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September 30, 1947

m e m o o t d b m fo r  th e  p re sid e n t

FROM: The C ou n cil o f  Economic A d visers  

SUBJECTS Third Quarter Review

The th ir d  q u arter o f  1947 p resen ts on the su rface an economic 

p ic tu r e  which continues the favo ra b le  im pression o f the f i r s t  h a l f  o f  

t h i s  y e a r  and o f  the y e a r  1946.

THE QUANTITATIVE V IM  

C iv i l ia n  employmen t has continued c lo se  to  the 60 m illio n  l e v e l  

a tta in e d  in  June ( l a t e s t  f ig u r e 59*9 m illio n ) .  A g a in st a normal season al 

red u ctio n  in  a g r ic u ltu r a l la b o r, we are seein g a marked in crease  in  

t e x t i l e  and apparel employment. The in cre a se  in  number o f housing s t a r t s  

during the th ir d  q u arter a ls o  promises a l onger-tfaaa-normal exten sio n  o f  

b u ild in g  tra d e s la b o r in  the fou rth  q u a rte r. The o v e r a ll  number o f  claim s  

fo r  unemployment b e n e fits  i s  now a t  the lo w est l e v e l  s in ce  s h o r tly  a f t e r  

the end o f  the war.

Production indexes have m aintained a h igh  l e v e l ,  though n o t  

f u l l y  up to  marks s e t  in  the* f i r s t  q u a rte r. Advances have r e c e n tly  been 

r e g is te r e d  in  such im portant in d u s tr ia l in d ic a to rs  as bituminous c o a l,  

petroleum , s t e e l ,  e l e c t r i c  power, motor v e h ic le s ,  and f r e ig h t -c a r  lo a d in g s .  

Motor v e h ic le  production and f r e ig h t -c a r  load in gs r e g is te r e d  h igh s f o r  

the y e a r  durin g September, end e l e c t r i c  power produ ction, by c ro ssin g  the  

mark 5 b i l l i o n  k ilo w a tt  hours, r e g is te r e d  an a l l- t im e  h ig h . On the o th er
I

hand, a g r ic u ltu r a l co n d itio n s have been l e s s  fa vo ra b le  sin ce  l a t e  sp rin g ,  

so th a t  the index o f  a g r ic u ltu r a l production i s  m oderately down.
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Purchasing powey has reflected the high l e v e l  o f  emplqynaent 

and production* .With strikes or other work stoppages r e l a t i v e l y  few  

and brief, the substantial wage advances granted in  im portant in d u s tr ia l  

areas during the first half o f  the year have been reflected in  an 

increase of wMfers} spending money. The sharp advance in  p r ic e s  o f  

many agricultural products has brought farm income to  a record l e v e l ,  

and the high rates o f  earn in gs over most o f  the in d u s tr ia l  area have 

sustained l i b e r a l  spending for p la n t and su p p lie s  and have perm itted  

an increase in dividend disbursem ents. Cash income from current  

operations has been augmented by continued d r a fts  on sa v in g s , the  

cashing of terminal leave bondsJ^and exten sio n  o f  c r e d it  a t  home, and 

by the inflow from fo r e ig n  co u n tries which have needed to  draw down 

t h e ir  dollar balances to  meet p ressin g import needs. The fr e e  flow  

of monetary purchasing power in  the fa c e  W H shortage o f  some goods, 

particularly agricultural prod u cts, has been r e fle c te d  in  a marked 

advance in the gen eral p r ic e  index, e s p e c ia lly  during the l a s t  two 

months •

THE QUALITATIVE ANALYSIS 

When we look below the su rfa ce  m an ife sta tio n s o f  con- 

tin u in g  p ro s p e r ity  during the th ird  q u a rte r, the p ic tu r e  i s  much 

l e s s  re assu rin g* While i t  i s  n o t a cause fo r  immediate alarm or  

panicky a c tio n , i t  does demand sober co n sid eratio n  o f  the probable  

trends during the fou rth  q u arter o f  1947 and o f what ste p s  should be 

taken to  a d ju s t  o u rse lv e s to  th ese tren d s as they may be p ro je cte d  

in to  194# •
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and la b o r  in p u t* While the number o f  jo b s  hasm awatV > iiirim nr ny v
jo b s

been s a t is f a c t o r y ,  these/have not been as r e g u la r  as would have been 

B «*eces3ary to  a t ta in  f i l l  production. This has been due in  p a rt to 

labor-management f r i c t i o n  r e s u ltin g  in  work stoppages. But more 

s e r io u s ly  i t  has been due to  shortages o f  m a te ria l and, back o f  th a t ,  

to  shoisfea f̂es o f  equipment«,

Production and i t s  l im it in g  f a c t o r s * T h is b rin gs us inm edi- 

a t e l y  to  the d isa p p o in tin g  co n d itio n s o f  n a tio n a l production which have 

developed in the th ird  q u a rte r. On the sid e  o f  a g r ic u ltu r e , t h i s  un-
•WSBiTimim-lUiF

toward development i s  due p rim a rily  to ad verse weather c o n d itio n s. The 

number o f  farmers and the time devoted to  farm work has been ample, and 

m a te ria ls  and equipment have not  shown any c r ip p lin g  shortage (though 

there has been some t ig h tn e s s  in  the f e r t i l i s e r  supply and farmers are  

s t i l l  e a g e r ly  tak in g  improved equipment a s  f a s t  as i t  becomes a v a i l a b le ) • 

On the in d u s tr ia l s id e , however, we have encountered sons© 

unforeseen lim ita tio n s  in  the process o f  co n ve rtin g  from war production  

t  f u l l - s c a l e  peace production on a l e v e l  o f  high e f f i c ie n c y .  In d u s tr ia l  

techn ology s e ts  i t s  own pace, and the new equipment  provided to  g iv e  men 

employment i s  o f  the most e f f i c i e n t  k in d . I f  th a t i s  n o t a v a ila b le ^  

men are p a r t i a l l y  id le  ra th e r than used f u l l  time a t  low er e f f i c ie n c y .

The f i r s t  rush o f  reconversion was am azingly r a p id . Where the same 

p la n t and equipment could in  the nain m erely be rearranged to  produce 

a d if fe r e n t  d esig n  or product, the aiange was la r g e ly  a m atter o f  or­

g a n iza tio n  and m anagerial s k i l l .  Likew ise* procurement o f  the e a r ly
■ uJUllliiHBB

in stalm en ts o f  new equipment encountered no g re a t d i f f i c u l t y .  But 

now we are fin d in g  th at the problem i s  n o t lim ited, to  opening the
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l a s t  o f  the b o ttle n e c k s, but in vo lve s d e la y  a t  l e a s t  in  providing an 

ample supply o f  b a sic  m a te ria ls  and cf c r u c ia l  typ es o f  equipment,

—  n o tab ly  r^ilwa^ r o ll in g  sto ck  and power in it s  and ste e l-p r o d u c in g  

c a p a c ity ,

S t e e l- u s i ‘*.g in d u s tr ie s  have n ot been able to  keep up to  f u l l  

producfETSn schedules because o f  d e la y s  in  g e tt in g  r eeded s t e e l .  To 

some e x te n t tu is  shortage has fun?- ished t'-'e opportunity to  use more o f  

our aluminum c a p a c ity , vhich had been ov re .panded by war demands. 

Probably alumintSTuse w i l l  become e s ta b lis h e d  in  p a rt o f  t h is  expanded 

area and thus permanently reduce the need fo r  s t e e l  c a p a c ity  in a 

s t a b il iz e d  high employment economy. But in  the area where s u b s titu tio n  

o f aluminum, p l a s t i c s ,  'ilmtood« or oth er a t e r i a ls  i s  n o t o s s ib le ,  

there i s  s t i l l  a demand fo r  s te e l  which i s  n o t bd n ; c u r r e n tly  met.

T h is r e s u lts  in  both lowered production in many dependent in d u s tr ie s  

and higher p r ic e s  a t  i n i t i a l  poin ts^  which co n trib u te  str o n g ly  to  

the g en eral in f la tio n a r y  pressure,

I t  i s  q u ite  p o s s ib le  th a t th ere  w i l l  be production cutbacks in  

the s t e e l  in d u stry  during the w in ter months due to  sh ortages of  

(a) c o a l,  (b) scrap m e ta l, a n i/o r  (c) p ig  iro n . Any shortage o f  

co al would be due to shortage o f  co al c -r s  to  brin  • i t  from the 

mines. C a r -b u ild in g  has been la g  in g  fo r  la c k  o f  s t e e l ,  Shortage o f  

scrap would be due to  the permanent lo s s  o f  s te e l  products as a r e s u lt  

o f  the war and to  the h igh  r a te  o f  use in  a f u l l - s c a l e  peacetim e economy. 

I t  r a is e s  the question whether p ig  iron a p a c ity  i s  now being .yovi-ded in

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 5 -

s u f f ic ie n t  amount to  n eet c le a r ly  fo re se e a b le  needs o f a s t a b i l iz e d

economy, Whatever the answer to  th a t  q u estio n , i t  i s  e vid e n t th a t

new b la s t  furnaces cannot be brought in to  op eration  to  eoabat p o ssib le

sh ortages t h is  w in te r, and a ls o  th a t  withdrawal o f  s t e e l  now to  b u ild

steel-m ak in g f a c i l i t i e s  would fu r th e r  aggravate the present s c a r c ity *

The shortage o f  railw ay equipment a f f e c t s  the movement o f

g ra in  and oth er farm products as w e ll a 3 c o a l and in d u s tr ia l m a te ria ls,

I t  r e f l e c t s  the h igh  r a ts  o f  wear on r a ilr o a d j e n ta ile d  by th e  war
ra ilw a y c a p a c ity

e f f o r t  and a ls o  r a is e s  the q u estio n  o f  ju s t  v h a t/ is  needed fo r  a f u l l

production economy and how i t  can most econom ically and prom ptly be 

provided.

There i s  g re a t d iffe r e n c e  o f  view as to  what ra te  o f  c a p it a l  

form ation would be needed fo r  su stain ed  h ig h -le v e l  production and what 

would c o n s titu te  boon-time overexpansion. The C ou n cil o f  Economic 

A d visees i s  stu d yin g the q u estio n  o f -la n t c a p a c ity  in te n s iv e ly

in  cooperation w ith a l l  government a g en cies and the ap propriate manage­

ment o rg an iza tio n s* Meanwhile* we have to ap p raise the r e s u lts  o f  

sh ortages In in d u s tr ia l f a c i l i t i e s  which cannot be im m ediately r e lie v e d  

T h is brin gs us to  b r ie f  comment on the Nation* s purchasing power s itu a ­

tion^ which i s  ch a ra cte rize d  by the la g g in g  o f  p h y sic a l supply behind 

monetary demand.

Purchasing power high but u n sta b le . The F ir s t  Economic
ttmmmfmtmmmammmaS *  niiiT i.Trrc g a ^  i<—rr->*fw w^esxarw «<— wrrw,-»-wchrar'i, rma.t: i»  .r

/r
Report o f the P re sid e n t addressed i t s e l f  to the ;.»ossibiiity th a t  a (£

~ AP&S AN°
,5 .  RECORDS

d e fic ie n c y  o f  purchasing power in  the hands o f  consumers m ight d e v e lo p  A3!v" 

b fo r e  the c lo s e  o f  194-7« This a n a ly s is  was based on the assumption

AlhM

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



th a t  crop co n d itio n s would be as favo rab le  as those of* 194-6. and 

t h a t  in d u s tr ia l p r o d u c tiv ity  would r is e  s u b s ta n tia lly  in  the course  

o f  tks&Hfear. I f ,  then, wages and p rice s were to  continue a t  the  

l e v e l  o f  January 19-46, we foresaw  a shortage o f  consumer purchasing  

power which, u n le ss co rre cte d , would lead  to c l o s e d  markets and 

subsequent psyadnctlon cutbacks and a g e n e ra lly  recessio n ary movement.

The type o f  c o rre c tio n  suggested in th a t  rep ort was the
i

b rin gin g  up o f  wages a t  the low er end o f the wage stru ctu re  w h ile  

r e fr a in in g  from fu rth e r  advances in  the h ig h er b rackets which would 

fo rce  p rice  in cre a se s or prevent d e s ir a b le  p r ic e  re d a c tio n s. The 

major adjustm ent to  be hoped fo r  i f  we reached h ic h - le v e l  production  

by the end o f the y e a r  was  ̂ in  general^ downward redu ctio n s o f  p r ic e s  

to  perm it ready market absorption  o f t h is  maximum product. We 

recogn ized th a t ,  even w ith good cro p s, farm products could not be 

expected to  f a l l  much in the com p etitive  market during t h i s  year*

On the in d u s tr ia l s id e , i t  appeared th a t, w ith  low u n it -c o s t  derived  

from e f f i c i e n t  equipment and h ig h -c a p a c ity  o p e ra tio n , p r o f i t  margins 

could be narrowed and p r ic e s  c o m p e titiv e ly  lowered to  a p o in t which 

would put t h is  maximum volume w ith in  reach o f  current?disbu rsed  

consumer incomes.

The M id-Year Economic Report had to  record the f a c t  th at  

t h i s  vo lu n tary adjustm ent had n o t taken p la ce  excep t in  sm all me*j,3ure 

but t h a t ,  meanwhile, purchasing power o f wage earners had been

strengthened by s u b s ta n tia l in cre a se  in wage r a te s  over a con sid erable
i

in d u s tr ia l  a r e a , and business purchasing power haa been b u ttre sse d
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high r a te s  o f  p r o f i t  and ample c r e d it .  This p r o f i t  s itu a tio n  in  turn  

had sharpened wage demands.. A g r ic u ltu r a l p r ice s  had r is e n  more than 

those o f  manufactured goods and c o s t  o f  l i v i n g  had r is e n  s u b s ta n tia lly .

U^hile t h is  was not the type o f  adjustm ent which had seemed 

to  the C ou ncil isost wholesome and e f f e c t i v e  in  the lon g run, i t  was 

reco gn ized  th a t, in  a fr e e  e n te rp rise  econou$r in  a trou b led t r a n s it io n  

p e rio d , we have to  * f e a l  our way towards a workable s e t  o f  p r ic e  r e l a ­

tio n s h ip s 1" and th a t i t  would not be im possible to  keep going on the  

b a s is  o f  th ese adjustm ents pending more s a t is f a c to r y  c o n d itio n s. These 

adjustm ents would be r e fle c te d  in  a h igh er p r ic e  l e v e l  than would have 

developed from the typ e s o f  adfsstm ent proposed in  the f i r s t  Economic 

R eport,

In the th ir d  q u a rte r, d is tu r b in g  p r ice  advances have been 

resumed* Marked p r ic e  in cre a se s were r e g is te r e d  in co a l and s t e e l .

Other p r ic e s  have a ls o  r is e n , p a r tic u la r ly  fo r  food commodities*

The r e a l  purchasing power o f  many groups o f  consumers has consequently  

dropped. Q uite a sid e  from the funds made avella^ T e fo r  purchase o f  goods 

f o r  fo r e ig n  shipment, a rapid expansion o f  c r e d it  to  consumers and o th ers  

and a la r g e  amount o f  d is s a v in g  have been drawn upon to  support p r ic e s  

f a r  out o f  l in e  w ith  dom estic buying power based on eiirreni^aa r n in g s .

Hence, the economic ten d en cies which gave cause fo r  a tte n tio n  e a r l i e r  

in  the y e a r  g iv e  cause fo r  in cre a sin g  concern now.

The presen t p r ic e  s itu a tio n , p a r tic u la r ly  w ith  re sp e ct t o g  eln g  

food p r ic e s ,  c re a te s  th re e  dangers which can be ch a ra cte rize d  as immediate 

and s e r io u s . F i r s t ,  the in cre a sin g  c o s t  o f  l i v i n g  th rea ten s to  gen erate  

another s e r ie s  o f  wage demands in  urban a re a s, le a d in g  e ith e r  to  in d u s tr ia l
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stoppages and ctirtailm ent o f  production (w ith a fu rth e r  harm ful impact 

upon p r ice s) or to  a  w age-price s p ir a l  th a t would introduce new i n s t a b i l i t y  

and u n c e r ta in tie s  throughout the economy. Second, the p resen t h igh  c o s t  

o f  l i v i n g ,  even i f  i t  does not c3.imb s t i l l  h ig h e r , imposes such discom­

f o r t  or p r iv a tio n  upon m illio n s  o f  fa m ilie s  in  the lower p a rts  o f  the  

income stru c tu r e  th a t  i t  i s  a source o f  nationw ide d isco n te n t which 

cannot f a i l  to  produce serio u s economic rep ercu ssio n s. Third, the p r ic e  

s itu a tio n  could jeo p ard ise  p u b lic  acceptance o f  the fo r e ig n  aid  program 

and make each d o lla r  o f  fo r e ig n  aid  worth l e s s  to  the r e c ip ie n t  in  terms 

o f  buying power.

NEED OF POSITIVE ACTIOS 

While redu ction  o f  the s c a le  o f  fo r e ig n  r e l i e f  would undoubtedly 

ease the s tr a in  o f  our own economic adju s t ment, i t  would n ot so lv e  any o f  

i t s  b a s ic  problem s. ^Moreover, we must assume th a t  t h i s  aid  w i l l ,  fo r  

c o n tr o llin g  reasons o f  n a tio n a l p o lic y ,  be continued a t  or about present  

l e v e l s .  The e f f e c t  o f  such a program w i l l  be q u ite  as much th a t  o f  a 

continued but temporary prop to  the dom estic market as th a t  o f  an addi­

t io n a l  s t r a in . In  f a c t ,  the new program, in  a l l  l ik e lih o o d , w i l l  be l e s s  

o f  a s tr a in  on th e gen eral econosgr than the ex p o rt program o f  the p a st,

I t  w i l l ,  however, impinge p a r t ic u la r ly  on food, f u e l ,  s t e e l ,  and a  few  

oth er commodities which happen to  be in  sh ort dom estic su pply. T h erefore, 

we b e lie v e  thatj> in  the in te r e s t  o f  the dom estic econongr as w e ll  as the  

need o f  rendering e s s e n t ia l  aid  to  fo re ig n  c o u n trie s, a p o s it iv e  program 

o f  a c tio n  i s  required to  d e a l p a r t ic u la r ly  w ith th e se  areas o f  acu te  

sh o r ta g e .
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..... The crux o f  the whole m atter is *  o f  cou rse, to  be found in

the a g r ic u ltu r e !  s itu a tio n , Here we th in k  the o n ly s a fe  assumption 

I s  t h a t  crops in  194& w i l l  be below the high l e v e l  o f  the f i r s t  h a l f  

o f  19 4 7, when ve were s t i l l  on the plane o f a 1 .4  b i l l i o n  bushel wheat 

crop and a 3*3 b i l l i o n  bushel 194-6 corn crop* Between now and the f a l l  

o f  194S , we s h a ll  be r a p id ly  d e p le tin g  the sto ck s from those two 

record crops and s h a ll  be h a rv e stin g  a new wheat crop th a t i s  goin g  

in to  the ground under s e r io u s ly  adverse c o n d itio n s.

As th ese devalopsaents appear, there can be l i t t l e  doubt th a t  

the h igh  le v e l  o f  food co sts  w i l l  cause many persons to  c u r t a i l  t h e ir  

consumption o f  h ig h -p ric e d  l iv e s to c k  products such as d o lla r  s te a k ss 

9 0 -ce n t b u tte r , and 8 5 -ce n ts  e g g s. Thus the r is e  w i l l  to  some e x te n t  

top i t s e l f  out through cu rtailm en t o f  demand r a th e r  than through stim u­

la t io n  o f  su pp ly. Reduction o f  w a ste fu l or l e s s  e s s e n tia l  consumption 

cannot s a f e ly  be l e f t  bo the op eratio n  o f  the autom atic fo rce s  o f  the  

market* Vo b e lie v e  th e evidence i s  c le a r  th a t sp e c u la tio n , sh o rt­

sig h te d n e ss , and gen eral la c k  o f  s k i l l  and foretffgjfft in  the vo lu n ta ry< 

management o f  our fr e e  e n te rp rise  economy under co n d itio n s o f  f u l l  

employment are a l l  p la y in g  th e ir  p a r t  in  worsening the s itu a tio n . And 

th ey are by no means out o f  reach o f  a d m in istra tiv e  and I f g T s la t iv e  

treatm en t. Much as we deplore the retu rn  to  more government ifij:arven~ 

t io n , we b e lie v e  th a t  the g r a v it y  .o f the pyoopec t  r a ju ir e g  i t .

The r e c e n tly  ‘announced program fo r  vo lu n tary  food conservation*  

i f  r ig o r o u s ly  adopted by the farm er, the d is t r ib u t o r ,  the m anufacturer* 

and the consumer, can ach ieve s u b s ta n tia l r e s u lt s .  This program should
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be pushed w ith a l l  rigor  and c e l e r i t y ,  and nothing should be done to

_̂ . i
ctfg^ d o u b ts upon i t s  u t i l i t y .  But th e u n c e r ta in tie s  w ith r e sp e c t to

fu tu re  crops and w ith re sp e c t to  the volumes of fo r e ig n  aid  which may 

be required as developments u n fold , when added to  the c e r ta in ty  th a t  the  

cu rren t p r l&a-g it u a t ie n  th reaten s distu rban ce o f  our whole economy, lead  

us to  the conclu sion th a t the vo lu n tary  program should a t  once be supple­

mented w ith  stu d ie s  and plans fo r  more s p e c if ic  and d r a s t ic  measures.

These measures a t  befstri^ake time to  form ulate and tim e to  a p p ly .

¥e th e re fo re  recocsaend th a t  the fo llo w in g  proposals be developed  

a s com prehensively and promptly as p o ssib le ?

F i r s t ,, the ex te n sio n # !* expo rt c o n tr o l;

Second» fu r th e r  r e g u la tio n  o f  commodity exchanges5 

IM rdj, r e g u la tio n  o f the s a le  o f  f lo u r  by m ille r s?

Fourth, r e g u la tio n s  o f ,  or l i mita tio n s  upon* the amounts and 

kinds o f  feed  m anufactured;

F i f t h , r e g u la tio n s  o f ,  or lim ita tio n s  upon, the use o f  g ra in s  

fo r  th e production o f  a lc o h o lic  b everages*,

Sigfefe.# inducements or p e n a ltie s  to  discou rage the fe e d in g  o f  

hogs t o  heavy w eigh t and the fe e d in g  o f  g ra in  to  b e e f c a t t l e  j

Seventh, Government purchasing and s a le  o f  grain  on a v id e  

s c a le  to  a f f e c t  p r ic in g  and typ es o f  u se .

5 igh th« con tin u ation  o f  ODT c o n tro ls  fo r  making f u l l e s t  and most 

e f f e c t i v e  use o f  sca rce  equipment;

I f  a worsening s itu a tio n — to  which d e la y  in  u t i l i z i n g  th ese  

moderate measures m ight co n trib u te — makes even more d r a s t ic  measures 

e s s e n tia l*  we s h a ll  need fo r th r ig h t ly  to  con sid er a llo c a t io n s  and p r ic e
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c o n tr o ls  fo r  s e le c te d  commodities, This contingency should be covered  

w ith in  tiie area, o f  immediate stu d y.

We do n o t a t  t h is  time c e r t i f y  our b e l i e f  in  the d e s i r a b i l i t y  

o f  a l l  th ese  p ro p o sa ls, or o f  any number o f  them in  com bination, We do 

c e r t i f y  our B e l i e f  th a t  some o f  th e se  proposals w i l l  become e s s e n tia l  

in  the u n fo ld in g s itu a tio n , and th a t  th e ir  fu rth e r  development should not 

be d elayed  in  the c h e e rfu l expectan cy th a t  the vo lu n tary  program w i l l  do 

th e job* We art now in  a period when our c a p a c ity  to  a c t  before the  

c r i s i s  appears i s  su r e ly  being te s te d . The purpose u n derlyin g the  

Employment A ct o f  194-6 i s  to  prodace a c tio n  before the c r i s i s  appears 

in  a l l  i t s  i n t e n s it y ,

l^hils some o f  these proposals can be a p p lie d , in  whole or in  

part., under e x is t in g  powers o f  Government, a d d itio n a l le g i s l a t i o n  a lso  

w i l l  be requ ired , P u b lic  knowledge tha-fTaH m inistrative powers are being  

u t i l i s e d  to  the f u l l ,  and th a t req u ests fo r  a d d itio n a l powers through  

le g i s l a t i o n  are being read ied , m ight w e ll serve to  abate some o f  the  

cu rren t sp e c u la tiv e  f a c to r s ,

F in a lly ,  we would d ir e c t  p a r tic u la r  a tte n tio n  to  the la r g e  

p a rt played by c r e d it  expansion and f i s c a l  a c tio n  in  a s itu a tio n  l i k e  

the p re se n t. Serious in f la t io n  i s  alw ays accompanied by uedtee c r e d it

e x te n sio n . I f  t o t a l  buying i s  h eld  in  c lo se  r e la tio n  to curren t income,
i

there i s  a b a r r ie r  beyond which the p r ic e  le v e l  cannot advance, although  

th ere may be advances w ith in  p a r t ic u la r  commodity groups, as th e re  i s  

a t  the present time in  food prod u cts. To avoid an undue c r e d it  expan­

sio n , i t  i s  n ecessary fo r  the Government to  take d e f i n it e  s te p s .
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Congress should r e in s ta te  to  the Board ox Governors o f  the  

Federal Reserve System power to  r e g u la te  consumer c r e d it ,  which has  

been repealed e f f e c t i v e  November 1  by r e c e n tly  enacted l e g i s l a t i o n .  

Present powers o f  the F ederal Reserve System are a ls o  inadequate to  

l i m i t  gen eral c r e d it  expansion, which i s  now proceeding a t  a rap id  r a te .

To check the use o f  c r e d it  fo r  s p e c u la tiv e  tra d in g  in  g ra in ,  

we urge f u l l  use o f  i t s  a d m in istra tiv e  in flu e n c e  cry the Commodity 

Exchange A u th o rity . U nless the exchanges make prompt and s a t i s f a c t o i y  

adjustm ents in  margins fo r  s p e c u la tiv e  tra d in g , the Government should
I .

seek l e g i s l a t i v e  a u th o r ity  to  impose upon the exchanges such r e g u la tio n s

a s are deemed n ecessary to p r o te c t  the p u b lic  in t e r e s t .
\

.On the s id e  o f  f i s c a l  a c tio n  during an in f la tio n a r y  p e rio d , 

th e Federal budget should be a t  l e a s t  balanced and a surplus should be 

the o b je c t iv e .  T h is means k eeping exp en d itu res, in clu d in g  th ose fo r  

p u b lic  works, a t  the lo w est l e v e l s  c o n s iste n t w ith  non~def e r r a b le  n a tio n a l  

n eed s. Bonds h e ld  by commercial banks should be r e tir e d  and bond s a le s  

to  the p u b lic  should be encouraged. Whatever the u se fu ln e ss o f  d e f i c i t  

fin a n c in g  in  d e fla tio n a r y  p e rio d s, such a course in  the fa c e  o f  present  

in f la tio n a r y  dangers would be r e c k le s s  and harm ful. Hence we renew our 

emphasis on the need o f m aintaining the present t o t a l  o f  revenue 

du rin g the coming year*

While we must d e a l v ig o r o u sly  w ith  the p ressin g problems 

growing out o f  the in te r n a tio n a l emergency, we must not do so to  tEKT" 

n e g le c t  or p re ju d ice  o f  our lon ger-ru n  problems o f  n a tio n a l economic 

adjustm ent fo r  su stain ed h ig h - le v e l  production. That process i s  m erely  

in te rru p te d  o r  m odified w hile we meet and surmount an unexpected setb ack
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growing out o f  u nfavorable crop con d itio n s a t  home find abroad and the  

underestim ated wartime a t t r i t i o n  o f  in d u s tr ia l f a c i l i t i e s -  The funda­

m ental co n d itio n s o f  the n a tio n a l economy are s t i l l  3trong and the  

lon g-ru n outlook reass soring. There i s  s t i l l  a g r e a t unspent momentum 

o f  th e postwar replacem ent boom, and the a d d itio n a l goods a v a ila b le  to  

the dom estic market as fo r e ig n  a id  programs ta p e r o f f  can be absorbed by- 

dom estic buyers w ithou t production cu tback s. But we must n o t abate  

a tte n tio n  to  the fa c to r s  o f  growth and th e kind o f  in te r n a l adjustm ent 

th a t  must support the economy when the temporary d is to r tio n s  d isa p p e a r» 

These m atters are being given  c a r e fu l a tte n tio n  by the C ou n cil and i t s  

s t a f f  and w i l l  be covered in  the m a te ria ls  subm itted fo r  your use in  

connection w ith  the preparation o f  the second annual. Economic Report o f  

the P re sid e n t.
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