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CREDIT, MONETARY, AND FISCAL PROSPECTS, 1947-1948 

Ralph A, Young* 

At the l a s t meeting of the Council, Mr, Thomas presented an 
analysis of current economic tendencies and prospects fo r 1947-1948* 
His diagnosis indicated tha t a number of c r i t i c a l maladjustments were 
developing i n the current s i tua t ion of i n f l a t i o n a r y boom and o v e r - f u l l 
employment and t h a t , i n consequence, a period o f recession and read just -
ment was l i k e l y t o set i n a t some stage i n the not too d i s t a n t fu tu re . 
The indicat ions avai lable since his report lend addi t iona l support to 
t h i s general v iew, 

Mr. Thomas1 report stressed that prospects pointed to what 
might be described as recession., but by no means depression, w i th the 
correct ive period possibly having a r e l a t i v e l y short durat ion. No de-
velopments have been noted since his report tha t would warrant a rev is ion 
of t h i s general conclusion. The science of economic pro jec t ion i s f a r 
from exact , however, and er ror i s apt to be wider w i th regard to t iming 
and s i«e of change than with regard to d i r e c t i o n of change. 

The present report is a supplement to the one presented a t your 
l a s t meeting, b u t l i m i t e d i n focus to prospective f i n a n c i a l tendencies* 
I t is directed to the question* I n the l i g h t of the current economic out-
look f o r e a r l y moderate recession, what tendencies w i l l l i k e l y characterize 
banking, monetary > and f i s c a l developments during 1947 and the e a r l y p a r t 
of 1948? 

F inancia l Factors i n Recent I n f l a t i o n a r y Pressures 

As background for our project ions, the s t ra teg ic forces i n recent 
i n f l a t i o n a r y pressures need b r i e f review* The most important of these have 
been the war-created backlog of domestic and fore ign demand, the super-
abundant bank c r e d i t and money supply expanded d i r e c t l y by war f inance, and 
the fu r ther expansion of bank c red i t and money supply during the past year . 

Because of the pub l ic 's large accumulated holdings of l i q u i d 
assets, consumers i n 1946 were able to supplement substant ia l ly t h e i r 
current disposable income of near ly 150 b i l l i o n dol lars by spending l i q u i d 
assets. The buying power added to consumption markets ( including residen-
t i a l r e a l es ta te ) from t h i s source amounted to approximately 10 b i l l i o n 

•^Statement before Federal Advisory Council, Washington, D, C.,, May 19 
1947. * 
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dol lars . Many b i l l i o n s more were added from consumer c red i t and mortgage 
credi t sources, including banks. The act ive demand f o r consumer goods 
a t rapidly r i s i n g prices has been sustained by these factors , 

The extremely active demand from consumers w i th in the country, 
combined with unprecedentedly heavy demands for manufactured goods from 
world markets, has encouraged manufacturing and trade enterprises to ex-
pand rap id ly holdings of inventory and receivables and to spend i n record 
volume for replacements of and additions to equipment and p lant f a c i l i t i e s . 
Equipment and property expenditures of ra i l roads and public u t i l i t i e s have 
also been i n heavy volume. High and r is ing prices r e l a t i v e to costs a t 
capacity operating l e v e l s , aided by lowered tax rates on corporate income, 
have made for widespread pro f i ts and high leve ls of p r o f i t a b i l i t y , Under 
these conditions, the abnormally la rge business expenditures for current 
asset expansion and fo r equipment and plant have been financed la rge ly by 
retained earnings and by other funds from operations. Many businesses, 
however, have found I t necessary to draw down t h e i r war accumulated l i q u i d 
asset holdings, to obtain equity cap i ta l , or to incur new debt. Business 
borrowing demands on banks for short and medium-term c red i t have been 
especial ly heavy* 

Strong consumer and indust r ia l demands f o r agr icu l tura l products, 
together with urgent demands for foods and other farm items from world, 
markets, have raised pr ices of farm output above the post-World War I peak 
and carr ied agr icu l tura l income to'new high l e v e l s . While farmers have 
spent f r e e l y for consumption goods, for farm equipment and buildings, and 
f o r land, these expenditures for the most par t have been financed out of 
income and l i q u i d asset holdings with expansion i n debt l a rge ly l imi ted to 
f inancing the purchase of farms or farm land. Because of t h e i r favorable 
income s i tua t ion , t o t a l l i q u i d asset holdings of farmers have shown con-
tinued rapid growtjti. 

With the war-created backlog of domestic and fore ign demand and 
a superabundant supply of money and l i q u i d assets avai lable f o r spending, 
capacity output has been assured at some advance i n prices without fu r ther 
monetary expansion. Notwithstanding, expansion of the money supply held 
by the public continued to occur i n 1946 at a ra te of nearly 13 b i l l i o n 
dol lars or close to two-thirds of the wartime average annual increase, and 
has only recently been brought under check by seasonal and other temporary 
factors. About ha l f of l a s t year 's expansion i n the publ ic 's money supply 
represented desirable readjustment i n the Treasury's posi t ion to peacetime 
conditions, and was brought about t y the use of* excess Treasury balances 
to r e t i r e public debt held by nonbank investors, The remaining ha l f of the 
monetary increase re f lec ted not expansion of bank loan por t fo l ios resul t ing 
from a record demand f o r bank credi t to finance business, to finance owner-
ship of res ident ia l and farm propert ies, and t p ' f inance various consumer 
needs, but mainly the purchase of durable goods. 
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"While some of the recent bank c red i t expansion has also i n -
creased production and i n this way has helped to reduce i n f l a t i o n a r y 
pressures, there can be l i t t l e question but tha t on balance the f u r t h e r 
monetary expansion has added mater ia l l y to such pressures and has helped 
to carry the advance i n pr ices to l e v e l s higher than otherwise would have 
been reached. At the same time, the bank c red i t and monetary expansion 
did not go as f a r as was p o t e n t i a l l y possible* I t was held down i n p a r t 
by reduction i n secur i ty loans accompanying terminat ion of war f inancing, 
maintenance of high margin requirements, and uncerta in secur i ty market 
condit ions. Another f ac to r was consumer c red i t regulat ion which helped 
to check c red i t demand and to maintain a high r a t e of repayment on out -
standing consumer* paper* Las t ly , Treasury debt re t i rement , p a r t i c u l a r l y 
of bank-held debt, contributed to a continuing moderate pressure on bank 
reserves and restrained addi t ional r%>id expansion o f bank investment i n 
Government secur i t i es . 

Bank Credi t and Monetary Expansion, 1947-1948 

The c ruc ia l ro le of p r i va te c red i t expansion i n recent monetary 
developments raises the question as to whether business, farm, urban r e a l 
estate and consumer c red i t demand w i l l continue to increase fu r ther the 
monqy supply even i n the face of prospects f o r moderate economic recession. 
The current outlook i s i n th is d i r e c t i o n , but the pace of c r e d i t expansion 
w i l l probably be a t a much slower r a t e than during l a s t year . The impor-
tant tendencies tha t w i l l l i k e l y characterize bank c red i t developments 
over the months ahead may be summarized as fo l lows: 

Business Loans? - At the end of 1946, business loans at a l l 
banks ( including open-market paper but excluding loans secured by r e a l 
es ta te ) stood a t 14 b i l l i o n do l la rs . Another b i l l i o n dol lars of growth 
was added i n the f i r s t quar ter , but the slackening of i n f l a t i o n a r y ex-
pansion of na t iona l product together with the outlook f o r recession- is 
softening business c red i t demand and t ightening c r e d i t a v a i l a b i l i t y . 
Close to an add i t iona l b i l l i o n do l la rs of growth seems an outside possi -
b i l i t y for the year , tak ing in to account seasonal influences near the 
year-end. Some small net reduction i n business loan outstandings w i l l 
l i k e l y occur during the f i r s t ha l f of 1948. 

There are a number of uncertain factors , however, tha t might 
swel l loan demand during the second h a l f of th is year . F inancia l read jus t -
ments, which w i l l confront many businesses, espec ia l ly small and medium-
s ize enterprises i n the face of decl ining sales, may br ing about an 
unexpected volume of new borrowing. I n re ta i l i ng^ f o r example, there w i l l 
be increased emphasis on c r e d i t sales a t a time of retarded co l lec t ions , 
which may present problems i n some cases of receivables f inancing, and a 
fu r ther r i s e i n receivables w i l l l i k e l y character ize manufacturing busi -
ness. With decl in ing sales, involuntary inventory accumulation by 
manufacturers and r e t a i l e r s may be a source o f spec ia l credi t demand. 
Another source of underestimate i s the possible c red i t demand of various 
consumer c r e d i t agencies, such as sales finance and personal f inance 
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companies. F i n a l l y , i f secur i t ies market conditions are unfavorable, 
contemplated expenditures by ra i l roads and public u t i l i t i e s may need 
to be supported by more bank f inancing than is now projected. 

Farm Loans: - Continuing p r o f i t a b i l i t y of farm operations w i l l 
resu l t i n l i t t l e , i f any, increase i n farm production loans during t h i s 
year . Indicat ions from the Board's annual survey of consumer f inances, 
made ear ly th is year , point to a moderately reduced volume of farm equip-
ment and hence a smaller credi t demand f o r purchase of such equipment. 
Some fu r ther increase may occur i n the farm r e a l estate category as a 
r e s u l t of continuing transfers o f farm property. With lower farm pr ices , 
as general ly expected, borrowing f o r production purposes may r ise during 
the production season i n 1948, but lower farm prices would probably reduce 
farm transfers temporari ly and check the a v a i l a b i l i t y o f farm mortgages, 

Urban Real Estate Loans: ~ Expectations of consumers regarding 
the purchase of homes, as shown by th is year 's survey of consumer f inances, 
ind icate a smaller volume of transactions for r e s i d e n t i a l propert ies than 
i n 1946. On the other hand, a l a rger proportion of these purchases w i l l be 
f o r new houses than characterized transactions l a s t ye^r . This w i l l mean 
a reduced volume of repayment of outstanding mortgages r e s u l t i n g from 
property t ransfers , and a steady, though smaller , f low of new mortgages* As 
a r e s u l t , urban mortgage loans may increase by near ly 1 , 8 b i l l i o n do l la rs 
during the current year , and because of the large backlog of demand f o r 
housing, fu r the r expansion may be expected i n the f i r s t ha l f of 1948. 

Consumer Loans: - Consumer purchase expectations, as reported 
i n the 1947 survey o f consumer f inances, ind ica te a continuing strong 
demand for automobiles and the purchase of a l l the cars that4 can be pro-
duced, as w e l l as a l l of the used cars that'become ava i lab le . Growth i n 
demand f o r other consumer durables, however, seems to be slackening. A 
specia l fac tor i n consumer cred i t demand, because o f the narrowed margin 
between income a f t e r taxes and expenditures and the prospects of some 
r i s e in*unemployment, w i l l be borrowing to meet fami ly d e f i c i t s and emer-' 
gencies. Income tax r e l i e f may, of course, moderate such demand somewhat, 
A decl in ing r a t e of co l lect ions on consumer credi t outstandings during the 
months ahead w i l l mean a longer average period of consumer indebtedness 
and w i l l help to sustain expansion i n consumer c r e d i t outstandings. 

A l l i n a l l , the outlook is for a steady r i s e i n consumer cred i t 
outstandings of banks, amounting to perhaps 1 b i l l i o n do l la rs th is year 
and continuing a t tha t annual r a t e during the f i r s t h a l f o f 1948. Tota l 
consumer c r e d i t i s current ly increasing a t an annual ra te of about 2 . 8 
b i l l i o n s . 

Loans fo r Purchasing and Carrying Secur i t i es : - Of a l l the loan 
categories, only secur i ty loans have the prospect of reg is te r ing a dec l ine . 
Sluggish and uncertain stock market conditions are expected to continue 
through the year , with the r e s u l t that a decrease i n secur i ty loans of 
about 1 b i l l i o n do l la rs i s not u n l i k e l y . Prospects f o r 1948 depend on the 
wi l l ingness of smart money to discount o p t i m i s t i c a l l y the business outlook 
a t t h a t time and on margin requirement po l icy . 
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Total Loans: - Addit ion of bank loan prospects, as summarized 
above, y ie lds a net increase for this year of 4 b i l l i o n do l la rs and th is 
pro ject ion appears to be on the conservative s ide . The possible advent 
of recession the l a t t e r h a l f of 1947 makes loan tendencies for ear ly 1948 
uncertain, but the odds of o v e r - a l l loan market prospects4 a t t h i s stage 
favor a small net increase i n the f i r s t ha l f of next year . 

Bank Investments t - Debt retirement f o r the year , less rep lace-
ments of r e t i r e d secur i t ies as banks may make, is expected to reduce com-* 
mercial bank holdings of Government secur i t ies by about 3 b i l l i o n d o l l a r s . 
On the other hand, holdings of other secur i t ies m i l l i k e l y expand by a t 
l e a s t 1 b i l l i o n , so t h a t net decl ine i n commercial bank investments would 
amount to 2 b i l l i o n s . Some fur ther moderate decline i n bank holdings of' 
U. S. Governments may be assumed as l i k e l y during the f i r s t h a l f of 1948, 
but the prospect i s f o r th is • decline to be more than o f f s e t by increased 
holdings i n other secur i t i es . 

Increased holdings of other secur i t ies w i l l r e f l e c t bank pur-
chases of about h a l f of the of fer ings o f State and municipal issues, which 
w i l l be i n record volume during t h i s year, plus some bank purchases of 
issues by the I n t e r n a t i o n a l Bank and some fur ther buying of corporate 
issues. Retirement of corporate bonds may about equal new issues during 
1947j therefore , l i t t l e change i n the t o t a l supply of corporate secur i t ies 
having bank investment q u a l i t y i s to be ant ic ipated. 

Bank Reserves: - On the assumption of some recession i n business 
s t a r t i n g i n the near f u t u r e , a less than seasonal increase i n money i n 
c i r c u l a t i o n i s expected towards the end of 1947. For the year as a whole, 
i n consequence, bank reserves w i l l be augmented b y perhaps h a l f a b i l l i o n 
do l la rs from a return of currency from c i r c u l a t i o n , most of which has 
alreacty occurred. Foreign needs for d o l l a r exchange w i l l br ing about a 
steady gold in f low, w i t h the t o t a l for the year possibly amounting to 1 
b i l l i o n do l l a rs . Because of continuing deposit expansion, i n d i v i d u a l 
banks w i l l probably s e l l Government secur i t ies to the Reserve Banks from 
time to t ime to maintain reserve posit ions, but banks general ly w i l l be 
under no great pressure to obtain reserves through th is mechanism. At 
th is stage, fu r ther currency and gold inf loyj appears to be a reasonable 
expectation f o r the f i r s t h a l f of 1948. 

Deposits and Total Money Supply: - Deposit changes a t commercial 
banks during th is year w i l l comprise: (a) *a reduction of 2 .2 b i l l i o n do l la rs 
i n war loan deposits carrying such deposits by the year-end to a l e v e l of 
about h a l f a b i l l i o n ; (b) an increase of near ly 3*5 b i l l i o n s i n adjusted 
demand deposits, and (c) an increase of 1 b i l l i o n , or more, i n time deposits. 
I n add i t ion , time deposits a t mutual savings banks and postal savings w i l l 
probably increase about 1 b i l l i o n do l la rs . 
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Altogether the p ic ture presented i s one of moderate expansion 
i n t o t a l monqy supply th is year , A subatant ia l ly l a r g e r expansion, how-
ever, i s i n prospect i n the money supply held by the 'pub l i c . This i n -
crease w i l l amount to around 5 b i l l i o n do l l a rs , or 'about one-third of 
l a s t year 's expansion i n the pub l i c ' s money supply* Tendencies l i k e l y 
to be encountered i n the f i r s t h a l f of 1948 may reduce th is r a t e of in~ 
creasej but some f u r t h e r monetary expansion seems possible i n t h a t 
period. 

We thus confront the anomaly of prospective moderate business 
recession combined wi th f u r t h e r monetary expansion resul t ing from pr iva te 
c red i t expansion. Since economic recession may be accompanied by impor-
tan t downward pr ice adjustment i n cer ta in sectors, t h i s continuing bank 
c red i t and monetary expansion cannot be appropriately described as imme-
d i a t e l y i n f l a t i o n a r y , The resu l t ing addi t ion to the nat ion 's money and 
l i q u i d asset stocks, however, w i l l be a source of i n f l a t i o n a r y pressures 
i n the r e v i v a l that w i l l ensue i n due coursej i n f a c t , the existence of 
l a rge r money and l i q u i d asset stocks may check recession and hasten and 
accelerate r e v i v a l . 

I t is important to emphasize tha t the sources o f prospective 
c red i t e^ans ion are not demands especia l ly responsive to moderate i n -
creases i n short- term i n t e r e s t ra tes . Another point of emphasis i s tha t 
the projected bank c r e d i t and monetary expansion is reasonably conserva-
t i v e . I t assumes no general tendency f o r banks to expand holdings of 
Federal debt , and only a moderate increase-of p r i v a t e debt and of municipal 
and State debt as a source o f bank assets. Because of discontinued 
pressure on bank reserve positions from fa r ther debt re t i rement , tenden-
cies i n the d i rec t ion of fur ther bank c red i t expansion through bank s h i f t i n g 
from short to longer-term Government secur i t ies may be stronger than ex-
pected. Another fac tor tha t might accelerate monetary expansion would be 
a more ample a v a i l a b i l i t y than now seems reasonable to an t ic ipa te of other 
types of bank assets. 

Bank Earnings and Bank Capi ta l t - Gross4earnings of member banks 
i n 1946 exceeded the previous high reached i n 1945* Expenses, however, 
also rose to new high l e v e l s w i t h the r e s u l t that the average re turn a f t e r 
taxes on stockholders' investment decl ined Somewhat from the 10 .9 per cent 
a t ta ined i n 1945* The average r e t u r n i n 1946 of 9*6 per cent was s t i l l 
the highest peacetime l e v e l f o r member banks since 1920. 

Banking developments i n prospect w i l l l i k e l y lower fu r the r the 
l e v e l of bank p r o f i t s on stockholders' investment i n 1947. Gross bank 
earnings i n 1947 w i l l equal or exceed earnings i n 1946 but expenses w i l l 
be higher, recoveries and p r o f i t s on s e c u r i t i e s ' w i l l be lower , and losses 
and charge-offs w i l l probably r i s e . On balance, the outlook i s fo r a 
decl ine i n the average return on stockholders' investment, perhaps to a 
l e v e l close t o 8.5 per cent f 
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Banks have added substant ia l ly to c a p i t a l through retained earn-
ings since prewar days and bank cap i ta l is now higher than ever before. 
Recent bank loan expansion has reduced the r a t i o of cap i ta l to r i sk assets, 
which had attained the highest l eve ls since 1914 during the war period; i n 
f a c t , the r a t i o a t the end of l a s t year was below levels that prevai led 
during most of the T h i r t i e s . During 1947, the decline w i l l continue but 
w i l l probably be arrested i n 1948. This development suggests t h a t a bank 
cap i ta l problem may be taking shape and t h a t a growing number of banks w i l l 
be confronted i n the next period of business expansion wi th a need to 
strengthen t h e i r cap i ta l positions by the sale of addit ional stock. 

Treasury Finan ce, 1947-1948 

F isca l developments w i l l l i k e l y continue to exert a moderately 
a n t i - i n f l a t i o n a r y inf luence, but the outlook for Treasury finance i s s t i l l 
very uncertain. I t can be said with cer ta in ty , nevertheless, tha t by mid-* 
1947 the period of large-scale retirement of marketable debt w i l l be over. 
The Treasury balance at the end of June w i l l ' b e i n the neighborhood of 2 .5 ' 
b i l l i o n do l la rs , including 1 b i l l i o n of gold, or close to a working minimum. 
Accordingly, any future debt ret irement w i l l have to be out of current 
budget surplus and from receipts from nonmarketable debt. Whatever the 
actual budget for the f i s c a l year 1947-1948 may turn out to be, reductions 
i n the marketable debt during that year w i l l hardly exceed 2.5 b i l l i o n 
dol lars (which t o t a l represents an estimated amount of voluntary redemptions 
i f a l l maturing issues are refunded) as'compared with about 21 b i l l i o n 
dol lars i n the f i s c a l year just closing. 

This means t h a t the d ebt management problem henceforth w i l l be 
one of refunding. Total maturit ies during the next f i s c a l year , not 
counting Treasury b i l l s , w i l l amount to 36.5 b i l l i o n do l la rs . Of th is 
nearly 7 b i l l i ons w i l l be i n bonds, about 4*5 b i l l i o n s i n notes, and jus t 
over b i l l ions i n c e r t i f i c a t e s . The way i n which the refunding is 
handled w i l l be an important element i n determining the pat tern of market 
in te res t ra tes and the s h i f t i n the ownership d is t r ibu t ion of securi ty 
holdings. 

Budget for the F iscal Year 1946-1947: - Expenditures f o r the 
current f i s c a l year are estimated a t 41*5 b i l l i o n dol lars and receipts a t 
42.5 b i l l i o n s . The resul t ing surplus of 1 b i l l i o n , together w i th about 
8 b i l l i o n s from receipts on nonmarketable secur i t ies (over 2 b i l l i o n s of 
which yras i n the form of secur i t ies issued to the In ternat iona l Fund and 
Bank) and a reduction i n the General Fund balance of nearly 12 b i l l i o n s 
has permitted retirement of publ ic marketable debt of around 21 b i l l i o n 
do l la rs . 

Budget Outlook for the Fiscal Year 1947-1948: - For 1947-1948, 
the President's budget recommendations provided for an expenditure l e v e l 
of 37.5 b i l l i o n do l l a rs . The House Coirtnittee on the Legis la t ive Budget 
voted tha t th is t o t a l be reduced to 31*5 b i l l i o n dol lars and the corres-
ponding* Senate Committee vote provided for a reduction to 33 b i l l i o n 
do l la rs . I t i s e n t i r e l y improbable, however, that expenditure reductions 
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of anywhere near the s ize indicated w i l l be enacted, As f a r as can be 
f igured, reductions which have been voted on to date provide f o r a cut 
of l i t t l e more than 1 b i l l i o n dol lars , and w i l l be o f f s e t by the addi- -
t i o n a l appropriat ion of 400 m i l l i o n dol lars f o r aid to Greece and Turkey. 
The maximum cut tha t might be expected i s , say, 2 . 6 b i l l i o n do l la rs 
which would include a cut i n na t iona l defense expenditures of 1 , 6 
b i l l i o n s . However, these cuts are uncerta in. The President 's budget f o r 
t o t a l expenditures may w e l l be reached; indeed, i t might be exceeded. 

The estimate of receipts involves a double uncer ta inty: f i r s t , 
wi th respect to revenue l e g i s l a t i o n and second wi th respect t o the l e v e l 
of income upon which tax rece ipts depend. I t may be assumed t j ia t reduc-
t ions i n personal income tax rates w i l l be enacted involving a revenue 
loss equal to 20 per cent o f income tax y i e l d and t h a t t h i s reduction w i l l 
become e f f e c t i v e July 1 . Also, i t may be assumed t h a t the s ta tu tory i n -
crease i n - p a y r o l l tax ra tes , scheduled for January 1 , 1943, w i l l be again 
postponed. 

I f the projected moderate recession of business is rea l i zed , 
income payments may decline from an annual ra te of about 170 b i l l i o n 
dol lars i n the t h i r d quarter of t h i s year to an annual ra te of 152 b i l l i o n s 
i n the f i r s t h a l f of 1948 f On th is basis net receipts of the Federal 
Government may approximate 36 .6 b i l l i o n do l l a rs , - This i s about 6 b i l l i o n 
dol lars below receipts f o r the current f i s c a l year . 

With expenditures of about 35.3 b i l l i o n do l l a rs and net receipts 
of 36 .6 b i l l i o n s we a r r i ve a t a budget surplus of 1 .3 b i l l i o n do l la rs f o r 
the coming f i s c a l year . Broken down t y quarters th is r e f l e c t s d e f i c i t s of 
three-quarters of a b i l l i o n do l la rs each for the t h i r d and four th quarters 
of this calendar year, a budget surplus of near ly 4 b i l l i o n s for the f i r s t 
quarter of next year, and a renewed d e f i c i t o f s l i g h t l y more than 1 b i l l i o n 
f o r the second quar ter of 1948. 

F isca l Developments and Debt Retirement: - For th is calendar year 
as a whole, the f i s c a l 6utlook i s for budget balance or a very s l i g h t 
budget d e f i c i t , the d e f i c i t for the second h a l f of the calendar*year of 1 .5 
b i l l i o n do l l a rs about o f f s e t t i n g the surplus for the f i r s t h a l f . Income 
from nonmarketable debt and reduction i n Treasury balances w i l l be the 
source of funds f o r t h i s year 's ne t ret irement of public debt exceeding 8 
b i l l i o n d o l l a r s . 

During the f i r s t h a l f o f 1948 there may be a surplus of receipts 
close to 3 b i l l i o n s . Retirement of another 2 or 3 b i l l i o n s of marketable 
debt might be possible from the expected budget surplus and a fu r ther i n -
crease i n nonmarketable debt. 

Our pro jec t ion for changes i n holdings of Federal debt by the 
banking system for the calendar year 1947 i s a decline of about 5 b i l l i o n 
d o l l a rs , d is t r ibu ted + 3 b i l l i o n s to commercial banks and 2 b i l l i o n s t o 
Federal Reserve Banks. This implies a decline i n holdings of marketable 
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debt by nonbank investors during the year of more than 3 b i l l i o n s . 
Probably insurance companies and mutual savings banks w i l l increase 
t h e i r holdings somewhat, while under the impact of full-employment 
followed by recession readjustments, business corporations, and to 
some extent ind iv idua ls , may decrease the i r holdings. I n a l l l i k e l i -
hood, the pat tern of change i n holdings during the f i r s t h a l f o f 1948 
w i l l be s imi la r but the s ize of the changes w i l l be smaller because of 
a prospective low volume of ret i rements. 

P o t e n t i a l i t i e s of Sharper Recession: - A sharper recession 
than has been projected would hav*e d i f f e r e n t f i s c a l repercussions than 
we have out l ined . The budget surplus assumed f o r the f i s c a l year 1947-
1948 wDuld be converted into a d e f i c i t ; marketable debt would increase 
rather than undergo any fu r ther decl ine; holdings of Government secur i -
t i e s by commercial banks and Federal Reserve Banks would increase ra ther 
than decl ine; holdings ty corporations and indiv iduals would f a l l o f f 
more sharply than projected; and addi t iona l investment ty- insurance com-
panies and savings banks might be l a rger than ant ic ipated. I n the event 
of more than moderate recession, furthermore, bank loans would probably 
be reduced, but th is might we l l be more than o f f s e t by addi t iona l cred i t 
released from new bank financing of the Government's d e f i c i t . On balance, 
expansion i n the money supply would probably be greater than th is report 
has indicated, 

•3HHHHHH* 

The foregoing project ions of banking, monetary, and f i s c a l 
tendencies for the period ahead are set f o r t h to indicate the general 
pat tern of f i n a n c i a l developments tha t might be expected on the showing 
of current information and t h e - p o t e n t i a l i t i e s indicated by project ions 
of na t iona l product and income. The project ions are not to be considered -
as forecasts; there are many p o s s i b i l i t i e s for d i f f e r e n t resu l ts to emerge. 
TflThile they are based on assumptions that appear reasonable, i t i s important 
to keep i n mind t h a t the period ahead promises to be one of rapid economic 
change. Many unanticipated factors w i l l undoubtedly inf luence the course 
of developments. 
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S t r i c t l y Conf ident ia l 
Table 1 

Factors Af foot ing Deposits and Currency 
( B i l l i o n s of do l la rs ) 

Change during 
1546 

Deo, 
1945 

Deo. 
1946 

Deo. 
1947* 

Expansive Factors 

Commercial Banks 
Loans - t o t a l , . . . . , . 

C o m m e r c i a l . . . . 
A g r i c u l t u r a l . , . . < 
Real Estate 

Rural 
Urban 

Purchasing S e c u r i t i e s . . . . . . . . . . 
C o n s u m e r , , . . . . . . . . . . * . . . , . . , . , . 
Other . . 

Investments - t o t a l , . . , , • « . , « , • « , 
U. S. Government S e c u r i t i e s . , . . 
Other S e c u r i t i e s . . , , 

Federal Reserve Banks 
U. S. Government S e c u r i t i e s , . . . . . 

Treasury 
Treasury Currency, , t 
Gold S t o c k . . . 

Contractive Factors 

Treasury deposits a t banks 
Treasury deposits a t Reserve Banks. 
Nonmember deposits and other 

Federal Reserve a c c o u n t s , . . . . , . . . 
Treasury Cash 
Net Bank Capi ta l and O t h e r . . . . . . . . . 

Deposits and Currency 

deposits, a d j u s t e d , , , . . . , . 
Time deposits (commercial banks). 

Deposits 

Currency 
Currency Outside Banks, 

26.1 

1.3 
4 . 7 

( 0 . 5 ) 
( 4 . 2 ) 
6 .8 
2.4 
1.4 

97.9 
"SCT 

7 .3 

24.3 

4 ,4 
20,1 

24.6 
1.0 

1.8 
2,3 

10.6 

75,9 
3 0 . 1 

26.5 

3 1 , 1 
T C T 

1.4 
7 . 1 

( 0 , 7 ) 
( 6 , 4 ) 
3 , 1 
3 .7 
1.8 

82.9 
T O " 

8 * 1 

23.4 

4 . 6 
20,5 

2 .7 
0 ,4 

1 ,4 
2 .3 

11.4 

83.6 
33.9 

26.8 

3 5 . 1 
1573" 

1,5 
9 r 0 

(0,8) 
(8.2) 
2,1 
4 , 7 
2,0 

79.9 
T O " 

9 , 1 

21.4 

4 . 7 
21.5 

0 .5 
0,2 
1.5 
1.3 

11.9 

87 .0 
35,0 

26,2 

+5.0 

+0 .1 
+2,4 

(+0.2) 
(+2.2) 
- 3 . 7 
+1.3 
+0.4 

- 1 5 . 0 

+0,8 

- 0 . 9 

+0.2 
+0.4 

- 2 1 . 9 
-0.6 

- 0 . 4 
n . c . 
+0,8 

+7,7 
+3.8 

+0,3 

Memorandum 
Time Deposits a t Mutual Savings 

Banks and Postal S a v i n g s , , , , , , , 18,3 20 ,1 21 .1 +1.8 +1,0 

* Estimated 
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STRICTLY CONFIDENTIAL Table I I May l 6 , 19U7 
PROJECTED TREASURY FINANCES 

(Provisional estimates. In b i l l i o n s of do l la rs^ / ) 

1946 1947 1948 Calendar 
year 
1947 

F isoa l year 
July 
Dec,* 

Jan. 
June 

July 
Sept. 

Oct. 
Dec. 

Jan. 
Mar. 

Apr. 
June 

Calendar 
year 
1947 1947 | 19l»8 

Treasury cash balance, s ta r t of period 
Net receipts 
Expenditures 2/ 

Surplus or d e f i c i t 
Change i n nonmarketable debt 
Retirement of marketable debt U/ 
Net change i n cash balance 
Treasury cash balance, end of period 

l 4 . 0 3 . 1 2 .5 1 .9 . 1 .7 5 .7 3 . 1 ll+.O 2 .5 Treasury cash balance, s ta r t of period 
Net receipts 
Expenditures 2/ 

Surplus or d e f i c i t 
Change i n nonmarketable debt 
Retirement of marketable debt U/ 
Net change i n cash balance 
Treasury cash balance, end of period 

18,5 
18 .9 

21).. 0 
22 .6 

8 . 8 
9 . 6 

7 .7 
8.2* 

12 .1 
8 .2 

8 . e 
9 . 1 

Uo.5 
4o.6 

1*2.5 
1+1.5 

36 .6 
35.3 

Treasury cash balance, s ta r t of period 
Net receipts 
Expenditures 2/ 

Surplus or d e f i c i t 
Change i n nonmarketable debt 
Retirement of marketable debt U/ 
Net change i n cash balance 
Treasury cash balance, end of period 

- . 4 
+ 2 . 7 
- 1 3 . 0 

+1 .4 
2 * 5 . 8 

- 8 . 1 

- . 8 
+1 .0 
- .8 

- . 7 
- . 1 
+ . 6 

+3.9 
+ . 1 

- 1 . 1 
+ .5 * * 

- . 1 
+6.7 
- 8 . 3 

+ 1 . 0 
+ 8 .5 
- 2 1 . 1 

+1.3 
+1 .5 * * 

Treasury cash balance, s ta r t of period 
Net receipts 
Expenditures 2/ 

Surplus or d e f i c i t 
Change i n nonmarketable debt 
Retirement of marketable debt U/ 
Net change i n cash balance 
Treasury cash balance, end of period 

- 1 0 . 9 - . 6 - . 6 - . 2 +4.0 - . 6 -1.1* - 1 1 . 5 

Treasury cash balance, s ta r t of period 
Net receipts 
Expenditures 2/ 

Surplus or d e f i c i t 
Change i n nonmarketable debt 
Retirement of marketable debt U/ 
Net change i n cash balance 
Treasury cash balance, end of period 3 . 1 2 . 5 1 .9 7 / 1 . 7 ^ 5 . 7 y 5 . 1 1/ 1 .7 2 . 5 

* Actual * * No estimate 

1 { Estimates are bas;ed on cer ta in assumptions w i th regard t o expenditures, tax l eg is la t ion , and debt retirement 
pol ic ies; (1) expenditures for f i s c a l 19^8 are assumed reduced by 2 . 6 b i l l i o n dol lars from the P r e s i d e n t s 
Budget, (2 ) personal income tax rates are assumed reduced by 20 per cent beginning July 1 , 19^7» 

Including net expenditures i n t r u s t account. 

Including 1 .8 b i l l i o n dol lars of secur i t ies held by the Internat ional Monetary Fund and I4OO m i l l i o n by the I n t e r -
nat ional Bank. 

k / For the t h i r d quarter of 19^7* the reduction in marketable debt i s assumed to equal voluntary cash redemptions, 
notwithstanding f u l l exchange offer ings for maturing issues. For the fourth quarter of 19Ul the increase allows 
for some new f inancing. No marketable debt f igures are shown fo r I9A48* 

5 / The Treasury1 s budgetary surplus or d e f i c i t plus changes i n debt may not necessarily add to changes in the cash 
balance due l a rge ly t o estimated or actual differences i n t iming of receipts and expenditures• 

The balance f o r 19̂ +8 w i l l be lower or higher, depending on changes i n marketable debt. 

Consisting of 200 m i l l i o n dol lars in deposits wi th the Federal Reserve Banks, 500 mi l l ion i n war loan deposits 
&nd 1 .0 b i l l i o n of f ree gold of which 832 mi l l ion gold t ransferred to the cash balance as a resul t of payments 
to- the In ternat iona l Monetary Fund. 
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