
STRICTLY CONFIDENTIAL M a y 27, I9U9 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

CURRENT ECONOMIC CONDITIONS ANT- THE ECONOMIC OUTLOOK* 

Economic developments since l a s t f a l l indicate that postwar business 

a c t i v i t y i s cur rent ly undergoing a change of basic s igni f icance. The expansive 

and i n f l a t i o n a r y factors which brought on the postwar boom—the restocking de-

mands of both business and consumers and the heavy demand f o r plant and equip-

ment coupled w i th excessive l i q u i d assets holdings and abundant credi t on easy 

terms—have l o s t much of t h e i r force. The d i r e c t i o n of the most important 

measures of economic a c t i v i t y and prices has been downward and is continuing 

downward. Despite recent pr ice reductions supply i s s t i l l tending to exceed 

demand g e n e r a l l y and production and employment are being reduced. Even i n such 

industr ies as neta ls and metal products, i n which only a few months ago demand 

appeared t o be except ional ly strong, there is evidence of considerable weakness, 

While changed economic tendencies present a sobering outlook, the 

magnitude of declines which have already occurred should not be overstated. 

To ta l employment i s s t i l l a t a high l e v e l i n spi te of the recent substant ia l de-

cl ines i n manufacturing employment and hours of work. Unemployment has increased 

substant ia l l y but i t i s s t i l l not high i n terms of past experience and, a l low-

ing for seasonal inf luences, has moderated i t s ra te of increase since mid-February. 

The t o t a l value of nat ional output i n the f i r s t quarter was about 3 per cent 

below i t s peak ra te of the four th quarter of 19l|8. To ta l personal income was 

reduced by less than 2 per cent over t h i s period. To ta l r e t a i l sales i n A p r i l 

* A special report prepared f o r the Conference of Federal Reserve Bank 
Chairmen by the business analysis s t a f f of the Board fs Div is ion of 
Research and S t a t i s t i c s . 
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were only about 2 per cent below a year ago. Consumer p:, ices are moderately 

lower than i n l a t e summer 191*8* and about the same as i n May 19^8. 

On the other hand, many measures of a c t i v i t y and p r i c e s — p a r t i c u l a r l y 

the more sensi t ive ones—have shown large declines. The general l e v e l of whole-

sale prices at the end of May was 8 per cent below the peaks of l a s t summer but 

prices of basic commodities have declined 23 per cent since August and the price 

of s tee l scrap i s down almost 50 per cent since ea r l y January. I n d u s t r i a l pro~ 

duction i n May is .est imated at 11 per cent below i t s postwar peak of l a t e 19U8. 

I n the f i r s t four months of 19U9* bank loans declined about 1 ,2 b i l l i o n do l l a rs , 

as compared wi th an increase of almost 800 m i l l i o n i n the same period l a s t year. 

Loans declined somewhat fur ther during the f i r s t h a l f of May. 

The outlook for the period ahead i s fo r fu r the r declines i n p r ices , 

employment, output, and incomes. This expectation i s based not only on the 

pat tern of recent developments but also on analysis of the major factors which 

brought about the postwar i n f l a t i o n but "which are no longer operating as expan-

sive inf luences. I t i s impossible to f o r e t e l l t h i s e a r l y the extent to which 

reduced expenditures and incomes w i l l re inforce each other i n a downward s p i r a l . 

I t does not now seem l i k e l y , however, t h a t the recession w i l l be as great as 

tha t e i ther i n 1920-1921 or 1937-1938, when i n d u s t r i a l production declined by 

about one- th i rd i n a short period. .A prolonged and dras t ic l i q u i d a t i o n such as 

that of 1929-1932 appears quite un l i ke ly . 

The accompanying charts present a se lect ion of business indicators 

wi th data going, back several years for perspective. Data f o r Hay 19h9 are eŝ » 

timated. 

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



SELECTED BUSINESS INDICATORS 

INDUSTRIAL PRODUCTION 
PHYSICAL VOLUME, SEASONALLY ADJUSTED, 1935 - 3 9 -100 

260 

240 

220 

200 

180 

160 

140 

120 

100 

PER CENT 

200 

WHOLESALE COMMODITY PRICES 
1926- 100 

120 

-
I 

PR< 
FARM f 
DDUCTS AI 

A V\ 
-

j V A L L t\ 
1 ~ COMMODITIES | \ W 

$ AJ/\T 
- fflft/LHx -

! *J Y O T H E R THAN 

- sV 
{ i 

? 

AriM a r u >\JU 

/ 
-

* B A S E D ON 
SAMPLE 

ABBREVIATED" 

PER CENT 

200 

1941 1942 1943 1944 1945 1946 1947 1948 1949 1942 1943 1944 1945 1946 1947 1948 1949 

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS 
SEASONALLY ADJUSTED MILLIONS OF PERSONS 

20 
MILLIONS OF PERSONS 

20 
BILLIONS OF DOLLARS 
240 

220 

180 

160 

40 

20 

0 

1- DTAL U 

L / 

PERSONAL INCOME 
SEASONALLY ADJUSTED. ANNUAL RATES BILLIONS OF DOLLARS 

140 

100 

I I I — 1 i 
\L GOVERNMENT 
\ WAGES AND SALARIES 

1 1L 
^ / ( T R A N S F E R PAYMENTS 

(MAINLY GOVERNMENT) 

1941 1942 1943 1944 1945 1946 1947 1948 1949 1945 1947 1949 1945 1949 

CONSTRUCTION CONTRACTS AWARDED DEPARTMENT STORE SALES AND STOCKS 
MILLIONS OF DOLLARS 
1200 r 

600 

200 

TOT/ 1 
r - r 

- \ t 1 I. 

V / V A 

N 

A / ^ A / V 

/ 
/ 
I I: 

1 J 
\ / PUBLIC 
y OWNERSHIP 

MILLIONS OF DOLLARS 
800 

-

1 
rE 

/V 
- \ / A 
t i 

/Vv 

PR 
RESII 

M 
IVATE 
DENTIAL 

A, A A h* 
f * 

/ V 1 S * 1 W 
"V PRIVATE 

NONRESIDENTIAL 
V 

600 

200 

200 

250 

200 

150 

J r i 

/ » t < / 
^ 1 

\ / 
\ i 

A) 
V 

V : 

— A — 

SALES 
1 1 / / 

f tJ 
/ 
/ 

\! 

A R -D VP 
j STOC 

/ 
/ 

;KS 

-

••M 

* v 

1945 1949 1945 1947 1949 1941 1942 1943 1944 1945 1946 1947 1948 1949 

300 

250 

200 

150 

100 

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



STRICTLY CONFIDENTIAL 

- 3 -

Recent Economic Developments 

Most broad measures of economic a c t i v i t y and prices have shown de-

cl ines since l a t e l a s t year. Thus, gross nat ional product, which measures 

the t o t a l current output of the economy at p r e v a i l i n g pr ices , amounted to an 

annual r a t e of about 2£6 b i l l i o n dol lars i n the f i r s t quarter of 19h9> a de-

c l i n e of 9 b i l l i o n dol lars or 3 per cent from the record r a t e of the preceding 

quarter* This decl ine , which r e f l e c t e d decreases i n both production and pr ices, 

was the f i r s t s ign i f i can t one since the end of the e a r l y reconversion period* 

A considerable drop i n expenditures for personal consumption, a r e -

duction i n the r a t e of inventory accumulation, and declines i n expenditures 

fo r new pr iva te construction ahd producers' durable equipment accounted fo r 

lower t o t a l expenditures i n the f i r s t onar ter , as i s shown i n the accompanying 

tab le . 

Consumer Income, Expenditures, and Savings 

Following a r e l a t i v e l y small increase i n the four th quarter of 19U8, 

expenditures on personal consumption declined by almost b i l l i o n dol lars 

(seasonally adjusted annual ra te ) or 2 \ per cent , the f i r s t reduction i n the 

postwar period. Expenditures f o r both durable and nondurable goods declined 

substant ia l ly , wi th expenditures f o r services showing a small increase. "While 

t o t a l r e t a i l sales increased about 1 per cent from March to A p r i l , they were 

2 per cent below a year ago. Sales of automotive stores were 18% per cent above 

a year ago, but sales of a l l other store types (except drug stores) were lower. 

Since the second quarter of 19U7, consumer expenditures fo r current 

consumption have not been keeping pace w i th personal income a f t e r taxes. Thus, 

from the fourth quarter of 19U7 to the four th quarter of 191*8, the annual r a t e 

of t o t a l personal income increased by 1 6 | b i l l i o n do l la rs and disposable income 
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GROSS NATIONAL FRO DUCT AND PERSONAL INCOf'E 

Seasonally Adjusted - Annual Rates 
( I n b i l l i o n s o f d o l l a r s ) 

- 1st 
quarter 

19JU9 

1+th 
quarter 

19l*8 

1st 
quarter 
l9kB 

19U7 191+1 

Gross nat ional product—tota l 255.9 S6h.9 21+1+.9 231.6 125.3 

Government, t o t a l ho 1+1.5 30.5 28.0 21+.7 

Federal 2 3 . 5 I / 25 .2 16.7 15.6 16.9 
State and loca l 16.7 16.3 13.7 12.3 7 .8 

Gross pr ivate domestic i n -
vestment, t o t a l 37.7 1+2.8 38.0 30 .0 17 .2 

New construct ion^/ 13.5 11+.7 H+.3 11.7 5 .7 
Producers1 durable 

equipment 22.0 22.7 19.8 17.8 7 . 7 
Change i n business 

inventories 2 .2 5.3 3 .9 .6 3 .9 

Net fore ign investment 1 . 5 * / - .k 3 .9 8 .9 1 . 1 

Personal consumption 
exp end i tur e s, to ta 1 176.6 181.0 172.5 16U.8 82.3 

Durable goods 21.5 22.9 21.3 21.0 9 . 8 
Nondurable goods 101 .h 105.1 101.1+ 96.5 l+l+.o 
Services 53 #7 53-0 1)9.8 1+7.3 28.5 

Personal income 216.6 219.6 207.0 195.2 95.3 

Disposable income 197.8 199.1+ 183.9 173.6 92,0 

Personal savings 

C\J 

a! 18.1+ 11.1+ 8 .8 9 . 8 

V The decline i n Federal expenditures and the increase i n net foreign 
investment from the fourth quarter of l9i*8 to the f i r s t quarter of 
I9il9 la rge ly resulted from a change i n the f inancing of fore ign aid 
rather than a s ign i f i can t change i n the basic s i tua t ion i n e i ther 
component, 

2 / Recent revisions i n the figures on new construction have not yet been 
incorporated i n th is gross nat ional product t a b l e . 

Source; U. S. Department of Commerce 

May 27, 19U9 
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( i . e. income a f t e r personal taxes) by b i l l i o n s . Consumption expenditures, 

however, increased by only 10 b i l l i o n s . I n the f i r s t quarter of 19h9, personal 

income declined by 3 b i l l i o n dol lars to an annual ra te (seasonally adjusted) 

of 216.6 b i l l i o n s . Disposable income declined by only 2 b i l l i o n do l l a rs , but 

expenditures for current consumption declined by hb b i l l i o n s . The sharpest de-

crease i n personal incomes took place i n wage and salary rece ip ts , as a resu l t 

of lower l eve ls of employment and hours of work. Income of farm proprietors 

was also reduced but , aided by the Federal support program, farm income was 

l i t t l e changed from a year ago. Personal income declined fur ther i n A p r i l and 

probably i n May, as w e l l . 

The resu l t has been a steady increase both i n the aggregate amount 

of personal savings and i n the proportion of disposable income accounted for 

by savings. I n the f i r s t quarter of 19h9, savings amounted to almost 11 per 

cent of disposable income, the highest f igure since l a t e 19U5 and an excep-

t i o n a l l y high f i g u r e i n comparison wi th most prewar periods. The sustained 

increase i n t h i s r a t i o i n the past 2 years probably represents—at leas t i n 

i t s more recent stages—a reduction i n the wi l l ingness of consumers to spend on 

current consumption a t p reva i l ing high pr ices . Insofar as these increased 

savings are used to bu i ld up ind iv idua l holdings of l i q u i d assets or to reduce 

debt and are not channeled i n d i r e c t l y into new pr iva te investment expenditures 

they represent a net decrease i n the t o t a l volume of pr ivate demand. 

Avai lable s t a t i s t i c a l evidence does not indicate any important s h i f t 

towards greater concentration of income i n the hands of higher income groups, 

such as would of i t s e l f account for the sustained increase i n personal savings* 
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Prel iminary resul ts of the 19U9 Survey of Consumer Finance, not yet made a v a i l -

able for public information, show the fol lowing f indings wi th respect to the 

d i s t r i b u t i o n of income i n 19U8. 

1. S l i g h t l y more than ha l f of a l l consumers had higher incomes i n 

191x8 than they did during 19U7. This was by a s l ight margin the highest pro-

port ion of spending un i ts report ing year- to-year increases i n income shown by 

any of the surveys to date* 

2. Higher incomes i n 19U8 were more f requent ly reported by uni ts 

whose 19h7 incomes had been below A l i ,000; declines were suffered most f r e -

quently by those w i th 19U7 incomes of OU,000 or more. 

3. As a r e s u l t of the general increases i n income, U7 per cent of 

a l l spending un i ts received more than ^3,000 l a s t year , as compared wi th i|2 

per cent during 19U7. Approximately 3 .5 m i l l i o n more consumers had incomes 

above $3,000 i n 19U8 than a year e a r l i e r , and about 2 ,5 m i l l i o n fewer had i n -

comes under $2,000. 

Construction 

New pr iva te construction i n the f i r s t quarter declined 8 per cent from 

the preceding quarter and 3 per cent from a year aeo. A fur ther drop occurred 

i n A.pril but an increase took place i n May. Resident ial construction showed a 

marked decline i n the f i r s t quarter but i n both A p r i l and Fay showed an encourag-

ing improvement. I n the f i r s t four months of 19U9, the number of new r e s i d e n t i a l 

uni ts star ted was almost 13 per cent fewer thnn a year ago. However, the increase 

from March to A p r i l th is year was s l i g h t l y larger than the sharp increase i n the 

same period of l a s t year* Public construction has continued to increase strongly 

and M s maintained the t o t a l volume of construction a c t i v i t y above the comparable 

periods l a s t year. Costs of construction and pr ices of bu i ld ing mater ia ls have 

declined somewhat from t h e i r peaks reached i n 19U8. 
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Inventories 

I n the fourth quarter of l as t year, nonfarm business inventories 

were accumulated at an annual rate of b i l l i o n dol lars . A substantial 

port ion of t h i s was probably involuntary representing the f a i l u r e of sales 

to come up to expectations. I n the f i r s t quarter of I9h9, such accumula-

t ions amounted to only l . U b i l l i o n s , pr imar i ly as a resu l t of determined 

e f f o r t s on the part of many producers to c u r t a i l inventories which appeared 

excessive. An important feature of inventory accumulation since l a te 19U7 

has been the sharper increase i n manufacturers' holdings of f in ished goods 

than of purchased materials or goods i n process. Meanwhile, new orders placed 

with manufacturers have been declining* 

Employment 

The postwar expansion of employment came to a ha l t i n the f a l l of 

1<?1|8. Since then, the demand for labor has declined whi le unemployment and 

part - t ime employment have increased. At 3 .0 m i l l i o n i n Apr i l the number un-

employed was almost double that of l as t October. Part of th is increase i n 

unemployment was seasonal i n nature but the major cause was the greater-than-

seasonal decline i n nonagricultural employment and par t icular ly* i n manufac-

tur ing employment. 

Seasonally adjusted employment i n nonagricultural establishments i n 

A p r i l 19h9 was 1 .6 m i l l i o n less than i n October and was more than * m i l l i o n 

less than i n Apr i l l a s t year. Moreover, many more persons were working par t -

time than a year e a r l i e r . The reductions i n employment since l a s t f a l l have 

been very widespread and have been reported i n p r a c t i c a l l y a l l major manufac-

tu r ing and nonmanufacturing industr ies. 
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EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS 
(seasonally adjusted) 

Industry d iv is ion 

Increase, or decrease ( - ) , 
from: Oct. I9I18-April I9U9 

Industry d iv is ion A p r i l I9J49 Number o f 
workers 

Percentage 

( i n thousand Is of persons) 
- 3 . 6 I b t a l wage and salary employees 1^,026 -1,6143 - 3 . 6 

Manufacturing 15,357 - 1 , 1 9 1 - 7 . 2 
Nonmanufacturing 28,669 - 1+52 - 1 . 6 

Mining 918 - 21 - 2 . 2 
Contract construction 2,005 - 96 -1+.6 
Transportation 2,69U - II4.2 - 5 . 0 
Public u t i l i t i e s 1,258 1 - . 1 
Trade 9 ,688 - 129 - 1 . 3 
Finance 1,717 - 23 - 1 . 3 
Service I*,626 - 15 - .3 
Government 5,763 - 25 - .h 

Federal l ,89i* - 19 - 1 . 0 
State and loca l 3,869 6 - . 2 

Note: Bureau of Labor S t a t i s t i c s estimates of f u l l - and par t - t ime wage and 
salary workers i n nonagricultural indust r ies , adjusted for seasonal 
v a r i a t i o n by Federal Reserve, f igures for A p r i l 191+9 a r e P" e l iminary. 

May 27, 19^9 
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Although declines i n employment since l a s t October have been general, 

the la rgest r e l a t i v e reductions have been concentrated i n manufacturing indus-

t r i e s and i n t ranspor ta t ion and construction. These industr ies f requent ly r e -

spond more quickly and sharply to changing economic conditions than many other 

major serpents of pr iva te employment such as t rade , service, public u t i l i t i e s 

and f inance. Nonmanufacturing a c t i v i t i e s as a -whole declined by less than 

500,000 or about 1 - 1 / 2 per cent between October and A p r i l wi th some reductions 

reported i n every d iv is ion . I n contrast , manufacturing employment was 1 , ° 

m i l l i o n or 7 per cent lower i n Apr i l 19U9 than i n October 19U8. Average hours 

of work have also declined sharply. The combination of lower employment and 

hours of work resul ted i n a decline of over 11 per cent i n t o t a l man-hours 

worked i n manufacturing i n A p r i l as compared wi th October of l a s t year. The r e -

duction i n f a c t o r y man-hours has been very widespread among the industr ies as 

shown i n the accompanying tab le . Durable goods industr ies as a whole reported 

almost lU per cent fewer man-hours of work i n A p r i l than i n October of l a s t 

year while nondurable goods industr ies reported 9 per cent fewer. 

Between e a r l y March and the middle of May unemployment compensation 
1 

claims showed l i t t l e change, p a r t l y as a r e s u l t of seasonal increases i n 

employment i n outdoor a c t i v i t i e s o f f s e t t i n g fu r ther f i l i n g of claims by workers 

layed o f f i n some other a c t i v i t i e s . Although unemployment has remained f a i r l y 

l e v e l since mid-February i t i s l i k e l y to increase again by summer as new 

workers enter the labor market i n large numbers a f t e r the school term i s ended. 
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PERCENTAGE CHANGES IN MAN-HOURS WORKED IN MANUFACTURING INDUSTRIES 

Percentage decrease ( - ) , 
Industry group A p r i l 19^9 from: 

October I9U8 

A l l manufacturing - 1 1 . 4 

Durable goods - 1 3 . 6 
Nonferrous metals and products -18 ,0 
Lumber and basic timber products - 17 .8 
Machinery, except e l e c t r i c a l - 15 .6 
I ron and s tee l and products - 1 5 . 1 
E l e c t r i c a l machinery - l i w 9 
Furniture and f inished lumber products - 1 3 . 7 
Stone, c lay, and glass products - 1 2 , 6 
Transportation equipment except 
automobiles - 5 . 6 

Automobiles - 3 . 8 

Nondurable goods - 9 . 2 
T e x t i l e - m i l l products „ - 1 9 . 0 
Rubber products -15#7 
Ibbacco manufactures - l U . 2 
Miscellaneous industr ies - l l ± .0 
Paper and products - 1 1 . 3 
Leather and products - 9 . 8 
Chemicals.' and products - 8,3 
fbod - J+.9 
Apparel and f inished t e x t i l e products - 2*h 
Pr in t ing and publishing - 2,U 
Petroleum and coal products - 1.7 

Note* Based on Bureau of Labor S t a t i s t i c s data on the number of pro-
duction workers, adjusted for seasonal va r ia t ion by Federal 
Reserve, and average weekly hours of work i n major industry 
groups, A p r i l 19i*9 f igures used i n computations are pre l iminary . 

May 27, 19k9 
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Weakening i n the labor market and the reductions i n l i v i n g costs 

since l a t e l a s t summer has been r e f l e c t e d i n wages. Average hourly earnings 

i n manufacturing declined s l i g h t l y from a peak f H l ,38 an hour i n January, 

l a r g e l y because of curtai lment of over-time premiums. Weekly wages were also 

reduced owing to the reduction i n average hours of work, and a t $52.62 i n 

A p r i l they were 02.39 belovr the end of 19^8. Recent wage settlements have 

tended to be made on the basis of no increase or f a i r l y moderate increases 

i n ra tes . 

Decline i n I n d u s t r i a l Production 

I n d u s t r i a l production has declined 11 per cent since l a s t November, 

according to the Board's seasonally adjusted index. The index was a t 195 

per cent of the 1935-39 average i n November and i s estimated at 17li i n May. 

The decl ine has been general throughout manufacturing and mining. 

A c t i v i t y decreased i n 17 of 19 major industry groups, i n most cases substan-

t i a l l y . Output of durable and nondurable manufactures each declined 11 per 

cent, and minerals, 10 per cent. Changes between November and May are shown 

i n the t a b l e . 

Although declines i n i n d u s t r i a l production have been general, r e -

ductions i n output i n four groups—the t e x t i l e , machinery, chemical, and 

f u e l groups—have accounted for two^thirds of the drop i n the t o t a l index since 

November. 
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INDUSTRIAL PRODUCTION 

(seasonally adjusted) 

Percentage change 
to May I9I+9 from 

November 19^8 

Indust r ia l production, t o t a l Uk - 1 1 

Durable manufactures 205 - 1 1 
Machinery* 2JT 
Lumber and products 125 -lb 
Nonferrous metals and products* I63 -13 
Stone, clay and glass products 187 - 8 
Transportation equipment* 220 - 8 
I ron and s tee l * 212 - 5 

Nondurable manufactures 158 - 1 1 
Textiles and products* 12J 
Alcoholic beverages 169 - 2 2 
Paper and products* lJUi4 -15 
Rubber products* 176 -13 
Chemical products 226 -12 
Petroleum and coal products* 206 - 9 
Pr int ing and publishing 1U7 - 5 
Tobacco products 162 - 5 
Leather an<i products 102 - 1 
Foods ' 163 • 3 

Minerals lbb -10 
Crude petroleum* 155 -12 
Coal* 130 - 1 2 
Metals 126 + b 

*Same as unadjusted. Changes shown (mainly for tex t i l es ) may be 
af fected by seasonal influences which were not important under 
e a r l i e r shortage conditions. 

Note: May figures estimated* 

May 27, I9k9 
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The decline of 2$ per cent i n t e x t i l e output has r e f l e c t e d mainly 

very sharp curtai lments i n the wool and rayon t e x t i l e indust r ies , mostly 

since February. A c t i v i t y at cotton m i l l s has shown a more moderate decline 

since November, when output had already been reduced 2$ per cent from e a r l i e r 

postwar peak rates to a ra te about 20 per cent above prewar. 

The decl ine of 12 per cent shown fo r the chemical group r e f l e c t s i n 

large part a sharp cut-back i n rayon staple f i b e r and yarn production, as a 

resu l t of reduced production of rayon t e x t i l e s , and a decl ine i n output of 

i n d u s t r i a l chemicals. 

Crude petroleum output has been cur ta i led 12 per cent since November 

and coal production has been s i m i l a r l y reduced. Last autumn f u e l stocks had^ 

already been b u i l t up and export demand had declined. Subsequently, domestic 

demand was reduced, owing i n par t to unusually warm winter weather. Gasoline 

production has been reduced only moderately. 

Production of many types of e l e c t r i c a l machinery and other machinery 

h? 4 declined, w i th the sharpest curtailments at f ac tor ies making consumer durable 

goods, such as washing machines ^icuum cleaners. Production of a g r i c u l t u r a l 

equipment and Keavy equipment f o r public u t i l i t i e s has continued at peak leve ls 

and output of machinery general ly , although down about one-seventh since November, 

i s s t i l l very high r e l a t i v e to prewar. 

I n addi t ion to declines i n these four groups, there have been marked 

reductions i n a c t i v i t y i n many other indust r ies , notably the lumber industry , 

i ron and s tee l and nonferrous f a b r i c a t i n g indust r ies , and at paper m i l l s . 
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Passenger automobile production i n Apr i l was at the highest l e v e l 

of the postwar period, whi le output of t rucks and busses and of replacement 

parts was below e a r l i e r peak l eve ls . I n May, a s t r i k e at p lants of a major 

automobile producer has reduced a c t i v i t y i n t h i s industry substant ia l ly . I n 

ra i lway equipment l i n e s , output has continued at a very high ra te although, i n 

the case of f r e i g h t cars, very few new orders have been placed i n recent months 

and the large order backlogs have been sharply reduced. A c t i v i t y i n the a i r -

c r a f t industry has continued to increase as a resu l t of the large volume of 

orders f o r m i l i t a r y planes. 

Output of p ig i ron and s tee l during the f i r s t quarter of th is year 

was about h per cent above the November r a t e , and at the highest ra te on 

record. I n A p r i l open hearth s tee l production declined 3 per cent whi le 

e l e c t r i c s tee l output was cur ta i l ed sharply by over 20 per cent. Stee l 

production has continued to decl ine i n May, and the l a t e s t weekly scheduled 

ra te of 9U.1 per cent of rated capacity compares wi th the actual Mar h ra te 

of 102.7 per cent. Apparently s t e e l consumption has been decl in ing i n recent 

months and the current ra te of s t e e l output appears to be i n excess of con-

sumption. 
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Recent Price Developments 

Since August, prices of basic commodities have declined 23 per cent, 

a l l commodities a t wholesale 8 per cent, and consumers1 prices 3 per cent. 

Price changes have general ly been downward since the beginning of the year , 

as shown i n the tables For farm products and foods, however, marked pr ice 

declines i n January and the ear ly part of February were followed by some 

increases which raised the general index of wholesale prices and contributed 

i n d i r e c t l y to a s l i g h t r i se i n consumers1 prices from February to A p r i l . 

The index of wholesale prices for the week ending May 17 was 156 as compared 

wi th 162 i n the l a s t week of December« 

The most s ign i f i can t recent development has been the reversal i n 

the metal markets, where pr ice advances persisted through most of 19i|B» Since 

December metal scrap prices have dropped about one-half from the except ional ly 

high levels preva i l ing at that time* Also, prices for copper, lead, and 

zinc have f a l l e n sharply and some reductions have been made i n prices of 

i ron and stee l * The substantial character of actual and prospective pr ice 

declines under competitive conditions i n the metal f i e l d has discouraged 

buying a c t i v i t y and accentuated decl ining trends i n metal processing a c t i v i t y . 

At the same time decreases i n prices of other indus t r i a l goods 

have tended to become larger and more widespread, but for the most par t 

current prices are s t i l l close to the peak leve ls reached under shortage 

conditions a r is ing out of the war. Despite recent pr ice reductions many 

d ispar i t i es i n pr ice and cost re lat ionships remain. Thus, for example, the 

price of copper, although reduced by about one-fourth i n recent weeks, is s t i l l 
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CHANGES IN PRICES 

Percentage decrease to 
May 17, 19U9 from; 

Dec, 20 
19U8 

Aug. 
I9h9 

Group 

Basic commodity prices -18 -23 
(28 items) 

General wholesale index: 
Total - b - 8 

Barm products - 3 -10 
Jbods - 5 
Other commodities ij. - J4. 

Text i le products - 5 - 7 
Fuel and l i g h t - 5 - h 
Metals and products * 3 - 2 
Building materials - I4. - 5 

Consumers1 prices - 1 - 3 
Food - 1 ~ 6 
Apparel - 5 m 5 
Rent 4 - 1 + 2 

Bureau of Labor S ta t is t i cs data; consumers * prices for mid-month 
periods; May estimated by Federal Reserve, 

May 27, 19U9 
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high i n r e l a t i o n to aluminum. Steel scrap prices are $2h per ton below pig 

iron prices as compared wi th a d i f f e r e n t i a l of l a s t December and $5 before 

the war* Cotton pr ices , a t ex is t ing Federal support l e v e l s , are f a r above 

cost of production levels® The current l e v e l of cotton prices is 2 l / 2 

times the prewar l e v e l , while prices of acetate staple f i b e r and s i l k are a t 

prewar leve ls • Raw f i n e wool prices are much higher r e l a t i v e to medium grades 

than they were before the war and prices of worsted yarns and fabr ics are a t 

except ional ly high leve ls* Prices of pulp wood and t imber, although below 

postwar peaks, are f a r above prewar leve ls and the influence of these i n f l a t e d 

values is evident i n the bui ld ing mater ia ls , f u r n i t u r e , and paper industries^ 

Business Pro f i ts and Financing 

The f i n a n c i a l pos i t ion of business corporations considered as a 

group is s t i l l very strong by prewar standards, though i t is not quite as 

strong as a year ago* The do l la r volume of corporate l i q u i d assets on hand —• 

cash and U. S. Government securi ty holdings — has changed only s l i g h t l y since 

ear ly 19^7 w i th a large increase i n sales despite large expenditures on 

inventor ies, receivables, p lan t , and equipment* The current in teres t burden 

of corporations is also s t i l l much l i g h t e r than i t was before the war despite 

the large r i s e i n business borrowings from banks and insurance companies during 

the past few years* 

Recent decreases i n pr ices , production, and sales have resul ted i n 

a drop i n business p r o f i t s * Corporate p r o f i t s before taxes are estimated to 

have declined from a seasonally adjusted annual ra te of almost 35 b i l l i o n 

dol lars i n the four th quarter of 19U8 to about 30 b i l l i o n s i n the f i r s t quarter 
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HtOFIT MARGINS OF LARGE CORPORATIONS IN SELECTED INDUSTRIES 

Ratios c f Pro f i ts before Income Taxes to Sales or Operating Revenues 

( I n per cent) 

191*9 19UB 
Industry 

1st Q t r . l / 1st Q t r , 2nd Qt r . 3rd Qtr , l+th Qtr . 

Manufacturing - t o t a l 1U.3 l i+ . l 13.9 11+.3 11+.9 

Primary metals and products 15.2 12.0 11.3 13 .2 lb. 8 
Autos and equipment ii+.o 13.2 12.9 11+.8 ib.Q 
Machinery 11.0 12.0 12.0 10.1* 13 .1 
Fbod and kindred products 10.7 11.5 12 .1 11.7 12 .1 
Chemicals and a l l i e d products 19.7 17.8 17.7 18.1* 19.6 
Petroleum r e f i n i n g 16.0 20.6 19.3 17.5 16 .1 

E l e c t r i c u t i l i t i e s 23.8 23.6 2D .8 19.1+ 20.5 

Railroads 5 . 6 6.1+ 12.1 15.5 12.9 

Telephone 9 . 3 10.5 11.3 10.0 io,b 

l / Pa r t l y estimated. 

May 27, 19U9 
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of 19^9• This is about th© same l e v e l as a year ago despite the f a c t that 

there were inventory losses th is year i n contrast to large inventory p ro f i t s a 

year ago* For most industr ies the r a t i o of p r o f i t s before taxes to sales i n 

the f i r s t quarter of 19k9 was as large or la rger than i n the f i r s t quarter of 
i 

191*8 and only moderately below the l e v e l of the four th quarter of l a s t year , 

as is shown i n the accompanying table* 

Of the external funds obtained by business corporations thus f a r 

th is year , secur i ty f inancing through pr ivate placement wi th insurance 

companies and publ ic sales of new issues to individuals has increased r e l a t i v e 

to bank borrowing* Total corporate secur i ty f inancing during the f i r s t ha l f 

of th is year may be only s l i g h t l y below a year ago* Business corporations as 

a group, however, w i l l probably reduce t h e i r bank indebtedness by wel l over 

one b i l l i o n d o l l a r s , or 10 to 15 per cent, during the f i r s t s ix months of 

19h9 as compared w i th p r a c t i c a l l y no change i n such indebtedness during the 

comparable period of l a s t year* 

Business loans of banks have dropped sharply during the f i r s t f i v e 

months of th is year , and the contraction has been more general as wel l as 

sharper than during the f i r s t ha l f of 19^8# The volume of business loans is 

current ly below the l eve l of a year ago, i n sharp contrast to the experience 

of the previous three years when i t increased s i g n i f i c a n t l y from year to year* 

Should the recent declines i n pr ices , production, and sales continue, 

business investment, both i n do l lar and physical terms, w i l l decrease fu r ther * 

Plant and equipment expenditures w i l l decline and inventories may be l iqu ida ted 

rather than increased* Business in te rna l funds would also decline considerably 
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because of smaller undistr ibuted p r o f i t s . New secur i ty and bank f inancing, 

however, would f a l l even more sharply than in te rna l funds because of the 

decline i n t o t a l business expenditures. 

Government 

Federal Government expenditures decreased sharply from the end of 

the war to l a t e i n 1 9 A t that time Federal spending star ted again to r ise 

mainly on account of nat ional defense programs and our in te rna t iona l obl iga-

t ions . This r i se was f a i r l y steady from the l a t t e r part of 19^7 to the end 

of 19^8. A major par t of the increase occurred i n the purchase of goods and 

services from industry and ind iv idua ls . I n the four th quarter of 19U8 such 

expenditures were a t an annual ra te of about 9 b i l l i o n dol lars higher than 

a year e a r l i e r . This was almost equal to the rate at which a l l pr ivate 

expenditures for goods and services increased. 

I n addi t ion, the Federal Government also exerted, through various 

other programs and p o l i c i e s , strong upward influences upon the expenditures 

of other sectors of the economy. Grants- in -a id to state and loca l governments 

increased. Resident ia l construction was encouraged by easy f inancing 

arrangements. The d e s i r a b i l i t y of supporting the Government bond market has 

been a factor making for easy a v a i l a b i l i t y of c red i t fo r business investment. 

The reduction i n personal income tax rates i n 19̂ 4-8 l e f t more income ava i lab le 

for spending i n a period i n which spending was already high. 

In the more recent period Federal expenditures have continued to 

r ise and fur ther increases from current rates are indicated. The P r e s i d e n t s 

Budget message of January recommended substant ia l increases i n expenditures i n 
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f i s c a l 1950 over those i n f i s c a l I9h9* Legis la t ive act ion thus f a r indicates 

that t o t a l expenditures are l i k e l y to equal or exceed the Budget message 

estimates. 

The increases ant ic ipated for the res t of th is year, however, are of 

a d i f f e r e n t character and have a d i f f e r e n t economic signi f icance thon those 

of 19^8* Federal purchases of goods and services w i l l probably not increase 

substant ia l ly over present rates of such purchases. The major increases are 

expected i n those expenditures which r i s e semi-automatical ly as the economy 

weakens — such as unemployment compensation and the farm support program. 

At the end of th is calendar year or ea r l y next year, the National 

Service L i f e Insurance Fund is expected to pay out large sums as dividends 

although the ainount and the t iming of payments is not known. This payment, 

p a r t i c u l a r l y i f i t is concentrated i n a short period of t ime, could provide 

an important stimulus to the economy. 

As a fu r ther resu l t of the decline i n economic a c t i v i t y , Federal 

tax receipts are also expected to decl ine . The consequence of r i s i n g 

expenditures and f a l l i n g receipts w i l l be a reduction i n the expected cash 

surplus i n f i s c a l 1949 and a substant ia l cash d e f i c i t i n f i s c a l 1950* 

I t is important to note that th is d e f i c i t resul ts i n great par t from 

the impingement of a decline i n business a c t i v i t y upon our tax system and 

cer ta in of our fundamental economic programs. To cut expenditures or to ra ise 

taxes i n attempts to el iminate such a d e f i c i t would mean the removal of the 

cushioning e f fec ts that such a f i s c a l system may provide. Such attempts would 

also be p a r t l y se l f -de fea t ing since the removal of th is support would r e s u l t 
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i n s t i l l lower levels of a c t i v i t y , employment, and income, fur ther increa$es 

i n unemployment compensation and r e l i e f payments, and fur ther reductions i n 

tax receipts* 

State and local expenditures for goods and services have also been 

a strongly expansive factor i n the postwar period* I n calendar 19b&$ such 

expenditures were almost twice the 19k5 t o t a l * I n the f i r s t quarter of I9k9$ 

they amounted to an annual rate of l 6 *7 b i l l i o n s * I n view of the intense need 

for schools, hospi ta ls , other public buildings and roads, i t is l i k e l y that 

state and local expenditures w i l l continue to increase for the remainder of 

th is year — but probably at a lower rate than i n 19i;8, i n view of growing 

f i s c a l problems of such governments* 

The Economic Outlook for 19k9 

Recent and current developments c lear ly indicate that the economy 

is undergoing a period of downward readjustment i n business a c t i v i t y and 

prices* S t a t i s t i c a l indicators of the current s i tua t ion r e f l e c t basic changes 

i n the nature of the expansive and i n f l a t i o n a r y factors which brought on the 

postwar boom* Sustained high levels of production have v i r t u a l l y eliminated 

deferred demands for most consumer goods and inventories general ly have been 

replenished a t a l l stages of production and d is t r ibut ion* Demands from abroad 

also are less urgent than e a r l i e r and are tending to taper o f f * 

Business has been spending on plant and equipment a t an unprecedented 

rate i n an attempt to make up for under-investment during the war and to provide 

adequate capacity fo r meeting demand ar is ing out of high postwar incomes* With 

more of the immediate postwar expansion program approaching completion, t o t a l 
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business investment expenditures are l i k e l y to be gradual ly cur ta i led during. 

19U9* Thus the l a t e s t Commerce-SEC survey estimates tha t planned expenditures 

on new plant and equipment t h i s year w i l l be about 5 par cent below those of 

19UB. 

More serious i n i t s implications tha t th is rather moderate reduction 

i n the t o t a l f o r the year is the expectation tha t expenditures i n the second 

h a l f of th is year w i l l be l k per cent below those of the second ha l f of 19i*0# 

For manufacturing industr ies the decline i n cap i ta l expenditures i n the l a t t e r 

h a l f of 19i*9 is estimated a t 22 per cent# Although ra i l road expenditures for 

such purposes are expected to be high i n the f i r s t ha l f year, a reduction below 

a year ago is indicated for the second ha l f * Already orders f o r new r o l l i n g 

stock have been sharply reduced and order backlogs have been worked down 

considerably® On the other hand, planned expenditures f o r e l e c t r i c and gas 

u t i l i t i e s i n the l a t t e r part of the year indicate levels 5 par cent above the 

second ha l f of 19i|.8* Even here, however, there have been some recent s ta te -

ments to the e f f e c t tha t investment plans may be cut back. 

While industry is apparently planning to reduce i t s expenditures f o r 

plant and equipment and to c u r t a i l rather than accumulate inventor ies , con-

sumers are tending to save greater proportions of t h e i r disposable incomes• 

Throughout 19^8 disposable income increased fas ter than consumer expenditures 

and i n the f i r s t quarter of 19̂ 4-9 consumer expenditures dropped more than d is -

posable income decl ined. I n both periods, the e f f e c t of these movements was to 

leave larger d o l l a r and percentage margins f o r personal savings• Meanwhile, 

the d i r e c t use of personal savings for investment by farm operators and other 

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



STRICTLY CONFIDENTIAL 11 11 '1 
- 18 -

unincorporated enterprises and for the purchase of new houses is being reduced 

while corporate investment demands are also tending downward. New security 

f inancing, bank loans to business, and undistributed corporate earnings have 

also been reduced since las t f a l l , a continuation of these trends looks 

towards lower levels of income. 

Prospective reductions i n pr ivate expenditures for investment and 

consumption might conceivably be o f fse t f u l l y or i n part by increased govern-

ment expenditures on goods and services. I n f a c t , since la te 19hl» the 

Federal Government has great ly increased i t s rate of purchase of goods and 

services, as has been pointed out i n an e a r l i e r section of th is analysis. 

While both Federal and state and local expenditures are expected to increase 

fur ther i n the remainder of 19149* such increases w i l l be much smaller than 

l a s t year and are highly un l ike ly to be §reat enough to o f fset prospective 

declines i n pr ivate spending. 

Taking the outlook as a whole, the prospects are , therefore, for 

fur ther reductions i n production, employment, pr ices, and incomes. The 

c r i t i c a l question which cannot be answered wi th any great degree of assurance ~ 

is the extent to which f a l l i n g pr ices, price d ispar i t i es , cur ta i led orders, 

l iqu ida t ion of inventory, reduced consumer spending, lower investment, and 

decl ining income may cumulate to a severe and prolonged depression. 

In evaluating the prospects, however, we must take into account the 

many supporting factors -which are now present and which should moderate the 

speed and l i m i t the depth of any cumulative adjustment. Among these cushions 

are the fol lowing* 
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As employment declines the Government automatical ly pays out 

unemployment compensation benef i ts which p a r t i a l l y maintain the 
income and expenditures of the unemployed* 

Payments under the farm support program s i m i l a r l y help to 
maintain income and reduce the dangers of unl imited price declines* 

Consumer f i n a n c i a l positions are strong as a r e s u l t of pre-
v a i l i n g high incomes and large and widely d is t r ibu ted l i q u i d 
asset holdings* Many more consumers than ever before have sub-
s tant ia l - secondary reserves i n the form of l i f e insurance, cor-
porate secur i t i es , and equi t ies i n homes* I t should be pointed 
out , however, tha t the Board1s recent ly completed Survey of 
Consumer Finances indicates tha t the number of spending units 
w i th some l i q u i d assets ( i * e . , Government bonds, savings accounts 
or checking accounts) increased only s l i g h t l y from ear ly 19^8 to 
the f i r s t par t of th is year* Meanwhile, the proport ion of units 
w i t h no l i q u i d assets has r i sen from 2l± per cent i n 19^6 to 29 
per cent th is year* Furthermore, on the basis of prel iminary data , 
the median holding f o r those who had any of the various kinds of 
l i q u i d assets showed a fur ther decline l a s t year to approximately the 
l e v e l of ear ly 19il-6* 

From the standpoint of providing a mass market f o r our mass 
production system, current income also is probably bet te r d is-
t r ibu ted than i n any pr io r time* 

The Board1s annual Survey of Consumer Finances shows tha t there 
continues to be a large demand for automobiles, appliances, f u r n i -
ture , and houses* At lower pr ices , potent ia l demands for goods and 
services would seem to be very great* inhere substant ia l pr ice reduc-
tions have occurred recent ly , increased buying has tended to absorb 
previously excessive stocks. Survey data r e f l e c t i n g consumer 
a t t i tudes and expectations show t h a t , while the preponderant 
expectation is f o r pr ice declines th is year, few consumers expect 
large declines* 

Business f i n a n c i a l positions o v e r - a l l are strong i n comparison 
wi th prewar, and lower mater ia l costs together w i th increased pro-
d u c t i v i t y are providing addit ional f l e x i b i l i t y to f i n a n c i a l management* 

While a reduction i n personal incomes and housing prices may 
make part of our large mortgage debt vulnerable from the standpoint 
of the borrower, widespread use of mortgage amort izat ion and of 
Government guarantees provides the lender wi th important protections* 
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The f a c t tha t the postwar period has general ly been f r e e of 
speculative excesses i n the secur i t ies markets, the strong f i n a n c i a l 
status of industry , and the great strength of the banking system 
are factors that make a prolonged and dras t ic l i q u i d a t i o n less l i k e l y 
than i n other periods of decl ine* 

I t seems quite u n l i k e l y t h a t the money supply w i l l contract over 
the months ahead# On the contrary, i t seems probable tha t Treasury 
d e f i c i t f inancing through the banks w i l l more than o f f s e t any loan 
contraction which might occur, thus having an expansive impact on the 
money supply* 

The supporting factors outl ined above w i l l be he lp fu l i n cushioning 

the decline* They are not , however, guarantees of sustained high leve ls of 

output and employment* t«hat they do is to permit a t r a n s i t i o n period to be 

more gradual than would otherwise be the case and l i m i t the depth of decline* 

In e f f e c t , th is means tha t industry, the banking system, and government are 

given an opportunity to adopt appropriate pol ic ies before the decline gets out 

of hand* But th is opportunity may be l a rge ly wasted unless appropriate actions 

are taken promptly® 

Prices should be cut promptly and r e a l i s t i c a l l y i n order to maintain 

sales volume a t as high a l e v e l as possible, thereby helping to sustain both 

employment and income* Banks and other f i n a n c i a l i n s t i t u t i o n s should continue 

to make avai lab le an ample supply of c red i t a t r e l a t i v e l y low costs, and wi th -

out undue pressure on borrowers for repayment. Government economic pol icy 

should be directed towards encouraging business and consumer expenditures, 

easing remaining r e s t r i c t i v e pol ic ies a f f e c t i n g such expenditures, assuring 

the continued a v a i l a b i l i t y of low cost c red i t to worthy borrowers, and improving 

the economy1s f i s c a l and f i n a n c i a l structure* 
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The accompanying charts on incomes and expenditures portray a 

f a i r l y moderate set of assumptions wi th regard to consumer and business 

behavior for the remainder of 19^9* They incorporate what is now known of 

government plans for spending together \vith the resul ts of the recent 

Commerce-SEC survey on planned business spending for plant and equipment. 

I t assumes fur ther declines i n prices and indus t r i a l production from 

current levels and tha t unemployment w i l l be i n the neighborhood of 5 m i l l i o n 

persons by the end of the year as compared wi th 3 m i l l i o n unemployed i n Apr i l * 

A development of th is sort assumes considerable underlying strength i n the 

economy. I t implies some inventory l i q u i d a t i o n and fur ther reductions i n 

business investment and expenditures for new housing. I t also implies tha t 

resu l t ing declines i n consumer incomes w i l l not be seriously cumulative. 

Under these circumstances, the Federal cash d e f i c i t might amount to 

2 b i l l i o n dol lars i n calendar 191*9 and about 6 b i l l i o n dol lars i n f i s c a l 1950* 

We must be r e a l i s t i c enough about th is prospect, however, to recognize 

c lear ly that strong e f f o r t s to balance the budget would more l i k e l y have un-

favorable than favorable consequences on the general economic s i tua t ion . 
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