
FINANCIAL SITUATION Of THE TOTTED STATBS 

1» Pre seat Position, 

The level of economic a c t i v i t y has remained 
more or leas steady since the date of my last report 
(November 16th) • The Federal Reserve Board Index of 
I ndus t r i a l Production (ad justed) was 103 for November 
and 104 for Deceniber, and i s expected t o be 101 f o r 
January, This s l i gh t dec l ine i s i n the main due t o 
seasonal adjustment, as a r i s e i n a c t i v i t y i s usua l l y 
expected i n January. Of more up - to -date s t a t i s t i c s * 
the New York Times Weekly Business Index, which varied 
between 75 and 80 i n the spring and ear ly summer o f 
1958, was a t 93 at the end o f November and for the 
l a t e s t ava i l ab le date (January 28th) stood at 93,5, 
The extremely rapid upturn o f bus iness . i n f a c t , which 
proceeded from the ear ly summer of 1938 up to November , 
then f l a t t ened out , and there was a very s l i gh t s e t 
back i n January. 

There has been no very outstanding feature to 
which I need r e f e r as regards par t i cu la r trades: the 
motor industry has remained p r e t t y good, and pr i va te 
r e s i d e n t i a l construct ion has continued to increase , 
w i th the help o f the Federal Housing Administrat ion1 s 
mortgage Insurance scheme* 

Bank deposits have r i s e n a l i t t l e f a r ther 
during the past three months, though the ra te o f 
increase has been very much slower than during the 
spring and summer o f 1938. The f i g u r e s o f ad justed 
demand deposi ts o f report ing member banks are as 
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follows (in millions of dollars) 

March: 30th, 1938 14,268 
[ 
1 June 15th, 15,565 

October 26th, 15,995 
February 8th, 1939 16,077 

Bank reserves hare also risen a l i t t l e farther, excess 
reserves of member- banks being estimated on February 9th 
at $3,460,000,000. During the same period bank 
investments in Government and in other securities have 
also risen, though only sl ightly, while the level of 
loans and advances shows a slight fa l l * Figures for 
reporting member banks have been (in millions of dol lars) : 

Investments Loans 
Apri l , 1938 12,215 8,604 
Ju ly , 12,317 8,213 
October, 13,041 8,282 
February 8th, 1939 15,260 8,179 

The reason why the big inflow of foreign money and gold 
into the country in the past three months has not 
resulted in a greater rise in bank deposits and reserves 
i s to be found partly in a certain expansion of the 
currency, but mainly in the treatment of Treasury 
balances* These have been built up and kept in the 
Federal Reserve Banks, thus offsetting and practically 
steri l is ing an equivalent amount of gold. This i s only 
a matter of convenience and there i s no policy of more 
permanent gold steri l isation: as the Treasury balances 
run off the credit base wi l l expand. Thus a further 
large Increase in the excess reserves i s to be expected. 

Money has remained exceedingly easy, with 
Government and other high grade bonds at hew high levels 
Treasury b i l l s have been sold at almost no cost to the 
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Government, and on two occasions, owing largely to the 
existence of a local I l l i n o i s tax on cash balances* have 
actually been sold at a negative rate of interest , so 
as to y ie ld the Government a pro f i t . The effect of the 
continuing f a l l in the yield on abort dated Government 
obligations has been to drive the banks into Increased 
purchases of longer dated securit ies, and conditions 
have been very favourable for Treasury financing. The 
stock exchange on the other hand has tended on the whole 
to weakness since November and f e l l in January to the 
lowest level sines September l a s t , but has since risen 
somewhat, though the level i s s t i l l s l ight ly below that 
of November• 

The rery low rates of interest led to a f a i r l y 
substantial volume of refunding issues in the second 
half of 1958, but the flow of new corporate capital 
market issues has been rather slow and f e l l o f f almost 
entirely in January. Figures for the f i r s t 6 months, 
and for the two succeeding quarters of 1938 and for the 
month of January, 1959, are ( in Mil l ions of dol lars) 

New issues Refunding 
January to Jane 358 511 
Ju ly to September 316 521 
October to December 180 589 
January, 1959 5 10 
These figures do not include private placings. The 
outlook for any substantial improvement in the capital 
market i n the early future i s at the moment regarded 
rather pessimistically. 

Commodity prices, both of raw materials and of 
finished goods have shown rery l i t t l e change i n the past 
three months, tending perhaps s l ight ly to weakness. The 
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price of grains and of cotton remains severely 
depressed. 

There are some 9 million persons, or so, s t i l l 
unemployed, and about one sixth of the total 
population i s in receipt of some form of public rel ief* 

2* Causes of levell ing off* 

The principal explanation of the very mild set 
"back which has taken place i s no doubt that during the 
short recession in the later months of 1937 and the 
early months of 1938, production fe l l substantially 
behind consumption: in the sunnier of 1938 the rate of 
production rose very rapidly, but levelled off when i t 
caught up with the rate of consumption. Manufacturers 
and traders who were caught in 1957 are s t i l l very 
cautious of building up stocks of goods in hand. There 
are no satisfactory stat ist ics en th is , but/these stocks 
of goods have not been seriously increased i s shown by 
the fact that commercial loans by banks have not shown 
any upward' tendency, but are in fact a l i t t l e lower than 
they were in October. I f this explanation i s correct 
i t i s obvious that a resumption of the upturn may be 
expected when the rate of current consumption increases 
or alternatively when manufacturers and traders once 
more ^e'gin. to build up stocks of goods in hand* 

A ouite subsidiary factor, but one which i s , I 
think, worth mentioning* i s the weakness which has shewn, 
i t s e l f on the Stock Exchange* The f a l l has not been 
severe, but a rising seems to have been replaced by a 
sinking tendency. The effect of this on current 
consumption i s of course impossible to measure, but that 
i t has some effect i s generally admitted. 
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The weakness in the Stock Exchange appears to 

have been in part doe to disappointment with company 
profit statements, l a part to nervousness about the 
European situation, in part to the starling position* 
in particular the sharp fa l l in stocks which took place 
in January is said to have been started by foreign 
selling, and this i s believed to ham been due partly to 
the instructions given to banks In London in connexion 
with the embargo on loans against gold etc., which led 
to the sale of American securities beeause of the 
reduction of fac i l i t ies for loans against them, and 
partly to sales on account of fear of war* Belief in 
the imminence of hosti l it ies in Europe would have 
seemed more likely to lead to purchases than to sales of 
American securities* but apparently the opposite i s the 
case, due perhaps to the desire to hide the proceeds, 
wince securities would presumably be taken over and 
liquidated. (There i s a certain amount of foreign 
hoarding of large denomination dollar notes*) But while 
these external factors are stressed by market 
commentators, I think the truth is probably that they 
merely touched off a movement which was fundamentally 
caused by American disappointment with the progress of 
recovery. The fa l l has not In any case been severe, 
and in this connexion i t must of course be borne In 
m ind that, owing to the activities of the Securities 
and Exchange Commission, the Stock Exchange i s at 
present a very thin market and quite a small volume of 
buying' or Belling i s liable to produce what appears at 
f i rs t sight a disproportionate rise or f a l l in values. 

The levelling off in the rate of production 
of consumption goods has not been compensated by any 
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rapid increase l a the rate of production of capital 
goods. The reasons for the continued idleness of 
capital are \discussed below; for the moment i t i s 
enough to record the fact. 

3. Budgetary pol icy . 

I t i s owing to the continued comparative fa i lure 
of private capital to move into work that the "pump 
priming* theory has been openly adopted by the 
Administration, while the theory had played i t s part i a 
the framing of earl ier "budgets since 1932, i t was not 
frankly adopted as a "basis of "budgetary pol icy unt i l the 
present year. The theory i a briefest outline as applied to 
this country i s more or less as follows. 

While an expansion of spending on consumption 
goods, i f i t goes far enough, must lead to expansion in 
the production of capital goods, a f l a t level of spending 
on consumption goods, even i f that level i s a high one, 
leads to a contraction in the production of capital goods -
because plant i s already available suff icient to meet the 
demand - and hence starts a downward economic spiral . 
Moreover capital goods are produced not to meet current 
needs but to meet a demand which i s expected in the future. 
While America was growing there was a continuous growth of 
eonsump t ion , but with the end of ter r i tor ia l expansion 
and large scale immigration, the rate of consumption has 
"become more or less level , and there i s no big increase i n 
demand to be expected to meet which private eapital w i l l , 
without Government stimulation, be set to work. 
Consequently Government investment i s required to f i l l the 
gap caused by the contraction of private investment. Far 
from Government spending discouraging private investment, 
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i t I s p rec i se l y Government spending which led to the 
higher rate o f consuoptien and hence to the moderate 
increase i n pr iva te investment which took p lace from 
1953 t o 1937, and i t was the^ temporary "balancing o f the 
Federal budget which caused the set-hack i n 1937* The 
increase i n the pub l i c debt must therefore continue, 'but 
t h i s need not give r i s e to any worry, because the 
nat iona l income, as shown by what happened i n 1935-1937, 
w i l l r i s e s u f f i c i e n t l y f a s t that the increase i n tax 
revenue, without any a l t e ra t i on i n tax r a t e s , w i l l he 
greater than the increase i n the in teres t on the debt. 
Thus the nat iona l debt can sa fe ly be allowed to grow. 
The rea l waste l i e s i n al lowing savings to remain i d l e . 

The theory i f carr ied out to i t s u l t imate 
l o g i c a l conclusion would, I suppose, lead t o State 
soc ia l i sm. I t s main Immediate weakness, apart from 
the uneasiness i t causes with regard t o the budgetary 
s i t u a t i o n , seems t o me t o l i e i n the assumption that 
p r i va te investment would no t , i f al lowed, absorb the 
volume of savings becoming ava i l ab le . "What ac tua l l y to 

has 
a considerable degree/happened i s that the Government has 
obstructed pr i va te investment, and then, beeause 
pr i va te investment has not expanded s u f f i c i e n t l y , claims 
that Government investment must take i t s p lace . 

But whatever the merit* or l ack o f mer i t , o f 
the theory , i t has been accepted by the Adminis trat ion 
that a continuing high ra te of Government expenditure 
i s e s sen t i a l i f a new depression i s to be avoided, and 
that the best method o f a t ta in ing budgetary balance 
i s by expanding the nat iona l income. 

That the theory i s ne i ther understood nor 

accepted by the Congress i s probably not important. The 
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pressure against any specific large items of economy i s 
very strong, and I should expect Congressional protests 
against Government extravagence to be in the main verbal 
and in general terms. Even the much publicised cut in 
the President*s requested appropriation for relief i s 
comparatively small, and was made in terms which amounted 
to a suggestion that the President should request a 
further supplementary appropriation before the end of the 
fiscal year i f i t was found that the amount provided was 
really insufficient. Such a request has already been 
made by Mr. Eoosevelt with what result remains to,he seen* 

I see no reason therefore to expect that the 
appropriations suggested in the President's budget message 
wil l be drastically reduced by the Congress and this 
policy of high defieitary spending may* unless 
circumstances change considerably, be expected to 
continue for some time to come. 

The net deficit for the current f iscal year up 
to the beginning of February (after deduction of debt 
retirements and payments to trust funds etc.) i s about 
#1,700 millions. 

4* Capital Investment and General Prospects. 

I f pump priming i s to be successful i t must lead 
to a substantial increase in the investment of private 
capital and in the national income. The figures of new 
capital issues given above are not encouraging, and while 
I have set put in previous reports what seem to me to be 
the main obstacles to the revival of capital investment, 
i t i s worth discussing these again, even at the cost of 
some repetition, since the whole theory to a large extent 
stands or fa l l s on this. 
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I t must of course be borne i n mind that the 

es of new market i s sues only t e l l part of the s tory , 
.vate p lac ings , mainly with insurance companies, o f ntfiieh 
re i s no complete publ ic record, are sa id now to 
rant to some 30$ o f the t o t a l i ssues , 'plgures o f 

c o i t a l expenditure out o f funds already i n the hands o f 
'.'c'^panies (depreciat ion reserves , etc Ĵv îjS© a l so 

ivailable* But despite the lack p .^- f igt jS^i^^ seems 
(ar that the general p o s i t i o n i s that';\|lw:^tg)turn which 

p lace l a s t summer l ed to a certain;^'Sumpti^k o f 
Capital a c t i v i t y , a f t e r the almost complete para l y s i s of 
$he winter and ear ly spring, but that t i ^ ^ ^ t i v i t y i s not 
Vfry vigorous and shews at the moment. no signs o f 

mansion* The main fae tors obstructing such expansion 
ŝ bm to me to bet** 

(a) Insofar as speculat ive ven ' tox^i^n^--^pinal ly 
meed by wealthy men who are w i l l i n g i ^ | | * k e 'substantial 
:s i n the hopes o f poss ib le large p r o f i t s , the tax 

item i n f o rce , and i n par t i cu la r the fefg^l^Il gains t a x , 
although t h i s has been somewhat improved, i s a severe 
• mV •::''V/''rJ?j5'>-1::''::':. 

deterrent. The large reservo i r of tax ejjfipnpt bonds 
provides a safe and reasonably p ro f i taM&"-jpefu^w;-

(b) Insofar as cap i ta l expenditure i s incurred to 
meet expected future demands or i n the expectation o f 
future p r o f i t s , the high and i n f l e x i b l ^ p s v e l ^ f cos t s , 
p a r t i c u l a r l y labour cos ts , i s a deterrei i l l^;^^^- maintained 
i n some Quarters, and perhaps with truth^&bat output per 
man hour has r i sen i n recent years a l m o s ^ ™ § quite 

a s / 



- n 
-10 -

as rapidly as hourly wages, but whether or not this i s 
the case,,the level of pro f i t s in general i s not at 
present very high, and the absence of any clear 
Government pol icy with regard to labour, other than that 
of beeping up the nation*s purchasing power by a high 
level of wages creates a feeling of insecurity. So far 
as 1 know there are no important labour disputes at 
present in prospect, but further wage cost increases 
are threatened i n two respects: a further increase in 
minimum wages from 25 to 30 cents an hour, and a 
reduction in maximum hours of labour from 44 to 43 hours 
a week, are due in October next under the Wages and 
Hours Act, and a further increase of i of 1 per cent i n 
the pay r o l l taxes levied on both employers and 
employees under the Social Security Act come into force 
at the end of the year. Further cost increases under 
both Ijfits are due in later years. 

Moreover at the present level of industrial 
ac t iv i ty , which i s s t i l l well below what i t was in late 
1936 and the f i r s t half of 1937, there i s c learly, by 
and large, a considerable amount of excess productive 
capacity in existing plants, so that in most directions 
there i s neither any immediate need for new capital 
expenditure on a large scale nor does there seem any 
early prospect of an inf lat ionary r ise in prices such as 
would raise pro f i t margins to any very attractive height. 
Apart from excess product*** capacity, there i s steady 

pressure/ 
* 
Note* The Rational Industrial Conference Board 

calculate that labour cost per unit of output was 
30$ higher at the end of 1937 than in 19S9, but i s 
now less than 10$ higher than in 1929, a reduction 
i n labour costs through increased eff iciency of 
some 20% i n 1938. 
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preesure to keep prices of finished goods down through 
the Anti-Trust laws, and the monopoly investigation. 
A good deal of re-equipment and reorganisation was 
carried out in 1957, and the reluctance of business 
managements to sink their money In new or improved plant 
at the present time i s increased by their general doubts 
about Government policy and in particular by the f ear 
that even the present level of act iv i ty may f a l l away when 
the peak of Government spending i s passed* Some capital 
Investment i s no doubt to be expected, and the longer 
business runs on at i t s present level or higher the more 
replacement and improvement expenditure may be looked for , 
but i t does not seem as i f any very striking increase of 
capital expenditure by industry generally were to be 
expeeted in the near future* 

(c) The railways are in a long term period of slow | 
decline. About one third of them are in the hands of 
receivers* In periods of comparative economic prosperity 
the remainder can keep their heads above water, some of 
them with d i f f i cu l ty : but with each recession a few more 
come nearer bankruptcy* They have been refused on the one 
hand a cut In wages and on the other hand freedom to f i x 
their charges* There has been a succession of committees 
and reports on their position, but nothing of any real 
value to them has been done* The problem i s again in the 
lap of Congress, and most observers seem to be sceptical 
of anything very useful being accomplished. In the 
meantime the economic improvement which has taken place 
and the movement of a very large harvest have greatly 
improved their position from what i t was a year ago, and 
they w i l l no doubt place some orders for ra i l s etc* , but 
nothing spectacular can be expected in this quarter. 

(A)/ 
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( d ) The p o s i t i o n o f ~^he u t i l i t i e s , p a r t i c u l a r l y t h e 

e l e c t r i c power eotqmnl e s , seems a t l a s t r a t h e r more 

h o p e f u l . The l e g a l p o s i t i o n a s r e g a r d s "both t h e 

Tennessee V a l l e y A u t h o r i t y and t h e " d e a t h sen tence" h a s 

"been l a r g e l y c l e a r e d u p , t h e S e c u r i t i e s and Exchange 

Commission seem t o h a r e e s t a b l i s h e d q u i t e good r e l a t i o n s 

w i t h t h e companies a f f e c t e d b y t h e P u b l i c U t i l i t y Ac t 

o f 1935, and f i n a l l y t h e Tennessee V a l l e y A u t h o r i t y h a s 

a t l a s t reached agreement w i t h t h e l a r g e s t p r i v a t e 

e l e c t r l e company i n t h e Tennessee area f o r t h e purchase 

o f i t s p r o p e r t i e s . T h i s agreement shou ld h e l p t o d i j spe l 

t h e f e a r t h a t the Government would n o t pay r e a s o n a b l e 

compensat ion f o r t h e p r o p e r t y o f p r i v a t e companies t aken 

o v e r . There a r e s t i l l c e r t a i n m a t t e r s on wh ich t h e 

p r i v a t e u t i l i t y companies need r e a s s u r a n c e , i n 

p a r t i c u l a r t h e method o f computat ion o f t h e " y a r d - s t i c k " '• 

r(£T i t i s ever i n f a e t u s e d ) and t h e p o s s i b l e u s e o f v * 

p u b l i c funds t o "build m u n i c i p a l power p l a n t s , >btjg|g&t 
l e a s t a c o n s i d e r a b l e advance h a s been made;, and"'with 

e l e c t r i c power consumption moving upwards, some i n c r e a s e 

o f c a p i t a l e x p e n d i t u r e s i n t h e u t i l i t y f i e l d seems a 

r e a s o n a b l e e x p e c t a t i o n . T h i s may n o t be v e r y l a r g e , a t 

any r a t e a t f i r s t , I unders tand t h a t t h e Chairman o f 

t h e S e c u r i t i e s and Exchange Commission i s n o t e x p e c t i n g 

any v e r y g r e a t volume o f c a p i t a l i n ves tmen t i n t h e 

u t i l i t i e s , b a t even a b e g i n n i n g would be encourag ing . 

( e ) F i n a l l y t h e p r a e p e e t s o f a f u r t h e r i n c r e a s e i n 

t h e p a c e o f r e s i d e n t i a l b u i l d i n g seem t o b e good. The 

maximum o f r e s i d e n t i a l mortgages t h a t t h e F e d e r a l Housing 

A u t h o r i t y may i n s u r e h a s been i n c r e a s e d from 12000 t o 

§3000 m i l l i o n s , and t h e r e h a s been a d e f i n i t e r e d u c t i o n . 

Government a i d e d , i n mortgage r a t e s and a l s o some 
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reduction i n direct construction costs i n the course of 
the last year or two. The greatest danger here i s that 
owing to drastic reduction in the number of apprentices 
taken on during the slump, and also to the rolume of 
public construction which i s proceeding, there may he a 
shortage of 6kil led labour suf f ic ient to prevent a 
private building boom from developing. There i s also 
another danger i n connexion with the mortgage situation. 
A high proportion of residential building i s financed 
at present by mortgages part ly insured by the Federal 
Housing Authority. I f a real private building boom 
i s to develop, either the Federal insurance system w i l l 
have to be enormously further expanded, or else a 
system of cheap mortgage borrowing without Federal 
Insurance wi l l have to get going. Of the lat ter there 
i s no great sign as yet. 

The general picture then i s of a not very high 
level of business act iv i ty which i s at the moment 
running very steadily without any particular either 
improvement or deterioriation: this level i s largely 
dependent on current consumer buying, which i s in turn 
largely dependent on heavy def icitary Government 
expenditure. Since th is expenditure i s l i ke l y to 
increase rather than decrease over the next few months, 
the rate of consumption may be expected to r ise further 
during the same period, and th is seems l ike ly to lead to 
some, but not to any very striking, expansion of private 
capital investment, and seems quite unlikely to be 
accompanied by any early substantial r i se in the price 
of finished goods. Building remains rather the key to 
the situation, and the prospeets of a building boom are 
s t i l l quite doubtful. 
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This forecast* fo r what i t i s worthy i s o f 
course f o r the next few months only and, equa l l y o f 
couvse, ignores such p o s s i b i l i t i e s as war. 1 One of the 
experts o f the Federal Reserve Board t o l d me he 
expected the Index o f Industr ia l Production to average 
about 106 over the whole o f 1939, aa against about 100 
at the present t ime. To return to the l e v e l of 
a c t i v i t y of 1989 would* with the increase since then 
i n the populat ion, require an Index o f about ISO. I 
understand that even that f i gure would leave a 
substant ia l number o f unemployed, and I doubt whether 
even 150 would be regarded as "normal" by the 
a u t h o r i t i e s here. At .any rate a r i s e t e a nat ional 
income of $80,000 m i l l i o n s , at which f i gure the 
President suggests the budget can be balanced, although 
I t obviously may be reached l a t e r on, does not seem to 
be yet I n s i gh t . 

5. Balance o f trade. 

The net excess of merchandise exports over 
imports ( s i l v e r being excluded as wel l as gold) 
amounted to $1,134 m i l l i o n s for the year 1938, the 
la rges t export balance i n any year since 1981 and 
comparing with $865 m i l l i o n s f o r 1937. The 1937 and 
1958 f i gures are ( i n m i l l i o n s of d o l l a r s ) : * 

1957 1938 
Imports 3,0Q4 1,960 
Exports 5*549 • §jA- 5.094 

Bxcess of exports 865 1,154 

I t / 
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I t w i l l "be seen that the cause of the large excess of 
exports i s the abrupt contraction of imports, mainly due 
of course to the industrial recession* 

Merchandise exports in 1938 were only s l ightly 
below their 1937 value* There was a reduction of some 
$276 mill ions in non-agricultural products in genera?., 
and a reduction of $140 millions in cotton exports, but 
these f a l l s were to some extent counterbalanced by 
heavy increases in the exports of other agricultural 
commodities* especially wheat and corn (exports of 
grains rose from 94 to 283 million dollars) the United 
State8 having had large crops when harvests were poor In 
other important exporting countries. 

As regards imports the figures are much lower in 
1938 than in 1937 for practical ly a l l leading 
commodities, but the percentage f a l l was heaviest in 
agricultural raw materials (rubber, wool, e t c . ) , 
feeding stuffs for animals and certain semi -manufactures 
(such as t in bars, etc . ) . 

Current anticipation in this country i s of a 
substantial f a l l i n the export balance in 1939: an 
expert in the Federal Reserve Board puts i t at from 26 
to 50 percents Colonel Ayres - without supporting 
h is enthusiasm by argument — has committed himself to the 
prophecy that i t w i l l disappear altogether. 

The uncertainties are obviously very great, but 
the essential point i s that i f United States recovery 
proceeds while conditions elsewhere are deter iorat ing 
or9 i f improving, doing so more slowly than i s the case 
in this country, united States imports are bound to 
r i se , while United States exports are l ike ly to decline. 
The f a l l i n sterling and i t s associated currencies, 

cooperatively/ 



I | | j I 
i * 

-16-
comparatively alight though i t has been, SKould help in 
this direction. 

The most doubtful individual item on the export 
side i s cotton. So far no attempt has "been made to force 
cotton exports, and the Administration, some of whoa are 
themselves concerned about the size of the American export 
surplus, would oppose subsidies for this purpose, but the 
position i s very d i f f icul t with 11 million "teles of cotton 
held by the Government for which no market can be found, 
and the possibi l i ty cannot be ignored that the Southern 
Senators w i l l be able to drive some scheme through under 
which more cotton w i l l be forced into world markets* Ho 
doubt also armament purchases from America w i l l continue 
on a large scale. On the impart side, increased 
purchases, i f and as recovery proceeds, seem a certainty, 
there has been no "building up of stocks as yet, and 
increased imports both for stock and for current 
consumption are certainly to he expected. The position 
would alter very rapidly indeed i f there were a rise in 
raw material prices. I have not the data on which to 
judge whether this i s to be expected. The most doubtful 
individual item i s s i l ver , of which #230 millions worth 
was imported in 1958 (not included in the general figures 
given above). I cannot yet venture any prediction at 
what rate or price foreign silver purchases, i f continued 
at a l l , w i l l be continued through 1939: the attitude of 
the silver bloc in the Senate i s s t i l l obscure. 

I cannot see that one can well draw any more 
definite conclusion than that, even i f the United States 
has large harvests again this year* in the absence of a 
new severe economic set-back, the excess of exports 

should he materially less in 1939 than in ±938"; that the 

export/ 
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export surplus would be rap id l y reduced i f the harvests 

here should ta i l . , tor i f pr ices o f raw mater ia ls 

purchased by t h i s country should r i s e ; hut that the 

prospects are made addi t iona l l y obscure by the doubt as 

to the p o l i c y which w i l l be fo l lowed here as regards , i n 

part icu lar , s i l v e r and cotton. 

6 , Capita l Inf low, 

Apart from the gold required to s e t t l e the 

export surplus, there has been a farther large cap i ta l 

inf low into the United States i n 1938, net imports of 

gold during the year amounting to $1 ,974 mi l l ions* The 

pos i t i on has once more been taken under consideration b y 

the Federal Reserve author i t ies , and there i s an 

in teres t ing ana lys i s of the cap i t a l inflow in the 

February issue o f the Federal Reserve Bu l l e t in , In 

round f igures the t o t a l inf low o f gold since the end o f 

January, 1954 , when the do l lar was s t a b i l i s e d , amounts 

to $ 7 , 0 0 0 m i l l i o n s , of which §2 ,100 m i l l i ons corresponds 

to the surplus i n the country*s merchandise t rade , and 

§ 4 , 2 0 0 m i l l i ons represents capi ta l movements: o f the 

l a t t e r f i g u r e , #1,500 m i l l i ons represents r epa t r i a t i on 

o f American funds abroad, $1,200 mi l l i ons represents 

net purchases o f do l lar secur i t i e s b y fore igners , and 

f 1 , 5 0 0 m i l l i ons represents the growth of balances he ld 

by foreigners in t h i s country. I t a lso appears that 

fore ign investment i n American secur i t i es has in the 

main been made at times o f stock market boom and that 

the money was not , on balance, withdrawn i n times o f 

stock market weakness. The fore ign money invested i n 

United States secur i t i es i s i n fact p r e t t y s t a b l e , and 

only some part of the l i qu id balances - the excess 

o v e r / 
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over working balances — can real ly "be regarded as 
volat i le or "hot" money. -gBR 

/Mo conclusions; are drawn in the Federal Reserve 
Bulletin, hut two comments seem to he Justified*~ 

The liquidation and repatriation of American 
assets aWoad has been on a very substantial scale, and 
I am told - I do not know with what degree of truth -
that the volume of such assets abroad which can s t i l l 
easily and rapidly be repatriated i s now not very large. 
This particular capital drain from the rest of the 
world may thus dry up. 

( i i ) The Federal Beaerve authorities are real ly less 
concerned about the "hot* money - since i t s amount i s , 
according to this analysis, not so very great, and they 
would in any ease be glad to see some of the gold flow 
away - than about the influx of capital generally. The 
excess reserves are already at a height at which the 
Board cannot control them ( i . e . they are already higher 
than the amount that would be absorbed i f the reserve 
requirements were raised to the maximum and the whole 
portfolio of Government bonds in the Reserve Banks were 
sold) and are l ikely to rise much further. There i s no 
real danger in this at present, since there i s no sign 
of an inflation "taking", bat sooner or later this vast 
reserve of credit may begin to be used, and the Board 
have already suggested (in their Annual Report for 1938) 
that their powers of credit control should be enlarged. 
The question has once again been brought before the 
Board whether some restriction of the continuous inflow 
of foreign capital may not be desirable i f i t does not 
dry up of i t s e l f , file matter has been raised before on 
more than one occasion, but has always eventually been 
dropped owing to the various d i f f icu l t ies which are 

involved. / 
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invo lved. I th ink the p r o b a b i l i t y I s that nothing w i l l 
i n f a c t ha done t h i s year , e i ther i n the d i ree t i on o f 
g i v ing the Board enlarged powers o r i n the d i r e c t ! eat o f 
t r y ing t o control the in f low o f c a p i t a l , and that the 
matter w i l l he postponed u n t i l there i s some a lga o f 
c red i t expansion r e a l l y get t ing under way. There i s 
however jus t the p o s s i b i l i t y that the question o f 
con t ro l l i ng the in f low of cap i t a l may "become ac t i ve . I n 
t h i s event I should hope and expect .that the attempt weald 
ha made t o act i n cooperation with the other s ignator ies 
of the T r ipa r t i t e Declarat ions. 

( l i i ) A further po in t which I should mention i n t h i s 
connexion i s the p o s s i b i l i t y o f a renewal o f fore ign 
lending. There does not seen any prospect at a l l o f the 
resumption of market loans ahroad on any sca le , and as 
regards d i rect investments, p a r t i c i p a t i o n s , e t c . , i n 
fore ign enterpr i ses , the prospects are not encouraging. 
I f f o re ign lending i s t o he renamed i t would seem that the 
most hopeful channel would he the Krport-Import Bank. 
I th ink there w i l l prooaoly he some expansion o f the 
Bank's operat ions i n South and Central America, hut not on 
any very large sca le . The Administrat ion would, Z t h i n k , 
l i k e t o extend i t s operations. Some form o f c red i t f o r 
B r a z i l , f o r ins tance , through, the Bank, i s very much on 
the cards a t present . But the Senate, under the impulsion 
o f Senator Johnson, has ca l l ed for an enquiry i n t o 
e x i s t i n g Latin-American de fau l t s before new loans are made.; 
and the Banking Committee o f the House o f Representat ives 
has recommended that Sxport-Import Bank loans outstanding 
a t any one time should be U n i t e d t o a maximum o f §100 
m i l l i o n s . (The Bank's loans now outstanding are between 
$25 and #60 m i l l i o n s ) X * v t t****<b*~&A*sS*+tf »WC* &f 
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7v Miscellaneous. 

There are certain matters which I should 
mention as they may lead to discussion in Congress. 

(a) Stabil isation Fond and Currency Control* 
The President has asked for at extension of his 

powers to al ter the gold content oT the dollar within 
certain l imi ts , and of the l i f e of the stabi l isat ion fund. 
There i s l i t t l e , i f any, opposition to the latter 
proposal. As regards the former,, there i s some moTement 
In Congress to allow the President's power to a l ter the 
geld content of the dollar to expire* thus westing the 
power oyer the currency once more solely in. the Congress* 
While th is would he a move in the direction of rather 
greater s tab i l i ty of the dollar in terms of gold (since 
the "24 hour basis" would he removed), the movement, 
such as i t i s , seems to be due more to general 
suspicion of the President, and desire to c l ip h i s wings, 
than to any policy of permanent stabil isation* In any 
case i t i s impossible to gauge the strength of the 
movement as yets I suppose the probability la that i n 
the end the President w i l l get the extension he desires* 

Since the recent transfer of gold to the 
Exchange Equalisation Account in London and the 
strengthening of sterl ing, the l i t t l e talk there had 
been previously of further dollar depreciation seems to 
have died down almost entirely* 

(h) Banking questions. 
There ere certain matters in connexion with 

hanking on which legis lat ion may be Introduced during 
the present session of Congress* The posit ion with 
regard to hank examinations i s very unsatisfactory, 

s ince/ 
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s i n c e f o u r o r f i v e separa te a u t h o r i t i e s have j o w e r t o 

conduct these e x a m i n a t i o n s , a l l o f wh ich a u t h o r i t i e s 

do n o t eye t o eye' o n q u e s t i o n s o f p o l i c y * I n 

p a r t i c u l a r t h e F e d e r a l Reser re a u t h o r i t i e s , w i t h t h e i r 

eye on t h e g e n e r a l economic s i t u a t i o n , a re a t p r e s e n t 

a n x i o u s t o encourage f r e e hank l e n d i n g and would 

p r o b a b l y t a k e a more l e n i e n t v iew I n t h e i r examina t i ons 

than would t h e F e d e r a l Depos i t I n surance C o r p o r a t i o n , 

which i s s o l e l y i n t e r e s t e d I n p r e v e n t i n g bank f a i l u r e s 

(65 b a n k s , a l l o f them v e r y a n a l l y were c l o s e d l a s t y e a r ) * 

Two o t h e r h a n k i n g m a t t e r s on wh ich l e g i s l a t i o n 

may be sought a re t h e i n c r e a s e i n t h e maximum o f 

i n d i v i d u a l d e p o s i t s I n s u r e d b y t h e Federa l D e p o s i t 

I n surance C o r p o r a t i o n from $5 ,000 t o § 1 0 , 0 0 0 , and 

p r o h i b i t i o n o f bank h o l d i n g companies* The l a t t e r p i e c e 

o f l e g i s l a t i o n i s e a r n e s t l y d e s i r e d b y Senator G l a s s * 

bu t opposed by Mr* S e c i e s * who was h i m s e l f p r e s i d e n t 

o f a h o l d i n g company which c o n t r o l l e d a number o f banks 

i n t h e West* 

The p r o s p e c t s o f l e g i s l a t i o n on any o f t h e s e 

m a t t e r s e r e s t i l l v e r y d o u b t f u l * 

( c ) F e d e r a l deb t l i m i t * 

The e x i s t i n g s t a t u t o r y debt l i m i t f o r i s s u e s 

a f t e r and I n c l u d i n g t h e L i b e r t y Bond i s s u e i s § 4 5 , 0 0 0 

m i l l i o n s * A s t h e t o t a l debt i s expec ted t o b e $44,500 

m i l l i o n s b y J u n e , 1940 t h e q u e s t i o n o f r a i s i n g t h e 

s t a t u t o r y l i m i t h a s been brought up . The p o s i t i o n c o u l d 

however be eased b y g e t t i n g t h e R e c o n s t r u c t i o n F i n a n c e 

C o r p o r a t i o n and o t h e r semi-autonomous b o d i e s n o t 

c o v e r e d / 
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coTered by the debt limit to repay their debt to the 
Treasury and finance themselves by a market l i n e . 
In any case the matter i s not urgent, and w i l l , I 
expect, probably not be dealt with t i l l next year. 

(S©J>) T, £• BSWLKY 

February 14th, 1939 


