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The new year opens upon a world in which more 
sober but more purposeful attitudes are replacing 
the emotionalism of the immediate postwar period. 
After sixteen months of peace, there is a growing 
realization that permanent attainment of the worth
while goals of world cooperation, high production, 
high employment and high income requires con
siderable planning and work, much more than 
many had anticipated in the period immediately 
following the war. These goals can be reached. 
At least that has been demonstrated with regard 
to employment and income in this nation. Perman
ence, however, is another matter.

Disturbed relations marked international politics 
throughout the first full calendar year following 
Japanese surrender. At times it has seemed that 
misunderstandings were cultivated deliberately. To 
many people it was a year of disappointment. Some 
progress has been made toward better international 
understanding, however, and the year’s end brought 
renewed hope that the nations of the world will 
learn how to live peacefully together. The United 
Nations Organization is functioning, albeit some
what haltingly, and there is more and more indica
tion that it will function on a broader scale in the 
future. As long as the representatives of the 
various nations are willing to sit down and talk 
over their common problems, peaceful solutions to 
those problems are possible. Despite the urgent 
need, it probably was unrealistic to expect that a 
world which had gone through several years of the 
most terrible war in history could pull itself to
gether overnight and present a picture of perfect

understanding within a few months after the cessa
tion of actual hostilities.

It is to be hoped that 1947 will see much greater 
progress toward mutual understanding and coop
eration. The world has shrunk sharply in relative 
size since 1939. Further growth of dangerous 
maladjustments in international affairs might well 
be fatal to the future security of organized human 
society.

In certain parts of the international field, notably 
financial and trade relationships, 1946 saw con
siderable progress made. The International Bank 
for Reconstruction and Development and the Inter
national Monetary Fund became going concerns 
and were in the immediate pre-operating stages as 
1946 drew to a close. Preliminary meetings looking 
toward the formation of an international trade 
organization resulted in agreement on general 
principles. Also on the economic front, the re
construction and redevelopment of war-devastated 
nations made real progress; at the beginning of 
1947, the world economy was in much better physi
cal shape than a year earlier. The coming year 
should see further improvement.

In domestic economic affairs, 1946 was character
ized by fitful progress. For a good part of the 
year maladjustments in relationships between labor 
and management retarded the reconversion effort 
of the economy. Other factors, such as the inevit
able difficulties of reabsorbing millions of veterans 
in the civilian labor force, the countless not-fully- 
anticipated bottlenecks of an economy shifting from 
wartime to peacetime activity, the uneven flow of
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materials, and cost-price distortions, also acted to 
produce jerky stops and starts during the transition.

Despite all these difficulties the American 
economic machine moved toward a much higher 
level of activity during 1946. In January, the 
Federal Reserve index of industrial production, 
adjusted for seasonal variation, stood at 160 per 
cent of the 1935-39 average, total civilian employ
ment amounted to 51 million people, and income 
payments were at an annual rate of $157 billion. 
By November the index of industrial production 
had risen to 182 per cent, employment was at 57 
million and income payments were at an annual 
rate of about $170 billion.

As we look toward 1947, the outlook is not any 
too clear. There are factors of underlying strength 
which would .lead one to be optimistic about the 
future. There are factors of weakness which give 
substance to the arguments of those who are pessi
mistic about the future. Probably the period im
mediately ahead can best be characterized as one 
of troubled prosperity. The outlook is loaded with 
“ ifs” and one cannot be dogmatic about the future 
until some of the “ ifs” become resolved into reason
able probabilities. Economic events of the coming 
year will demand close and constant appraisal.

TH E BUSINESS O U TLO OK

A year ago I wrote that one of the principal 
problems the country would face in 1946 was the 
danger of inflation, and pointed out that there 
were three major lines of attack on that problem. 
The first was to obtain as much production as 
possible, the second was to preserve price ceilings 
as long as demand was substantially in excess of 
current production, and the third was to encourage 
the public to continue its wartime self-restraint in 
buying scarce goods. Production increased sub
stantially but not enough to satisfy demand. For 
all practical purposes price control was abandoned 
after midyear. Finally, the public so increased its 
demand for goods that spending has reached all 
time high levels.

The result has been that we hav£ had an appre
ciable amount of inflation, and prices have risen 
substantially. Most of the rise occurred in the. last 
part of the year. In January, the over-all wholesale 
price index cjf the Bureau of Labor Statistics stood 
at 107 per cent, wholesale prices of commodities 
other than farm products and foods were at 101 per 
cent, and wholesale prices of farm products were 
at 130 per cent of the 1926 average. The con- 
sumers'retail price index (formerly called the cost- 
of-living index) was;at.J3Q per.cent oi the 1935-39 
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average with the index of retail food prices at 141 
per cent of the same base period. By November, 
the general wholesale price index had reached 140, 
the index of wholesale prices of commodities other 
than farm products and foods was at 133 and that 
of farm products was 170. The cost of living index 
had moved to 152 and the cost of food index to 
188. In other words, between January and No
vember there was a rise of 31 per cent in whole
sale prices and 17 per cent in retail prices. Between 
80 and 90 per cent of these increases occurred in 
the second half of the year.

The price situation is one of the principal danger 
spots in the current outlook. Most people believe 
that prices are too high now. But the pressure of 
heavy buying power has not yet been offset by 
sufficient supplies of goods and the retarding effects 
of high prices. Sooner or later, the balance point 
will be reached. There are several indications that 
it will be attained within a very few months. Even 
present prices are curtailing demand to some ex
tent, and some people are being priced out of the 
market. Remaining demand, however, is still 
strong enough to continue movement of goods at 
present prices and probably even at somewhat 
higher ones, but increasingly larger segments of 
the population will be priced out of the market as 
prices move up. Theorists argue that after the 
balance point is passed, prices would have to fall 
only slightly to maintain demand. Actually the 
economy does not have the well-balanced flexibility 
required for such nice adjustments. Price move
ments ordinarily are much more pronounced. The 
danger of the price situation is that the inevitable 
break may go too far, and initiate a strong even 
though temporary deflationary movement.

Another danger spot in the outlook is the in
ventory- situation. The dollar value of stocks of 
goods has been growing at a substantial rate in 
the last few months. At the end of November, 
1946, the total value of inventories of manufac
turers, wholesalers and retailers was estimated at 
$35 billion as compared with, $27.6 billion in No
vember, 1945. Much of this increase reflects merely 
higher prices but-some represents a gain in physical 
volume.

Viewed against the. current level of production 
and sales, present inventories in the aggregate not 
only are not excessive but would have to increase 
substantially ;to, becpme adequate. In physical 
volume inventories are. billy about 15 per cent above 
the immediate: pre-war level, while retail sales and 
industrial, output(bbt.h,irt physical .terms), are 60 
and 80 per cent, respectively,. above that level,. ,
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The danger in the inventory picture is that if 
demand slackens because of satisfaction of wants 
or resistance to high prices, many inventories now 
apparently inadequate would become ample. Thus 
continuation of inventory accumulation could very 
quickly lead to excessive stocks of goods, which 
might force liquidation and result in fairly large 
losses. It might be noted here-also that regardless 
of what happens to demand the present rate of 
inventory accumulation cannot be maintained in
definitely, and when it slackens an important stim
ulus to business activity will be moderated.

On the favorable side there is the tremendously 
high level of potential demand both for'consump
tion and for investment. * This factor makes the 
long-term outlook good. There is sufficient demand 
for housing, for new plant and equipment, for 
consumer goods and for export to maintain a high- 
level of production and employment for many 
years if that demand can be made effective. It will 
be effective if prices are reasonable, for it is backed 
up by substantial purchasing power coming from 
high levels of current incomes and a very large 
volume of savings. These are being reinforced by 
increased private borrowing.

Another favorable factor which appeared gen
erally in the second half of 1946 and may be ex
tended into the future is the gradual smoothing of 
the production process resulting from more regular 
materials flow. This has permitted more efficient 
utilization of workers. Labor productivity is show
ing some signs of increasing after the very low level 
reached in the early part of 1946: Real progress 
in that direction is possible in 1947 if the nation can 
avoid crippling strikes such as slowed down pro
duction in early 1946. The test will be determined 
by the way labor and business management an
swer the two most important “ if” questions that 
confront them. The nation’s economy can improve 
and maintain its rate of business activity only if :

(1) Organized labor recognizes in practice the 
truth that higher real wages can only come from 
increased worker productivity which makes 
lower prices possible; and
(2) business management shares the fruits of 
increased productivity promptly and fairly with, 
workers in increased wages, and with consumers 
in lower prices.

If these principles are followed, the factors of 
strength appear to outweigh those of weakness in 
the 1947 outlook. With rational behavior, 1947 
might then be marked by a rise in activity in the 
first part of the year, followed by a cdrrective re

adjustment in the latter part. The long-run out
look at present is for a high level of activity for 
several years. The readjustment that seems prob
able, however, could become a major deflation
ary movement. Whether it does depends in large 
measure upon how far the upswing carries us and 
how badly adjusted the economy is at the peak.

TH E PO SITIO N  OF AGRICU LTURE

One of the most vulnerable segments of our 
economy is agriculture. The immediate outlook is 
for a much sharper readjustment in agriculture than 
in the balance of the economic structure. Over the 
longer pull agriculture is in for fundamental and 
far reaching shifts if it is to maintain a condition 
of prosperity.

During 1946 the farmers of this nation produced 
the greatest amount of food and fiber in history in 
response to worldwide food scarcities. In a sense 
the American farmer continued on a war footing 
throughout the year. He worked long hours and 
his production was as vital to the public welfare as 
it was in the years of actual fighting.

He also reaped great benefits. Farm income 
has never been higher, for along with record-break
ing output have gone very high prices. At the 
close of 1946 farm prices were two and one-half 
times their prewar level. The parity' ratio, calcu
lated by the Department of Agriculture for all crops 
and livestock, stood at 124 on November 15.

The current high price structure of agriculture 
and prospective shifts in demand make it vulner
able to sharp readjustment. Continuance of heavy 
production is almost inevitable unless the weather 
is unfavorable. Traditionally the output of Amer
ican farms has been close to capacity year in and 
year out, with weather accounting for most of the 
deviation from the long time upward trend in 
production. The substantial rise in output during 
the war years represented in large measure the 
fruition of efforts to build up capacity in the inter
war period aided by particularly favorable weather. 
If the pattern of history is followed, agriculture will 
continue to produce in the future (allowing for the 
weather factor) considerably more than it turned 
out in the immediate prewar years.

Both domestic and foreign demand for farm 
products should be at a very high level in 1947, 
but probably not at the point to hold the present 
price structure unless crops are short because of 
weather. Much of the rise in prices last fall 
stemmed from temporary factors, and even con
tinuance of current demand hardly will hold prices 
at their recent high level. Any falling off of demand
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then would weaken further the farm price level, 
which is very sensitive to changes in demand.

This does not necessarily mean that farm prices 
would fall below the point where farming in gen
eral would become unprofitable, although readjust
ments in farm prices always seem to run too far. 
It does mean, however, that a substantial decline 
is likely to take place.

This is the immediate situation confronting 
American agriculture. The farmer is also faced 
with the necessity for making longer term adjust
ments upon which his whole future turns. The 
farm problem in many areas and in many crops has 
been one of overcrowding; too many people have 
been concentrated in regions devoted mainly to 
one-crop farming for the bulk of them to earn a 
standard of living comparable with that enjoyed 
by workers in other lines. Such a condition in
evitably means low productivity per worker and 
low per capita income.

In the war years about 5 million people left the 
farms for military service or nonagricultural pur
suits. This draining off of surplus population plus 
the higher output at higher prices raised per capita 
farm income in 1945 to three times the amount in 
1940, and brought it into better balance with non
farm per capita income. Average farm per capita 
income still remains, however, only half as large 
as nonfarm per capita income.

The current trend, and probably the future trend, 
is toward a high level of production achieved by 
relatively fewer farm workers who on the average 
will command the use of increasing amounts of 
capital in the form of more and better machines and 
a larger acreage per worker. Better balanced farm
ing, better soil use, increased use of fertilizer and 
lime, and particularly the advance of mechaniza
tion on the farm point to the possibilities in this 
direction. But these developments will call for cor
responding adjustments in our industry, commerce 
and services. The surplus farm population, as it 
becomes available, will need to find occupation in 
productive nonfarm pursuits, which emphasizes the 
importance of a high level of nonfarm activity, and 
of a high degree of industrial decentralization to 
avoid excessive population shifts.

Since the war, some 2 million people have re
turned to agriculture. Some of these were needed 
to replace women and older men who had been 
carrying on during the war. However, there is 
danger if the movement back to the farm is over
done. The reproduction rate of the farm popula
tion traditionally has been far more than adequate 
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to replace itself. Population growth from this 
source, supplemented by the numbers of farm 
workers released by increased individual produc
tivity on the farms, might result relatively soon in 
another era of low per capita farm income, so- 
called “ overproduction’*, and farm product sur
pluses that could only be absorbed at prices un
profitable to fanners.

R EG IO N AL D E V E LO PM E N T

Since the Eighth Federal Reserve District is pre
dominantly agricultural, whatever happens to agri
culture in the year ahead will strongly affect the 
general welfare of the district as a whole. There
fore the problems that face farming over the long 
pull are also very real problems for this region.

For the immediate future there is little the dis
trict can do to alleviate the effects of the probable 
decline in agricultural prices and the attendant drop 
in farm income. At the same time those effects 
will not be as pronounced in 1947 as they would 
have been earlier. During the war years consider
able advancement in industrialization took place in 
this region and a sizable share of new industry 
went into areas that previously had been almost 
exclusively agricultural. Since the war ended, a 
great deal of work has been done to promote new 
peacetime industry throughout the district. A  re
cent article in this Review called attention to the 
progress made in the three southern states of 
Arkansas, Mississippi and Tennessee. Other sec
tions have also been at work and have attracted 
new enterprises.

This increase in nonfarm activity should prove 
to be an important cushion for any unfavorable de
velopment that may occur in agriculture. In ad
dition, the considerable advance toward crop and 
livestock diversification and toward better balanced 
farming in general should lessen any shock that 
tended to be concentrated upon only a part of the 
farm production front.

In the long run there is a great deal the district 
can do to stabilize its economic life. There is no 
thought of course, of attempting to insulate the 
district from nationwide economic developments— 
the economy is too interdependent for that—but 
there is the possibility of better balance within the 
district which will make economic shocks less un
settling here. The movement already under way 
in this area to balance agriculture with industry 
holds great promise for the future.

The Federal Reserve Bank of St. Louis is deeply 
interested in this program of regional development 
and hopes to aid in its promotion. During the
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past year, the bank, acting with state bankers’ 
associations, state universities and Government 
agricultural agencies, sponsored a number of meet
ings aimed at promoting a balanced farm program. 
In the future it would like to increase its extension 
activities to cover the whole field of regional de
velopment. Its research program is already geared 
to this ideal as recent articles in this Review have 
indicated.

It should be stressed that this concept of a pro
gram of regional development is based upon the 
ideas that a fruitful approach to national problems 
can be made at the regional level, and that the 
national economy can do no better than the sum of 
regional attainments allows. In other words, na
tional stability is not possible without regional 
stability for the same reason that a chain is no 
stronger than its weakest link.

BAN K IN G IN 1947

The major factor affecting banking during 1946 
was the Treasury redemption policy. Between 
March and December the Treasury retired about 
$23 billion of maturing Government securities, 
most of which were held by the banking system. 
The funds used for this debt retirement came 
largely from drawing down the very high War 
Loan balances that had been built up in the Victory 
Loan Drive at the close of 1945.

The retirement of this volume of debt led to a 
reduction in total deposits of the banking system. 
This action reduced the supply of money and hence 
technically reduced inflationary forces. Actually it 
merely eliminated inactive deposit balances which 
were not going to bid up prices anyway. It did, 
however, have a deflationary effect through exert
ing pressure on bank reserves and reducing the 
short term holdings of the commercial banks.

The deposit decline resulting from the debt re
tirement program was offset in part by an ex
pansion in bank credit to private borrowers. During 
the year total loans of the commercial banking sys
tem increased by about $5 billion. The rise in 
total loans occurred despite a substantial decline 
in loans on securities. Because of this loan ex
pansion and also because some of the retired debt 
had been held by nonbank investors, deposits of 
individuals and businesses increased during the 
year. At the close of 1946 total commercial bank 
deposits amounted to about $135 billion as com
pared with $150 billion a year earlier. All of the 
decline came in Government balances— non-Gov- 
ernment accounts were higher at the end of 1946 
than at the end of 1945.

During the coming year, if there is further debt 
retirement it will have to come from budget surplus 
rather than from existing War Loan balances which 
now are just about at a normal working level. 
There is some indication that receipts of the Gov
ernment will exceed expenditures, but the surplus 
for 1947 will be smaller by far than the volume of 
War Loan accounts at the beginning of 1946.

Most of the bank deposit expansion which 
occurred during the war years resulted from in
creased bank holdings of Government securities, 
and any major decline in deposits in the future 
must come from a reduction of the outstanding 
Government debt held by banks. The decline in 
bank-held securities could be larger than the net 
decline in the debt since funds derived from sales 
of special Treasury issues and other nonmarket- 
able securities (particularly savings bonds) can be 
used to retire maturing issues largely owned by 
banks. The total decrease in bank-held securities, 
however, undoubtedly will be much less than in 
1946. Any reduction from this source could well 
be offset in large degree by further private credit 
expansion and by the action of other factors that 
tend to raise deposits.

Despite the reduction of about $15 billion in 
total deposits during 1946, bank earnings apparently 
were at a record level. Most of the earning assets 
that were retired were % per cent certificates of 
indebtedness and the new earning assets that were 
added were higher yielding bank loans. Despite 
rising expenses, net earnings after taxes in 1946 
were higher than in the previous year.

Roughly the same situation with regard to earn
ings assets seems likely to obtain in 1947, and 
reduction in deposits, as noted, is likely to be very 
small. In other words, bank earnings during the 
coming year should not be much different than in
1946. Expenses seem likely to increase further, 
however, so that net current earnings, while still 
high, probably will be lower than in 1946.

This outlook applies to the entire banking sys
tem. There may be some shifts in deposits within 
the system so that a particular bank will be in 
better or worse position than the average in the 
coming year. Even here, however, the change 
does not seem likely to be of any great magnitude. 
In 1946, shifts in deposits were fairly small, al
though there was a gradual movement from the 
rural banks to the urban institutions. As goods 
become more available, this shift is likely to con
tinue but it may be offset to some extent by the 
drawing down of bankers* balances, a development 
that occurred in 1946.
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On balance, then, the outlook for banking during 
the coming year is for stability, and banks should 
be able to strengthen further their capital posititpns 
and in general make themselves better able to meet 
such problems as do occur in the years that follow
1947.

In addition to this, banks can perform a signal 
service to the economy as a whole by scrutinizing 
carefully the demands for credit that come to them. 
Credit to finance productive enterprise is desirable 
and will aid in easing the current price situation. 
Credit to promote speculation will merely add fuel 
to the fire already raging under prices and should 
be discouraged. By so doing the banks will serve 
both their communities and themselves, for credit 
expansion in speculative fields could lead to unten
able positions from which inevitable adjustments 
would produce losses to the economy in general 
and to the banks. The fields in which banks 
should be particularly careful in their appraisal of

loan applications are those for inventory accumula
tion, real estate and consumer credit.

Other ways in which banks can be of service 
to the nation in the coming year are to provide wise 
counsel to the financial authorities and to avoid in 
so far as possible further monetization of the public 
debt by bidding up security prices and shifting se
curities from nonbank to bank investors. This 
movement, which was fairly pronounced in the 
early part of 1946, largely has subsided as the re
demption program put pressure on bank reserves. 
It should continue dormant in the year to come.

In summary, 1947 begins with many questions 
about its developments unanswered and for the 
moment unanswerable. It may be a year troubled 
in itself but decisive for the future. Its course will 
depend largely upon the amount of good sense and 
hard work the people of this nation and the world 
are willing and able to apply in their respective 
fields.

Survey of Current Conditions
The immediate effects of the coal strike late 

in November proved to be less serious, in terms 
of lost production, than had been anticipated at 
the time the miners walked out, but only because 
the duration of the coal strike was considerably 
shorter than was originally expected. Although 
production schedules in most industries were cur
tailed to some extent, the full impact of a lpng 
strike upon the industrial structure fortunately was 
avoided.

Resumption of operations in the soft coal fields 
removed, temporarily at least, the major existing 
barrier to further gains in over-all industrial output. 
The fundamental issues involved however were not 
resolved and the problem was merely projected into 
the future. A solution to these and other industrial 
issues, economically feasible and mutually accept
able to labor, management and the general public is 
still to be found.

As has been pointed out previously in this Re
view, labor-management disputes are far from being 
the only factor which has prevented smooth func
tioning of the economic system in the past year. 
Correction in all of these factors is necessary to 
maintain uninterrupted production, The con
sequences of operating an industrial system, which 
depends on close coordination between all its pa,rts 
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for its effectiveness, on a stop-and-start basis, are 
apparent. They are evident in the spotty character 
of inventories, in all stages of production and at 
all levels of distribution. They are reflected in 
distorted price relationships and in the productivity 
of employed workers. They are to be seen in un
finished houses and reflected in housing plans that 
canncrt be put into operation.

To a considerable degree, the maladjustments in 
the economic system tend to feed upon themselves 
and. produce further maladjustments. This makes 
it all the more necessary to correct existing distor
tions in so far as possible before they become worse, 
which would make the inevitable readjustment 
more severe.

EMPLOYMENT

The general level of nonagricultural employment 
in the Eighth District rose in November, largely 
in'response to seasonal requirements o f trade and 
service establishments and to increased activity 
in the meat packing and other food processing in
dustries during the month. Although some manu
facturing workers were kid off late in November as 
a result of the coal strike, most of these reductions 
in working forces proved ’to be temporary and in 
only ;a, relatively; few cases lasted longer . than a 
day or two.
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