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Monthly Review
The Postwar Price Rise

JLrices are m u c h  higher now than they were at the end of World 
War II. Because of this, there seems to be a widespread belief 
that continuing price increases are inevitable in this day and age. A 
close look at recent price history, however, reveals that the assump
tions upon which this belief seems to be based are false. Contrary 
to one popular notion, prices have not increased constantly since 
World War II. Contrary to another notion that price rigidities have 
caused the market place to lose its function as testing ground for 
products seeking consumer acceptance, recent price history demon
strates that prices still respond to the forces of demand and supply.

That prices have increased, of course, cannot be denied, as both 
the wholesale and consumer price indexes show in the chart. At the 
end of 1958, wholesale prices were about 70 percent higher than they 
were at the first of 1946, and consumer prices were up about
60 percent. Just as the increases cannot be denied, neither should 
they be minimized. The rises over the thirteen-year span since World 
War II have been large and have meant corresponding decreases in 
the value of the dollar used in wholesale and consumer purchases.

Three Definite Periods of Increase
The increase in prices, however, has not been uninterrupted. Con
sumer prices have spurted upward in three more-or-less defined 
periods—from mid-1946 to mid-1948, from mid-1950 to mid-1953, 
and from mid-1956 to mid-1958. Between the first two periods, 
prices actually declined! Stability prevailed from late 1953 until mid-

Nation's Postwar Price Increase
due to increases in three periods, shown for consumer 
prices by the shaded areas.
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1956 and has been the rule again over the last seven or 
eight months. Generally, wholesale prices followed a 
similar pattern, except they declined in 1951 and 1952. 
Wholesale prices, moreover, started to rise before con
sumer prices in the second and third periods of increase.

Advancing prices in the first two periods can be 
traced largely to the effects of war. In the first period, 
there were shortages of consumer goods because the 
nation’s productive effort had been concentrated on 
turning out military supplies for several years. Satisfac
tion of consumer wants had to be postponed, building up 
a huge potential demand for consumer goods. Moreover, 
with wartime price controls and rationing to limit dollar 
expenditures, personal savings increased sharply, thereby 
building up the means for making the potential demand 
effective. When Federal price controls were removed 
after the end of the war, the free play of these forces 
resulted in rapidly rising prices. Between May 1946 and 
August 1948, consumer prices rose 33 percent.

A similar sudden increase in demand for goods and 
services relative to the supply generated price advances 
in the second period under review. War was again the 
major stimulus. Hostilities in Korea aroused fears of 
shortages and inflation and led to increased spending by 
both consumers and businesses. The Federal Govern
ment, of course, increased its spending for national secur
ity purposes sharply. Again, a demand that was excessive 
in relation to supply was responsible for a rise in con
sumer prices. Between March 1950 and October 1953, 
prices rose 15 percent, less than half the previous rise.

The third period of price rise was not associated with 
war, and it began at an advanced stage of the recovery 
from the 1953-54 economic recession. Confidence in 
long-run economic growth had led to increased business 
spending for new productive facilities. Consumers were 
willing not only to spend current income, but to commit 
future earnings for payment of automobiles and other 
durable goods purchased on credit. Rising sales led 
businessmen to add to their inventories. As these de
mands increased relative to the economy’s capacity to 
produce, prices again rose. This time, however, the rise 
was still smaller, amounting to less than 8 percent be
tween April 1956 and March 1958.

Two-Way Price Adjustments Common
Just as broad price movements over the last thirteen 
years indicate responsiveness to changing demand and 
supply conditions, divergent price movements in recent 
months indicate that the price system is effecting changes 
in the allocation of our economic resources. Since March
1958, when the wholesale price index reached its most 
recent peak, the divergencies were concealed by the rela
tive stability in the index for all commodities.

Among 70 industrial components, price changes from 
March through December ranged from an increase of 
30 percent for hides and skins to a decline of over 5 
percent for wool products. Forty of the components 
showed increases; 20 registered declines; and 10 re
mained unchanged. The divergent price changes suggest 
that the forces of supply and demand can, despite the 
imperfections of the market, still bring downward as well 
as upward price changes.

Lesson Clear
Whether we look at broad movements over the years or 
detailed movements in recent months, it seems clear that 
prices have responded to changes in demand and supply. 
The general price increases since World War II have come 
about as a result of an imbalance between excessive 
monetary demand and a relatively short supply of goods 
and services. However, the progressively smaller in
creases in the three periods of price rises suggest that a 
gradual long-run correction has been taking place in the 
imbalance. If this is true, it seems clear that further price 
increases will be inevitable only if aggregate monetary 
demand continues to be excessive in relation to supply.

Fortunately, the American people are able to do 
something about both demand and supply. Money, being 
man-made, can be so controlled by men as to limit ag
gregate monetary demands. The will to do so is, of course, 
essential. At the same time, the tremendous increase in 
this nation’s productive capacity accomplished in the 
past provides ample evidence of our ability to do some
thing about supply. Since the nation’s supply of money 
is much easier to expand than its supply of goods and 
services, to avoid inflation, as a nation we must discipline 
ourselves to keep monetary demand in balance with our 
capacity to produce at current prices.

Philip M. W ebster

Ten Billion Dollars
On December 31, 1958, for the first time in history, 
the combined year-end statements of Sixth District mem
ber banks showed their total deposits to be over $10 
billion. Since the end of 1958 marked the tenth consecu
tive year in which deposits were greater than those of the 
preceding year, it marked a significant milestone in the 
economic growth in that part of the South served by the 
Federal Reserve Bank of Atlanta and its member banks. 
Thus, this is an appropriate time for a glance backward 
at the changes in the region’s banking since 1948.

A Bigger Business
One of our first observations is that banking in the 
Sixth District has become a much bigger business during 
the last decade. At the end of 1948, total deposits of 
member banks amounted to but $5.7 billion; at the end 
of 1958, they totaled $10.2 billion. On an average, de
posits of individuals and businesses and governments in
creased about $450 million each year, an impressive 
growth record for any business.

But the growth of 80 percent in total deposits in ten 
years does not tell the whole story of how banking has 
become a bigger business. In 1948, the customers of all 
commercial banks in the District were making with
drawals from their demand deposit accounts in the 
amount of $74 billion. By 1958, they had increased 
this sum to $174 billion. Obviously, the use of checking 
accounts increased more rapidly than deposits themselves.

The magnitude of the paper work involved in sorting 
the checks, debiting the proper accounts, clearing the 
checks, and receiving them as deposits is difficult to
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