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CHAPTER I
INTRODUCTION

The significance of the recession of November, 1948, to Octo-
ber$>l9491 does not lie in its amplitude; nevertheless, this peri-
od 1is of considerable importance. A careful sbudy of this eyelical
experience gives one a better understanding of the forces making
for stability and instability during the pestwar perioed, and indi-
cates the sensitive nature of our economic system to short-run de-
velopments, Further, it points up very clearly the difficultiss
faced by the monetary authorities in attempting to promete economic
stability and, at the same time, to maintain an orderly markéﬁ for
Government securitiésn |

. The purpose of this study is to establishwhatbugimeﬂSQéndi;
tions existed duriné the recession, to ascertainwhat menetary poli-
cies, if aﬁy, were adopted teo combat the deflétionary tendencies,
and to discover what role our monetary poliey played in bringing
about the recovery.

vAs used here, the term monetary polisy refers to changes irn

five credit controls administered by the Federal Reserwve Sysbem:
K '

lThe dates which mark off this recessionare thoze established
by the Nationdl Bureawm of Economic Research. For a discussion of
the method whigh they use to date movements in ecoriemic . detivity,
see Wesley C. Mitchell, What Happens During Business Cycles, Chap~-
ter 30
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opeh markéﬁ operations, rediscounting pelicy, reserve requirements,
margin requirements, and consumer credit regulations.

‘The main purpose of monetary policy is, in the opimion of the
author, to assist in the achievement of economic stability by con-
trolling the flow of credit, particularly bank credit. In this text,
economié stability refers to the maintenance of production and em-
ployment aﬁ high levels together with a stable general price level.
_There may well be other purposes that are important, but this gtudy
is exclusively concerned with monetary poeiicy as a means of achiev-
ing econmomic stability.

In gpite of the fact that the main concern is with monetary
policy,bit does not seem possible or even advisable teo completely
exclude.the influence of fiscal policy. In order to have an effec-
tive program for economic stability, it is impertant that the actionms
of both monetary and f:;i.svcal authorities be coordinated. Conseéuently,
some discussion is devoted to proslems of a fiscal nature, especi-
ally aé they affect the general level of aggregate demand.

FSéverél problems were encountered in writing this paper. First,
much relevént statistical data was available on a monthly basis,
while some data was available only on a quarterly basis. In a re-
cession as short as this one, weekly data would hafe been of more
value, but, in most casés, simply could not be obtained. Second,
the preliminary statistidal data available at the timé of the re-
cession was constantly being revised. For this reason, some of the
data presented is somewhat far remeved ir time from the perisd un-

der consideration.

This study begins with a look at the business and financial de-

velopments during the war and postwar period umtil the latter part
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ofvl948; This background is essential to an understanding of the
recession. Witheuf some knowledge of the forces whicﬁ motivated the
economy &uriﬁg the war and postwar period, the recession would ap-
pearbas an isolated phenomenon unrelated to the previous developments.
Héving gained this eséential knowledge, attention is turned te the
recession itself.

The business conditiens during the recession are studied mainly
by analysis of the relevant statistics. An attempt is made to es-
‘tablish reiationships between movements in economic a¢tivity in the
‘hope.that it will indicate the nature of the downturn. Further, the
author seeks an explanation fof the mildness of the recession and
the quick recovery that followed the downswing.

Next, the response which the monetary authorities made %to ths
developments of the recession is presented in detail. This is ace
édmplished by presenting the policy actions of the Federal Reserve
fhroughout.the recession.

?Finaily, the author attempts to discover any relationship that
ékists between the monetary policy followed during thed@wnturnand
the recovery from the recession.

This study should in no way be interpreted as a criticism of
the monetary policies that wefe followed. The author has made no
attempt to judge the cqfrectne§s of the pelicy. The facts are sim-

ply presented -~ any evaluatidén is left te the reader.



CHAPTER II
BACKGROUND

The period of the Second World War was marked by an upsurge in
'cw.tkpv.xi:'g,.‘emplcr)yme.unt.a and prices. Inflation threatened, but was held
in check by direct wage and price controls. Clearly though, while
inflation may be péstponed by such measures, the inflationary pres-
surés are‘still there and must be dealt with sooner or later. An ex-
amination of some statistigs will indicate how great this wartime
expansion was.

The index of Industrial Production rose from 109 in 1939 to 235
in 1944, Agriculture likewise showed an unprecedented inerease. In
spite of a slight dreop in agrieultural empleyment, total output in
1944 was 30 per cent above the 1935-~39 averageol

' The force operating to cause this tremendous expansion was the
increase in federal government purchases of goods and services which
grew from 1.25 billion dollars in 1939 to 88.6 billiom dollars in
1944, "In this latter year, government expenditures in the aggre-
gate amounted to over 45 per cent of the total expenditures of the
nationo"2 X

Scon after the beéinning of the war, the economy was approach-

ing full employment and the shift of productive resocurces to war uses

lyames Arthur Estey, Business Cycles (New York, 19%6), p. 125,

2Ibid., p. 126,



reguired that fewer consumer goods be produced. Consequently, ra-
tioning was established as a means of allocating the scarce goods
| among consumers,

The inflationary force is indiecated by total depos~

its and currency outside banks, which increased from $70

billions in June, 1940 to $175 billions in December, 1945.

Had these increased funds beenutilized at the usually in-

creasing rates of turnover that ssem to have acecompanied

business expansions in the past, a dangerous inflation

would have resulted. Actually, the rate of turnover of

deposits, save in New York City, fell during the war.

- Turnover of total deposits fell from 13.1 in 1942 to 9.7

in 1945, and of demand deposits freom 18.4 in 1942 toi16.1

in 1945, This change of patternm of spending in relation

to receipts was presumably not veluntary, but rather ths

resultuof.the.allocatigns and rationing and price fixing

imposed by government,

Two other monetary effects combined to make the dinflationary
potential even greater. First, the total of liguid assets held by
the public increased much more than the inerease in the money sup-
ply. "Non-bank investors absorbed more thanma hundred billion dol-
lars in government bondsbetweenl939and19460"@ These bonds, which
could be readily converted inte gash, served to make the public more
willing and able to spend than would octherwise have been the case.
This increase in ligquid assets in the hands of the public had much
to do with consumption rising much faster than dispesable income aft-
er the war.

The second inflationary presgsure was the result of the obligs-
tioh to support the government bond market assumed by the Federsl

Reserve Banks during the war. This situation injected an inflexie

ble element into the monetary controls exercised by the Federal

3Robert; 4. Gordon, Busimess.Flﬁctuationg (New Tork, 1952), p. 422,

AEOAN Goldenweiser, Monetary Management (New York, 1949), p. 65.




Reserve Banks., It became impossible for the Federal Reserve Banks
té freely engage in open market operations aimed at limiting the sup-
ply of bank reservéso This was not a problem during the war since
all other considerations were secondary to winning the war, but with
the cessation of hostilities it became a major issue. Not only was
the Federal Reserve prevented from freely selling bonds in the open
market, but
soolt also had to support the bend market while insurance
companies and other business firms liquidated part of theixr
bond~holdings in order to use the funds_in ways which in-
creased the volume of private spending.
Also, this policy enabled commercial banks to rapidly expand their
loahs after the war because of the security whiech their large hold-
ings of these highly liguid government securities provided,
"Shortly after American entry in the war, rates in the market
for government securities presented a spread from 3/8 per cent.for
three months' bills to 2 1/2 per cent for long-term bondso"6 The
authorities decided that the war should be financed at a long-time
mohey rate not exceeding 2 1/2 per cent. Such a policywas intended
to convince ihvestors that nothing could be gained in holding off in
their purchases of govermnment securities since none would be dssued
yielding a higher rate of return. "Along with the determination te
maintain the 2 1/2 per cent rate on long-term bonds, a policy was

7

adopted of maintaining the existing pattern of ratss.¥

5Gordon, p. 422,

6Goldenweiserg p. 65.

"Tbid.
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In line with this decision, the Federal Reserve stood ready to
purchase at 3/8 per cent any three-month Treasury bill offered. In
addition, banks were permitted to repurchase the securities at any
time, and at the same rate. Thus, Treasury bills became tantamount
to money and banks carried their excess reserves in this form since
they could be easily and quickly comverted intec legal reserves at
.hanywtimeo8 Further,

The Federal Reserve alse established a preferential dis-
count rate of 1/2 per cent for paper secured by short-term
governments. This established the right of way of gov-
ernment securities over any other kind of paper, but was
not, in.fact, used to any great extent because bankg had
little occasion to borrow from the Federal Reserve.

It should be noted, however, that inflaticnary dangers were
- not completely ignored duriﬁg the war periocd.

Throughout the period of war financing, there was recoge

nition that in so far as possible borrowing should come

from nonwbankiag sources, because these sources are less

inflationary. ’

Also, banks were not included in lean drives beginning with Septem-
ber, 1943, hence, not being potential purchasers they could net be
dependéa upon to help loean-drive directors reach their leecal guobas.
Further, banks were prohibited, with minor exceptions, from purchas-
ing securities maturing in more than ten years and yielding a return
of more than two per cent and the Federal Reserve was glven power
to limit the extension of consumer credit, particularly installment

11
purchases.

8Goldenweisers p. 69,

9Ibido

O1vid., p. 71

Lrpia., p. 72,



Such measures as the above indicate that the monetary authori-
.tiéévwere aware of the inflationary dangers ih this peried and at-
temjted to reduce these dangers as much as possible and still main-
téin the steady flow of moﬁéy needed to finance the war.

Bven before the war ended there were many, particularly in gove-
ernﬁental cireles, who believed‘that the United States would face
serious unemployment with the cessation of hostilities. Such be=
liéfé emphasized the disruptive effects of demobilization and con-
‘verSion of war industries to peace time production which, it was
held, necessarily would follow the war. Further, the huge drop ex-
pected in government spending was viewed with mueh concern,

According to an estimate by E. E., Hagen,

The probable level of gross national product based upon
.estimated levels of consumption, business investment, and !
government expenditures, indicated a volume of unemploy-
.ment that might reach six million in the last guarter of
1945, and be as high as eight or even eight and one-half
million in 1946, and this after allowing for a shrinkage
of. tEs labor force belew the abmormally high levels of the
war,

..Such predictions as this, of course, were not borne out.

The postwar decline that set in early in 1945 and
. .ended early in 1946 was unexpectedly mild. Gross Nationsl
. Product, which reached the peak of $221.6 billions (at
.annual rates) in the se@ondqnarter’ofl945g fell to $191.7
billions (at annual rates) in the fi¥rst quarter of 1946,
The Industrial Produectién Index ef the Federal Reserve
Board fell from the high level of 235 in 1944 to an av-
erage of 160 for the first guarter of 1946 (1935-3%39=100).
. The anticipated volume of unemployment failed to arrive.
The highest level of unemployment, that of Marech, 1946

e laEa E° Hagen, "Output and Demand after the War,” Post War Bco-
nemic Studies. Number One, Federal Reserve Board, and "The Nation's
Economic Budget," Studies 1n Income and Wealth, X, Naticnal Bureaun

of Economic Research, as quoted by James Arthur Estey in Business

Cycles, po 129°




did not exceed 2,7 million workers. TL§reafter expansion
of output and employment was renewed.

Total government purchases of goods and services fell

from an annual rate of nearly 100 billions in the first

three months of 1945 to about 35 billions in the first

quarter of 19460_ Thus, in the short period of a year the

government reduced its contribution to aggregate demand

by an amount equal to almost 30.per cent of the total GNP

at the beginning of the period.™

The question immediately presents itself as to why the downturn,
as a result of reconversion, was so mild and so brief. It appears
that there were forces present which tended to force private spend-
ing to rise despite the depressing effects of the decline ivn govern-
ment orders.

One of the main factors causing private spending te rise wase
the fact that "consumption increased rapidly in the face of a de-
cline in the GNP"o15 This fact can be explained by two important
reasons.

First, disposable income of individuals remained virtually

constant during the year despite the decline in total GNP,

Second, there were powerful forces operating o increase

the ratio of consumption %o disposab}g income and to re-

duce the volume of personal savings.

The stability of disposable income can be ascribed to three
factors. First, there was a sharp rise in government transfer pay-
ments at the same time the Gross National Product was falling., Sec-

ond, a decline in personal taxes bolstered disposable income. Third,

although corporate profits declined by nine billicn dollars between

13Estey$ p. 130,

14Gordon, p. 426,

15Ibidoe p. 429,

16Ibid°
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the first quarter of 1945 and the first quarter of 1946, dividend
payments showed no decline.

The reason for the increased ratio of consumption to disposa-~
ble income is explained by the fact that

o eoconsumers' expenditures were abnormally low during the

war years; the propensity to consume was held down hy short~

ages,.ratianing, price controls, and the wartime savings

campaign,

At the close of the war, however, rationing was ended quickly
and consumers set out to satisfy their pentup demands. Thus, this
rise in the propensity to consume was an important factor stimuwlat-
ing economic activity.

The existence of a very considerable backlog of demand likewise
caused private investment to rise rapidly. Three types of domestic
private investment must be distinguished «= business expenditures on
plant and equipment, residential construction, and inventory accumu~-
lation., It was the expansion in the first two which was particularly
responsible for the postwar investment boomo18

There were two compelling reasons for investing 3in new plant
and equipment., First, the need for expansion and modernization, and
second, the need to expand capacity to satisfy the new high level of
demand.

As a result of these forces, expenditures on nonfarm
plant and equipment exceeded twenty billion dollars in each

of the years 1947-50 == about donbis the level of 1929 and
1941, the two previous peak years.

17
18

Gordon, p. 430.
Ibid., p. 436,

191144,
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At the close of the war, an acute housing shortage existed and,

despite rising building costs, residential construction rose rapidly.

Other factors than the shortages caused by war served to raise the

demand for housing,

sonme

rise

coo2 continued high marriage rate; the high level of in-
come, the large volume of liquid assets, and the liberal
terms under which mortgage credit could be secured. Here
was a strong and largely autonomous stimulus bto investment
which provided powerful support to the postwar level of
business activigg and was largely immune to mincr defla-
tionary shocks,

The demand by foreign countries for our goods played & role of
importance,

Total exports and our export surplus rose rapidly toe a peak

in 1947. While both declined thereafter, the wolume of
exports continued to be abnormally large. The net export
surplus reached a peak of 11.5 billien dollars in 1947 ang1
then fell by 5 billion dollars during the next twe years.

The rise in aggregate demand in the postwar years reflected the
in both consumption and private investment.

Although government expenditures on goods and services remained

much-higher than before the war, they averaged about thezgama
fraction of the total Gross National Product as in 1939,

The size of the public debt declined substantially in the period be-

tween the end of 1945 and the end of 1948. Barnk loans, on the other

hand, expanded rapidly. The effect was a net increase in the money

supply in the hands of the public despite the decline in the com=

mercial banks' holdings of government securities,

Bank~credit expansion based on newly issued United
States government securities ended ir 1945, The government

20Gordon9 p. 437,

clypsd.

221pid., p. 438.



had acquired extracrdinarily large cash balances through
excess subscriptions to the Victory Loan in the sutumn of
1945, and these balances were utilized to reduce bank-held
debt. The decline in government=security holdings by the
banks was offset to a substantial degree by arapid growth
in loans. From a low level of about $19 billion in the

middle of 1943, bank loans rose continuously to almost $40
billion in the early months of 1948, This expansion of

loans prevented a decline in the money supply and reflected
as well as encouraged a rﬁgid expansion of expenditures

by industrial enterprise.

The monetary expansion in the last half of 1947 was very sub-
stantial. Three factors combined tc produce this effect,

Accelerated commercial bank lcan expansiong a large gold

inflow, and some nonbank selling of Govermment securities

to the Federal Reserve Banks %&l tended to add to the vol-

ume of deposits and currency.
These expansive factors were offset, to a limited extent, by a Treas~
ury cash surplus, but the growth in the money supply nonstheless ap-
proached six billion dollars.

Bank loan expansion and gold inflow continved to exert an ex-
pansionary force on the private money supply, but in spite of this

'25511the first

"deposits and currency declined 4.5 billion dollars!
half of 1948. This decline can be attributed to a large Treasury
surplus which was used to retire bank~held securities or to increase
the deposit balances of the Treasury. Additionally, "the Government
security market transactions of nonbank investors as a group tended

to reduce the private deposit and currency supplyo“¢6

23Goldenweiser, pp. 76=77.
2L}Board of Governors of the Federal Reserve System, Federzl Re-
serve Bulletin, October; 19489 XXXIV, No, 10, 1209,

25

261154,, p. 1210,

Ibid,
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During the war, the growth in the money supply was greater than
the growth in the use of money. Soon after the war, however, with a
decreasing rate of growth in the total supply, the rate of turnover
of the available supply increased. This presented itself as a fur-
ther inflationary danger. Even with no increase in the money supply,
a further substantial inflation was possible in the future. Also,
if any additional increases in the money supply were accompanied by
a continued rise in the velocity of money, the inllationary pressures
would be intensifiedoz?

Commercial banks were in a position in Ocotber, 1948 to meet
any demand for loan funds which might have been forthcoming. While
the banks did not have a large operating wolume of excess reserves,

they hold about 65 billion dollars, or over 40% of their

total assets, in United States Government securities. About

20 billion dollars of these securitiesmature or are calla=-

ble in lesszghan.one year and over 50 billicn in less than

five years.
These securities could be turned in for cash or sold in the market
and if no other buyer were found, the Federal Reserve was ocbliged to
buy them in accordance with their agreement to maintain a stable mar-
ket for Government securities. If the Federal Reserve System pur-
chased them, they automatically increased member bank reserves and
made a multiple expansion of deposits possible. Hence, banks were
in possession of adequate resources for expanding loans by a very
substantial amount.

As the wartime controls were dropped following the war, a sharp

rise in prices occurred and continued into the autumn of 1948.

27Federal Reserve Bulletin, October, 1948, XXXIV, No. 10, 1210,

28Ibido
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1HWholesale”commodity pricesvincreaséd from 110 inmid-1946

to 170 at. the beginning of 1948, and despite a sharp break

in agricultural prices in the early months of 1948, the

v%enenal»?pward-price,movement cogtinuedm Cansumeripric§§

in the middle of 1948 were at the highest level on record.

Iﬁ»ggneralw the period of the war was one of great expansicn
in émplo&ﬁént, production, and income. Wartime controls prevented
a coffesponding rise in prices. The shortages and ratieoning of con-
Sumer goﬁds meant that the increase in the money supply would ex-
ceed tﬁe suppiy of consumer geoods. Thus, the inflationary pressurses
were.present but were mot active until after the war when the war-
timé restfictions>were dropped. With the removal of controls, the
consumers set out with their accumulated cash and highly'liquidaSN
sets, to satisfy their demands. Investment likewise increased as
postponed modernization and expansion were undertaken. Government
expeﬁdifurés fell off a great deal but this decrease was more than
offset by the rising eipendituresintbeprivate sector of the econony.
BankS‘had buiit up hugévéiéeSS‘reserveé:hnthe formzﬂ?highly liguid
 govefﬁﬁént seéurities and, with the monetary authorities ready te
bmaiﬁfaiﬁra stabié‘market for these securities, the banks were ready
nénd‘éblé to‘ﬁeét all demands feor credit which were forthcoming., Un-
der the pressures ereated by this situation prices rose tremendously
and the postwar inflation began and continued until the labter part
of 1948,

The-éontrols established during the war were abolished soon
after thé clese of the war. The monetary policies adepted to fi-

nance the war, however, continued inte the postwar period. In the

lagedl@enWeiser? Po 75,
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summer of 1946, the preferential rate for discounts secured by short-
. term governments was discontinued. This, however, was little more
than symbolic since banks made very little use of the opportunities
to borrow from the Federal Reserve. I was another vear later before
the buying rate of 3/8 per cent for Treasury bills came to an end.
"The most important of the factors limiting control of eredit expan-~
sion namely, the support of long-term govermments at 2 1/2 per cent,
.was .still the policy of the monetary suthorities in 19480”3@
In the period since mid-=1947 a moderate restraint on
..bank credit expansion was achieved by the use of Treasury
~.surplus funds to retire securitiesheld by the Federal Re-

serve Banks. Drains on bank reserves achieved im this

way. were the mostzimportant means of restraint on bank

credit expansion.
This restraining effect, however, was partially or completely
offset by tax reductions effective in May, 1948 and by increased Gov~
ernment expenditures for defense and foreign aid.
In September of 1948, under the new autheority granted by Con-
gress, the Board increased the reserve requirements for all member
v.banks@hW.
 The“1atter.inarease9 which absorbed into required reserves
.a.total.of about 2 billion dollars, cocrrespended approxi=
~mately to net Federal Reserve purchases of Government se-
curities from nombank investeors in recent months, and ne-
cessitated little or no decline im the total of bank loans

gaﬂdwinvegﬁments from the level prevailing three months
earlier.”

bqinthe twelve month period endingJﬂn@(}OQl9#8, the total loans

by commercial banks expanded by six billien dollars.

?QGbldenweiservupo 76. This policy was discontinued by the

Treasury and Federal Reserve "Agcerd" of March, 1951.

Flpederal Reserve Bulletin, October, 1948, XXXIV, No. 10, 1205.

: 32Ibido



" at thé‘high level of 75 per cent established in 1947.

. The outstanding business loans.of banks rose about & bil-
lion dollars from mid-1947 through the .third qgarter of
1948. - The short~term debt of - farmers, which in recent
years has been at a low level, Has increased by more than
a5 per cent since mid-1947, Total short-term consumer
credit. outstanding has increased approximate1§331/2 bil=

.lion dellars during the past fifteen months. E

.During  the same period,.the Federal Reserve reported,

_«.othe aggregate outstanding mortgage debt on l- to 4=

family houses, for example, is estimated to have risen
by more than 7 billion dollars or about 25 per cent...

The only significant decrease in the loan portfolios
of. banks during the past year has been in loans for pur-
chaging -or carrying securities. This decline, however,
has been more gradual than in the early postwar period
and has not been large enoughBEo dampen noticeably the
ingrease in total bank loans.”

The Board’s Regulation W, relating to consumer in=-
-stalment credit, was reissued éffective Septémber 20,
19)4-8 in much the same form as the regulation was when
terminated on November 1, 1947. The new regulation cov=-
- ered instalment sales and loans for the purchase of 12
kinds .of consumers’ durable -goods, ‘exgluding articles
selling for less than $50. It also covered instalment
. loans for most other consumer purposes. The regulation
. required down payments of at least 331/3 per cent on pur-
chases of the other listed articles. Onall types of in-
stalment credit subject to the regulation, maturities
were restricted to 15 months for credits not exceeding
$1,000 and 18 months for larger amounts (withmonthly pay-
ments of at least $70 on amounts over $1,000)., Instal=-
ment credit in excess of $5,000 was not regulated.

. On January 9, 1948 the Board of Governors raised
from 1 to 1 1/4 per cengsthe rate on discounts and ad=-
vances to member banks,

16

The margin requirements on stock throughout 1948 remained

36

BgFederal Reserve Bulletln, October, 1948, XXXIV, Nonlo 1207.

35
‘35

Ib1d°9 p- 1208.

zﬁlbido‘

Board of Governors of the Federal Reserve System, Thirty=-
Flfth Annual Report Covering Operatlons for the Year 19‘+8,ﬂ p. G5,
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‘In summéry;‘tﬁroughout World War II and continuing wuntil the
eéfly ﬁdnths of‘lghg; the policies of the monetary authorities were
directédvfo‘fésfféiniﬁg“inflationary cfedit expansion while at the
same ﬁimé maiﬁtaining stability in the market for Government securi-
ties. The principal factors limiting bank credit expansion after
the wér were fhe ﬁse of the substantial Treasury surpluses to re-
tire bank heid bonds together with the restrictive policies of the
Federal Reserve. Such was the policy of the Federal Reserve until

early in 1949,



CHAPTER III
BUSINESS CONDITIONS DURING THE RECESSION

Prices had been rising steadily since the end of the war, but
. a reversal in this trend occurred in the late summer of 1948,

The reversal in movement reflected the passing of wide=

spread scarcities typical of the earlier postwar period

and the adjustment in business invistment and production

which seemed to characterize 1949,

Although these price movements had important effects on the
economy, they were not of great momentum and left many sectors of
the economy unaffected. The Consumers® Price Index only declined
by a little over two per cent from December, 1948 to December, 1949
(See Table I, p. 19) while the Wholesale Price Index only declined
about seven per cent (See Table II, p. 20)o~

The high level of consumer demand together with government price
supports for agricultural products served to.dimit the price declines,
Further, there were important elements in the cost structure of in-
dustry, such as labor and rental costs, which exhibited almost =no
change. This also served to temper the price declines. Price changes
however, were important for another reason.

The outstanding feature of the price changesﬁas the alteration

that occurred in the internal structure of prices.

1United States Department of Commerce, Survey of Current Busgi=-
ness, February, 1950, XXX, No., 2, 10,

ZIbido
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TABLE I

CONSUMERS ' PRICE INDEX*
CONSUMERS® PRICE INDEX 19438 1949 _
(G.S5. Department of Labor) Nov., Dec¢. | Jan. Feb. Mar. Apr. fay June July Aug. Sep. Oct., DNov. Dec.
A1l Items (1935-39=100) 172.2 171.4]170.9 169.0 169.5 169.7 169.2 169.6 168.5 168.8 169.6 168.5 168.6 16705
Apparel 201.4'200.4 196.5 i95.1 193.9 192.5 191.3 190.3.188.5 187.2 187.8 186.8 186.3 185.8
Food 207.5 205.0}204.8 199.7 201.6 202.8 202.4% 204.3 201.7 202.6 264,2“20006 200.8 197.3
Fuel, Electricity, Refrigeration 137.9 137.8{138,2 138.8 138.9 137.4 135.4 135.6 135.8 135.8 137.0 138.4 139.1 139.7
Housefurnishings 198.7 198.6}196.5 195.6 193,8 191.9 189.5 187.3 186.8 184.8 185.6 185.2 185.4 185.4
Rent 118;8 119.5{119.7 119.% 120.1 120,3 120.4 120.6 120.7 120.8 121.2 121.5 122.0 122.2
Miscellaneous 153,9 154.0f§154,1 15k,1 154.4 154,6 154.5 154.2 154,3 154.8 155.2 155.2 154.9 155.5

*Survey of Current Business, data obtained from the following issues; January, 1950, p. S-5; February, 1950, p. S5-5.
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WHOLESALE

TABLE II

PRICE INDEIX*

WEOLESALE PRICE INDEX

(U.5. Department of Labor)

1948

1949

Nov. Dec.

Jan. Feb. Mar. Apr. May June July Aug. Sep. Oct. DNov., Dec.

211 Commodities (1926=100)

164.0 162.4

160.6 158.1 158.4 156.9 155.7 154.5 153.5 152.9 153.6 152.2 151.6 151.3

TABLE III -

UNEMPLOYMENTH®+**

UNEMPLOYMENT ,
(In Thousands of Persons 1k Years
of Age and Over)

19438

1949

Nov. Dec,

Jan, Feb. Mar., Apr. May June July Aug. Sep. Oct. Nov. Dec.

Total Unemployed

1,831 1,941

2,664 3,221 3,167 3,016 3,289 3.7?8 4,095 3,689 3,351 3,576 3,409 3,489

*Survey of Current Business, data obtained from the following issuesj January, 1950, p. S-5; February, 1950, p. S-5.

**Federal Reserve Bulletin, data obtained from the following issues; December, 1949, p. 149#; February, 1950, p. 224.
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Essentially, this adjustment mirrored the realignment of

market forces as the abnormal relations between demand

and. supply characteristic ofotpe pogtwar period were re-

Placed by more balanced conditions,

The Grosstational Prodﬁct in 1948 reached $257.3 billion and
showed this same total for 1949 (See Table IV, p. 22). Thus, it ap-
pears that 1949 was a period of leveling off in over all production.
There were, however, some important shifts in the use of the econo-
my's output. bThese shifts evidenced themselves as variations both
in the pace of economic activity and in a changed pattern in the in-
come flow. Such changes became apparent in the last quarter of 1948
and continued ﬁntil the last half of 1949,

The Federal Reserve Index of Industrial Production fell from
1195 in November of 1948 to a low point of 163 in July of 1949 and.
then began to riée again;s;production.expahded (See Table V,.p. 23)..

Unemployﬁent rose from 1,831,000 in Novembei of 1948, reached
a peék»of 4,095,000 in July of 1949 and decreased thereafter (See
Table III, p. 20).

Consumers’ expenditures during 1949 were $180.6 billion which
was three billion dollars higher than consumption expenditures in
>1948 (See Table‘VI9 p. 24)., The rise in consumption can be par-
tially attributed to the fact that disposable income rose from $187.6
billion to $188.2 billion in 1949 (See Table VII, p. 25).

| The behavior of disposable income is accounted for by three. im-
portant factors. ﬁirstg rayments in the formof .dividends and other
property incomes were maintained in spite of a reduction in businéss

earnings (See Table VIII, p. 26). Second, there was an increase in

3Survez of Current Business, February, 1950; p. 10,




TABLE IV

GROSS NATION.AL PRODUCT OR EXPENDITURE®™*
Seasonally Adjusted Quarterly Totals at Annual Rates
(Billions of Dollars)

1948 19409 : 1950
I II III IV Year | I II III IV Year | I II III IV Year
GROSS NATIONAL PRODUCT 247,9 255,5 261.,9 264,0 257.3259.9 257.2 256.5 255.5 257.31264.,9 275.9 294.4 305,0 285.1
PERSONAL CONSUMPTION EXPENDITURES 174.1 176.8 179.5 180.1 177.6|178.4 180.4 180.1 183.5 180.6|185.2 189.1 202.9 198.8 194.0
Durable Goods 21,4 22,2 23,0 22.3 22.2| 21.6 23.4 2k.2 25.1 23.6| 25.7 26.4 33,2 29.2 28.6
Nondurable Goods 97.9 98.6° 99.0 99,4 98.7] 98,0 97.3 95.6 96.6 96.9} 96.7 98.3 103.9 102.7 100.h4
Services 54.8 56.0 57.h 58.4 56.7| 58.8 59.6 60.4 61.7 60.1 62.8 64.5 65.8 67.0 65.0
GROSS PRIVATE DOMESTIC INVESTMENT 38.6 41.2 42.5 42.4 L1.2]| 37.0 32.1 32.0 29.1 32.5| 39.9 49.0 53.4 62.6 51.2
New Construction 17.1 18.1 18.% 18.0 17.9| 17.3 16.9 17.1 18.6 17.5) 20.7 22.0 2hk.1 2k.1 22.7
Residential Nonfarm 8.3 8.9 8.8 8.3 8.6y 7.8 7.6 8.2 9.6 8.3|11.2 12.4 13.7 13.1 12.6
Other 8.9 9.2 9.5 9.7 9.3} 9.6 9.3 8.9 9.0 9.2{ 9.5 9.6 10,4 11.0 10.1
Producers' Durable Equipment 18.4 18.9 19.7 19.5 19.1} 18.2 18.3 17.9 16.9 17.8| 16.6 19.6 24 4 23,8 21.1
Change in Business Inventories-Total 3.0 4,3 4.4 4,9 L4.2] 1.5 -3.1 -3.0 ~6.3 -2.7| 2.5 7.3 4.8 1hk7 7.4
Nonfarm Only 2.6 2.9 2.9 3.6 3.0 .9 =2.0 =1.3 =5.1 «1.9} 2.6 6.3 3.5 13.3 6.4
NET FOREIGN INVESTMENT , 3.9 1.9 6 1.3 2,00 1.4 o 9 =5 .5] «1.5 =2.3 =2.5 2.4 -=2.2
GOVERNMENT PURCHASES OF GOODS AND SERVICES | 31.2 35.6 39.2 L40.2 36.6] 43,1 b4h,4 43,5 43,5 43,6| 41,3 40,1 40.7 46,0 42,0
Federal 16.9 20.5 23,2 23,4 21.0| 25.6 26.6 25.1 24,5 25,4| 21.9 20.7 20.7 25.1 22.1
National Security 14.5  15.5 16.8 17,1 16.0] 19.4 20.5 19.5 17.8 19.3} 17.0 17.2 17.8 22.1 18.5
National Defence 11.4 11.5 11.2 12.2 11.6} 13.6 13.9 13.6 13.2 13.6] 12.6 12.2 14.0 18.2 1Lk.3
Other National Security 3.1 4.1 5.5 4.9 4,4/ 5.8 6.6 5.9 ‘4.7 5,71 k.3 5.1 3,7 3.9 4,3
Other 3.5 5.4 .6.7 6.6 5.6] 6.6 6.3 6.4 7,0 6.6] 5.2 3.8 3.2 3.3 3.9
less: Government Sales 1.1 U 3 .3 .5 03 3 .7 3 Wb o3 02 02 .3 o3
State and Local 4.3 15.1 16.0 16.8 15.6} 17,5 17.8 18.4 18.9 18.2} 19.% 19.4 20.0 20,8 19.9

*1954 National Income Supplement to Survey of Current Business; data for 1948, p. 225; data for 1949-50, Pe 224,
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TABLE V

FEDERATL RESERVE INDEX OF INDUSTRIAL PRODUCTION®*
Adjusted Figures

19538 19549
IXDUSTRY Nov. Dec. Jan.' Feb. Mar. Apr. May June July ng. Sep. Oct. Nov. Dec.
Adjusted Combined Index (1935-39=100) 195 192 | 191 189 184 179 174 169 161 170 17k 166 173 180
Manufactures ’ 201 199 | 198 196 193 184 _ 179 - 175 168 178 184 176 179 188
Durable Manufactures 229 231 | 227 225 225 212 201 19% 185 193 199 175 181 204
- Nondurable Manufactures 178 173 | 175 173 168 162 161 160 154 165 173 177 177 175
Minerals ‘ 161 156 | 149 149 136 148 145 133 123A 129 119 .112 141 132

January, 1950, p. S-2; February, 1950, p. S-2; March, 1950,

*Survey of Current Business, data obtained from the following issues: o
W

p. S=2.




PERSONAL

CONSUMPTION

TABLE VI

EXPENDITURES BY MAJOR TIPE*
Seasonally Adjusted Quarterly Totals at Annual Rates
: (Billions of Dollars)
1948 1949 1950
I II III IV  Year I II II1 IV  Year I II I1I IV  Year
GOODS AND ‘SERVICES, TOTAL i74.1 176.8 179.5 180.1 177.6{178.4 180.4% 180.1 183.5 180.6{185.2 189.1 202.9 198.8 194.0
DURABLE GOODS, TOTAL 21,4 22,2 23,0 22,3 22.2| 21.6 23.4 24.2 25.1 23.6| 25.7 26.4 33.2 29.2 28.6
iutomobiles and parts _ 6.9 7.0 7.6 7.8 7.3 8.0 9.8 10.0 10.1 9.5/ 10.6 11.6 14,2 13.1 12.4
Furniture and Household Equipment 11.1 11.7 12.0 1l.2 11.5{ 10.3 10,3 1i1.1 11.9 10.9) 11.9 11.5 15.6 12.8 12.9
Other Durable Goods 3.4 3.4 3.4 3.4 3.4 3.3 3.3 3,1 3.2 3.2] 3.2 3.2 3.5 3.4 3.3
NONDURABLE GOODS, TOTAL 97.9 98.6 99.0 99.4 98.7] 98.0 97.3 95.6 96.6 96.9| 96.7 98.3 103.9 102.7 100.L
Clothing and Shoes 19.3 19.6 19.7 20.0 19.6| 19.5 18.8 17.7 18.0 18.5| 17.9 18.0 19.1 18.8 18.5
Food and Alcoholic Beverages 57.1 57.4% 57.2 57.% 57.3| 56,8 56.6 56.1 56.5 56.5| 56.6 57.7 60,7 60.4 58.8
Gasoline and 0il b1 4,2 4.4 44 L4 37 4,5 4,8 4,8 4,9 4,71 4,9 5.1 5.1 5.1 5.0
Semidurable Housefurnishings 2.2 2.3 2.3 2.3 2.3 2.3 2.1 2.2 2.2 2.2 2.2 2.2 2.9 2.4 2.4
Tobacco i ka1 4,0 4,3 4,2 - L,1| 4,2 4,3 4,2 4,3 4,31 4,3 4.4 4,5 4,5 4.4
Other Nondurable Goods 11.2 11.1 11l.2 10,9 11.1} 10.7 10.7 10.6 10.8 10.7/ 10.8 11.0 11.6 1l.4 11.2
SERVICES, TOTAL 54,8 56.0 57.4 58.4 56.7| 58.8 59.6 60.4 61.7 60.1} 62.8 64.5 65.8 67.0 65.0
Household Operation 7.9 7.9 8.1 8.1 '8.0f 83 8,4 8.3 8.8 8.5/ 9.1 9.3 9.4 9.8 9.4
Housing 16.9 17.3 17.8 18.3 17.5{ 18.7 19.2 19.6 20.2 19.4| 20,7 21.1 21.6 22.0 21.h
Personal Services .8 3.8 38 39 3.8 38 3.8 3.8 3.9 38 3.8 3.8 3.9 4.0 3.9
Recreation - 38 3.8 3.8 3.9 3.8 39 3.8 3.9 39 3.9 39 3.9 Lo 4o 3.9
Transportation 5.7 5.8 6,0 6,1 5,9 5.9 5.9 5.8 5.7 5.8, 5.7 5.8 59 6.0 5.8
Other Services 6.8 17.3 17.9 18.1 17.5{ 18.2 18.5 18.9 19.2 18.7{ 19.7 20.5 21.0 21l.2 20.6
*1954 National Income Supplement to Survey of Current Business; data for 1948, ﬁ. 2373 data for 1949-50, p. 236.
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TABLE VII

DISPOSITION - O
Seasonally Adjusted Quarterly Totals at Annual Rates

(Billions of Dollars)

F PERSONAL

INCOME®*

B

1948 1949 1950

I II IIT IV Year II 11T v Year I IT IIT IV Year

Persopal Income 201.5 208.1 212;3 212.8 208.7|208.9 207.6 205.5 205.3 206.81218.5 220.7 229.2 239.8 227.1
‘less: Personal Tax and Nontax Payments 23.2 20.8 20.2 20.4 21.1 18,7 18.6 18.6 18.7| 19.% 20,0 20.7 23.6 20.9
Federal 21.1 18,7 18.0 18.2 -19.0 16.2 16.2 16.1 16.2} 16.7 17.3 17.9 20.8 18.2

State and Local 2.1 2.1 2.2 2.2 2.1 "2.h 2.5 2.5 2.5} 2.7 ’v2(7 2.8 2.8 2.7
Equals: Disposable Income 178.3 187.3 192.1 192.4 187.6.190.2 188.9 186.9 186.7 188.2{199.1 200.7 208.5 216.2 206.1
less: Personal Consumption Expenditures | 174.1 176.8 179.5 180.1 177.6 180.4 180.1 183.5 180.6[185.2 189.1 202.9 198.8 194.0
fquals: Dersonal Saving 4.2 10.6 12.6 10,0 13.9 11.6 5.6 17.4 12.1

12.3

8.6 6.7 3.2 7.6

*1954 National Income Supplement to Survey of Current Business; data for 1948, p. 229; data for 1949-50, p. 228.
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TABLE VIII

CORPORATE PROFITS, TAXH®ES | AND DIVIDENDS*
' Seascnally Adjusted Annual Rates
(Billions of Dollars)
Pfofits Tncome Profits Cash Undis-
Before Taxes After Divi~ tributed
QUARTERLY DATA Taxes Taxes dends Profits
1948
Third Quarter 36.6 144 22.2 7.9 14,3
Fourth Quarter 34,5 13,6 20.9 8.3 12.6
1949
- First. Quarter 29.4 11.5 17.9 8.3 9.6
Second Quarter 26.4 10.6 15,8 8.2 7.6
Third Quarter 28,9 11.4 17.5 8.1 9.4
Fourth Quarter 29,5 11,2 18,2 8.9 9.3

*Federal Reserve Bulletin, Jume, 1950, XXXVI, No.

6, p. 714,
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government transfer payments, and third; lower individuwal income
taxes left moré ﬁoney available for consumption expenditures (See
Table VII, p. 25).

There was a declineiJlgposs private domestic investment other
than inventories during 1949, but it was relatively mild only amount=-
ing to about $1.8 billion (See Table IV, p. 22).

Residential construction began to decline in the third quarter
of 1948 and continued into the second gquarter of 1949 (See Table IX,
p. 28). After this decline9 which was a substantial one, residen-
tial construction picked up and was a force making for expansion dur-
ing the rest of the year.

Business - expenditures for new plant and equipment decliﬁed
throughout 1949, "reflecting the gradual completion of war-deferred
expansion programs and prebably also the effects of lower sales and
profits expe@tatiohéo”q (See Table X/, p. 29)

.. ..Business pruchases of durable equipment declined by about $1.3
billion between 1948 and 1949 (See Table IV, p. 22).

'~ By far:-the.mest significant.change was that in business: inven-
téries. During 1948 there had been net additions to business in-
ventories whereas in 1949 there was a net reduction (See Table IV).
As can be seen from Table IV, there was a decline in inventory in-
ventory investment between the fourth quarter of 1948 and the fourth
quarter of 1949 of $11.2 billions. |
| -This shift from a situation of building up in#entories to one

of selling out ¢f inventories without replacing them indicated that

ASurvey of Current Business, February, 1950, p. 45.




TABLE IX

CONSTRUCTION
" (Millions of Dollars)

ACTIVITYI®

. 1948 1949 .

CONSTRUCTION ACTIVITY Hov. Dec.| Jan. Feb., 'Mar., Apr. May June dJuly Aug. Sep. Qct. Nov. Dec.
NEW CONSTRUCTION, TOTAL 1,646 1,447)1,293 1,172 1,267 1,370 1,576 1,735 1,833 1,903 1,922 1,879 1,767 1,612
Private, Total 1,256 1,129{1,002 905 951 989 1,108 1,229 1,301 1,343 1,368 1,343 1,295 1,225
Residential (Nonfarm) 615 547] 475 400 420 445 530 6007 650 675 710 715 715 690

Nonresidential Building, : o ) : - ‘ . :
except Farm and Public Utility, Total -. 325 305] 285 271 262 251 257 268 269 - 264 263, 261 -~ 266 261
Commerecial : 106 93 82 78 79 76 83 92 91 8 83 82 86 8
Industrial : 116 114 110 104 96 89 82 76 72 .71 70 68 68 68
Farm Construction 22 13 12 ‘10 18 _ 30 .40 50 60 75 65 50 25 15
Public Utility 294 264y 230 . 224 251 263 281 311 322 329 330 317 289 259
Public, Total 390 -3218{ 291 - 267 316 .381 468 506 532 - 560 554 536 472 387
Residential 7 7 8 '8 10 - 1k 15 17 20. 23 - 27 27 24 22
Military and Naval 11 9 7 7 "9 - 8 9 9 10 12 14 14 12 -9
Nonresidential Building 116 110{ 110 108 122 134 141 1k 148 152 . 155 158 151 142
.Conservation and Development . " 58 50 4o 39 45 56 67 7275 77 77 74 65 56
Highways 131 83 68 52 68 100 160 185 . 200 215 200 185 145 92
- A1l Other 67 - 59 58 53 62 69. 76 79 81 81 78 66

77

75

‘Survéy of Current Busineés,'daté obtained from the following issues: January, 1950, p. S=6; February, 1950, p. S-6.



NEW

PLANT AND EQUIPMETNT

TABLE X

(Millions of Dollars)

EXPENDITURES*H*

19438 T 19k9
INDUSTRY Dec. |Jan. | Feb, ; Mar. | Apr. | May | Jume | July Aug. | Sep. | Oct. Nov, | Dec.,
All Industries, % ’ §
(Quarterly Total) 5,410 4 h60 4,660 L 370 4,630
Manufacturing 2,320 ;18850 1,880/ 11,690 1,830
Mining 220 {190 190 180 180
Railroad 410 ' 360 380 310 300
Other Transportation 170 I 130 140 140 120
Electric and Gas ' §
Utilities 850 I 680 780 790 890
{
Commercial and ;
Miscellaneous 1,440 | 1,260 1,290 1,260 1,320

*Survey of Current Business; data obtained from the following issues; February, 1950, p. S=-1;

May, 1950, p. S~-1.
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businéssmen were following a more cautious buying policy.  They
were ﬁnsure about prices and sales and this reflected itself as a
decline in‘inventory investmenta5

In the last half of 1948, widespread cutbacks in new orders be-
gan and continued on an ascelerated scale until February of 1949
(See Table XI, p. 31). Production, of course, was lowered in re=-
sponse to these cutbacks. It was not until the second quarter of
1949, however, that the inventory liquidations becanme evident as
businessmen cut production belew final purchases by buyers.

The intefnational agcount was also a deflationary force, al-
thbugh not of great magnitude. Net fqreign investment fell from
1.3 billion dollars in the fourth quarter of 1948 to ~.5 billien
dollars in the fourth quérter of 1949 (See Table IV, p. 22).

Because of the inscrease in consumption and Government expendi-
tures, aggregate demand was maintained despite the decline in in-
vestment. All three levels of government combined ran a cash sur-
plus of $8.5 billion in 1948, but incurred a $3 billion deficit in
1949,

This tended to cushion the downturn and, together with the de~-
crease in perscomnal income taxes, was important in explaining the
speed with which the economy recoveredo7

The fact that aggregate demand continued at a high level was

the main factor explaining the increase in purchasing in the latter

§Survey-g£»0urrent.Business? Pebruary, 1950, p. 3.

mﬂéFar a detailed .account of the receiptsand expenditures of the
FPederal Government, see Table XII, p. 32,

7

Survey of Cuyrrent Business, February, 1950, p. 5.



TABLE XI

MANUFACTURES"! f NEW ORDERS, NET*
Seasonally Unadjusted Figures - .
(Millions of Dollars)

\ - - . .
N 1948 ] 19409

MANUFACTURERS' NET ORﬁERS, NET Nov. Dec. Jan. Feb. Mar. Apr. May June © July Aug. ,Sep. Oct. Nov. Dec.
Value (Unadjusted), Total 18,928 18,050|16,860 16,534 17,962 15,968 15,734 16,300 15,496 18,697 19,441 18,359 18,138 16,775
Durable Goods Industries 7,722 7,570| 6,703 6,734+ 7,185 6,127 5,993 6,544 6,195 71407 7,634 7,432 7,402 7,019.
Iron, Steel and Products 2,i22 2,023| 2,034 1,832 1,816 1,425 1,328 1,504 1,284 1,776 1,513 1,837 1;7711 1,915

Nonferrous Metals and | | ‘ o .
their Products 606 582| s9h 51k 570 k37 358 418 365 615 583 566 525 508
Electrical Maéhinery . ) : o :

and Equipment 856 786 699 = 612 '754 619 584 702 561 687 810 841 724 788

Machinery, Except

Electrical v 1,009 1,075 918 1,016 1,151 985 986 1,017 858 938 996 970 953f>i.001

“Trénsportation Equipment, » : ’
Except Automobiles 481 Lih 155 384 296 . 160 hos 217 263 ' 244 377 ‘246 711 243

Other Durable Goods L - : . ’
Industries . 1 2,649 2,660] 2,613 2,376 2,598 2,501 2,24k1 2,686 2,865 3,146 3,355 2,972 2,718 2,564

 Nondurable Goods Industries |11,206 10,480/10,157 9,800 10,778 9,841 9,72 9,756 9,301 11,290 11,807 10,926 10,736 9,756

P

*Survey of Current Business, data obtained form the following issues: January, 1950, p. S-4; May, 1950, p. S-Lk.
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TABLE XII

FEDERAL CARH RECEIPTS FROM ARD
PAYMENTS TO T HE PUBLICEH
Seasonally Unadjusted Figures : !
{Millions of Dollars)

i Federal Cash ’ Federal Cash ‘ Excess of
: Receipts from Payments to Receipts (+) or
CALENDAR YEAR : the Public the Public Payments (-)
Quarterly Teotal % . 7 o
1948 - |
First Quarter | 15,037 | 8,637 | +6 500
Second Quarter % 10,238 5 9,033 +1,205
Third Quarber | 10,085 8,798 +1,287
Fourth Quarter § 9,560 10,486 - 925
1949
First Quarter 13,122 9,964 +3,158
Second Quarter 8,814 11,389 =2,575
Third Quarter 10,143 10,528 - 385
Fourth Quarter } 9,267 ‘ 10,753 | -1,486

*Joint Committee on the Economic Repert by the Council of Economie Advisers, Beconomic
Indicators - May, 1950, 8lst Congress, 2nd Session, (Washington, 1950}, p. 32.
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part of 1949. Since the demand continued strong, businessmen soon
attempfed to adjust théir purchasing to this sunstained high level
bf demand. Tﬁis faét became‘readily apparent from the sharp rise
that occurred in Manufacturers' New Orders in August and September
ot 1949.8
| The primary factor explaining the mildness of the recession was
the fact that disposable incomes and total spending remained viritu-
ally constant during the period under consideration (See Table VII,
P. 25). Further, long-term expectations and investment opportuni-
ties remained faverable throughout the peried, so-longmterm invest-
ment declined only slightly. The moderate price declines that oc-
curred during this period were probably needed and served to corrsct
some maladjustment in certain areas and hastened re@overyag

This 1948-49 downswing was therefore what Gordon has called a
"ﬁinor recession - created by a reversalosth@rtmterm expectations
which was reflected primarilyilla‘sharp_cﬁange in inventory invest=
‘mento”lo

In genefalﬂ the period from November of 1948 to October of 1949
appeafed to bé a tige of readjustment. The supply of many goods was
catching up with thé demand and this exerted a downward pressure on
prices. Consumers’ %ackl@g{of demand particularly for durable goods

other than automobiles was leveling off close to being satisfied.

There was increasing resistance to higher prices. Private investment

8Survey §£ Current Business, February, 1950, p. 5.

9Gar§on9 Po Llbh,

114, p. 443
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slowed down and began to decline under the pressure of slackening
vin residentia1”constructien énd inventory depletion.

iThese factofs ali coﬁbined to bring a leveling off in the rate .
of gfowtho The recession appears merely as a pause in the econenmic
éxpansion whidh had bégun with the Second World War. It would seem
bthat the sconomy hesitated momentarily to %catch its breath" and

then;, with renewed strength, moved forward.,



CHAPTER IV
MONETARY POLICY DURING THE RECESSION

The large- increases in bank loans which had characterized the
po‘stwar period declined considerably in the last quarter of 1948,
Aléoglsalea of Government bonds by nombank investors to the Federal
Regerve System in order to use the funds for other reasons almost
came to a complete halto1

The Federal Reserve pointed tc the decline in bank credit ex-
pansion in the latter part of 1948 as one of the most significant
davelopments in recent months. They noted that "in Ogctober and No‘-
vember, the increase in business lcans was less thén one third that
shown in the same months in previous postwar yearso"2

Part of the explanation for the decline in commercial bank credit
can be attributed to the fact that businesses enjoyed an increased
supply of findd from other sources. Record high profits had allowed
expansion from retained earnings. Also, large flotationsof securi-
ties and loans from~nqnbank investors had provided substantial sums
f’or‘ business. These nonbank investors had ebtained the funds to sup~
ply to business by selling Government securities to the Federal Re~

serve Banks. The demand for credit was redused further, at this

lstatemeht on Behalf of the Beard of Governors of the Federal
Reserve System before the Joint Committee on the Economic Report,
February 14, 194G, (presented by Chairman Thomas B. McCabe), p. 3.

“Federal Reserve Bulletin, Desember, 1948, XkXIV, No. 12, 1463,
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timé9 because businéss firms postponed or cancelled capital expendi-
tures and iiquidated inventories. These facters all combined to
cause a marked downturn in business borrowing.

These developments carried into the next year and there was a
marked decline in business borrowing at commercial banks during the
fifst half of 1949, This contraction continued until August, when
loans began an expansion which continued throughout the rest of the
.yearQ. The decline in business leans was more than offset by loans
to farmers, real estate owners, and cousumerso ¥As a result total
bldéns at insured commercial banks increased by more than 500 mil-
lion dollars in 1949 to a new peak of 42.5 pillion, "’ (See Fig. 1,
p. 37)

Such were the business and credit developments which the mone~
tafyﬁauthorities faceao The economic developments of late 1948 and
early 1949 preéénted problems that had not been present in almost
ten years. Atteption must now be turned to the mometary policies
adopted te cope with this situation.

. The Boaxd of Governors stated:
- Throughout the year 1949, the general and selective
instruments available to the Federal Reserve authorities

were coordinated in a flexible program for adjusting the

uavailability4amd,cnst of credit. te the changing needs of

the economy.

Whén éownward pressures on employmentgpri@esgandbusinessa@tivity
appeared, the poiicies of the Federal Reserve shifted froﬁ a tight

poliey to easier credit conditions. Later in the year wheh there

3?hirty=$ixth.Annua1 Report, p. 16,
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was increasing evidence of business recovery, the authorities al=
loﬁéd shdrt-term money r&ﬁes to rise in -order to meet a growing de=
mand for ereditos |
As was.pointed out earliei@ the necessity to maintain the price
of government bonds prevented the Reserve authorities from follow=-
ing a very successful program of credit restraint duiing the post-
war years. Consequently, there was very little scope for an effective
reversal of polisy when the time came to ease credit eontrols., Nev-
efthelessg the authorities attempted to adapt their monetary poli=-
cies to the conditions prevailingin 1949. "By successive reductions
in reserve requirements during 1949, the Board of Governors progres-
sively eased the énti-inflationary reserve policy previously fol=
loweda"6 (See Table XIII, p. 39) This was the principal fastor
influencing the reserve fosition of member banks in 1949. Within
the four months of May through August, a total of 3.8 billioh dol-
lars worthof reserves was made available to commercial banks.. In
addition, bamk reserves inoréésed be@ausé of a returm of currency
froﬁ.circulation and a small gold inflow (8ee Table XIV, p. 40).
Most of the funds that were released by lowering reserve re-
'quirements were used to purchase short- and medium-term issues of
Government securities. Part of the funds released by the August
reductions was needed by fhe banks as increased bank deposits and
loans began about this time and continuéd througﬁout the year (See

. Table XIV, p. 40).

Emhirty-Sixth Annual Report, p. 3.

6 rpid., p. 4.



TABLE XIIIX

MEMBER BANK RESERVE REQUIREMENTS IN 9 4 g*
(Percentage of Deposits)
Net Demand Deposits _Time Deposits
E Central
Central | Reserve Reserve
Reserve | = . Country | and Country
City : Bangg Baanks Reserve Banks
Banks | ‘ City -
DATE Banks -~
In Effect :
January 1, 1948 20 20 1k 6 &
January 1, 1949 26 22 16 71 7%
Changes in 1949, Effective~-~
May 1 15 7
May 5 2k 21 9
June 30 - 20 4 6
July 1 14 6
August 1 ) 13
August 11 23% 19% -5
August 16 N 12
August 18 23 19
August 25 22% 18%
September 1 22 18
In Effect
September 1 - December 31 22 18 12 5

*Thirty-Sixth Annual Report, p. 5.
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MAJOR FACTORS AFFECTIDNG
(Billions of Dollars)

TABLE XIV

MEMBER

BANK RESERVES®S®™®

1949 .
© 1948 First Second Third Fourth v
FACTOR ; Quarter Quarter Quarter Quarter el
Factors Affecting Total Reserves: :
Gold Inflow _ LS I +0,1 +0.2 +0,1 =0,2 +0,2
Return of Currency from Circulation . +0,6 +0,8 -0.1 +0,.1 =0.2 +0,6
Treasury Cash Transactions Po=5,7 =1.4 +0.9 -0,.7 +0.4 -0.9
Federal Reserve Purchases (+) or é
Sales{=) of U.S. Government securi- |
ties in the Open Market, Net [ +6.3 -0,6 -2,2 -1.3 +0.9 =3%.3
Other Factors, Net ? -0,1 =-0,3 -0.1 =0,1 =0,3 =0,.5
Changes in Member Bank Reserves: §
Total Reserves L +2.6 =1.4 =1.3 =1.9 +0,6 =3,9
Excess Reserves i =0.3 =0,5 +0,3 =0,2 +0,2 =0.2
Required Reserves L4209 -0:8 -1.5 -1.7 +0.4 3,7
Factors Affecting Required Reserves: !
Board Action on Reserve Requirements | +3.0 _— -1.6 =2,2 -— =3.8
Deposit Changes f=0,1 -0,8 +0,1 +0,5 +0.4 +0,1

*ThirtyQSixth Annual Reportgrp, 5

0%
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There was a étrong demand for Government securities through
#ll 6f 1949, The action of the Federal Reserve and the Treasury;
allowing short-term rates to rise between mid-1947 and October, 1948,
encouraged banks to hold more short-term Government issues, and the
widespread selling ef Government bonds by nonbank holders had slowed
down considerably by the end of 194807 (For a detailed account of
"the 8wneréhip of Gévernment ..se‘rz.vu.z':"d::i.es.i see Table XV, p. 42).

Throughout the first half of the year 1949, the Fed-
eral Reserve sold Treasury bonds from the System portfo-
lio in response to market demand, primarily from nonbank
investors. These sales absorbed reserve funds released
by seasopal,4eclines,in.curre§@y and deposits and a re-
duction in Treasury balances.

Following the policy of maintaining short-term money rates for
Government securities, the PFederal Reserve would sell these short-

term securities to commercial banks as the lowering of reserve re=-

9

quirements made the demand for these sec¢urities rise,
In June of 1949, however, a change took place in their policy.

On June 28th, before reserve requirements were lowered on June 30,

xheQFederal»Open Market Committee issued the following statement:

The Federal Open Market Committee, after consulta~
tion with the Treasury, announced today that witha view
teo increasing the supply of funds available in the mar-
ket to meet the needs of commerce, business, and agri-
culture, it will be the policy of the Committee to direct
purchases, sales, and exchanges of Government securities by
the Federal Reserve.Banks withprimary regard to the general
‘business and credit situation.. The policy of maintain-
ing orderly conditions in the Government security market,
and the confidence of investors in Government bonds, will
be continued. Under present conditions the maintenance

7Thirtymsixth Annual Report, p. 7.
BIbido? p. 8.

9Ibido



TABLE XV

OWNERSHIP OF UNITED STATES GOVERNMENT SECURITIES
DIRECT AND FULLY GUARANTEED®*
(Par Value in Millions of Dollars)

Gross Debt
» &]8 Held by Banks Held by Nonbank Investors
End of 4550
Month 58T o a o _ £ £ @ | v.s. Government
- SRR 3 = —~ o — s 2.9 8w h-g Al o8 Agencies and
ng 2 o - gzg o = A g::,é oHoh Lo g Trust Funds
i 5 | 5% | 8T | 3 z HE | BE5 |S857 (2584
9 Q < @ o ) S 0% o gH
B ES QoA B 5 23 =35 o% g“’ & | Special | Public -
S 5 Ho S - 3 Issues | Issues

1948 '
September 250,564 | 252,738 | 85,913 | 62,500 | 23,413) 166,825 | 67,300 | 22,300 { 11,700 | 20,800 { 7,800 31,221 | 5,606
October 250,348 | 252,513 | 86,142 | 63,100 | 23,042} 166,371 | 67,500 | 21,900 § 11,600 | 20,700 7,800 31,223 | 5,626
November 250,444 | 252,563 | 85,806 | 62,600 | 23,206} 166,757 | 67,400 | 21,700 | 11,500 | 21,200 7,900 31,400} 5,617
December 250,630 | 252,854 | 85,933 | 62,600 | 23,333| 166,921 | 67,600 | 21,500 | 11,500 [ 21,200 7,900 31,714 | 5,603

1949 . ‘
January 250,467 | 252,656 | 84,809 | 62,700 | 22,109| 167,847 | 67,900 | 21,600 | 11,600 | 21,600 7,900 31,760 | 5,645
February 250,626 | 252,747 | 84,542 | 62,200 | 22,342| 168,205 | 68,200 i 21,500 j 11,600 | 21,500 7,900 21,804 | 5,697
March 249,593 | 251,666 | 82,288 | 60,600 | 21,688] 169,378 | 68,600 j 21,400 ; 11,600 | 22,100 8,000 31,926 | 5,737
April 249,528 | 251,553 | 82,994 | 61,900 | 21,094] 168,559 | 68,400 21,200} 11,600 | 21,700 8,100 31,833} 5,686
May 249,909 § 251,912 | 82,504 | 62,800 19,704] 169,408 } 68,700 | 21,000 | 11,600 | 22,400 8,100 31,914 | 5,618
June 250,785 | 252,798 | 82,543 | 63,200} 19,343| 170,255 | 68,800 | 20,900 | 11,600 | 22,500 8,200 32,776 | 5,498
July 251,903 | 253,902 | 83,429 | 64,900} 18,529f 170,473 | 68,900 | 20,700 | 11,600} 22,600 8,200 33,049 | 5,471
August 253,945 255,879 | 84,224 | 66,700 | 17,524 ‘171,655 { 69,100 | 20,600 | 11,600 | 23,300 8,300} - 33,358 | 5,402
September 254,783 256,709 | 84,510 66,500 | 18,010| 172,199 | 69,200 20,500} 11,600 23,300 8,100 { 33,914 ] 5,500
October 254,901 | 256,805 | 84,716 67,4001 17,316{ 172,089 | 69,300 | 20,500] 11,500} 23,400 8,100 33,810 5,477

November 255,150 | 257,011 | 84,582 | 66,900 17,6821 172,429 | 69,3001 20,400 | 11,400]| 23,800 8,100 33,829 | 5,491

*Federal Reserve Bulletin, data obtained from the following issues: March, 1949, p. 280; July, 1949, p. 832; November, 1949,
p. 1378; March, 1950, p. 350.




of a relatively fixed pattern of rates has the unde-
sirable effect of absorbing reserves from the market
at a timeldmen thg availability of ecredit should be
increased. : T
theﬁvmembéf baﬁks sought teo pur@hasé short- and medium-term Govern-
@ent securities following the reduction in reserve reguwirements of
Jﬁne 30th and July lst, the Federal Reserve refrained from selling
sécufities from the System account. "Rates on Treasury bills fell
within a few days from lmiﬁ per cent to belew 1 per wentowll A
similar drop also occurredﬁmlyieldgonx@eftifi@mﬁesu Shortly after
this, in order to restore more orderly conditions in the market, the
Federal Reserve resumed the sale of shert-term sscurities from iis
portfolioo The yield on these short=term Government securities rose
but did not reach the level prevailing before the end of Juneola
'The average yield on long-term Government bonds declined from
2,38 per cent for June to 2.24 per cent for Augusta"l3 The sales of
Treasury bonds by the Federal Reserve were negligible ié the last
ha,lf of 191}99 in contrast to sales of three billion dellars in the first
half of the year. The purpose of ' the Federal Reserve disgoﬁtinu&
ing its policy of making Government bonds available in response to
market demand was to avoid absorbing funds that might otherwise be
available for private borrowers. When conditions in the money mar=-

ket became somewhat tight, the System purchased shert-term Govern-

ment securities to meet .temporary reserve needs of member banks.

lOThirty=Sixth Annual Report, p. 8.

,llIbido

121pid., po 9

orvid., p. 1.
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During periods when there was an overabundance of funds in the short-
term money markets;a the System sold bills and certificates from
their portfelio er allowed maturing bills to be redeemed witheut
replacement;

The action of the Federal Reserve,makingshqrﬁwt@mnvawrnment
securities readily available, greatly increased the liquidity of mem-
ber banks when the reserve reguirements were reduced. Thus, when
reserve requirements were redused, these non;liquid.ﬁaservaﬁ could
be‘quickly converted into liquid short-term earning assets., This
policy together with the decline in yields on these short-term Geove
ernment securities ftended to make bank credi# more readily availa-
ble to private borrowers when their demand for credit increased in
léte summero"14 This is true becsuse in this highly liquid position
banks were more willing to loan and invest. Then, with the decline
in yieldscxrshortétérm Govern@ent seeurities, the banks sought more
profitable investment and lending opportunities in the private sec-
ftor of the econonmy.

The Federal Reserve Open Market Committee followed

a policy of monetary ease until about the middie of No=

veinber when it bescame oleal thal the radjustment period

~had endeﬁjand expansion. was beginning with renewed
strength,

UThe Fedefal Reserve Banks maintained discount rates on &li-

16

gible paper at 1.5 per cent throughout the year 1949 v This rabes

was set in August of 1948 in order to dampen the inflationary

lhThirty~Sixth Annnal Report, p. 10,

i1p54d,, p. 11

16Ibid°
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tendeneieso Since this rqte was méintained throughout the reces-
sion, the rediscéunting policy of the Federal Reserve was probably
not an expansionary factor.

In January and February, the first declines since 1945 occurred
in outstanding consumer debt (See Fig. 2, p. 46). Responding to
this situation, the Board qf Go;ernors relaxed, somewhat, the con-
trol on consumer eredit which had been reimposed September 20, 1948,
Consumer -installment ecredit terms wers eased effective March 7 and
again effective April 27, :-On June 308, 1949, the Board's temporary
égtharity to regulate consumer credit qxpipedandall contrels were
droppedol?

The expansion in installment credit, which had begun in 1945,
was resumed after February and continued throughout 1949. Install-
ment credit reached a new high level of nearly 11 billion dellars
by the end of the year (See Fig. 2, p. 46).,

. Stock market credit outstanding was clese to the lowest level
on record in February of 1949. In recognition of the undesirable
effects of this sitwation, the Federal Reserve reduced margin re=
quirements from 75 per cemt to 50 per eent on March 30, 1949 (See
Fig. 3, p. 47). WEifective_ May 16, 1949, the regulations were
amehded to permit a 25 per cent margin din the @ése of mecurities
acquired through subscription rights when certain conditions are
meto"ls | |

One additional point should be made. The availability of re=-

serves does not appear to have been a.limiting feetor during the

17Thirty=$ixth Annual Report, p. 12,
18

Ibid., p. 1k,
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MARGIN REQUIREMENTS AND THE STOCK MARKET
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recession. Not only did commercisl banks have adequate excess re-
serves, but more important, they possessed huge amounts of Govern-
ment securities. Safe in the knowledge that the Federal Reserve
would support the price of Government securities, banks held large
quantities of these securities (See Table XV, p. %2). It is evi=-
dent then, that the limiting factor in credit expansion must be at-
tributed to something other than a shortage of bank reserves,

To control the deflationary tendencies, the monetary authori-
ties depended onreductions in reserve requirements, a relaxation of
consumer credit controls, and a lowering of wmargin requlrements.
As previously mentioned, the rediscounting policy of the Federal
Reserve was not an expansionary factor during this recession.

In an attempt to encourage baﬁkéand.non»baﬂk:investors to loan
funds to private borrowers, the Fedsral Reserve allowed the yields
on Government securities to fall. Such a decline would make these
securities a less favorable investment. The decline in yields was
accomplished by the refusal of the Federal Reserve to sell from the
System account, A sharp drop in the yield on Goverament securities
resulted from this policy. At the same time this action was taken,
the Federal Reserve was also committed to a policy reguiring them
to maintain an orderly market for Govermment securities. Conse=
quently, the Federal Reserve was soon foreed to abandon this new
policy and resumed selling from the System account, thus restoring
more orderly conditions in the Govermment security market.

As can be seen from Table XIV, p. 40, the open market opera-
tions of the Federal Reserve were, on balance, deflatiomary for the

year 1949, This is true because the sales of Government securities
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&

were much greater than purchases. The open market operations de-
@féaéed fééérves by 3.3 billion dollars in 1949, Table XIV, p. 40
also inaicatesthatreductionsinx&serve requirements releaseé some
3.8 billibﬁ dollars during 1949, Thus, the reductions in reserve
requirements were gl@ost completely offset by the open market op=-

erations of the Federal Reserve.



CHAPIER ¥
SUMMARY ARD CONCLUSIONS

The recession was a time of readjustment as the supplies of
many goods were cabeching up with démandq Businessﬁen became some-
what uncertainas to the prospects for the future, and this was evi-
denced by a decline in inventory investment. It appears, however,
that the long=-run factors making for economic expansion .remained
strong.

The principal wbapon upon which the monetary authoritlies relied
to encourage expansion was a reduction in reserve reguirements. A
relaxation of consumer credit controls and reductions im margin reé
quirements were alsé helpful in mitigating the downturn. The open
market operations of the Federal Reserve, however, were deflation-
ary énd largely offset the expansionary influence exerted by reduec-
tioﬁs in reserve requirements. The rediscount rate had been raised
to 1.5 per cent in 1948 in order to dampen the inflationary pres-
sures and was not changed at all .during 1949. Alse, with member
banks in possession of adequate exscess reserves and secondary re-
.
serves, there was little use made of the opportunity to borrow from
the Federal Reserve. Thus, rediscounting played almost ne part in
bringing about the recovery.

On the basis of the information herein contained, the author

cbncludes that the menetary polisies followed by the Federal Reserve

were not of major importance in explaining the recevery from the

50
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recession. Rather, the cardinal factor was the continued strength
of the long run.expahsionafy forces in the economy.

A final remark qualifyiﬁg this conclusien seems apprepriate.
It is extremely difficult tec ascurately measure the effects on busd-
ness activity exerted by dertain monetary policies. Fer instance,
‘the inerease in business activity which can be atiributed to a re-
laxation of consumer crédit controls or reduction in margin require=
ments is virtually impossible to assess. There isalways a preblem
in that many factors operating together produte the results, and te
determine the influence exerted by each factor seems an impossible
task; Consequently, the coneclusiomns are stabéments of prébability
based on the author'’s evaluations of the data, and some margin for

error must be recognized.
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