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Since the passage of the 10% tax surcharge in 
June 1968 the personal saving rate has received 
much attention in the financial and economic press. 
Many economists expected the surtax to dampen the 
ebullient economic growth of the preceding twelve 
months. This expectation was based in part on 
forecasts of a sharp slowdown in consumer spending 
following the imposition of the surtax. In fact, con
sumer spending did not slow as expected in the third 
quarter, due in large part to consumers reducing 
their saving rate.

The personal saving rate expresses the fraction of 
disposable personal income which is not allocated by 
the consumer to personal consumption expenditures. 
Many economists argue that this fraction should be 
expected to rise as per capita incomes move upward. 
Nevertheless, experience in this country since 1929 
suggests that, looking at annual figures, there is no 
discernible upward trend. Sharp fluctuations in the 
rate between 1929 and 1945 are explainable by
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special circumstances. The rate fell from  5%  in 
1929, the first year for which reliable data are avail
able, to negative levels in the depression years of 
1932 and 1933. In 1932 the saving rate was a 
negative 1.3% and in 1933 it stood at a negative 
2 .0% . In those two years incomes were so low 
that consumers in the aggregate had to draw down 
past saving to finance current consumption. Thus, 
the nation experienced net dissaving, that is, con
sumer expenditures actually exceeded current per
sonal disposable income. In the middle and late 
1930’s the average annual saving rate ranged in most 
cases from about 3^2% to about Sy2%.

During W orld  W ar II the saving rate rose 
sharply, jumping to 25%  in 1943 and 25.5%  in 
1944. Production in that period was geared to the 
war effort, with many consumer goods in short 
supply and under strict rationing. Consumers had 
little choice but to save larger shares of their grow 
ing incomes. The saving rate rose, therefore, not 
so much because of increased incentives to save as 
because of decreased opportunities to spend. W ar 
bond sales and appeals to individual patriotism were 
also factors influencing saving.

Following W orld  W ar II the rate moved back 
down to more normal levels, with annual figures 
fluctuating between 4 .3%  and 7.1%  in the period 
from 1947 through 1950. A t the outset of the 
Korean W ar the rate dropped sharply for several 
quarters as consumers, remembering the rationing 
and short supplies of W orld  W ar II, moved swiftly 
to lay in a hoard of key consumer items. A fter the 
war began in the early summer of 1950, the saving 
rate dropped to 2 .2%  in the third quarter of the 
year. The spate of consumer buying was short
lived, however, as popular fears of a repetition of 
W orld  W ar II scarcities subsided. Restrictions on 
consumer credit, imposed in late 1950, also helped 
curb consumer spending. The saving rate subse
quently jumped to 7.8%  in the fourth quarter of 
1950 and for the years 1951, 1952, and 1953 re
mained in the narrow range of 7.2%  to 7.6% .

Since the middle 1950’s the rate on an annual 
basis has seldom been below 5%  and seldom above 
7 % . Quarter-to-quarter changes have seldom ex 
ceeded one percentage point. Over this period the

quarterly figures ranged from  about 5%  to about 
8 .5%  and in the large majority of cases were be
tween 6 %  and 8 % .

The income tax surcharge, passed in June 1968 
and designed in part to curb consumption, did not 
immediately achieve that objective. Rather, con
sumers increased their consumption by allowing a 
decline in their saving rate to absorb the impact of 
the added tax. The saving rate dropped from 7.5%  
in the second quarter to 6 .3%  in the third quarter. 
This drop is estimated to have accounted for about 
$7 billion of the $13 billion increase in third quarter 
consumer spending. Recently released figures for the 
fourth quarter of 1968 indicate a significant increase 
in the personal saving rate to 6 .9%  while there was 
only a small increase in consumer spending.

M . Grace Haskins

PERSONAL CONSUMPTION AND SAVING
$ Billions

7Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

February 1969


