
F inanc ia l Developments i n I9V7 and Ear ly 19^8 

I n f l a t i o n a r y forces continued t o dominate the nat ion 's 

economy during 19^7 and the ear ly months of 19^8* 

T o t a l demand by consumers, businesses and government, based 

on r i s i n g Incomes, on the use of previously accumulated savings, and 

on new borrowing, exceeded the capacity of the economy t o supply goods 

and services* Aggregate output, nhich a t the beginning of 19^7 was 

la rger than i n any previous peacetime per iod, showed l i t t l e f u r t h e r 

growth i n the course of the year* Pr ices rose under the pressure of 

vigorous demands, and the t o t a l value of the nat ion 's product of goods 

and services continued t o increase* Employment was close t o a maximum 

l e v e l possible w i t h the ex is t ing labor force* The large volume of 

employment, r i s i n g wage ra tes , high pr ices f o r farm products, and large 

p r o f i t s by businesses were r e f l e c t e d i n a f u r t h e r growth of na t iona l 

income* 

Consumer expenditures, which had necessari ly been less than 

income during the war per iod because of the scarc i ty of goods ava i lab le 

f o r purchase and the e f f e c t of ra t ion ing and p r i c e controls , increased 

a f t e r the war more rap id ly than personal incomes* This r e f l e c t e d the 

increased a v a i l a b i l i t y of goods and the wi l l ingness of many consumers t o 

spend f r e e l y notwithstanding sharply advanced pr ices* Many consumers 

drew upon t h e i r large wartime accumulations of savings and others 

borrowed t o supplement current income* Although current personal 

savings were considerably below the abnormally high wartime l e v e l , 

ind iv iduals i n the aggregate continued t o add t o t h e i r holdings of 

l i q u i d assets* 
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Heavy business expenditures f o r equipment, p l a n t , and 

inventor ies, prompted by expanding markets and increased earnings, 

added t o the t o t a l volume of buying. Farmers, w i th incomes a t record 

high l e v e l s , were l ikewise ac t ive buyers of equipment, as w e l l as of 

consumers1 goods. There was also a sharp expansion i n expenditures of 

State and l o c a l governments. Growing domestic expenditures were 

re inforced by except ional ly act ive demand f o r American goods from 

abroad, r e f l e c t i n g acute needs on the p a r t of war-ravaged Europe and 

large purchasing power on the p a r t of other countr ies. 

Expenditures by the Federal Government i n 19^7 were an 

important fac tor i n t o t a l demand, as measured by peacetime standards, 

although somewhat smaller than i n 19^6. At the same t ime, Government 

cash receipts exceeded cash payments, and a substant ia l amount of 

Government secur i t ies was r e t i r e d . 

I n 19^7* p a r t i c u l a r l y i n the l a s t h a l f , there was a substant ia l 

f u r t h e r increase i n the demand f o r bank c red i t and f o r investment 

funds. Offer ings of corporate secur i t ies increased rap id ly and these 

of State and l o c a l government issues continued i n large volume. There 

was a growing demand f o r mortgage and consumer c r e d i t , as w e l l as f o r 

commercial loaps. Bank loans, which Increased moderately i n the f i r s t 

h a l f of 19^7* expanded sharply i n the l a s t h a l f of the year . For the 

year as a vhole t o t a l loans of a l l commercial banks Increased by more 

than 7 b i l l i o n do l la rs and t h e i r holdings of secur i t ies of State and 

l o c a l governments and corporations increased by about a b i l l i o n d o l l a r s . 
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Expansion i n p r i v a t e bank c r e d i t was p r i m a r i l y r espons ib le 

f o r a f u r t h e r l a r g e growth i n 19^7 i n t h e a l r e a d y o v e r - l a r g e volume o f 

money i n t h e hands o f bus iness and i n d i v i d u a l s . T o t a l depos i t s and 

cu r rency , exc l ud i ng Government d e p o s i t s , inc reased over t h e year by 

a lmost 6 b i l l i o n d o l l a r s . 

I n an a t tempt t o r e s t r a i n i n f l a t i o n a r y bank c r e d i t expansion, 

measures were under taken by t h e F e d e r a l Beserve System and t h e Treasury , 

a c t i n g i n coopera t i on , t o reduce t h e a v a i l a b i l i t y , and increase t he 

cos t o f bank c r e d i t * . These o f f i c i a l measures, cdlzpled w i t h t he growing 

demand f o r f unds , r e s u l t e d i n a r i s e i n money r a t e s and bond y i e l d s 

d u r i n g t h e l a s t h a l f o f 19^7* I n October t h i s movement began t o a f f e c t 

t h e Government bond market* Du r ing p a r t o f November and December, 

t h e Fede ra l Beserve and t h e Treasury th rough l i m i t e d purchases suppor ted 

p r i c e s o f Government bonds a t t h e l e v e l s t h e y had reached i n t he marke t , 

wh ich were i n most cases s t i l l s u b s t a n t i a l l y above pa r * On December 2k 

p r i c e s o f Treasury bonds were p e r m i t t e d t o d e c l i n e t o a new l e v e l , -which 

ma in ta ined t h e 2 - 1 / 2 p e r cent y i e l d on t h e l o n g e s t - t e r m Treasury bond 

and y i e l d s on o t h e r issues a t a p p r o p r i a t e l e v e l s i n r e l a t i o n t o t h i s 

r a t e and t o t h e 1 - 1 / 8 pe r cent r a t e on Treasury c e r t i f i c a t e s * The 

F e d e r a l Beserve System became an a c t i v e buyer a t t he new l e v e l * 

Large amounts o f Treasury bonds were purchased by t h e 

Beserve Banks d u r i n g December 19^7 and t h e e a r l y weeks o f 19^$ i n 

p r o v i d i n g suppor t t o t h e market* A s u b s t a n t i a l p o r t i o n o f these purchases 

were f r o m insurance companies and o the r i n s t i t u t i o n a l i n v e s t o r s and some 

were f r om banks* A t t h e same t ime banks, as w e l l as o t he r i n v e s t o r s , 

Increased t h e i r h o l d i n g s o f Treasury b i l l s , c e r t i f i c a t e s , and notes* 
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I n t h e second veek o f January as a measure o f r e s t r a i n t 

upon t he use o f F e d e r a l Reserve Bank c r e d i t , t he F e d e r a l Reserve Banks 

Increased t h e i r d i scoun t r a t e s on advances t o member banks f rom 1 t o 

1 - l / k pe r c e n t . The Board o f Governors a l s o t o o k a c t i o n l a t e i n January 

t o inc rease f rom 20 t o 22 pe r cen t , e f f e c t i v e February 27, 19W3, t h e 

reserves r e q u i r e d t o be ma in ta ined aga ins t ne t demand depos i t s by 

member banks i n c e n t r a l reserve c i t i e s (New York and Ch icago) . The 

requ i rement f o r banks i n these c i t i e s had been a t 20 p e r cent s ince t he 

l a t t e r p a r t o f 19^2, when i t had been reduced f rom 26 p e r cen t , the 

maximum p e r m i t t e d under e x i s t i n g l aw . 

I n v iew o f t h e expanding volume o f bank l e n d i n g and t h e 

accompanying i n f l a t i o n a r y developments, t he F e d e r a l and S ta te bank-

supe rv i so ry agencies Issued i n November a j o i n t statement u r g i n g banks 

t o c u r t a i l s p e c u l a t i v e l oans , t o guard aga ins t ove r -ex tens ion o f consumer 

c r e d i t , and t o con f i ne f i n a n c i n g t o loans which would he lp p r o d u c t i o n 

and n o t mere ly Increase consumer demand. 

Toward t h e end o f 19^7 t h e American Bankers A s s o c i a t i o n sponsored 

an o rgan ized e f f o r t by bank ing leaders t o encourage v o l u n t a r y r e s t r a i n t 

on i n f l a t i o n a r y bank c r e d i t ex tens ion among t h e coun t r y 1 s 15,000 

commercial banks. To t h e e x t e n t t h a t i n d i v i d u a l banks r e s t r i c t 

v o l u n t a r i l y t h e i r l e n d i n g and i n v e s t i n g programs, a n t i - i n f l a t i o n a r y 

monetary and supe rv i so ry p o l i c i e s pursued by t he F e d e r a l Reserve System 

and t h e Treasury a re r e i n f o r c e d and made more e f f e c t i v e . Such v o l u n t a r y 

a c t i o n t o be e f f e c t i v e i n r e s t r i c t i n g c r e d i t expansion r e q u i r e s t h e 

a d o p t i o n by i n d i v i d u a l banks o f r i g i d standards i n a l l l e n d i n g o p e r a t i o n s , 

w i t h a v iew t o p r e v e n t i n g f u r t h e r expansion i n t h e t o t a l volume o f bank 

d e p o s i t s as w e l l as a v o i d i n g loans t h a t may I n v o l v e a h i g h degree o f r i s k . 
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Expansion o f bank loans has cont inued i n 19^8 bu t a t a 

slackened pace* T o t a l bank loans increased about t h r e e - q u a r t e r s o f 

a b i l l i o n d o l l a r s i n t he f i r s t qua r te r o f t he year* Growth i n loans 

d u r i n g these months was l a r g e r i n 1 9 t h a n i n 19k6, a year o f near 

r eco rd l oan expansion, b u t was somewhat smal le r than i n 19^-7• 

S lackening i n bank l oan expansion i s due l a r g e l y t o a sma l l 

d e c l i n e i n loans t o businesses, -whose demand f o r bank c r e d i t are 

u s u a l l y reduced i n t h i s season* Bank loans t o r e a l es ta te buyers 

and t o consumers have cont inued t o expand* 

P r i v a t e l y - h e l d depos i ts and currency dec l i ned about k b i l l i o n s 

d u r i n g the f i r s t qua r te r o f I9WJ, r e f l e c t i n g the l a r g e surp lus o f 

Treasury cash r e c e i p t s over expendi tures* F u r t h e r expansion i n bank 

loans and g o l d i n f l o w s tended t o o f f s e t i n p a r t , however, t he c o n t r a c t i v e 

e f f e c t on the money supply o f Treasury opera t ions* 
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