., p. 42.
¢ Raymond J. Saulnier and Neil H. Jacoby, Accounts Receiv-

ablest'nanm'ng (National Bureau of Economic Research, 1943),
p. 151,
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banks on November 20, 1946 was 190 million dol-
lars as compared with 135 million for all insured
commercial banks at the end of 1941." The 1946
volume represented about 0.7 per cent of all mem-
ber bank loans and discounts, a smaller propor-
tion than the 0.9 per cent indicated by a sample of
all insured commercial banks surveyed in 19418
The decline in the number of banks engaging in
accounts receivable financing probably reflects the
smaller market for this form of credit resulting
from the generally improved financial position of
most enterprises and from the high collection rate
on manufacturing and trade accounts characteristic
of boom levels of business activity.

Accounts receivable were used as collateral by a
fair proportion of the banks in each Federal Reserve
district. Their use was much more common in
the large than in the small banks, however, which
is to be expected since such loans require consider-
able attention.

Although this type of credit was employed by all
kinds of business, as shown in Table 11, the major
proportion was used by the manufacturing and
mining and the wholesale trade groups. Retail
trade and sales finance companies (including com-
mercial finance companies) also made some use
of accounts receivable financing. Bank loans of
this type to the retail trade group were numerous
but relatively small in average size, while to finance
companies these loans were few in number but
quite large on the average. Most of the loans
secured by accounts receivable outstanding to manu-
facturing and mining and wholesale trade com-
panies were to small and very small enterprises
with assets below $250,000.

Loans secured by accounts receivable are short-
term in nature. FourAfifths of them were either
demand loans or matured within 90 days. How-
ever, a few were made with maturities in excess
of a year and some with maturities of from 5 to 10
years, usually on the basis of revolving credit ar-
rangements.

Although the average interest rate on loans
secured by accounts receivable was higher than
that on most types of secured loans, it was lower
than it had been before the war. The 4.5 per
cent average interest rate on all member bank
loans on accounts receivable compares with the
average rate of between 5 and 6 per cent indicated

7 Ibid., p. 54.
8 Ibid., p. 152.
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TasLe 11
MeMBER Bank Business Loans SECURED BY AcCcCOuUNTS
RecewvasLg, Novemser 20, 1946
By BusiNess AND S1zE OF BORROWER
[Estimates of outstanding loans]
N Average
Business and size Number As;zer:;gfe interest
of borrower of loans 1 ogns rate
(Per cent)
Business:
Manufacturing and mining. 5,100 $ 18,900 4.6
Wholesale trade........... 2,900 14,000 5.0
Retail trade. ............. 1,800 8,400 4.2
Utilities (incl. transporta-
tion) . . ... 500 16,100 4.0
Services............o.u... 900 2,900 5.5
Construction. . ........... 900 13,000 4.3
Sales finance1...........,. 200 66,600 3.9
Allother2, .. ............. 400 6,500 4.5
All borrowers......... 12,800 14,900 4.5
Size (total assets, in thousands
of dollars):
Under50................. 6,400 $ 3,500 5.5
50-250...... .. it 4,500 15,600 4.9
250-750. ... .. i 1,200 35,100 4.5
750-5,000. ............... 500 75,700 3.8
5,000 and over............ 100 251,200 3.6
All borrowers %, ....... 12,800 14,900 4.5

1 Includes commercial finance comnanies.

2 Includes a small number of loans not classified by business of
borrower.

2 A small number of loans not classified by size of business is
not shown separately.

NoTE.—Number of loans rounded to nearest hundred. Figures
may not add to total because of rounding.

by the 1941 survey.®

Equipment. Equipment is a type of collateral
available to almost every business and is more
widely used than any other type. The purchase of
nearly any piece of business equipment, from a
calculating machine to an airplane, can be financed
by a bank loan on which the title to the equipment
is pledged as collateral.

Member bank loans secured by commercial and
industrial equipment amounted to an estimated
706 million dollars near the end of 1946. This
was three times the amount estimated for all in-
sured commercial banks five years earlier.!’® One
factor responsible for the increase in this type of
financing during recent years may be the substan-
tial decline in interest rates. In 1941 such loans
were usually made on a 6 per cent discount basis
and, since most of them were repaid in instalments,
this meant an effective rate much higher than the
quoted discount rate.!* The average effective in-
terest rate on member bank loans secured by equip-
ment in 1946 was 4.4 per cent or less than half the

? Ibid., p. 134,

10 Raymond J. Saulnier and Neil H. Jacoby, Financing Equip-
ment for Commercial and Industrial Enterprise (National Bu-
reau of Economic Research, 1944), p. 36.

i Ibid., p. 7.
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usual effective rate in 1941. At the present time,
many of the equipment loans to small companies
are handled by the personal loan departments,
where discount is usually charged against the face
amount of instalment loans. As shown in Table
12, however, the effective average interest rate on
equipment loans to small borrowers is only 6 per
cent or about half the prewar rate.

TasLe 12

MemBER Bank Business Loans SeEcurep By EQuipMENT
Novemser 20, 1946, By BusiNness anp Size oF BorRrOwER

[Estimates of outstanding loans]

Average

Business and size Number Average interest
of borrower of loans size of rate

loans (Per cent)
Business:
Manufacturing and mining.| 14,000 $ 9.000 4.5
Wholesale trade........... 7,200 7,800 4.6
Retail trade. . ............ 35,900 2,200 6.0
Public utilities (incl. trans-
portation).............. 21,800 14,200 3.4
Services. . ..ol 16,800 2,900 5.7
Construction. .. .......... 10,200 5,100 5.7
Sales finance.............. 400 37,200 3.9
Allother!................ 4,700 4,700 4.4
All borrowers......... 110,900 6,400 4.4
Size (total assets, in thousands
of dollars):

Under50................. 92,000 $ 2,100 6.3
50-250.......c00 i 12,300 11,600 5.0
250-750. ... .0t 2,500 28,100 4.6
750-5,000. . .............. 900 108, 600 3.6
5000 andover............ 1,000 176,600 2.0
All borrowers?,....... 110,900 6,400 4.4

1 Includes a small number of loans not classified by business of
borrower.

2 A small number of loans not classified by size of borrower are
not shown separately.

NoTE.—Number of loans rounded to nearest hundred. Figures
may not add to total because of rounding.

An overwhelming majority of member bank
loans on equipment were to the smallest enterprises,
primarily in the retail trade, service, manufacturing,
and construction groups. The extensive use made
of this type of financing by the utility and trans-
portation group is largely for the purchase of va-
rious kinds of transportation equipment, such as
trucks, busses, and airplanes. The average size of
member bank loans secured by equipment out-
standing to the transportation and other utility
companies in the latter part of 1946 was over twice
the average size of all such loans.

About two-fifths of the equipment loans of mem-
ber banks in the fall of 1946 had original maturities
of from one to five years. The smaller loans tended
to be short-term while the loans with maturities in
excess of five years were relatively large in size.
Over half of the number of equipment loans had
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maturities of less than one year but this group ac-
counted for only a third of the total amount. Most
of the long-term equipment loans, with maturities
in excess of five years, were made to large trans-
portation and other utility companies. The long-
term loans aggregated 25 per cent of the total
amount but only 3 per cent of the number of all
equipment loans,

Real estate. One out of every nine business loans
of member banks in the fall of 1946 was secured
by pledge of real estate. This is a type of collateral
available to most firms and acceptable by nearly
all banks. Small firms in particular find the pledge
of real estate 2 method for obtaining bank credit
when their size or short operating record would
warrant only a much smaller loan or perhaps no
loan.

Business loans of member banks secured by real
estate were largely made to small firms in the retail,
service, manufacturing and mining, and “other”
groups, as shown in Table 13. The inclusion of
real estate companies in the “other” category ac-
counted for the high proportion of real estate loans
in that group. Ninety per cent of the number
and two-thirds of the amount of real estate loans

were to small and very small businesses with assets
of less than $250,000.

TaBLe 13
MemBER BANk BusiNess Loans SEcurep By ReAL EsTate
Novemeer 20, 1946, By BusiNess AND S1zE OF BORROWER
[Estimates of outstanding loans)

Average

Business and size Number Ayerazfe interegt
of borrower of loans e rate

ans (Per cent)
Business:
Manufacturing and mining. 9,800 $ 21,200 4.1
Wholesale trade........... 5,800 12,100 4.4
Retail trade. ............. 30,900 7,200 4.6
Public utilities (incl. trans-
portation).............. 2,200 13,300 4.2
Services.................. 11,900 11,400 4.5
Construction. . ........... 4,300 17,500 4.2
Sales finance.............. 300 13,800 3.8
Allother!. ............... 11,400 17,500 3.9
All borrowers......... 76,500 12,300 4.3
Size (total assets, in thousands
of dollars):

UnderSO................. 49,200 $ 5,300 4.8
50-250......... .. ... 20,400 17,300 4.3
250-750. ... 3,800 32,600 4.1
750-5,000................ 1,500 79,600 3.7
5,000 and over............ 200 384,700 3.2
All borrowers?. ....... 76,500 12,300 4.3

! Includes a small number of loans not classified by business of
borrower.

2 A small number of loans not classified by size of borrower are
not shown separately.

NoTte.—Number of loans rounded to nearest hundred. Figures
may not add to total because of rounding.
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Life insurance. In using life insurance as col-
lateral for bank loans the cash surrender value may
be the major security, more than covering the
amount of the loan. In many cases, however, the
lender takes life insurance as collateral merely to
protect himself in the event of the death of the
borrower, in which case the cash surrender value
may just partly cover the loan.

Loans secured by the cash surrender value of
life insurance policies constituted a relatively small
part -of the total credit extended to business by
member banks near the end of 1946. Although
loans on life insurance are not a very important
source of credit to any kind or size of business, this
type of collateral is generally available to supple-
ment other credit sources. In making loans on this
basis commercial banks are engaging in a field
still dominated by the life insurance companies.
The use of life insurance as collateral reduces the
lender’s risk as in the case of Government bonds
or listed securities, and entails little more expense.
The higher average interest rate on these loans than
on loans secured by stocks and bonds is, therefore,
primarily a reflection of the smaller average size of
life insurance loans.

As Table 14 shows, over 90 per cent of the num-

TasLE 14

MEeMBER Bank Business Loans SECURED BY LIFE INSURANCE,
Novemser 20, 1946, By Business aND Size oF BoRrowEer
[Estimates of outstanding loans]

g Average

Business and size Number AS\iZe;%%e interest
of borrower of loans loans rate

(Per cent)
Business:
Manufacturing and mining. 2,600 $ 16,100 2.9
Wholesale trade........... 2,500 10,200 3.5
Retail trade. ............. 8,300 4,100 3.8
Public utilities (incl. trans-
portation).............. 800 7,700 3.0
Services....oocovnvieiaeann 4,000 4,600 3.5
Construction. ............ 1,000 5,500 3.9
Sales finance........oouvtn 100 29,300 2.6
Allother'. ..........cun.. 2,200 5,500 3.5
All borrowers......... 21,600 6,800 3.4
Size (total assets, in thousands
of dollars):

Under50.......c00ivveunnn 15,800 2,800 3.9
50-250...00iiieieiiininnn S 10,000 3.5
250-750. .. 0iinennnn . 700 28,000 3.1
750-5,000. .......... .. 200 115,700 2.6
5,000 and over ) 842,900 2.3
All borrowers?. ....... 21,600 6,800 3.4

1 Tncludes a small number of loans not classified by business of

borrower. X X
2 A small number of loans not classified by size of borrower are

not shown separately.

$ Less than 50 loans.

Note.—Number of loans rounded to nearest hundred. Figures
may not add to total because of rounding.
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ber and about two-thirds of the amount of member
bank loans secured by life insurance were to busi-
nesses with assets of less than $250,000, mostly in
the trade, service, and manufacturing groups. These
enterprises used this type of loan primarily for
short-term credit.

Loans under the Servicemen’s Readjustment Act.
Most of the loans made under the guarantee or
insurance provisions of the Servicemen’s Readjust-
ment Act (G. I. loans) have been for the purchase
of homes; a few have been for purchasing and
equipping farms. A relatively small number of
business loans have also been made pursuant to the
Act. Tt is estimated that out of the total of 671,000
business loans outstanding at member banks on
November 20, 1946, 16,000, or a little more than
2 per cent, were partly guaranteed or insured under
this loan program. Many of these loans were also
secured by other collateral and the Federal protec-
tion is not necessarily the principal security. The
average size of these business loans was quite small,
$3,400, and the total amount, 54 million dollars,
was less than one-half of 1 per cent of the total of
member bank loans to business.

Guaranteed or insured lending to G. L.’s for busi-
ness purposes was general among the member banks

TasLE 15

MeMBER BANK BusiNess LoANS UNDER SERVICEMEN's RE-
ADJUSTMENT AcT, Novemser 20, 1946, By BusiNEss OF
BorRrOWER AND S1zE OF BANK

[Estimates of outstanding loans}

Business of borrower and Number Average
size of bank of loans size of
loans
Business of borrower:
Manufacturing and mining. .. 1,300 $6,000
Wholesale trade............. 800 3,400
Retail trade................ 6,600 2,900
Public utilities (incl. trans-
portation)................ 2,100 2,100
Services.........oiiiiiiaan 3,300 2,600
Construction. .............. 800 3,200
Sales finance................ (2 8,100
Allothert, . ............o0. 800 9,800
All borrowers........... 15,700 3,400
Size of bank (total deposits. in
millions of dollars):
Under 2 200 $3,500
2-10. . i e 5,600 3,200
10-100......covvvi i 5,600 3,300
100-500......ccvviiinvnnnn, 2,200 4,800
500andover............... 1,500 2,200
Allbanks.............. 15,700 3,400

1 Includes a small quantity of loans not classified by business of
borrower.

2 Less than 50 loans.

Note.—Number of loans rounded to nearest hundred. Figures
may not add to total because of rounding.
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in all Federal Reserve districts. About a third of
all of the member banks had some of these busi-
ness loans. A substantial proportion of the banks
in each size group engaged in this type of lending,
although it appeared to be more common among
the large than among the small banks, as indicated
in Table 15.

Most of the Government sponsored business Joans

Supplementary detailed information regarding
the security pledged on member bank loans to busi-

to G. I’s were in the retail trade and service groups.
Many former servicemen engaged in manufacturing
and in transportation, probably small trucking
establishments, also made use of this form of credit.

A very small number and amount of G. I. loans
made under State guarantee provisions were also
reported in the survey of member bank loans to
business. These were all in New Jersey.

ness is given in Tables 16 through 21, which follow
tmmediately.

TasLE 16

BusiNess Loans oF MEMBER Banks, NovEmsrr 20,

1946, By TYPE OF SECURITY AND SIZE OF BORROWER

[Estimates of outstanding loans}

Size of borrower Size of borrower
All (Total assets, in thousands of dollars) All (Total assets, in thousands of dollars)
Type of security bor- bor-
TOWers|| Under | 50~ | 250~ | 750~ | 5,000 prowers | yypger | so- | 250- | 7s0- | 5,000
50 250 750 5,000 over 50 250 750 5,000 over
Amount of loans, in millions Number of loans, in thousands
Unsecured!....... ... $7,438 $345 $731 $570 |$1,282 |$4,482 261 157 67 15 11 8
Secured.......... ... 5,799 867 | 1,441 886 | 1,105 | 1,373 410 275 95 21 9 3
All loans?. . .[13,237 1,213 | 2,172 | 1,456 | 2,387 | 5,856 671 433 161 36 20 11
Secured:
Endorsed and co-maker. . .... 706 123 201 140 158 78 76 53 17 3 1 )
Inventories................. 1,195 62 232 212 262 416 35 16 12 4 2 1
Equipment................. 706 196 143 69 101 176 111 92 12 2 1 1
Plant and other real estate. .. 943 259 353 125 121 62 77 49 20 4 2 )
Stocks and bonds. . ......... 1,075 101 237 141 231 340 46 25 15 3 1 (%)
Accounts receivable. .. ...... 190 22 70 43 38 16 13 6 4 1 (%) *)
Life insurance. ...... e 148 45 45 20 29 5 22 16 4 1 “) *)
Assignment of claims? 505 37 89 74 106 191 22 13 7 1 1 1
Government participation or
guarantee. ............... 119 8 39 23 22 27 2 1 1 O] [©] (O}
Other security......... 212 12 27 35 40 62 6 3 1 1 [©] *)
Percentage distribution of secured loans
Secured:
Endorsed and co-maker. .. ... 12.2 14.2 14.0 15.8 14.3 5.7 18.5 19.4 17.6 17.0 17.3 3.8
Inventories................. 20.6 7.1 16.1 23.9 23.7 30.3 8.6 5.9 12.6 18.0 19.3 22.0
Equipment................. 12.2 22.6 9.9 7.8 9.2 12.8 27.1 33.4 13.0 12.0 10.0 30.6
Plant and other real estate...| 16.3 29.8 24.5 14.1 10.9 4.5 18.7 17.9 21.6 18.7 16.3 4.9
Stocks and bonds. . . ........ 18.5 11.7 16.5 15.9 20.9 24.7 11.3 9.1 16.3 13.6 16.0 11.0
Accounts receivable. . ....... 3.3 2.6 4.9 4.9 3.4 1.2 3.1 2.3 4.8 6.0 5.3 2.0
Life insurance. . ............ 2.6 5.2 3.1 2.3 2.6 0.4 5.3 5.7 4.8 3.5 2.7 0.2
Assignment of claims3..... ... 8.7 4.3 6.2 8.4 9.6 13.9 5.3 4.6 6.3 7.1 9.0 17 .4
Government participation or
guarantee. . .............. 2.1 0.9 2.7 2.6 2.0 2.0 0.6 0.3 1.1 1.4 1.5 3.1
Other security. ............. 3.7 1.3 1.9 4.0 3.6 4.5 1.5 1.2 1.4 2.5 2.8 5.0
All secured loans........ 100.0 || 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 || 100.0 | 100.0 | 100.0 | 100.0 | 100.0
1 Includes a small quantity of loans for which no information regarding type of security has been given.
2 A small quantity of loans not classified by size of borrower is not shown separately.
3 Includes oil runs. 4 Less than 500. NoTeE.—Detailed figures may not add to totals because of rounding.
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TasLe 17

SeEcURED Business Loans oF MeEmBer Banks, Novemesr 20, 1946, By Business aND S1zE or BORROWER
[Estimates of outstanding loans)

Size of borrower Size of borrower
All (Total assets, in thousands of dollars) All (Total assets, in thousands of dollars)
Business of borrower bor- , bor-
rowersll Under | 50~ | 250- | 750- | 5,000 } rowers’l ynger | so- | 250~ | 7so- | 5,000
50 250 750 | 5,000 | oo 50 250 750 | 5,000 [ JOO
Amount of loans, in millions Number of loans, in thousands
Manufacturing and minin,; $132 1§ 390 $330 |3 480 [$ 481 67 33 22 7 4 1
Wholesale trade. .. c.. 108 334 237 255 385 51 25 18 5 2 (3)
Retail trade. ............. .. 313 248 71 40 31 146 117 25 2 ®) ®
Public utilities (including trans-
portation companies)........ 645 65 68 46 77 370 31 23 5 1 1 1
S 344 116 | 109 34 42 32 52 42 8 1 ® ®
Construction. . .. .. .. .. ... 267 56 | 109 48 46 3 26 16 7 2 @ 0]
Sales finance.................. 140 7 35 32 38 24 3 1 1 1 ®) 3)
Allother?. . ............... ... 529 70 149 86 127 47 34 19 9 2 1 )
All borrowers. . . 5,799 867 | 1,441 886 | 1,105 | 1,373 410 275 95 21 9 3
As a percentage of all loans to each business-size group
Manufacturing and mining. .. .. 32 71 65 60 42 15 58 64 59 55 42 20
Wholesale trade............... 55 69 62 59 46 50 57 61 56 53 46 36
Retail trade. . ................ 49 67 61 48 27 1 58 59 54 48 28 17
Public utilities (including trans-
portation companies) 52 90 83 79 71 42 81 84 74 78 69 63
Services............. .. 70 81 79 71 70 36 68 68 65 63 54 34
Construction 58 63 64 62 47 14 60 60 56 68 52 12
Sales finance. .. 18 75 67 54 33 4 46 63 61 54 32 9
Allother?. ........cooiiinnt. 75 79 80 79 81 43 69 69 68 72 79 39
All borrowers............. 44 72 66 61 46 24 61 64 59 57 47 30
1 A small quantity of loans not classified by size of borrower is not shown separately.
2 Includes a small quantity of loans not classified by business of borrower. 3 Less than 500 loans.
Nor1e.—Detailed figures may not add to totals because of rounding.
TasLe 18
BusiNess Loans oF MEMBER Banks, NoveMser 20, 1946, By TYPE OF SECURITY AND BUSINEss oF BORROWER
[Estimates of outstanding loans]
’ Business of borrower
Type of security bust- || Mrg, | Whole- Retail | Pubt Con- | gy Al
. etai ublic : y ales
nesses mairr: S] g ;zlg A trade | utilitiest Services Sggs - finance { other?
Amount of loans, in millions
Unsecured?. ..... 1% 7,438 || $3,847 | $1,097 | $ 752 | § 584 $150 $192 $642 $173
Secured..,........ 5,799 1,827 1,327 721 645 344 267 140 529
All loans. .. 13,237 5,675 2,424 1,473 1,229 494 459 783 702
Secured:
Endorsed and co-maker. .. 706 232 189 130 23 27 40 22 42
Inventories................. 1,195 377 700 73 10 7 3 6 18
Equipment............... 706 125 56 78 309 49 52 15 22
Plant and other real estate. . .... . ....... 943 208 70 222 29 133 75 4 199
Stocksand bonds. . ........... .. ... 1,075 366 113 107 186 80 43 25 156
Accounts receivable. .......... 190 96 41 15 8 3 12 13 3
Life insurance. .............. . 148 42 25 34 19 5 3 13
10715 1 Y- P 191 186 2 Q] (O] [ 2 PP P 2
Assignment of claims. . .......... ......... 314 79 48 35 51 13 22 43 24
Government participation or guarantee. 119 79 6 10 2 6 10 (1) 5
Other security................. 212 38 77 17 21 S 5 8 43
Number of loans, in thousands
U @, ... 261 49 38 106 8 25 18 4 15
Ser(l:?ﬁ%lt!ir.e ......... 410 67 51 146 31 52 26 3 34
All loans. .. 671 116 88 252 39 77 43 7 49
Secured:
Endorsed and co-maker. . . 76 13 i1 31 2 9 4 ® 5
Inventories............ P 35 7 10 16 *) 1 [C) 1) ®
BEquipment. . . ..o 11 14 7 36 22 17 10 ) 5
Plant and other real estate. ......... 77 10 6 31 2 12 4 (4) 11
Stocksand bonds. ... 46 9 6 15 1 6 2 (G} 7
Accounts receivable. .. ...... ... ... 13 5 3 2 1 1 1 (:) O]
Life insurance. . ........ .. ool 22 3 3 8 1 4 1 O] 2
Assignment of claims . ............. F. 22 5 3 6 1 2 2 1 1
Government participation or guarantee. . .... 2 1 O] 1 Q) *) () * *
Other SECUTItY . .o vveveeervirirnnenrnnnns 6 1 *) 2 ® 1 Q] Q] 1

1 Including transportation.

2 Includes forestry, fishing, real estate, and a small quantity of loans unclassified by business of borrower.
3 Includes small quantity of loans for which no information regarding security has been given.

4 Less than $500,000 or 500 loans.
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5 Includes oil runs.

Note.—Detailed figures may not add to totals because of rounding.

FepeErAaL REservE BuLLETIN



SECURITY PLEDGED ON MEMBER BANK LOANS TO BUSINESS

TABLE

19-

Business Loans oF MEMBER Banks, NovemBeR 20, 1946, By TyPE 0¥ SeEcURITY AND S1ZzE oF Bank

[Estimates of outstanding loans]

f Size of bank (Total deposits, Size of bank (Total deposits,
i in millions of dollars) in millions of dollars)
Type of security “bfr}}(s 500 Type of security b:;ﬂ;s 500
Under | 5 10 | 10~ | 100- | ~ 4 Under [ 5_1q | 10~ 1 100-| ~ 4
2 100 500 over 2 100 500 over
l Amount of loans, in millions Percentage distribution of secured loans
i
Unsecured!. .......... $7,438 $301 $312($1,127|$2,156%3,812
Secured.............. |'5.799 59| 601} 1,775| 1,643| 1,723}Secured:
Allloans... ...13,237) 89| 913| 2,901] 3,799| 5,535] Endorsed and co-
Secured: maker,.......... 12.2] 11.0} 10.2} 11.9} 13.6/ 11.8
Endorsed and co- Inventories......... 20.6/| 13.6f 10.9f 19.3| 23.4| 23.0
naors Equipment......... 12.2| 24.4| 20.3] 11.8) 10.8| 10.6
maker,.......... 706 7 61 212 223 203 Plant and other real
Inventories. ... 1,195 8 95| 3421 384 390 estate............ 16.3l| 34.8] 36.8| 22.2| 12.5] 5.0
Equipment...... .../ 706\ 13\ 122] 209 177\ 183 spocksandbonds...| 1815 s4| 10.3| 1401 17.3| 275
Py a rreall a3 o1l 221] 303l 206] 102} Accountsreceivable.| 3.3 0.6 1.20 4.1f 5.0 1.6
estate. .. ... ! Life insurance. .....| 2.6/ 2.5 3.0 3.5 2.6/ 1.3
Stocks and bo.nds....: 1,075 3 62 251 284 474 Oil runs 33 o1 08 13 12 53
Accountsreceivable..| 190 ) T8 8% 2N Asignmentofclaims| 5.4 35| 20| 43 61 6.9
Life insurance. . .... 148] 1 18 63 43 22l Go  partici . : . . . .
Oilruns............ 191 ® 5 26 69| ot vernment partici-
1 ! ation or guar-
Assignment of claims | 314 2 18 76] 100] 119]  Paron or & 24l 2.0 1o 35 1o os
Government partici- | L - . . . . .
pation or guar- 1 . . . 0 . Other security 3.7 2.2 1.7 3.8 2.5 5.4
antee............ | 119
Other security . .. ... | 212 1 10 68 31 03 All secured loans. .| 100.0i[ 100.0{ 100.0 100.0| 100.0| 100.0

t Includes a small quantity
2 Less than $500,000.
Note.—Detailed figures may not add to totals because of rounding.

of loans for which no information regarding type of security has been given.

TABLE

20

BusiNess Loans oF MeMBER Banks, Novemer 20, 1946, By Type oF SECURITY anD FeEpERAL RESERVE DISTRICT

[Estimates of outstanding loans]

Federal Reserve district
Type of security : .
S || Bos- | New | PM- lcteve | Rich-| At- | Chi- | s, | Min) Kan-) pgy 3 San
tricts ton | York phia land | mond | lanta | cago | Louis olis City las cisco
Amount of loans, in millions
Unsecured!. ... $ 7,438|] $373{$3,033 $322| $514| $216| $194[$1,089| $214] $125| $182| $270|$ 904
Secured......... 5,799 376/ 1,582 243 326 281 371 751 333 111 236 382 807
All loans... 13,237 749| 4,615 565 840 497 565| 1,840 547 237 418 652 1,711
Secured:
Endorsed and co-maker........... 7006 45 251 42 26 80! 55 44 30 3 20 40 69
Inventories...........c.oooi. 1,195 52 346 43 32 26 73 108 75 24 52 59 306
Equipment............... ..., 706 54 186 24 32 19 45 67 36 19 37 66 121
Plant and other real estate........ 943 76 133 59 89 83 69 128 47 16 41 47 153
Stocks and bonds. ... ... e 1,075 70 370 34 65 34 61 193 64 16 33 47 87
Accounts receivable. . ............ 190 17 50 13 11 6 11 26 5 6 9 16 20
Life insurance. 148 15 41 13 13 6 7 19 5 8 7 5 9
Qilruns. ...... 191t .. ... 36 @) K IR 1 57 5 1 11 75 1
Assignment of claim 314 37 70 5 20 9 28 59 13 14 19 12 26
Government participation or guar-
ANEEE. . v et it e 119, 5 28 7 4 15 10 18 2 4 6 12 9
Other security.......... ..o ... 212 2 71 1 30 4 10 30 50 ® 1 2 5
Number of loans, in thousands
Unsecured!.........  ..... 261 17 44 16 20 14 14 32 9 7 14 17 57
Secured............ ..., 410 31 70 24 32 29 31 45 19 13 21 27 67
All loans. .. 671 49 114 40 52 43 46 77 29 20 35 44 124
Secured:
Endorsed and co-maker........... 76 7 20 5 5 11 7 4 3 1 2 4 7
Inventories 35 2 3 1 2 2 3 4 3 1 2 1 11
Equipment 111 7 13 5 9 5 8 13 5 5 8 11 22
Plant and other real estate........ 77 5 7 6 7 6 5 11 4 3 4 5 15
Stocks and bonds 46 3 13 3 3 3 3 4 2 1 2 2 6
Accounts receivable. 13| 1 3 1 1 ) 1 2 @) ) 1 1 2
Life insurance 22 2 6 2 2 1 1 3 1 1 1 1 2
Qilruns........ e 2. ... ) [O) 3] IR ) ® ® @) @ 1 ®
Assignment of claims........... .. 20 3 3 1 2 1 3 2 1 1 1 1 2
Government participation or guar-
ANLEE. .. 2 ® 1 * ® ® ®) ®) ® ) * ®) ®
Other security................... 6 ) 1 &) 1 1 1 1 1 ®) ) @) ©®)
1 Includes a small quantity of loans for which no information regarding type of security has been given.
2 Less than $500,000 or 500 loans.
NoTE.—Detailed figures may not add to totals because of rounding.
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TasLe 21

BusiNess Loans oF MEmBER BanNks, Novemser 20, 1946, By TypPE oF SECURITY AND ORIGINAL MATURITY or Loan

[Estimates of outstanding loans]

Original maturity of loan
Type of security IAH
oans De- Up to |6 months 1-3 3-5 5-10 Over
mand 6 months | to 1 yr. vears years vears 10 years
Amount of loans, in millions
Unsecuredl. ... tiiineeniinnn i $ 7,438 $ 501 $3,699 $ 592 $482 $401 $1,526 $237
Secured. .o vvivi it e ,79 1,573 1,867 431 480 470 786 176
Allloans?........c.ovuunnnnn 13,237 2,074 5,566 1,023 962 871 2,311 413
Secured:
Endorsed and co-maker............ ... 706 99 476 55 27 12 27 8
Inventories. . ......veviviineiiiniiinninnns 1,195 620 437 78 28 8 19 4
Equipment, ......... ... iiiiiiiiiiiiin 706 76 106 63 167 120 132 40
Plant and other real estate.................. 943 162 116 65 61 143 332 60
Stocksand bonds.............iiiiiiiiinn, 1,075 261 399 104 104 75 112 19
Accounts receivable. .. 190 89 77 10 3 2 4 2
» Life insurance...... 148 42 63 19 7 7 - 20 (PR
Assignment of claimst. .............. .. 505 121 113 25 55 81 95 15
Government participation or guarantee....... 119 21 31 6 13 16 29 4
Other security.....oooveviiiiiinnoiean. 212 81 47 8 15 4 27 24
Number of loans, in thousands
Unsectred. .. oovvieinriiininneennnanenas . 261 22 189 24 17 4 4 ®
Secured. .o vvvvriiit i e e 410 70 169 53 64 24 25 5
Allloans. ...vvvvnvn i, 671 93 357 77 81 28 29 6
Secured:

Endorsed and co-maker.................... 76 5 55 9 6 1 @) ®
Inventories.........covviiii i 35 13 18 2 1 ®) ®) ()
Equipment............. 111 8 25 26 42 7 3 @)
Plant and other real estate. 77 12 13 6 7 14 20 5
Stocks and bonds.. ... .. 46 13 28 3 2 1 ® ()
Accounts receivable...........o ... 13 5 7 1 () (3 Q] ®
Life insurance. ........c.oivieinoronennenen. 22 6 10 3 1 (3) (G2
Assignment of claimst. ........... o000 22 6 10 2 3 ®) 1 (3)
Government participation or guarantee...... 2 ® () ® ®) O} 1 )
Other security......ccovviniiinieniuniinanns 6 2 2 1 1 1 ® ®)

1 Includes a small quantity of loans for which no information regarding type of security has been given.
2 A small quantity of loans unclassified by original maturity of loan has not been shown separately.
Norte.—Detailed figures may not add to totals ceoause of rounding.

2 Less than 500 loans. 4 Including oil runs.
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OUR STAKE IN GERMAN ECONOMIC RECOVERY

by

M. S. SzyMczak

Two world wars and their aftermath have made
it clear that problems within Germany stand in the
way of world peace and prosperity. For two years,
your representatives in the Military Government
have sought a basis for the solution of these prob-
lems. They can only succeed if the American
people are aware of both their achievements and
their difficulties, and if in turn the Military Gov-
ernment officials in Germany understand the atti-
tude of the public at home. To.contribute to a
mutual exchange of such information is the main
purpose of this paper.

PrincipLEs or AmEerican Economic Poricy N
GERMANY

We all know that the German economy operated
in the past as one integrated unit. FEach part
made its contribution to, and received its sup-
port from, the rest of the country. This integra-
tion alone made possible the industrial develop-
ment of Germany. None of the areas that con-
stitute the nation was ever self-sufficient in the past
or can be made self-sufficient in the future. None
of the German industries draws its tools and raw
materials from one single area or one single zone of
occupation. Steel and coal of the British zone are
vital to the metal-working industries of the Ameri-
can zone, but the coal mines in the British zone can-
not operate without pit props from the American
and Russian zones. The light industries of the
American zone need optical glass from the Russian,
and glue from the French zone. On the other hand,
they supply the French and Russian zones with elec-
trical equipment, anti-friction bearings, and dye-
stuffs.

For purposes of occupation Germany west of the

1 Text of speech delivered on May 19, 1947, before a luncheon
meeting of The Economic Club of Detroit. Governor Szymczak,
who has now resumed his duties as member of the Board of
Governors, took leave from the Board of Governors from July
1946 until May 1947 to work with the Office of Military Govern-
ment for Germany (U. S.), the United States element in the
quadripartite military government for Germany established in
Berlin, He served first as Chief of the Trade and Commerce
Branch in the Economics Division of OMGUS (this branch is
responsible for foreign trade, interzonal trade, and price con-
trol), and subsequently as Director of the Economics Division
(which includes, in addition to the Trade and Commerce Branch,
branches covering Industry, Food and Agriculture, Decarteli-

zation, Restitutions, Research, Supply and Accounting, and
Requirements and Allocations).
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Oder-Neisse line has been divided into four zones:
American, British, French, and Russian. More-
over, the area of prewar Germany lying east of that
line has been put under Polish (or Russian) ad-
ministration. The Potsdam Agreement provided
that the four zones should be treated as one eco-
nomic unit. It has not worked out that way, how-
ever. Therefore I shall not speak so much of
global German problems such as economic unifica-
tion, the levels to be established for German in-
dustry, and the reparations program. Instead I
shall concentrate on discussing the economic prob-
lems of the American zone and as far as necessary
of the combined American and British zones.

All of us are aware of the importance of early
high-level decisions on the basic economic ques-
tions which were recently discussed at Moscow.
The issues were pointed out some time ago by
Secretary Marshall and we all know their sub-
stance and the urgent need for their solution.

In view of the history of German aggression and
the part played therein by German industry, it may
be difficult to understand that one of the major
tasks of the Military Government is the provision
of assistance in rebuilding at least part of the
German industrial system. Such a reconstruction,
however, is necessary for two reasons: to prevent
Germany from remaining a source of perpetual
unrest in Europe, and to aid in the recovery of our
Allies.

In the crop year 1946-47, German farmers in the
combined American and British zones of occupa-
tion are producing foodstuffs sufficient to provide
an average diet of only about 1,000 calories daily
for that part of the population that does not live on
self-sufficient farms. Such a diet is less than half
of the minimum standard endorsed by the United
Nations Food and Agricultural Organization. Un-
less we are prepared to forego payment for the
large supplies of food that must be sent to Ger-
many for an indefinite period just to prevent whole-
sale starvation, we must permit Germany to rede-
velop its manufacturing industries which alone
can produce the exports necessary to pay for food
imports.
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OUR STAKE IN GERMAN ECONOMIC RECOVERY

Moreover, the products of German industry are
indispensable for the reconstruction of continental
Europe. In 1936—the last year in which the bulk
of the German economy was operated on a peace-
time level—Germany was the largest exporter to,
and the largest importer from, Austria, Bulgaria,
Czechoslovakia, Greece, Hungary, Italy, Rumania,
Switzerland, Turkey, and Yugoslavia. It was first
as a supplier and second as a market for the Nether-
lands, Poland, and Sweden. Almost the entire
manufacturing industry of continental Europe was
dependent upon German machinery, precision in-
struments, electrical appliances, optical goods, trans-
portation equipment, and chemicals.

The fact that Germany today cannot even sup-
ply spare parts is hampering economic reconstruc-
tion in such different countries as Austria, the
Netherlands, and Poland. The general shortage of
coal, which is the greatest single factor in retarding
European recovery, is due largely to low production
in the Ruhr mines. Lack of German potash is
delaying the rehabilitation of agriculture all over
Europe. An increase in the output of coal and
potash mines, however, depends upon the avail-
ability of mining equipment and upon larger sup-
plies of consumer goods for miners. A German
miner can earn in two days all he needs to buy his
meager weekly rations and thereafter has little
incentive to work. A relatively small increase in
consumer goods offered to miners was an important
element in raising production in the Ruhr mines
by about one-fifth between the fall of 1946 and the
spring of 1947. A large-scale revival of German
consumer goods industries would have propor-
tionately greater results.

Our own economy would benefit from the re-
sumption of German industrial exports because the
availability of German goods would help meet the
foreign demand for many American goods which
are still in scarce supply relative to our own
domestic demand. Furthermore, some European
countries can pay for imports from the United
States only with the aid of dollar credits because
they lack dollar resources and lack exportable com-
modities adapted to the American market. If
they could import goods from Germany, however,
they could pay for them by exporting products
urgently needed in that country. In that way, they
would lighten the burden which the American
economy has had to bear both in respect to the
reconstruction of their own economies and to the
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rehabilitation of Germany. For instance, before
the war the Netherlands exported substantial
quantities of vegetables to Germany while Ger-
many paid for these imports in steel and machinery.
If that commerce could be restored today, it would
make it unnecessary for the American economy to
extend credits to the Netherlands in order to
enable that country to buy American machinery
and it would make it also unnecessary to divert
scarce American foodstuffs to Germany.

OsstacLEes To ExecuTion oF THE PoLicy

While the principle of assistance to German
recovery has been generally accepted in this coun-
try, it has been very dificult to carry out the pro-
gram on an adequate scale. For obvious reasons
of justice and policy, the countries invaded by
Germany have been given a prior claim to our aid.
Our financial and material resources are limited
and foodstuffs and raw materials continue to fall
short of total demand. The allocation of wheat
and nonferrous metals, for instance, is a task that
simply cannot be fulfilled to the satisfaction of all.
Similarly, coal, of which Germany is a major pro-
ducer, is in short supply. In order to promote re-
construction in the rest of Europe, we have had to
undertake substantial exports of German coal
even though the revival of German manufacturing
industry would have been considerably accelerated
if it had been possible to retain German production
for German domestic use.

It may be hoped that these scarcities will disap-
pear within a few years, but other obstacles may
take their place. Concern has frequently been
expressed that the reconstruction of German in-
dustry may go too far and restore Germany’s war
potential. 'The occupying powers have tried to
differentiate between industries that could be used
for aggressive purposes and therefore should be
restricted, and others that might be considered
peaceful and therefore should be encouraged. The
most innocuous industries, however, could con-
ceivably be used for war purposes, and dangerous
ones frequently are indispensable for peacetime
uses. For this reason, some nations are critical of
any move to improve the level of German industry
even though they concede that such an improve-
ment would benefit them from the economic point
of view.

Finally some countries see in Germany less a
source of supplies or a market for exports than a
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dreaded competitor. At present, such fears seem
premature since production the world over has not
caught up with demand, and German production
remains a negligible part of the total. As soon,
however, as world market conditions become less
favorable to the sellers, any increase in German
industrial production, and especially in German
industrial exports, may injure the interests of some
industrial groups in other countries. Although
such exports will in turn make possible imports
into Germany and thus benefit Germany’s trade
partners as well as Germany itself, the groups bene-
fiting from access to the German market fre-
quently will be different from those affected by
German competition,

ACHIEVEMENTS OF THE MILITARY GOVERNMENT

Despite the foregoing obstacles and the limited
financial and material means at the disposal of
the occupation authorities, there has been a degree
of rehabilitation in Germany.

Food and agriculture. The food situation con-
tinues to be the central German problem. It is far
from satisfactory, but we have been able to avoid
not only outright starvation but also any serious
deterioration of public health. Since last fall until
recently the official ration has been maintained in the
American and British zones at 1,550 calories daily
for the so-called normal consumer. This ration
still is more than one-fourth below the minimum
necessary to insure health in the long run and more
than two-fifths below the German prewar stand-
ard of nutrition. Moreover, the diet is far poorer
in quality than would be advisable from the point
of view of nutrition, a larger proportion consist-
ing of grain products and a smaller proportion of
so-called protective foodstuffs. Even so, the ration
has been maintained only by importing into the
combined American and British zones foodstuffs
equal to about 60 per cent of their domestic produc-
tion. These imports, mainly bread grains and flour
but including substantial quantities of potatoes,
sugar, fish, and milk, will amount to 2.3 million
tons and require an expenditure of 270 million
dollars in the first six months of 1947.

The food situation is constantly being threatened
by the fact that stocks of supplies are dangerously
low. Food is needed in many parts of the world.
For the sake of food importing countries a further
rise in world market prices must be avoided as far
as possible and priorities must be established by the
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exporting nations. Every ton of food allotted to
Germany causes hardship in other parts of the
world, Difficulties in ocean transportation fre-
quently delay shipments urgently needed for main-
taining stocks in Germany at the minimum level
needed for the planning of equitable distribution.
German farmers frequently fail to deliver their
quotas. Trains must be rerouted to alleviate a
crisis in some part of Germany, thus creating a
shortage in another part. Losses from pilferage
increase in proportion to the deterioration of food
conditions. An unfortunate accumulation of such
factors was the cause of the difficulties currently
experienced in the Ruhr district. Delays in de-
livering the full rations invariably lead to unrest,
diminish the efficiency of labor and the output of
industrial goods, and thus add to the difficulties
of rehabilitation.

In future, we expect domestic production, collec-
tion, and distribution to yield substantially larger
quantities than this year. Such an improvement
will depend upon the availability of fertilizer and
upon a supply of industrial consumer goods which
will induce farmers to raise more crops for sale.
It also will depend upon the enforcement of a
strict program of collection and distribution which
must be efficiently performed by German officials.
We can have the utmost confidence in the ability of
the Military Government under General Clay to
meet this situation if it is given fair means to carry
out its program,

In the long run, however, the efficiency of in-
dustrial labor cannot be maintained on a diet repre-
senting less than 2,600 calories daily for the so-
called normal consumer. The American and Brit-
ish zones cannot expect to produce more food than
sufficient for an average of 1,600 calories daily.
Import requirements in the long run therefore will
be the equivalent of at least 1,000 calories daily,
or about two-thirds more than actual imports in
the current year,

Industrial production. In 1945, most manufactur-
ing industries in the western zones of Germany
were at a standstill. By November 1946, industrial
production in the American zone had reached 44
per cent of 1936—a year of virtually full employ-
ment in Germany. With the exception of lumber,
the production of all commodities is below the 1936
figure, but by 1948 prewar output is expected to
be reached in a number of important industries. In
the British zone, industrial production had recov-
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ered last fall to only 38 per cent of 1936. The
British zone includes mainly heavy industries,
most of which are under severe restrictions as
possible war industries, while the American zone
contains mainly light industries, manufacturing
consumer goods,

Unfortunately, the exceptional severity of the
last winter has undone some of the progress ex-
perienced during the preceding year. Industrial
production in the American zone fell in Decem-
ber to 39 per cent, in January to 31 per cent, and
in February to 29 per cent of 1936. In March
it recovered to 35 per cent and in April to 42 per
cent but this level is still slightly below the peak of
November 1946.

In spite of the low level of production there is
little unemployment. Even in February 1947,
unemployment in the American zone was less
than 500,000 out of a labor force of more than 7
million. Only in the white-collar classes is the
number of job openings constantly smaller than
that of job seekers. This is the result of three
facts. The labor force has been greatly reduced by
war losses and by the retention of a large number
of prisoners of war in some Allied countries.
Secondly, much labor is needed for work, such as
removal of rubble and plant repair, which does
not show in production statistics but nevertheless
is vital for resumption of economic activity.
Thirdly, for physical and psychological reasons,
the productivity of labor has fallen consideratly,
in some cases by as much as two-thirds. The
gradual revival of economic activity, more food,
housing facilities, and improved availability of in-
dustrial consumer goods will do much to remove
the causes of low efficiency.

Housing. Next to food, housing accommodations
are the most pressing requirements of the Ger-
man people. Despite all war Josses, the popula-
tion of the American and British zones has risen
by around 20 per cent in comparison to prewar,
mainly because of the inflow of Germans expelled
from the area under Polish administration and
from Czechoslovakia and other Eastern European
countries. At the same time, urban housing suf-
fered from terrific bomb damage during the war,
especially in the industrial and commercial cen-
ters. In Bremen, for instance, 55 per cent of all
homes were unusable in the summer of 1945.
Reconstruction has been hampered by the scarcity
of building materials, which in turn is due largely

684

ECONOMIC RECOVERY

to the lack of coal: approximately 12.5 tons of coal
are needed for producing the material necessary to
build a small apartment, Allied legislation pro-
vides for the equitable distribution of available
housing among the population, but this measure
can bring only small relief since the complete
equalization of all housing would only provide
around 80 square feet of floor space per person in
the American, and less than 70 square feet in the
British zone.

Improvement in housing conditions is particu-
larly needed in the Ruhr district since the inflow
of additional miners from the southern area of our
combined zones, required to fulfill the program of
output expansion, depends upon the availability of
homes. A shortrange program has been pre-
pared to provide additional housing, including
temporary camps and billets and permanent re-
construction, and a long-range program is being
formulated. In addition to building material, beds,
bedding, and furniture must be produced. While
Military Government plays an important role in
drafting the program, its evecution is entrusted to
the German authorities. Military Government has
helped in that task by reducing to a minimum the
requirements for military installations.

Domestic trade and transportation. Despite the
interdependence of the four zones of occupation,
interzonal trade has been slow to develop largely
because of the lack of economic unification. Since
January of this year, trade between the American
and British zones has been free, as the result of
the economic merger of these zones, and trade
between the merged zones and the rest of Germany
will be increased under agreements concluded
among the zonal authorities. Until and unless the
over-all economic unity of Germany is achieved,
however, German recovery will be hampered by
obstacles to the free flow of goods within the
country.

Transportation has suffered particularly badly
from war damage. The Military Government can
be proud, however, of its record in repairing rail-
roads, inland waterways, port facilities, and high-
ways, Railroad tracks in operation represent 97
per cent of the prewar total. Almost as many sunken
vessels have been raised in the American zone as
in all other zones together and the proportion of
port channels cleared is higher than in any other
zone. The American zone also has a larger pro-
portion of operating motor vehicles than any other
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zone. Despite this progress, transportation is even
now in need of repair and maintenance is a constant
problem. Allocations of materials are being made
for this purpose but must be revised as required
to meet new priority demands from other sides
of the battered economic structure.

International trade. In 1946, the foreign trade of
the American zone was almost entirely confined
to the importation of foodstuffs and other essential
goods by the occupation forces in order to prevent
disease and unrest among the population. Such
imports are financed by War Department appropria-
tions. The only other substantial import transac-
tion was the shipment of some surplus American
cotton held by the Commodity Credit Corporation.
This cotton was delivered to German processors;
the finished goods are being exported in an amount
sufficient to pay for the cost of the imports, and
the rest is available for German consumption. In
the fall of 1946, similar arrangements were made
by the American Military Government for the im-
portation of raw materials required for the manu-
facture of ceramics, optical instruments, building
materials, chemicals, and toys. The interim financ-
ing for these imports is handled by the United States
Commercial Company, a subsidiary of the Recon-
struction Finance Corporation. Exports from the
American zone in 1946 were confined mainly to
lumber and hops and a few industrial goods, taken
from existing inventories or produced from raw
material stocks. The amounts shipped were very
small, in the neighborhood of 3 per cent of the esti-
mated prewar exports of the zone’s area.

Imports into the British zone were similar to
those of the American zone, but exports from the
British zone were considerably larger, due almost
entirely to Ruhr coal. Coal exports reached a
weekly volume of 260,000 tons in the summer of
1946, or about 40 per cent of prewar, but this in-
volved heavy drafts on existing stocks and inade-
quate allocations to the needs of the German
economy. As a result, exports of coal had to be
reduced by about 30 per cent in the fall of 1946.
Even the peak figure in the summer of 1946 was
far from sufficient to meet demand in the rest of
Europe, and the reduction of coal exports was a
heavy blow to the importing countries.

In the first months of 1947, exports had to be
curtailed still further, reaching a low of 103,000
tons per week in February. Meanwhile, however,
the output of the Ruhr mines had risen and coal
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exports could be increased again. In April and
May, the unsatisfactory food situation brought about
some labor disturbances which kept coal output
somewhat below the March peak. As soon as these
difficulties are overcome, a further rise in output
is expected. If it occurs, by summer exports might
reach a volume of 265,000 tons per week while at
the same time allotments for the needs of the
merged zones might be increased to 860,000 tons
per week, or about 30 per cent above the peak
allotment in 1946, The increase in domestic allot-
ment would mainly benefit industrial enterprises,
which in this way would be enabled to raise their
output and thus to contribute more efficiently to the
projected expansion of foreign trade.

Apart from coal exports, foreign trade of the
merged zones in 1947 will be determined by the
working of the bi-zonal merger agreement. This
agreement provides for the cooperation of the
American and British occupation authorities, and
of the representatives of the German states, in
formulating an import-export program for the re-
habilitation of the German economy. A major
objective of this rehabilitation program is to put
the merged zones of Germany back on a self-sup-
porting basis, that is, to develop exports to a point
where they cover imports. Meanwhile, however,
the occupying powers must bear the cost not only
of the basic program for the prevention of “disease
and unrest,” but also of the raw material and equip-
ment imports required to “prime the pump” of
German export industries. Certain funds are al-
ready in hand for this second part of the program,
including the receipts from exports of 1945-45, some
former German external assets transferred to the
occupying powers under agreements with neutral
countries, and the credits negotiated with the United
States Commercial Company. The United King-
dom is participating in the program in two ways.
It bears half of the costs of sending basic necessities
to the merged American and British zones, and it
finances half of the funds needed for “priming the
pump” of the area’s industry. Whenever, in the
future, additional advances should be required, the
United Kingdom also will bear an equal share with
the United States.

The expected increase in imports will necessi-
tate, but also make possible, larger German ex-
ports. In order to facilitate exports, the occupation
authorities have authorized foreign businessmen
to correspond with prospective German trading
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partners. Only so-called nontransactional mail,
that is, correspondence preparing rather than con-
cluding actual contracts, has been allowed so far,
but transactional mail may be admiited in the near
future. Military Government also provides facili-
ties for foreign businessmen to travel in Germany
and renew trade contacts. Contracts have to be
submitted for approval to the Military Government
US-UK. Joint Export-Import Agency, and all
payments have to be made to the account of the
Agency rather than individually to German ex-
porters. The Agency has issued rules of procedure,
stating the principles which will determine the
approval or rejection of contracts, and has estab-
lished branch offices in the most important trading
centers of the merged zones, mainly the state
capitals. Finally, the Agency is prepared to act
as seller of goods if a foreign buyer is prevented
by government restrictions from entering into legal
contracts with German nationals.

The necessity of setting up the bi-zonal export-
import organization and the hardships of the winter
months have delayed the beginning of the new
program. Despite these handicaps, foreign trade
has started to rise. In the first quarter of 1947,
contracts for exports were negotiated to the amount
of 22 million dollars. Imports, excluding basic
necessities imported by the occupation authorities,
were approved to the sum of 10 million dollars.
These amounts still are far below the levels that
must be reached in order to fulfill the bi-zonal
program, but they represent a material improve-
ment in comparison with preceding periods.

Money and exchange. When the occupying pow-
ers entered Germany, the collapse of the currency
appeared imminent. Money in circulation had in-
creased to approximately six times the prewar level.
The German people’s recollection of the hyper-
inflation that followed the First World War added
to the dangers of the situation.

Despite the oversupply of money and the scarcity
of goods, the occupying powers took over the ex-
isting German system of price and wage controls
and have been able to prevent any serious rise in
legal prices and wages. The official cost-ofliving
index stood in December 1946 at approximately
120 per cent of 1938. It is true that only the
meager official rations can be purchased at these
prices. The supply of black-market goods, how-
ever, is probably smaller than the amount of goods
distributed through legal channels. Furthermore,
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many black-market transactions take the form of
barter, especially for cigarettes, rather than the
form of sales at high money prices.

The maintenance of the official price and wage
level at virtwally prewar figures has had some un-
foreseen consequences. At the beginning of the
occupation, a military exchange rate of 10 marks
per dollar was established, as compared to a prewar
exchange rate of 2% marks per dollar. This rate
was introduced merely for the administrative use
of the occupying authorities, especially in calculat-
ing payments in marks to the troops. Its application
for general purposes, however, would have tended
to upset the entire price and wage system. German
domestic prices even before the war were managed
in such a manner that they had lost all relation
to world market prices. No uniform exchange rate,
and least of all the military rate, would represent
a generally applicable ratio between domestic prices
as expressed in marks, and world market prices in
dollars.

Thus a difficult problem has arisen in connection
with the pricing of export and import goods. The
German exporter receives for his sales the legal
domestic price in marks. Similarly, the German
importer has to pay for his purchases the legal
domestic price in marks. On the other hand, the
foreign importer of German goods pays, and the
foreign exporter of goods receives, the world mar-
ket price in dollars.

The cccupation authorities have decided for the
time being to refrain from fixing a uniform con-
version factor for the translation of mark into dol-
lar prices, and vice versa. Instead they have is-
sued a long list of various conversion factors, re-
flecting for all major commodities the actual re-
lation between legal domestic prices in marks and
world market prices in dollars. For instance, the
conversion factor for carbon brushes is 30 cents,
and for pharmaceuticals 80 cents per mark. This
means that a certain quantity of carbon brushes
that sells domestically for 100 marks has to be
priced for export at $30, but pharmaceunticals that
sell domestically for 100 marks have to be priced
for export at $80. As a practical matter, this
is the best that can be done until major monetary
reforms are undertaken in Germany and a more
normal price system is developed there. These
problems have been under quadripartite discussion
for some time and it is to be hoped that an early
agreement will be reached.

FeperaL REeserve BuLLerin
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Banking. In December 1946, the Military Gov-
ernment established a new central banking or-
ganization in the American zone. Following the
principle of decentralization, each German state
received its own central bank, which took over the
assets of the former Reichsbank as far as they were
located in its area. The organization of the central
banks was largely influenced by the model of the
Federal Reserve System. As soon as the economic
unification of Germany is implemented, the state
central banks will be coordinated by a central
board, which will issue currency through the
medium of the state central banks. Until such
time, however, the central banks have no power
to issue bank notes or any other currency.

In consequence of the principle of decentraliza-
tion, commercial banks in the American zone have
been ordered to sever their connection with central
offices in Berlin. Depositors are free, however, to
dispose of their accounts both within the American
zone and in transactions with the British and
French zones, except for blocking measures ap-
plied in the process of denazification. From Sep-
tember 1945 to December 1946, deposits in the
American zone increased by 20 per cent. Most of
the rise in deposits had to be kept by the banks in
cash or with other credit institutions since no other
investment opportunities are available. Total assets
of the banks in the American zone were 90 billion
marks on December 31, 1946, of which one-half
was kept in cash or bank balances, and one-third
in Treasury bills and other government securities,
the service of which has been suspended since the
end of the war,

PropLEMs AND ProsPECTS

All the achievements of the Military Government
are merely the first step on the road to rehabilita-
tion. The obstacles that still have to be overcome
are no doubt as great as any encountered so far.

First of all, the provision of the Potsdam Agree-
ment which calls for the economic unification of
Germany must be carried out. Unification in itself
will not solve the economic problems of Germany,
but it will ensure the development of the whole
German economy on a more rational basis. Un-
certainty as to economic unification is a handicap
in many fields, notably in adjusting the so-called
Level-of-Industry Plan to changed conditions. Un-
der that plan, which was approved by all four
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occupying powers one year ago, maximum levels
were established for most German industries with
a view particularly to preventing the resurgence
of German war potential. Most experts agree that
this plan needs substantial corrections, but the neces-
sary amendments in each zone will largely depend
upon developments in other zones and upon the
question of whether the German economy is to be
redeveloped as a unit or in separate self-sufficient
parts.

Another problem that urgently needs attention
is currency reform. The disproportion between
the supply of money and of goods at prevailing
prices cannot be maintained indefinitely. All ex-
perts agree that a reduction in the volume of cur-
rency will be necessary. Obviously, the execution
of such a reform also depends upon the fate of
unification. If common action of all four occupy-
ing powers is not forthcoming, the advantages and
disadvantages of separate action in the merged
American and British zones must be weighed.

Other problems arise in connection with the
political aims of occupation. The decentralization
of economic control must be achieved in order
to make it impossible for the country to reorganize
for aggressive purposes. In this connection, the
Military Government in the American zone has
enacted a drastic decartelization statute, which is
aimed at destroying the concentration of economic
power in German industry. Property of Allied
nations looted during the war has been and is
being returned under the restitution program. War
plants have been and are being destroyed, and other
plants have been and are being removed for repara-
tions. The over-all problem of reparations, how-
ever, still remains to be solved.

The lack of unified action of the four occupying
powers, moreover, creates uncertainties that are
detrimental to economic progress. As long as the
management of an enterprise does not know
whether or not a plant will be subject to restitu-
tion, or to destruction, or to removal under the
reparations program, it cannot make definite plans
for reconstruction or start an investment program
which might be interrupted at any moment.

Finally, the Military Government has to deal with
the problem of reaching equilibrium in the balance
of international payments of the merged American
and British zones. In this connection, the ques-
tion of economic unification again becomes decisive.
As long as unification is not achieved, interzonal
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trade must be treated as international rather than
domestic commerce, with the resulting need for
controlling interzonal payments.

The problem of equilibrium is particularly in-
teresting to the American public. As long as the
proceeds from exports do not exceed import re-
quirements, they must be devoted entirely to pay-
ing for current imports, Only when an export
surplus is reached, will it be possible for our merged
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zones to start repaying the advances made by the
occupying powers for the importation of basic
necessities.

Our stake in the economic problems of Germany,
however, is greater than our interest in receiving
repayment of our advances. We want peace, and
we know that in order to have peace, we must have
economic stability in Germany and in the rest of
Europe.

Feperar Reserve BuLrerin



OWNERSHIP OF DEMAND DEPOSITS!

Demand deposits of individuals increased further
by 1.2 billion dollars during the seven-month period
ending February 26, according to estimates based
on the latest Federal Reserve System survey of de-
posit ownership. Balances of nonprofit associations
also grew substantially. Deposits of all business
groups, however, were drawn down over this
period, as is shown in Table 1. Total deposits of
individuals, partnerships, and corporations ex-
panded rapidly in the last half of 1946 but declined
sharply in January and February 1947, reflecting
heavy tax payments in these months. Thus on
February 26 the total of these deposits was con-
siderably reduced from the December peak and
amounted to 77.8 billion dollars or only 300 mil-
lion more than on July 31, 1946, the date of the
previous survey.

1 This article was prepared by Richard F. Hart and Richard
Youngdahl of the Board’s Division of Research and Statistics.

During the war period, as is shown in the chart
and also in Table 4, demand deposits of almost all
holder groups showed sustained growth. This ex-
pansion continued in the first 12 months after the
end of hostilities, with the important exception
that deposits of manufacturing and mining com-
panies were reduced sharply during the period of
reconversion in the last half of 1945. The recent
decline in total business deposits, however, is the
first shown by the survey since early in 1944, when
deposits of businesses and individuals were tempo-
rarily affected by bond purchases in the Fourth
War Loan Drive. For the five-year period since
the end of 1941, demand deposits of individuals
(including farmers) approximately tripled in
amount and those of trade concerns increased by
170 per cent, while for manufacturing and mining
companies the growth was 60 per cent and for

OWNERSHIP OF DEMAND DEPOSITS
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financial businesses 50 per cent. The total of all
groups approximately doubled.

Growth in deposits of individuals continued over
the August-February period at about the rate shown
during the previous six months. Increases in farm-
ers’ accounts, however, accounted for 500 million
dollars, or almost half of the recent rise in personal
deposits, whereas in the preceding period farmers’
deposits expanded only 200 million. While in part
the recent large increase in farmers’ deposits is
due to the usual autumn rise in farm cash receipts,
it probably reflects to a considerable extent further
expansion in farmer incomes accompanying the
very sharp rise last fall in agricultural commodity
prices following the removal of price controls. De-
mand deposits of other individuals increased 700
million dollars over the period.

In addition to the growth in demand deposits
of individuals, time deposits, which are largely per-
sonal, rose by 2.4 billion dollars. Currency in cir-
culation showed little change. Total deposits and

TasLe 1

CHANGES 1IN OwnNERsHIP or DemAaNDp DeposiTs oF InpI-
VIDUALS, PARTNERSHIPS, AND CORPORATIONS

{Estimates, in billions of dollars]

Change
Amount
outstand-
Type of holder ing Feb- July 31, January
ruary 26, 1046 to [ 31, 1946 to
19477 February | February
26, 19477 | 26, 19477
Domestic businesses—total. . . 43.8 —1.1 +0.9
Nonfinancial businesses. ... . 37.2 —1.0 40.3
Manufacturingand mining 16.0 -0.3 *
Public utilities.......... 4.2 —0.2 +40.2
Trade................. 12.5 -0.5 —0.1
Other nonfinancial. . . ... 4.5 —0.1 +40.2
Financial businesses. . .. ... 6.5 —0.1 +0.6
Insurance companies. . . . 2.1 * +0.2
Other financial.......... 4.5 * 40.4
Individuals. ................ 28.9 +1.2 +2.5
Farmers............... 6.7 +0.5 +0.7
Others.........ooovvnn. 22.1 +40.7 +1.7
Trust funds. . .............. 1.7 —0.1 +40.1
Nonprofit associations....... 2.7 +0.3 —+0.
Foreigners!. . .............. 0.8 * *
Total.........oovvnn 77.8 40.3 +3.7

» Preliminary. * Less than 50 million dollars.
! Excludes foreign banks and Governments.

Note.—The figures on deposit ownership are estimates of the
balances as recorded by the books of all banks and as a conse-
quence are different from figures that appear on the books of de-
positors. The former include amounts represented by checks that
have been drawn by depositors and deducted from their books
but not yet charged off their balances on bank records. The latter
include checks received by the payees that have been entered on
their records but not yet deposited with the banks.

Detailed figures may not add to totals because of rounding.
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currency held by individuals, therefore, expanded by
more than 3 billion dollars over this seven-month
period. A sizable amount of these funds is held
in anticipation of outlays for automobiles and other
durable consumers’ goods and for housing, as is
revealed by a survey of consumer finances reported
elsewhere in this BurreTin.

Business deposits declined by 1.1 billion dollars,
or 2.4 per cent, during the August-February period.
Reduction of nonfinancial business balances, ac-
counting for 1 billion of this decline, occurred
notwithstanding a very high level of business profits
and reflected expenditures in record volume for
plant and equipment and for accumulation of in-
ventory. In addition, many businesses drew upon
cash resources in connection with further large ex-
tension of credit to customers. Business finance
during 1946 was discussed in the leading article
in the BuLLeTIN for May 1947.

Deposits of all major business groups except un-
incorporated financial businesses were reduced over
this period. About half of the decline occurred in
accounts of corporations and half in balances of
unincorporated businesses, as is shown in Table 2.
On a percentage basis, however, the decline was
much larger in noncorporate business deposits than
in corporate deposits.

TABLE 2

Demanp Deposits oF CORPORATIONS AND UNINCORPORATED
Businesses

[Estimates, dollar amounts in billions]

Change from Yuly 31, 1946
February 26,
19477
Dollar amount| Percentage
Type of holder
Cor. | Non- | cor. | Mo | cor. | Nor-
porate porate porate porate porate porate
Domestic businesses—
total........... $32.1| $11.7|/$-0.6/$—0.5] —1.9| —3.9
Nonfinancial. . . ... 27.3| 10.0f —0.5| —0.5} —1.9{ —5.0
Manufacturing
and mining. . .| 14.4 1.7 ~-0.2| —0.1] —1.6] —6.1
Public utilities. . 4.1 0.2] -0.1 * —3.5{ —-7.8
Trade.......... 6.5 5.9/ —0.1| ~0.3| —2.0| -5.3
Other nonfinan-
cial.......... 2.3 2.2 * —-0.1] —0.3} —-2.9
Financial ......... 4.8 1.7 —0.1 * -2.11 +2.9
Insurance...... 1.9 0.1 —0.1 * —2.9|/4+16.0
Other financial . . 2.9 1.6 * * —-1.6] +2.0

» Preliminary. * Less than 50 million dollars.

Note.—Detailed figures may not add to totals because of
rounding.
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Regional differences in the changes in total de-
mand deposits of individuals, partnerships, and
corporations, and in demand deposits of individuals
and nonfinancial businesses, are shown in Table
3. DPersonal deposits rose in all Federal Reserve
districts except Dallas, where they fell slightly:
The largest increases occurred in the Minneapolis,
St. Louis, and Chicago Districts, where farmers’
accounts increased very sharply. Declines in non-
financial business deposits were recorded in all 12
districts. Total deposits of individuals, partner-
ships, and corporations increased somewhat in the
St. Louis, Minneapolis, and Chicago Districts,
where personal deposits showed the largest gains,
and in the Richmond District, where a slight de-
cline in nonfinancial business deposits was offset
by a moderate growth in personal and other de-
posits. In other districts demand deposits either
showed little change or declined.

TasLE 3

CHaNGES 1IN DEmMAND Deposits oF INDIVIDUALS, PARTNER-
sHiPS, AND CORPORATIONS, BY FEDERAL RESERVE DisTRICTS,
Jury 31, 1946 To FeBRUARY 26, 1947

Percentage changes in deposits of
Fedeégl Reserve
istrict .
s Nonfinancial

All groups! || Individuals businesses
Boston.............. ~0.4 +1.1 -3.9
New York........... —1.6 +5.0 -2.7
Philadelphia.......... -0.8 +2.0 -2.4
Cleveland............ +0.3 +1.3 —0.6
Richmond........... +3.2 +4.0 —-0.8
Atlanta.............. 0.5 +1.5 —3.4
Chicago............. +3.7 +6.1 —1.6
St. Louis. . .......... +5.2 +12.1 —1.7
Minneapolis.......... +4.3 +16.0 —7.7
Kansas City. ........ +0.5 +3.3 —5.6
Dallas............... -1.2 —-1.1 —~2.5
San Francisco........ —1.3 +1.5 —4.6
All districts. ... .. +0.4 +4.4 —-2.7

! Includes also changes in deposits of financial businesses,
profit associations, trust funds, and foreigners.

non-

TasLE 4

OwnEersHIP OF DEMAND DEPOsITS oF INDiviDUALS, PARTNERSHIPS, AND CORPORATIONS, SELECTED DaTEs, 1941-47

[Estimates, in billions of dollars]

Dec. 31, | July 31, | Feb. 29, | July 31, | Jan. 31, | July 31, | Jan. 31, | July 31, | Feb. 26,
Type of holder 1941 1943 1944 1944 1945 1945 10467 1946+ 1947»
Domestic businesses—total. .. 24.8 36.3 35.9 37.6 40 .4 42 .4 42.9 4.9 43.8
Corporate. ................... * * * 29.2 30.6 31.9 31.1 32.8 32.1
Nonecorporate. ............... * * * 8.5 9.9 10.5 11.9 12.1 11.7
Nonfinancial business—iotal. . . 20.4 31.6 31.5 33.0 35.3 37.1 37.0 38.3 37.2
Manufacturing and mining. . .......... ... 10.0 16.5 16.3 17.2 17.5 18.4 16.1 16.4 16.0
Public utilities. . ....... .. ... ... ..o 3.1 3.7 3.7 3.7 3.7 4.0 4.0 4.4 4.2
Trade... ..o 4.6 8.0 8.2 8.8 10.3 10.9 12.6 13.0 12.5
Other nonfinancial.................... ... 2.7 3.4 3.4 3.3 3.7 3.8 4.2 4.5 4.5
Financial businesses—total . . 4.4 4.7 4.3 4.6 5.2 5.3 5.9 6.6 6.5
Insurance companies....... ..... 1.9 1.9 1.7 1.7 1.9 1.8 1.8 2.1- 2.1
Other financial..........  ..... 2.5 2.8 2.6 3.0 3.3 3.5 4.1 4.5 4.5
Individuals—total. . ... 9.6 15.8 17.7 18.4 21.5 23.0 26.4 27.6 28.9
Farmers.................... ... * 3.3 4.2 4.0 4.7 5.2 6.0 6.2 6.7
Others. .....oot i i * 12.5 13.5 14.4 16.7 17.8 20.4 21.4 22.1
Trustfunds....... .o i 1.2 1.3 1.3 1.4 1.5 1.6 1.8 1.7
Nonprofit associations........................ 3.2 1.4 1.5 1.5 1.9 2.0 2.4 2.4 2.7
Foreigners—businesses and individuals....... .. 0.9 0.8 0.7 0.7 0.7 0.8 0.8 0.8
Total. ... 37.6 55.6 57.2 59.6 65.9 69.6 74.1 77.5 77.8
? Preliminary. r Revised, * Not available.
Note.—Detailed figures may not add to totals beeause of rounding.
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REVISION OF WEEKLY STATISTICS FOR MEMBER BANKS
IN LEADING CITIES

Beginning with the statement as of July 2, 1947,
the weekly series of statistics reported by member
banks in leading cities and published by the
Board of Governors will reflect revisions made to
increase and improve its coverage. The revised
series for all reporting banks, for New York City,
and for banks outside New York City will be pub-
lished in the Federal Reserve Burietin for July
1947, and it will include back figures through
July 3, 1946, The same issue of the BuLrETIN
will contain the usual tables for the old series
through June 25, 1947, the last date for which
these data will be compiled. Because of the addi-
tional time required to compile the data for the
revised series, the release date for the Reporting
Member Bank Statement will be changed from
Tuesday to Wednesday. Figures for banks in New
York City and Chicago, however, will continue to
be released on the Thursday afternoon following
the Wednesday report date.

Weekly condition reports have been collected by
the Board of Governors from selected member
banks in leading cities since November 1917. At
first 96 cities were included, but by 1919 the num-
ber had been increased to the present 101. A few
substitutions of cities have been made from time
to time, and some cities were temporarily sus-
pended from the series as a result of the banking
holiday in March 1933. Since November 1935,
when the “101 cities” series was resumed, the re-
porting banks and the selected cities have remained
virtually unchanged. The only exceptions have
been the infrequent elimination and compensat-
ing substitution of banks in order to maintain
comparability following changes in membership,
mergers, etc.

Appreciable changes and geographic shifts in
population growth and business activity, in volume
and distribution of bank deposits, in membership in
the Federal Reserve System, and in general eco-
nomic conditions have made it necessary to revise
the old series and to add a number of important
banks and cities. The growth of branch banking
has also introduced inconsistencies and difficulties
in reporting, inasmuch as most branches out-
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side of the reporting cities were excluded from the
old series. As a result of the changes indicated
below, the series has been made a more complete
and representative indicator of current banking
conditions in the larger cities, both by districts
and for the country as a whole, than it was before
revision. The series is not designed to represent
conditions among banks outside leading cities.

One of the major changes made in the series was
to include consolidated figures for all branches of
all reporting banks, regardless of location. This
revision eliminated the necessity of pro-rating cer-
tain aggregate asset and liability figures between
excluded and included branches in order to obtain
estimates for use in the series.

The inclusion of all branches of reporting banks
removed the possibility of indicating precisely the
number of cities included in the series, particularly
in districts that have branch banking. The total
number of cities, including only the head-office
cities of branch systems, was reduced from 101 to
94. The selection of cities was based upon the
ratio of member bank deposits in a city to total
commercial bank deposits in the Federal Reserve
district, but exceptions were made for special
situations. Some cities not included in the earlier
series have been added, while a number of other
cities formerly included have been eliminated.

The coverage of bank deposits within included
cities was broadened considerably. The minimum
coverage was set at 75 per cent of all member bank
deposits in each city. With two minor exceptions,
the actual coverage ranges between 90 and 100
per cent. In the old series the percentage was less
than 60 in some cities.

The number of banks reporting was increased
from 371 to 441. Nearly one-half of the increase is
in three cities—New York, Chicago, and Washing-
ton—where 27, 26, and 14 banks respectively are
now included as compared with 16, 12, and 8 in the
old series. Banks added to the series were asked
to report their figures weekly beginning with April
2, 1947. In a number of districts the additional
banks were already reporting weekly to the Fed-
eral Reserve Banks, but in some cases weekly
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REVISION OF WEEKLY STATISTICS FOR MEMBER BANKS IN LEADING CITIES

figures from July 1946 to March 1947 had to be
estimated from less frequent reports of condition,
deposit reports for reserve computation purposes,
and other available sources. The portion estimated
is so small in relation to the total that the pos-
sible error is very slight.

The percentage of total commercial bank de-
posits represented by the series was increased from
49 to about 57, and the percentage of total mem-
ber bank deposits represented was increased from
57 to about 67. The increased coverage is par-
ticularly outstanding in the San Francisco Reserve
District. The revised series includes over 75 per
cent of all commercial bank deposits in that district,
as compared with about 39 per cent in the old

June 1947

series. The increase is due almost entirely to the
inclusion of the assets and liabilities of all branches
of reporting banks wherever located.

In the Richmond District, the revised series
represents about 44 per cent of all commercial bank
deposits as compared with 31 per cent in the old
series. The increase results from more complete
coverage in a number of cities and the inclusion
of all branches.

The new weekly reporting series includes over 98
per cent of the deposits of central reserve city banks,
and 96 per cent of the deposits of reserve city banks.
So-called “country” banks in the series hold about
17 per cent of the deposits of all country member

banks.
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LAW DEPARTMENT

Administrative interpretations of banking laws, new regulations issued by the
Board of Governors, and other similar material.

Purchase of Government Obligations by
Federal Reserve Banks

Amendment to Section 14(b)

By Act of Congress approved April 28, 1947,
Section 14(b) of the Federal Reserve Act was
amended so as to authorize untl July 1, 1950, the
purchase or sale by Federal Reserve Banks, di-
rectly from or to the United States, of bonds,
notes, or other obligations which are direct obliga-
tions of the United States or which are fully
guaranteed as to principal and interest, provided
the aggregate amount acquired directly from the
United States held at any one time by the twelve
Federal Reserve Banks shall not exceed 5 billion
dollars. The text of the Act is as follows:

[PuBLic Law 41—80t CoNGREss]
[CuaPTER 44—1sT SESsioN ]
[H. R. 2413]

AN ACT

To amend the Federal Reserve Act, and for other purposes.

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in
Congress assembled, That, notwithstanding the
provisions of section 1501 of the Second War
Powers Act, 1942, as amended, section 14(b)
of the Federal Reserve Act, as amended (U. S. C,,
1940 edition, Supp. V, title 12, sec. 355), is hereby
amended by striking out the proviso in such sec-
tion 14 (b) and inserting in lieu thereof the follow-
ing: “Provided, That, notwithstanding any other
provision of this Act, (1) until July 1, 1950, any
bonds, notes, or other obligations which are direct
obligations of the United States or which are fully
guaranteed by the United States as to principal
and interest may be bought and sold without regard
to maturities either in the open market or directly
from or to the United States; but all such pur-
chases and sales shall be made in accordance with
the provisions of section 12A of this Act and the
aggregate amount of such obligations acquired
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directly from the United States which is held at any
one time by the twelve Federal Reserve banks
shall not exceed $5,000,000,000; and (2) after
June 30, 1950, any bonds, notes, or other obliga-
tions which are direct obligations of the United
States or which are fully guaranteed by the United
States as to principal and interest may be bought
and sold without regard to maturities but only in
the open market. The Board of Governors of the
Federal Reserve System shall include in their
annual report to Congress detailed information
with respect to direct purchases and sales from
or to the United States under the provisions of
the preceding proviso.”

Approved April 28, 1947.

Consumer Credit

Automobile Appraisal Guides

The Board has been asked whether the provisions
of Part 4 of the Supplement to Regulation W,
which require reference to an automobile ap-
praisal guide in determining the minimum down
payment to be obtained on used automobiles, are
applicable to credits extended for used 1947 model
automobiles. The question arises because a number
of the designated appraisal guides are not at
present publishing retail values for such models.

The Board has ruled that no such reference need
be made until all designated appraisal guides pub-
lish retail values for used 1947 automobiles. When
such publication occurs, notice will be given in all
appraisal guides. This means that the maximum
amount of credit which can be extended for used
1947 automobiles at present is two-thirds of the
cash price. The rule is the same as that ap-
plicable to 1936 and older models for which retail
values are published in some of the guides but
not in others. In the case of the 1937 to 1946
model automobiles, the maximum amount of
credit is two-thirds of the cash price or the ap-
praisal guide value, whichever is lower.
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LAW DEPARTMENT

Sales of Mortgages by State Member Banks

The Board of Governors has given consideration
to an inquiry with regard to the applicability of
standard condition of membership numbered 3, or
a similar condition of membership, to the activity
of State member banks in selling to other banks in
some volume, without recourse, real estate mort-
gages which they will continue to service for a
consideration.

It is noted that the member banks are selling
such mortgages at no premium, that each bank
has now invested the aggregate amount in real
estate mortgages it is permitted to invest under the
limitations imposed by State law and that an ac-
tive demand for such loans continues in the com-
munity served by each. However, these consider-
ations do not appear to have a direct bearing upon
the applicability of the condition of membership.

Standard condition of membership numbered 3
reads as follows:

3. Such bank shall not engage as a business
in issuing or selling either directly or indirectly
(through affiliated corporations or otherwise)
notes, bonds, mortgages, certificates, or other
evidences of indebtedness representing real es-
tate loans or participations therein, either with
or without a guarantee, indorsement, or other
obligation of such bank or an affiliated cor-
poration,

A condition of membership having substantially
the same effect as the present standard condition
numbered 3 has been prescribed for all State banks
applying for membership since March 1933. One
of the practices that proved most harmful to a
number of banks in some sections had been that
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of selling real estate mortgages or participations
therein to the general public with a guarantee ex-
pressed or implied, or in circumstances causing the
purchasers to assume that such mortgages would
be repurchased upon request. Often such obliga-
tions were sold without an expressed guarantee or
even with the provision that they were sold with-
out recourse but the issuing or selling bank had
freely repurchased them upon demand over so long
a time that the holders had been led to believe that
they were, in fact, obligations of the bank payable
on demand. In prescribing the condition of mem-
bership, the Board had in mind particularly sales
of mortgages to the general public who were not
in a position to evaluate real estate loans and might
consider the bank at least morally obligated to make
good any loss sustained.

It is to be assumed that a bank or other financial
institution, such as an insurance company, pur-
chasing real estate loans from a bank, without re-
course, is qualified to appraise such loans and would
have no reason to feel that the selling bank acts
as guarantor of the soundness of the investment.
Therefore, the Board of Governors will not consider
the sale of real estate mortgages by a State member
bank to other banks or financial institutions, such
as insurance companies, without recourse, as com-
ing within the purview of standard condition of
membership numbered 3, or a similar condition of
membership.

While the purpose and effect of the foregoing is
to remove from the scope of the condition of mem-
bership transactions of the kind set forth, it should
be noted that any abuses or unsafe or unsound
practices arising in such activity remain subject to
supervisory criticism and correction.
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CURRENT EVENTS AND ANNOUNCEMENTS

Publication of the Annual Report of the
Board of Governors

The Thirty-third Annual Report of the Board
of Governors of the Federal Reserve System, cover-
ing operations for the calendar year 1946, will be
available for general distribution the latter part of
June. Copies may be obtained upon request from
the Board’s Division of Administrative Services,
Washington 25, D. C.

Federal Reserve Meetings

The Federal Advisory Council held meetings in
Washington on May 18-20, 1947, and met with the
Board of Governors of the Federal Reserve System
on May 20, 1947.

A meeting of the Presidents of all of the Federal
Reserve Bank was held in Washington on June 4
and 5, 1947. The Board of Governors met with the
Presidents on June 6.

In accordance with the requirement of the law
that the Federal Open Market Committee meet at
least four times each year, the third meeting of
the Committee during 1947 was held in Washing-
ton on June 5 and 6.

Death of Director
Mr. D. P. Cameron, President, The Merchants
Company, Hattiesburg, Mississippi, who had served

696

as a director of the New Orleans Branch of the
Federal Reserve Bank of Atlanta since August 6,
1946, died on May 20, 1947.

Admissions of State Banks to Membership in the
Federal Reserve System

The following State banks were admitted to
membership in the Federal Reserve System during
the period April 16, 1947 to May 15, 1947:

California
Bell Gardens—Bell Gardens Bank
New Jersey
Newark—Bank of Commerce
Oklahoma
Boswell—Boswell State Bank

Meeker—Bank of Meeker

Texas

Waxahachie—Waxahachie Bank and Trust
Company
Ysleta—Citizens State Bank

FeperaL Reserve Burrerin



NATIONAL SUMMARY OF BUSINESS CONDITIONS
[Compiled May 26, and released for publication May 28]

Industrial output and employment declined
slightly in April. Value of department store sales
continued to show usual seasonal changes in April,
but increased somewhat in May. The general level
of wholesale commodity prices declined somewhat
in April and showed little change in the first three
weeks of May.

InpustrIAL Propuction

Industrial production declined slightly in April
according to the Board’s seasonally adjusted index,
which was at a level of 187 per cent of the 1935-39
average for April as compared with 190 in March.
Output of both durable and nondurable manu-
factures and of minerals was below the March rate.

A slight decrease in activity in the durable goods
industries in April reflected mainly work stoppages
at plants producing communication equipment and
small declines in output of building materials after
allowance for usual seasonal changes. Output of
nonferrous metals and products declined slightly
in April as decreases in some fabricating industries
offset further gains in activity at smelters and re-
fineries. Steel production was at 94 per cent of
capacity in April, as in March, and scheduled opera-
tions at steel mills during May have been main-
tained at this rate. Automobile output in April
continued at an annual rate of about five million
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cars and trucks; and activity in other transportation
equipment industries increased somewhat. A de-
cline in automobile production is indicated for May,
largely as a result of shortages of steel sheets,

Production of nondurable manufactures was in
somewhat smaller volume in April owing mainly
to a decrease in output of textiles. Activity in the
rubber products industry was slightly below the
exceptionally high first quarter levels when tires
for passenger cars, trucks, and busses were being
produced at an annual rate of 100 million as com-
pared with about 60 million in 1940. Production of
most other nondurable goods in April showed little
change from the March rate.

Output of coal declined 20 per cent from March
to April, reflecting work stoppages at bituminous
coal mines in the early part of the month, Produc-
tion of crude petroleum and of metals continued
to advance. Crude petroleum output rose further
in the early part of May to a new record rate.

EmMpLOYMENT

Nonagricultural employment decreased by about
450,000 workers in April, according to Bureau of
Labor Statistics figures as adjusted for seasonal vari-
ation by Federal Reserve. This decline was due
chiefly to work stoppages in the telephone, bitumi-

GCONSTRUGTION CONTRACTS AWARDED

MILLIONS OF DOLLARS MILLIONS OF DOLLARS
1000

ToTAL NONRESIDENTIAL
1400 r | | ]
L J f 800
1} PUBLIC
1200 F—{—t— — F i ]
L ] Hy— 600
Ey
1000 r : L 3
b _ e 400
|'“$ \ PRIVATE |
800 k \ E ) l’ I| I“. : "l l 200
. Ly D aAW s TR
4 [} §, (]
600 — L L ‘j'\‘,i; :
L 1 h = ,L,, o]
. il t
400 MYy =T £ RESIDENTIAL —| —— -T» 400
NV ¢
200 . T " 200

T ;'*T'f
ol BERREIAARMS ST,

1939 1941 1943 1945 1947 1939 1941 1943 1945 1947

. W. Dodge Corporation data for 37 Eastern States.
Nonresidential includes awards for buildings and public works
and utilities. Monthly figures, latest shown are for April.

697



NATIONAL SUMMARY OF BUSINESS CONDITIONS

nous coal, and electrical machinery industries. Em-
ployment in industries manufacturing nondurable
goods, chiefly textiles and apparel, also declined.
The number of persons unemployed increased
slightly in April.
CONSTRUCTION

Total value of construction contracts awarded,
as reported by the F. W. Dodge Corporation,
showed little change from March to April and was
about one-fifth smaller than in April 1946. Private
residential and nonresidential awards declined, al-
though awards usually show a seasonal increase in
April. Awards for publicly-financed construction
expanded further, reflecting chiefly a large increase
in the volume of contracts for streets and highways.

DistriBuTION

Department store sales continued to show little
change in April, after allowance for usual seasonal
changes. The Board’s adjusted index was 275 per
cent of the 1935-39 average in April, compared
with 277 in March and an average of 271 in the
first four months of this year. In May dollar vol-
ume of sales showed less than the usual seasonal
decline and in the first half of the month was 12 per
cent larger than in the corresponding period of 1946,

Freight carloadings declined in April largely be-
cause of a sharp drop in coal shipments early in the
month. Loadings of coal increased and shipments
of most other classes of freight were maintained in
large volume in the early part of May.

Commobity Prices

Prices of most basic commodities showed little
change in the early part of May, following declines

in April. Prices of feed grains and copper ad-
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vanced, while prices of rubber, wool tops, paint
materials, and lumber declined. The general level
of wholesale prices, according to the Bureau of
Labor Statistics weekly index, has been at 147 per
cent of the 1926 average since the middle of April
as compared to an average level of 149 per cent

in March.
TreasuRy FINANCE AND Bank CRrepit

Treasury redemption for cash of part of the
weekly maturing bill issues continued into May.
Between April 17, when the program began, and
May 22 one billion dollars of Treasury bills were
retired. Largely as a result of these retirements
Treasury war loan deposits at commercial banks
were reduced by about 800 million dollars in the
five weeks ending May 21.

Although Federal Reserve Banks held most of
the retired securities, their holdings of Treasury
bills declined by considerably less than the amount
retired, as some commercial banks sold bills to
maintain their reserve positions. A further increase
in monetary gold stock of 300 million dollars during
the five weeks and a small inflow of currency from
circulation supplied member banks with reserve
funds and thereby reduced the need for additional
sales of securities to the Reserve System.

Commercial and industrial loans, which had ex-
panded rapidly from the middle of 1946 until
March 1947, declined somewhat during April and
the first half of May at banks in leading cities.
Real estate and consumer loans continued to in-
crease. Government security holdings declined be-
tween the middle of April and the middle of May.

MEMBER BANKS IN LEADING CITIES
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