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) Inflstion Since Koren and Banic Losn Txpansion

fnes the oultbreni of hostilisies in Heorsa on June 25, 1550 thare has
bean o signdfionnt wiee in She genorul price lavel, an inevease vhiok hes
boent accosmanied by o repid expansion In hank losss duping the last §
senths, Mh«mstmm”wobmhmlm&ﬂ this
ineresne in comsersial bank loans in the mnjor cause of the rrice #ee and
that general monetary sentrels would huve been effective sithsr in slinine.
ting the inflation or in reducing it %o & bare minfeuws,

It Lo the purypocs of Shisx mesorandun to afudy In soue deball the fe-
flation that Soek place since the Zorsen stisck, to exanies the relative
faportunse of the waricus feeters in the price rise, partieunlarly the role
pleyed hy private bank oredis,

First of sll, 4% &« Loportant %0 Sake a look »% the nusleon's scomonie
environwent immedintely befors the Yersan attask., The gountzy had largely
recoverad fron the 1945 Anventory readfuctnent yperied. During Sha firet half
of 3050 prices hod gone up slowly. he sonsuser price index rose by 35 during
this 6 wonths snd vholesale prices wers wp i, with farm rrices heading the
rise, The rice fn industrial pricecs wns less promounced, although there was
a rire in bullding saterisls and sharp rises in some metaliz and §n rubber,
he rise Sn prices wvas woconpanied by an incresse of sore than 108 in the
Foderal faserve index of industrial rrodustion during the first half of 1950
s that hy the btime of the FYorean attagk preduction hafl already eoxposded the
previcus postvar pesk asched in the fall of 104, Inventory sscumlstion
bad Yegun eurly fn the yeer and during the second quarter was rroceeding ot
& substanticl rate; sorjorate yrofite befors staxes in She sacond quarter were

v+ slready #f AR anmnal rate of over 837 Millon, Fersonsl ineese wes at an
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all tive pesk Pate af 3216 BAllton a pear during the fMret Ml of 1050, swelled
in part Wy the puyment out of the Tyesewry of $2-1/2 billion of Magionel “ervice
Mfe Insurance dividends, The desdming of apother round of wage inerenses
and the eontinuwd expansion of employamt nlso chareterized $he rariad, The
wrigually high levels of vesidmmtiol consfruation activity during the first
balf of 19950 played sn Lmpertant role in the acononin ovente of the pre-forec
periad,

Pils was owr ooonosy af the time of the Ferean atizok - un sgonosy which
was slresdy opercting af high levels of sesivity, Wishout Kores scononds
asbivity would prodably have gortinued %o expand throush the eacond half of
the year, and with eonsinued woerd preseoures on prises, “i%h Hores, hovever,
She situation was alSored sipnif{oanitly,

The Xowrean aStack sarved not only So stisulate indlatisnnry fastors which
wera oither derwwnt or wore affectively comterbdulanced in She pre-faves pericd;
it 2lse served S0 stimalete s hoet of nev Inflationury pressures, The threat
of an fmsediate alleou$ wir hud un slestrifying offect on Business men and on
conouners, in whose winds the sesordes of Yordd var II shortagos were 8111
froah, Husiness men were rarticoulerly sensitive to the situction ond 1t 444
not Sake thes lon: to ¥ealize that the lmsdrencs of Government stockpiling of
stratecio matePinis and the neods of aliftery procursasnt vare maiters of
eriticsl ispertance to thes, Spsoul:Sore sav She peint too, snd wisted no
tine in taking adventage of 4%, IS8 18 wod swrpriaing, Sherefore, that the
Burean of labor Stusistios opot index of nerized pricms for 28 key comewdities
reso by 120 within one month sfter Keorsa, The olind gontirued so 3hat Just
¢ ronths after Xoroa She Mine was almost 506, The prices of industrisl rav
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matorials led the processfon, with an inerense of eleee o 60F for the § sonths
poriod, with foodstuffs up o 14t8le less than 255, Acong specific vommodities
the price of steel garuy ross by 200 in the lest B months, Oofton was up over
308, lend ndmost 505, print eleth over Wi, shellize over 05, aottonseed oil
over 705, rosin 80%, laxd 508, wooletops over 1058, burlap over 1057, eilk
sbout 1355, Sin 1507, subbor over 1604, and Sollow 2808, Thare dv typlenlly
n significant log in the reflsotion of these yrlces in the overall indexes,
7he alover moving 5,L.%, aliecomodily index hasg, lowover, alrssdy gone tp'w
more tham 155 since Jume and thers has been a ise of 5% in coneumers prices
throuszh Decsmber alone,

These price inoreases for specific comrodities ace indloative of areas
which resyondsd eviftly %o the chenged smviromment after Xoreas, They are areas
of price inereases vhich cosurred sot negassarily as o resuls of any monetary
vhenonena dut rther as o ddveet resiit of the anticivation of rhysiosl shortages
fn thely Lot wpen thowsands of individual busineas men, It &= 5o wonder them
that Weiness inventories rose substantially during this period to new sll time
highs, daspite the sxistense of a huge Imying wave Ly consumers, The buying of
motals 1s « osae in polnS, Smeltar stoocks ¢f refined copper and lead, for
exzanle, both msached poenka for the last decade during the year Wwefore Xoreu,
By Decomber 1950 stooks of coprer had declined 775 from the peck and stooks
of lead wore down BG4S, In addisien, mine sSooks wers down 90F during the
eslendar yeoar 1950, The prospeot of shortages was uppersost in the ninds of
meny consuners se well and the decision as to shother %0 Wy o new automobile
loaded vith exfras Soday or o wald 6 monthe and eithar zet no cor st all or
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have to pay 107 sore for 1% wee reslly no decfsisn of aull,

The prinary chasnotnriatiac, then, of tha inflation oines Zorea has boom
an wmprecedentod wush for goods, No® only was price gegondary in the svents
of She reriod; means of flameing was often secondnyy tos, Ths expansion of
bank oredit 4id contribute to the inflation,and unnecesssy®y loons should have
been curtailed, Novertlmlsazs, much of this expaneion in vrices probadly would
have Saken place vAthout any exbension of henk eredit a8 all, During the
cnlendar year X450, for exemple, %otul corporste requirements for funde (ex-
clusive of adiitions %o interegorporsis receivabies mnd cavh and Govermments)
ascunted to about 628 billion, This money was required to pay for sxpenditures
on plant and squipnont, on inventoriss, and %0 o0ver the net inorense in ree
cofvadien, How wns Shiw 528 bililon of sxpansion finanesd? Alweass 520 Billion
cane directly from retained sarninge and ourrant deprsoistion allownmesn, Some
of She halanes gate from new seourity issuss, One Mllion dollars eane fyoa
new martgages, Oniy $2-1/2 Mliion came fron axpsnsion in the somseredal snd
indusirial losns mede by Danks,

Thms private banit avedit only ssenwnted for about 2 Senth of the 1950 veeds
of corporations, Had bawk grodit bDemn wnavailable more of the Skl Bididon of
eash and Govermaent scouritice hold by theae corporations would undoubSedly
hove beon wiilised, Porrowing hapraned 30 de & sizmpler snd nors comfortable
wvepne of sporosch %0 ssny corporations to neet tholr dmmediate nesds, It
waa not necessarily the only sppreagh, If the increaso in borrowing hed Beesn
out down dreastioslly thar in no sasurance Shat the rlee risss sineo Lres
would heve been wuch less drunsatic,
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Gongwhnt the same mré of analysin 48 peréinent in shamoterizing the
oonsvmar ping rush, “he deaire for soquisition of $he roods vas primary,
The faok Shat Shers wne o ssell rige is price say have besn distasSefful, bub
1% obviously offered ne ofTeotive deterroni to anyone vho bSelisved that prices
vare going % rise e¥ill fwrthar, The uocns Wy vidoh the purcheses wers
finnced was in snny cases of oven loes Smportance, Imeediate Lmposision on
July 1y 1950 of stringon$ consumer oredis contyols wuld have helped signifi-~
asntlye In 183019, howewver, even that wrndd mod have boeon adenates

Une of the Masons Wiy Shia Lo so melates S0 the U200 Billion of liguid
nesots that individuals have at the present $inmg, which prowides & ressyvoir
out of which voat abovite of conwames spsnding cait hies place without e lots
ef bank aredit exSenslion, A8 a mobSer of rederd She matesr of tumover on
detand depoaitn, on sevings ngeounts in Bodh mitual sovings besnks @l sevinge
and loan asesolntionm, and on savings bondr sll inoressed during the third
@arter conduper Mying murg, his Sumover of liyadd assets — reclly she
velooity of monay s 1% is referred to tedisionally - &8 o faoter which has
8 poSential fur inflation Mot genemliy sprrecisted,

Private bank oredit has o somewict legs lmportant mls in the esomony
Boday as eoxpaved vith years past, In contrast the role plsyed Wy seveemisated
private suvinge 4 much grestor, Vor mevmle, bafore vorld var I the tute
standing snount of private aredis axtondsd by comwreisl benies (loans plue
corporate and mmicipnl sesurdtion) was shus ogual so the total Ilguid nascla
of sl yrivate investors put together (individunle, sorporu$ions, and other
nonbenk inetitubions), Just bofore Yordd var II e 2% yeurs luter -- 1iquid
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sevots wvore thyes tines the smount of private benk arsdity nov the ratie ia
apcvesinately N-l/7 tines, The compurison onn be put anether way, In 191k
the total outiut of the acuntey wesshout 2.1/2 tlues the amount of private
bask eredit outetonding, Im 1530 A% wos aluoss ¥ Sfoes and 4% L alwont &
timon now,

Thie doee not mosn thet privete bunk orodit 2 of no significeance sny
zare and that we need not worry about $8. (uite the contrary; strenvous
afforts should bo nade %o Pestrain i%s expunsion in speaific wress. It does
nean, hovever, that private bdanic aredit fs only one of & nusber of fuctors
involved in the finanoins of the Anoreasen fnu demand for goodenduring the lust
half of 1950, 4and 4% was the dessnd fer goods wvhich was the busie cuuse of
the inflationnyy price rlses. ot She way in whieh the buying was finsnced.
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