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WHAT LIES AHEAD

No one is now in a position to state with certainty just what lies
ghead. It depends first on what the consumer public and business firms
do, which is alweys difficult to forecast with any great degree of ac-
curacy. It depends second, on what the Government does -- that is, on
the size of Government spending, particularly for foreign aid and de-
fense -- which the present ungettled state of international relations
Wakes so uncertajn. Finally, it depends on the methods used by the Gov-
€rmment to finance the spending which is actually undertaken.

So far as the buying public and business firms are concerned, there
has recently been evidence that the pressure of inflation may be subsid-
ing, at least temporarily. But this is not the first time things have

ooked that way since the war; and so, to judge the current situation
Properly we must place it in the setting of the entire pastwar period.

of Inflationary Pressures

Ve all know that the economic developments that we have experienced

10 the postwar period to date have been an cutgrowth of the war itself.
irst, vwhile the war lasted, it absorbed about 40 per cent of our .pro-
d?ction, and as a result the things we were accustomed to in civilien

life became either scarce or not obtainzble. Everyone had to do without’

had to postpone buying till the war was over, had to aweit the return of

Peace and prosperity. Second, in addition, the war left us with heavy -

Tesponsibilities for relief and reconstruction abroad, placing a furthe:

©avy demand on our factories, on our farms, end on our other, productivc
Tesources,

And, finally, the method of getting the money to psy the cost of. "

the wap has also been an important factor in the postwar infiation.

Less than half the expenditure for war goods and services was financed
Y the noninflationary method namely by tuxation. The remainder was fi-
nan?ed through Government borrowing which is inflationary. This heavy
Teliance on Government borrowing meant that when the war ended.people
4 available for spending both their high current incomes and also a |,
Arge accumulation of savings put away during the war. Besides that,”

" &y had exceptionally easy access to credit. Consequently, people had
a tremendous, iong-deferred demand for goods for both personal and busi-
E?SS uses; and to.back up that demand they had more dollars than they
4d ever had before.

. You can see, then, that the result has been that the public has
®l trying to buy things faster than they could be produced., .The de-
mand wag greater than the supply. Therefore, prices have risen steadily.
rising prices produce greater incomes, which in turn produce still
greﬁter demand, which in turn produces still higher prices. Thus the
Vicious spiral goes round and round and up and up. And here, in brief,
the results: Wholesale prices have increased about 110 per cent
slnce 1939+ consumer prices 73 per cent; and personal income increased
imost 200 per cent.



Domestic Impact of the Internabtional Situation .

flow it is importent to note that the problen of mainteining price
stability hes been considerably aggravated by a disturbed international
situetion. The end of Vorid iler 1T meant the terminstion of hostilities
but not the resumotion of peace, cxcept peace of & very uneasy kind. ‘e
have not bzen sble to ignore’ the possibility that an international criel
night develop et any time. R

3

48 & result, expenditures for nationti defense ere wigher thun they
ever were in poucetime ané ere going sbill higher. rdded to these are
the country'!s vest foraign cld progremuy for relief and reconstraculon,
which refleet nct only hunaniteriaa motives but also a desire for zecur-
ity. We have been sending abrozd more goods than we have been recciving
and this excess is financed Lergely hy Govermacnt aid. ‘‘hough this oi-
cess of what we send out of the United {totes over what we receive from
abroad has deciined from its peak:reacned in the first half of 1947, b
ig none the lotses still very great.

Pant. Tntermnbions in the Course of Intlatlion

ilowever, the postwer inflation has not followed an entirely uninter-
rupted course. In the period from Merch to Jun2 last year, and again 10
the first two months of thig year there wog evidence that taings were
getting better. But each tine 1p turned out to he only a temporavy lulls
after which the inflation reswiod. its vrograss, carrying prices to stalt
higher levels.

Recent Indications of -Abatoment

Ané now sgain the pressure of infliticn seens to be subsiding.
both reteil.and wholesale orices on the cverage ore souevhat Lover than
they were at the peak last August. Second, the supply of mony goocs 8
now in better balsnce with demand at current prices then &t eny Line S
vefore the war. Third, the big harvest .of this year nas regulbed wn re”
duced prices of such basic crops as theot, corn, and cotton, waich are
now down close to the levels supported by our Government; wlso Lmporten
.ig the fect thet the agricmltural situation abroud hes elso improved.
Fourth, the nuqber of new houres and aosrtments started ccch monta nas
been declining since sy of this year, in contrast to the pattern of 174
when the number of new units started kept on rising through the sunmer
and early fsll. Fifth, department store gales in the pre-holiday oerit
were below-those of 1947 until well into December; wvhile for Hoveaberl
and December zs & whols sales only about egualled tnose of last yeir,
despite higher personal incomes. 3izth, the figurss show thut for soil-
time now people seem to have been ssving lerger portions of thelr curt
incomes after taxes, and this ot itself mey reduce the damand for
and the upward pressurs on pricas.: Furthor, ond fioally, the use ot CO
auner credit sgeems to heve noderated somawhat; in October installmznt
credit increased such less then a yeur «go, snd &.isn there has been & ¢
ticeable siackening in the volume of sdditional bank credit extenczd U
all types of borrovers.

Flements of Continued Strength

Fut, aind you, this is not the whole story, becsuse uncderlying fecto




1n by which a considerable expansion is possible. In the first place,
Practically everyoody is employed and wage increases are continuing to
~ Soread  This sustains incomes and purchasing power. Also, not only bus-
iness firms but people generally have large bank deposits and hold large
amounts of Government securities vhich they can readily turn into cash.
These factors form a strong base for continued high levels of buying by
he consumer public.

In the second place, large programs still remain for expansion of
fa“torles and manufacturing equipment, for railroads, utilities, and
other i=d-gtries; also the profits of business corporations are still at
Tecord levels. and, what's more, shortages persist for many strategic
Commodities, particularly metals and metal products; and these shortages

eing reflected in rising prices in many specific areas, such as iron,
Steel  Jeaq, zinc, farm machinery, and autcmobiles.

. In the third place, State and local governments, which have rapidly
INCrasana thaiy spendin,, throughout the postwar period, must still meet
Urgent needs for schools, other public buildings, and roads.

And finally, perhaps the factor of greatest single importance in de-
Ferminlng the course that our demestic economy will travel from here on
tie s1ze of the Federal Government's expenditures. Even if the Presi-
®nt'5 recently recommended 15 billion dollar ceiling on the military
?ud”°f 1 followed, Federal expenditures for the next fiscal year, from
Uv 10/0 44 June 1950 are still likely to be higher than for the current
Y§ar. But if 1t 1s necessary to enlarge the military budget to a figure
S8Ceatly in excess of this amcunt, as informed and able military leaders
Seem to recouend, according to published reports, then further price in-
%}ati”n 18 beund to follow unless we find some positive means of prevent-
ln? it What will we have to do? The answer is clear. The supply of
cylti“ally important materials will have to be tightly allocated. Taxes
Yl}l have to be raised in order to avoid an inflationary Government def-
}le. "a 1f we fail to raise taxes sufficiently, we shall be able to
&voiq Substantial price increases only by extensive price and other di-
€ct controls.

q It 1s clear, then, that the probiem of maintaining stability in our
Oiest{e economy is greatly dependent on the state of the international
Sltuatigy, In the absence of further substential increases in defense
e¥pe““itures, there would be some grounds for believing that stability
Mght. g achieved through successive readjustments in the supply and in
® Price of one commodity after another. But if defense expenditures
fP "sunu rapldly, then this certainly means that we can avoid further in-
latlon only if we have the courage to adopt vigorous countermeasures
he wisdom to adopt them before it is too late.

th _Therefore, vhat lies ahead, speaking broadly, depends largely on
¢ international situation abroad and our collective action at home.



