
Factors in the Retail Trade Outlook

During the first half of 1946, the dollar volume of 
retail sales was at an all-time record level despite 
continued shortages of goods and some decline in 
total income payments. The present boom shows 
no particular signs of early abatement; in fact, 
most signs seem to point toward its continuance 
for at least the balance of this year and perhaps 
longer. During this period, however, there may 
well be substantial variation in the magnitude of 
increase among different lines of trade.

In the outlook for retail sales volume, there are 
three major fa ctors  which must be considered. 
These factors are largely interdependent and are 
of almost equal importance in the over-all picture.

First, there is the factor of supply—the amount 
of goods that will be available for purchase by con
sumers. Second, there is the factor of effective de
mand which depends largely on the amount of 
purchasing power available—current income, sav
ings, and b orrow in g  in anticipation of income. 
Third, there is the factor of price which partly will 
determine and partly will be determined by the 
first two factors, and in addition will affect directly 
the actual dollar volume of sales.

THE SUPPLY OF GOODS
The Federal Reserve index of industrial pro

duction averaged about 163 per cent of the 1935-39 
base period during the first six months of 1946. 
This level is about one-third less than average 
output during 1943 and 1944 (the wartime peak 
years), but is just about as high as the prewar 
peak average of 1941. Most of the decline from 
the high wartime level has come in the durable 
goods industries, which in June, 1946 were produc
ing in volume only half as large as in the peak 
wartime month. This decline, of course, reflects 
the end of munitions production, and actual output 
of producers and consum ers durable goods for 
peacetime use is not only much higher than in 
wartime but is 92 per cent more than in the base 
period and only 5 per cent less than in 1941, the 
high year before the war. In June, 1946, production 
of nondurable goods was off only 10 per cent from 
the wartime peak level and was 13 per cent more 
than the 1941 average.

While a large volume of goods has been produced 
since the end of the war much of it has gone into 
the so-called pipe lines of supply and the amount of 
goods actually reaching consumers is still fairly
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small relative to demand. This is particularly true 
of the durables. Since the end of the war, however, 
retailers have been building up their inventories 
and in May, 1946 the Department of Commerce 
estimated total retail store inventories at $7.1 bil
lion, 7 per cent more (in dollars) than a year 
earlier and about 40 per cent more than at the end 
of 1939. Percentagewise, the increase in inven
tories in durable goods stores over the past year 
has been substantially larger than in nondurable 
goods stores, but relative to December, 1939, end 
of May stocks of durables (in terms of dollar 
value) were only 25 per cent higher while nondur
ables inventories (in dollars) were up 47 per cent.

It should be noted that comparisons of dollar 
value of inventories at the present time with those 
of like periods prior to the war overstate con
siderably the relative supply of goods at the mo
ment. Retail prices have risen on the average about 
45 per cent since 1939, and adjusting present dollar 
inventories for the price change indicates that 
physical stocks are now just about the same as, 
or perhaps slightly smaller than, those at the close 
of 1939.

Part of the average increase in price of 45 
per cent has reflected stocking of higher quality 
merchandise. This is due partly to consumer pref
erence and partly to curtailed supplies of low- 
priced goods because it has been more profitable 
to manufacture and sell higher-priced lines.

Retail outlets in the Eighth District apparently 
have had somewhat less difficulty in maintaining 
inventories than was experienced throughout the 
nation. Among the various lines, however, the 
pattern of experience has been similar to that of 
the country as a whole. Durable goods outlets 
still can build up stocks considerably before any
thing like a prewar relationship between stocks and 
sales is reached.

Many durable goods stores during wartime added 
new lines of merchandise to take the place of hard- 
to-get durable items. To some extent the current 
level of stocks in such stores reflects continued 
buying of such lines and does not fully represent 
increased supplies of durable goods for sale. Eighth 
District furniture stores, for example, expanded 
existing and added some new soft lines in an 
effort to keep sales volume at a high level during 
the war years. While value of stocks has increased 
since the end of the war, volume of durable goods
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is substantially below the prewar level, both be
cause of increased prices and because of the presence 
of more soft lines. Furniture stores are now much 
more comparable to the housefurnishing divisions 
in department stores than they were prior to the 
war.

A somewhat similar situation has occurred in 
nondurable goods stores where over-all inventory 
figures tend to obscure the lack of balance in such 
inventories. In addition to this, the sharply lower 
stocks-sales ratios tend to indicate that the supply 
of goods is inadequate relative to the demand. It 
should be noted, however, that more efficient mer
chandising procedures may lead to postwar stocks- 
sales ratios somewhat lower than those in pre-war 
years even after the supply of goods becomes 
ample.

The charts accompanying this article illustrate 
both conditions. Shown are indexes (1941=100) 
of annual sales and June 30 stocks for district de
partment stores*: total store, main store, basement 
store, and four major departmental divisions. June, 
1942 stocks were very high; the peak was actually 
reached in May of that year after a heavy and sus
tained buying policy on the part of the stores.

* June 30 stocks figures were used because (1 ) June 30, 1946 is the 
latest date for which stocks data are available and (2 ) June 30 total 
stocks have a seasonal adjustment factor o f 100 which means that they 
are equivalent to the monthly average for a year.

For the total store, the value of inventory at 
present is equivalent to about two months sales. 
Prior to the war, it averaged about three months 
sales volume. The spread between the inventory 
line and the sales line for the various divisions 
shown indicates roughly the change in supply- 
demand relationships for those divisions. Thus 
women’s wear inventories have been maintained in 
better volume relative to sales than have other 
major divisions shown. Piece goods, men’s wear 
and homefurnishings inventories relative to sales 
are now much lower than before the war.

Just as total inventory figures relative to sales 
conceal the unbalance in supply-demand relation
ships, the use of the major divisions shown also 
conceals unbalance within the divisions and in 
addition fails to indicate the rapidly changing 
supply situation in terms of particular items. Thus 
some items p len tifu l during the war are now 
virtually unobtainable, while other items not pre
viously obtainable are now in fair supply.

At women’s wear stores in the district, while 
dollar value of inventories has increased sharply 
since 1941, unit volume may be below the level 
of the prewar years. At men’s apparel stores, the 
dollar value of stocks has been maintained in large 
part by the addition of women’s ready-to-wear 
lines. Men’s apparel stores have had more difficulty
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in maintaining their stocks than have the women’s 
wear stores, and on the whole both men’s wear and 
women’s apparel stores apparently have experienced 
more difficulty in obtaining goods than have the 
comparable divisions within department stores.

During the war years, with retail outlets obtain
ing merchandise wherever and whenever they were 
able, the volume of outstanding orders increased 
considerably from the prewar level. The practice 
of duplicate ordering from several sources of sup
ply became fairly widespread, with cancellation of 
unfilled orders frequ en tly  taking place. Over
ordering also was practiced with retailers hoping 
for at least partial delivery of merchandise ordered.

At district department stores present volume of 
orders outstanding is approximately six times as 
large as in 1941. In view of the sharply higher 
volume of deliveries of goods and the recent rapid 
increase in value of total inventories, continuation 
of this volume of ordering might soon become 
excessive. In outstanding orders as in stocks, how
ever, the situation is in poor balance. Some items 
are being ordered months in advance of needs—for 
example, chinaware, where current orders will not 
be filled for some time to come. Delivery of items, 
long in scarce supply, is extremely spotty, virtu
ally on a quota basis, with stores taking delivery 
when they can get merchandise. In other lines, 
particularly so ft goods lines where production 
continued during the war years, the volume of 
orders outstanding recently has tended to return 
to pre-war levels in relation to sales volume. There 
are, of course, notable exceptions to this statement 
—for example: men’s suits and shirts and women’s 
hosiery.

TH E A M OU N T OF PURCHASING PO W E R
In the period before the war ended, there were 

dire predictions of income declines which were ex
pected to follow curtailed Government expenditures 
for war. Widespread unemployment and substan
tial losses in wages resulting from the abolition of 
overtime and other premium pay were feared. 
Employment, in fact, remained very high and un
employment low. A ctu a lly  conditions of labor 
scarcity have continued throughout the reconver
sion period. At the same time, substantial basic 
wage rate increases held up take-home pay close 
to wartime levels.

As a result, total income payments in May, 
the latest month for which figures are available, 
amounted to $12.7 billion, according to Department 
of Commerce estimates. This is equivalent (on a 
seasonally adjusted basis) to an annual rate of $160 
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billion, or less than 1 per cent below the $161 billion 
total in 1945, and is 75 per cent above the 1941 total 
of $92 billion. Income from wages and salaries in 
May totaled $8.6 billion, equivalent to an annual 
rate of $103 billion which compares with $110 billion 
in 1945 and $60 billion in 1941.

Not only has income held at a very high level— 
unprecedented in a peacetime period and off only 
slightly from the tremendous amount generated by 
war spending—but the volume of individual saving 
has declined sharply. Tax payments of individuals 
also have decreased. In other words, actual con
sumer expenditures have been much heavier than 
while war was being waged. According to Depart
ment of Commerce estimates, consumer expendi
tures in the first quarter of 1946 totaled $27.6 bil
lion, well above any quarter of 1945 save the last 
when expenditures were seasonally very high. In 
the first quarter of 1945, consumer expenditures 
were $24.7 billion.

In the Eighth Federal Reserve District proper, 
accurate income figures are not available, but there 
are indications that income flow in this region was 
reduced somewhat less than in the nation as a 
whole. This district traditionally has been de
pendent to a greater degree than the nation upon 
agricultural income which increased rather than de
clined after the end of the war. The district had 
larger-than-national-average incom e gains during 
the war period and such minor deflationary trends 
as resulted from discontinuance of war activity 
apparently were less pronounced here than in many 
other sections.

Except for the wartime years when goods were 
relatively short, retail sales volume has correlated 
very closely with income flow. High level income 
has been accompanied by high level sales. Since 
the war ended and for the immediate future, sales 
potentials seem to be higher than might be expected 
normally from maintenance of present income 
levels. This is true mostly because of deferred de
mand that can be made effective not only because 
of high current income but because of liquid assets 
and increasing consumer credit.

While a recent survey of liquid asset holdings 
(bank deposits and Government securities) indi
cated that the overwhelming majority of bank 
deposits and Government securities were in the 
hands of relatively few family spending units, 
mostly in the higher income levels, there are some 
such assets held by many other income groups. 
Also much of the currency holdings, not covered 
by the survey, probably are held by lower-income

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

August 1, 1946



consumer groups who may well spend at least a 
portion of them.

Since the end of the war, there has been a 
marked increase in the amount of credit granted 
for the financing of consumer expenditures, with 
the rise somewhat more noticeable in the Eighth 
District than in the nation as a whole. The present 
volume of consumer credit outstanding is about 
equal to that of 1939, with prospects of increasing 
substantially in the next few months as more and 
more consumer durable goods become available.

During the war period, Federal Reserve control 
of consumer credit under Regulation W , coupled 
with sharp curtailment of goods normally pur
chased with such credit, caused outstanding loan 
volume to decline sharply. Regulation W  is still 
in effect but goods are flowing back on the market 
and even with continued credit restriction consider
able expansion in loans is expected.

TH E  PRICE O U TLO O K
At the time this article is written, the best word 

to describe the price outlook seems to be “ obscure” . 
There are, however, a few comments that can be 
made about the price situation and outlook. Pros
pects at present seem to point toward an upward 
movement of prices. As a matter of fact, for all 
practical purposes, there would seem to be little 
difference in prospects for the movement of prices 
under the recently approved form of price control 
and under a free price system.

Just how far prices will move up in the next 
few months is anybody's guess. There have been 
many and varied estimates, ranging all the way 
from forecasts of price declines to those of prices 
doubling or even going higher. Most retailers (ex
clusive of those in the food lines) seem to expect 
a general price advance of 10 per cent to 15 per 
cent by year’s end. After that date, price move
ments will be determined by a number of factors 
that cannot be evaluated properly at the moment.

Among these factors are: (1) The attitude of 
labor and its demand for wage increases; (2) the 
possible pick-up in production; (3) the resistance 
of the consumer to higher prices, and (4) the re
straint of business in advancing prices.

If labor demands at once full coverage in wages 
for price advances and strikes to obtain this goal, 
production is likely to be set back again, producers' 
costs will rise, prices will advance further, and 
the well-publicized wage-price spiral will be upon 
us. Historically, in an inflationary upswing, wage 
increases never have kept up with price increases 
and attempts to catch up have merely increased 
the spread— in other words, lowered real wages.

If production is not halted by strikes, there 
are fair prospects that a steadily increasing flow 
of goods will cause prices to become fairly stable 
after the initial increase, that unit production costs 
will decline somewhat in industries now operating 
at less than capacity, and that then further wage 
advances can be given, if labor efficiency increases, 
without equal cost—and hence price—increases. In 
general, statements that production has been cur
tailed because of external price controls seem to 
be without much statistical basis when the total 
volume of output is considered. Without question, 
however, price control has channelled output into 
some lines and out of others which from an over
all economic viewpoint might be more desirable, 
a development which presumably would not occur 
under a free market.

Buyers’ resistance to sweeping price advances, 
perhaps major buyers’ strikes, may well operate to 
keep price increases w ith in  reasonable bounds. 
Coupled with sellers’ restraint in increasing prices, 
consumer reaction could be a major brake upon 
major inflationary pressures. In this connection, 
it is noteworthy that, in published statements and 
in buying policy, retailers have served notice that 
they do not favor retail price advances and do not 
intend to foster them by anticipatory buying. There 
have been isolated instances of buyers’ strikes since 
July 1, but no concerted movement as yet. If prices 
do not advance outrageously, the buyers’ strike is 
likely to remain more of a threat than an actuality.

On balance, then, there remains the definite 
possibility that the initial wave of price increases 
may be temperate and that a secondary wave ge- 
ginning an upward spiral may be avoided. This 
situation depends, however, upon rapid production 
increases, no further cost increases, no price 
gouging, and public aversion to continued buying 
under steadily advancing prices.

SALES SINCE W A R ’S END
Since the end of the war, retail sales volume 

has shown a strong upward trend. In May, the 
latest month for which over-all estimates of dollar 
volume are available, total retail sales amounted 
to $7.9 billion, according to the Department of 
Commerce. This figure is 27 per cent higher than 
that for May, 1945 and was exceeded in actual dol
lar amount by only one previous month of record, 
December, 1945, when sales were at their seasonal 
high point for the year. For the first five months 
of 1946, total retail sales ran 26 per cent over the 
comparable period in 1945.

Sales of durable goods stores in May totaled
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$1.6 billion, 67 per cent more than in May, 1945 
and exceeded only slightly by the peak month, May, 
1941. For the first five months of 1946, sales of 
durable goods stores averaged 56 per cent larger 
than in the like period of last year. Nondurable 
store sales in the first five months of this year 
averaged 20 per cent higher than in the first five 
months of 1945.

Current estimates of total retail sales are not 
yet available for this district. Such indications 
as there are, however, point to postwar gains 
slightly higher percentagewise than those regis
tered for the nation as a whole. For example, sales 
of district department stores in the first half of 1946 
ran 28 per cent ahead of the first half of 1945, while 
the gain for the United States was 27 per cent.

Among other lines of district retail trade whose 
statistics are available to this bank, increases for 
the first six months of 1946 over the first six months 
of 1945 were as follows: furniture stores, 52 per 
cent; men’s wear stores, 37 per cent; women’s wear 
stores, 10 per cent; and shoe stores, 24 per cent.

THE OUTLOOK FOR RETAIL SALES
The magnitude of the percentage gain in sales 

should continue to be greater for stores selling 
durable goods than those selling nondurables. In 
the first place, the supply of durables available 
to consumers should increase relatively more than 
the supply of nondurables. In the second place, 
current and deferred demand for durables is prob
ably much higher than for nondurables. In fact, 
there are indications that some purchasing power 
now focused on nondurables may be shifted to 
durables as they become more available.

Certain factors may be pointed out which will 
influence the volume of sales among various specific 
lines of trade during the balance of 1946. For 
example, if the reappearance of durable goods in 
volume does tend to shift some demand from non
durables, stores handling primarily apparel, piece 
goods, draperies, etc. have a less favorable outlook 
than those specializing in furniture, household 
appliances, and various hard goods.

Furniture stores are among the very important 
retail trade outlets in this district. In the first 
half of this year, these stores exhibited striking 
gains over 1945, and in general these sales gains 
were limited by the supply  of goods available.

Furniture inventories are still far from adequate 
to satisfy demand, but they have been increasing 
and as the year advances sales should also increase. 
In addition to normal replacement demand, both 
current and deferred, demand for homefurnishings 

 ̂is now stimulated by the heavy wave of new mar
riages and the increasing volume of new residential 
construction.

Men’s wear stores, while specializing in soft 
goods, also appear likely to continue to register 
imposing increases in dollar volume over the com
parable period of 1945. The demand situation in 
this field is still far out of balance with supply 
but more goods are in prospect. First half of 1946 
sales of men’s wear also were limited appreciably 
by curtailed supplies.

Women’s wear stores may experience somewhat 
smaller increases over last year in the final half 
of 1946. During the war period, such stores showed 
tremendous sales gains due in part to the large 
increase in the number of employed women. Com
paratively few restrictions were placed on produc
tion of women’s wear in' the war years and supplies 
of goods in general were maintained in ‘fair balance 
with demand. At the present time, women’s shops, 
unlike men’s shops, cannot look for major increases 
in demand from customers out of the market in the 
war years, and in fact may experience some decline 
in demand due to large numbers of women leaving 
the labor force. There have been rather consistent 
reports in recent weeks of more discriminatory 
buying at women’s wear shops.

Department stores are in the rather enviable 
position of handling both durables and nondurables, 
although the latter category is far more important 
from a sales volume standpoint than the former. 
To some extent, however, major sales gains in dur
ables at department stores should tend to offset 
lesser increases in other departments. Housefur- 
nishings* sales are already accounting for a larger 
share of total sales at department stores than was 
true of the comparable period last year.

In summary, it may be said that virtually every 
retail trade line may be expected to continue to 
show sales gains over 1945 for the balance of this 
year. For some lines the increases may be substan
tially less than for others, but for all lines the out
look is bright.

Alfred C. Kearschner
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