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DEVELOPMENTS IN ChEDIT CONTROL

When your program chairman invited me to speak at this Convention
I accepted with much pleasure both beczuse of the opportunity to become
better acquainted with the wembers of your Association and because of the
opportunity to explain the Voluntary Credit Restraint Program and to urge
members of thig audience to continue the good work in supporting the Program.
Events of the past few deys have developed so rapidly that I now find myself
before you not to exhort but to commend for & job that at least temporerily
has been completed in the truly American patriotic soirit of private enter-
prise. On May 5 the Federal keserve Bocrd withdrew its request for further
adherence to the Voliuntsry Gredit hestraint Program and the operation of this
great public service was cusvended indefinitely beginning May 12. A few days
leter Regulation W wes suspended. Thus, I stand before you today to say to
all of you "well done" oa beh:¢1lf of your wzssoclates in the Voluntary Credit
Restrzint Program and also on behalf of the Federal keserve Board.

For neurly two years we have been learning to live with national
defense. Outside of actual wer-~time conditions, the United States for genera-
tions has found it possible almost to forget defense against outside enemies
and {o devote its energies completely to developing a higher standard of 1liv-
ing at home. Suddenly we found ourselves the most powerful noncommunist
country in the World, able to depend on other countries for protection only
in very limited ways and faced with the problem of rebuilding & strong na-
tional delense.

The problem resclved itself into one of increacsing the production
of defense itews while maintaining the supply of civilian goods st ns high

& level as nossible. If the total demend for goods exceeds the supply, prices
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go up. This is inflation. It hurts the civilian economy and increases the
cost of the defense nrogram.

You will recall the panicky buying that followed the Korean in-
vasion. We rushed to the stores end bought abnormal quantities of merchan-
dise--everything from sheets and coffee to television sets and autos. There
was also an unprecedented increase in residential building. This buying
rush caused ratailers end menufacturers to step up their inventory purchsses
and production rates, and there was a sharp increase in employment. The in-
evitable result of all this was a sharp rise in prices, and snother round
of wage increases. These forces had spent their power or were checked in
March 1951 and in the year since that time there has been no imnmortent, ad-
vance in prices.

It is important to analyze the sources of buying power which made
pDossible this abnormal buyving movement which was superimposed on a high
level of peacetime trade. There were three ovrincipsl sources of buying
power:

First, current income: The sum total of wages, rerts and income
from invested capitel which normally just sbout eguals the production of
goods and services at stoble price levels.

second, the use of savings by drawing down savirgs accounts,
cashing savings honds end spending funds which had remained idle in check-
ing accounts aweiting a suitable time for use.

Third, borrowing against future income: Consumers' borrowings to
buy automobiles, household appliances and houses; business firms' borrowings
to increase inventories or to pey higher prices for inventories or to extend

credit to cousumers, or to expand plants.
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The combination of these three suurces of buying power, when used
to purchese a cuantity of goods end services that could not expand with
equal rapidity, caused & sharp price rise.

Having analyzed the sources of buying power which ceused the up-
surge in commodity prices in 1950 and early 1951, it is important to explore
the restreining influences which have resulted in a sidewise movement of
prices for the past year. The principal factors are found in sorme widely
varying fields. Certainly the rapid expansion of inventories caused part
of its own cure. Just before Taster in 1951 merchants decided that in-
ventories at retail were too high. They huve been scaling their inventories
down as occaslon permitted ever since until, eccording to the most recent
information, inventories s1e nct much higher than normal for today's volume
of business. Manufacturing inventories, on the other hand, continued to
incresse steadily, probebly ag a rerult of defenge production reduirements.
An over-hang of inventorics slwnys spells csution to the lender and the
businessman. Later, when inventories of raw materials are being reduced,
the use of those materiels reduces the demand for merket supplies and, hence,
reduces inflationary pressures.

The incre.se in taxes undoubtedly had a restraining effect. This
1s ¢s it should be. The bill for nationsl defense is not a proper in-
heritance to pass on toc our descendants. Individually, we want protection,
and ve snould psy the bill out of our current income, no matter how it hurts.
Business firms faced with higher texes find the remeinder of income sfter
bayment of taxes nnd dividends to te shrinking sharply, leaving them with
less funds for expension of plsnt and business unless they borrow the rmoney

for the purpose. Individuals also find with the higher tax rates thst there
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is less woney left over ofter paying current living costc for the purchase
of items of household eauinmment or for emburking on programs of instelment
purchsse. Texes are docing two importent things: they sre deterring pri-
vate spending and borrowing, and they are previding the nationsl govermment
with funds so that our netional defense is more nearly on & pay-as-ve-go
basis.

There seems to have been a lack of an urge to buy on the nart of

.

consumers, This was probably a comnosite result of o number of fec

<

(OTrs.
Many people overbought in the excitement after the Korean incident, &nd
those goods have not yet worn out. There lwe rot, in recent months, been
&ay dramstic move sgrinst the democratic nations which might have touched
of f another buying wave. Productive capacity in the United Ste tes has been
Steadily incressing sc that moct kinds of goods are in edecuate supvly on

m

dealers' shelves. hen, there is the sobsring effect of heving to neet
monthly peyments on homes purchased in the lugt two years. It is well to
recognize thet some two and one hulf million housing units vere constructed
in 1950 &nd 1951. As f=milies buckle down to the grind of monthly payments
over a long period of yeers for a home, while meeting normel living costs
and higher taxes, they nre obviously less eble or inclined to increese their
Spending.

Finally, vwe come to the banking and monetsry moves that vere made
following the stort of the Korean trouble to countersact infletionary forces.

(1) In August 1950, the discount rutes of the Federzl Feserve
Banics were raised somevhst and short-term money rates were allowed to rise.

(7) “he consumer credit regulation wrs reesteblished.

(2) A new regulation deeling with real estete credit was imposed.



(4) In January 1951, reserve recuirements of membar banks were
raised to substentially itheir upper legal limits.

(5) One of the most importent tocls of inflation restraint vas
practically out of usge for this purpose for scveral years. This wvas the em-
vloyment of open market operetions, which were devoted almnst solely for
several years to maintaining u pegged price for Long-term Government secu-
rities. Thie program wag modified early in 1751. The reducticn in prices of
long-term Government boindde hes had far-reaching effects in the cortrol of
inflation. Holders of those gecurities have heen reluctant to dumpo them on
the market snd s & result, supplies of funds for mary tyses of credit were
recduced.

The credit policies of the Federal Reserve System were reinforced

v & Program of Voluntary Credit Lestraint among private lenders. The general
credit policy of the Sy:stem was intended to put 2 brake on the expansion of
credit in the sgiregate end to make it unnccecsary for the System to 244 to
bank reserves bty the cortinued purchzse of Jovernment securities; the selec-
tive credit contrels were designed to restroin the extension of eredit in a

Few lines where stendard lending p

h

rectices preveil, EReliunce was nlaced upon
the volurtury credit restroint effort to foster a spirit of caution and re-

straint in lending oolicies in genersl, but esvecially in ercdit fields not
suited to selective credit controls, and ecunlly to essist in channeling the
available supply of credii into the defense rrogram and essential civilien
activities.

The economic picture has becn clearing up very ranidly in recent

weeks, go fast, in facl, bhat it hee outrun the stotiztics. Most stetistical

measuremente are 30 to 60 days old by the time they become aveilable snd field
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reports from corpetent ohservers for some timne hove been indiceting & les-
sening need for consumer credit reguiation end the Voluntary Credit hestraint
Program., Finelly, e few daye ago, &s§ a regult of thece field reports end the
latest stotistics on the business situation, these credit restraints were sus-
pended.

Looking back on the evidence &s to business trends which has been
accumulating in recent weeks, one ls impressed by the balance of greet natural
forces which are working sgeinst infletion as well as toward it at the present
time. Industrial plont ccpacity has been grestly increcsed csince the erd of
the War and narticulerly in the last two years. It is estimated that cepacity
for the production of machinery and chemicwuls has doubled since the end of
Worid War II. Flent capscity for certuin kinds of chemicals, such es synthetic
resins, has increcsed four times. Electric genersting capeclty is up 75 ner
cent, petroleum output heg increased 50 per cent ond steel ingot cavecity is
up 30 per cent. These wre the effects of the huge flov of savings into fixed
capital investmente vhich is estimsted ¢t more then $100 billion in the lest
seven yerrs.

The increage in plent cepacity meang more goods avnilable in the
lines where materials hsve been in short supnly. The result is seen ir the
recent. roapid decontrol ot the flow of mejor raw materials.

The ececond greet ratural force is the larve eond persistent cceumula-
tion of gevinzs by the Americen oublic., wevings today sre not cuite ¢s large
a percentage of versonal income 2g in 1951 buat they are still 7 per cent of
income which is an shnormally large fraction. These savings show up in im-
presalve increszsos in funds avelleble for investment by the grest savinzs

institutions. Insurence funds heve increzsed during 1951 by $£9 billion



(£5 billion in orivete companies and $4 billion in Government insurance),
savings deposits heve incressed §2 billion, &nd the trend is contimuing. For
example, mutual savings banks experienced an incresse of over £400 million

in deposits in the firet quarter of 1952 as compared with a $60 million in-
creese in the first quarter a year ago. OSavings and loan institutions ex-
perienced an increuse of $2 billion in their sevings accounts in 1951 and pen-
sion funds have also shown large increases. This large flow of funde into
savings has facilitated plent expansion and has provided large sums of money
for residential mortgage finsncing. At the sere time, it has reduced the
purchese of consumer goods and thus has served as an important eaualizing
factor.

A third natural force is apparently heginning to operste. Business
inventories which incrensed sharply immedietely after the Koresn incident in
1950 levelled off in mid-1951 and for the past eight months there hes been
littie change in the overall level. To the extent that industry is levelling
off its inventories, it has reduced its derand for raw materisle wherees a
year ago there wos a two-fold demend for current consumption and for inven-
tory accumulation.

In contrast it should not be overlooked that there continue to be
forces favoring further infl: tion. Ve are still in the midst of & grest de-
fense build up and the actval output of defense items will probs bly increase
for meny months to comne. We are still constructing new plants for defense
purposes and this incretse in olant and machinery provides o lerge market for
industrial products. Housing sterte ure now running «t ebout the sswme as in
the spring of 1951, which wes one of the lurgest vears in the history of

residenticl building construction. Furtherrore, one should not overlook the
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possibility of wege increcses large enough to force incresses in certein com-
modity prices.

Turning bo the recent trends in credit, we find bank losns to busi-
ness declining and consumer credit also slightly lower, but residentizl real
estate loans outstanding continue to increacge. Business loens at banks,
while higher than & yesr ago, have been exhiliting their seasonel reduction
in farm commodity credit which hes more than cffret a continuing rise in loans
to industries associrted with national defense.

Consumer credit is ectimated to be only 1 per cent higher then a
year ago. The total hes declined seasonally since the end of the year. In-
staluent buying is lerger than a yesr w#go. This is a paradox, since total
sales of consuner durahles are lower then a year ago. Hovever, the rote of
repoyment recentiy hes exceeded the rate of new credit granted, resulting in
& net reduction in instszlment credit outstending.

Th2 record of home mortgage debt reflects six years of sactive home
buying. From about $20 billion of home mortpege debt at the end of 1245 the
total hes now reuched ¢ figure estimated &t ebout £54-1/2 billion. In the first
cuarter of 1952 it appears thet sbout €£1-1/4 billion wss added. The incresse
is occurrirg largely ot savings end losn essoclrtions and life insurance com-
panies.

In summary, vwe have twe cets of forces at worl, one providing &
Ccushion ageinet inflation and the other working towards higher vrices. On
balence thig Nation appe'rs Lo hnve reached z temporary state of eouilibrium.
Perionzl incomes are the bighest in history end rising. Unemnloyment is very
lov. FPrices seem to hrve stebilized «t o level about 10 to 12 ner cent above
pre-Korez. There vas gome decresse in over-all sroduction in March and Asril,

On the other haud, biilding is booming and defense spending is rising.



