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Consumer Spending Since V-] Day

Retail Sales Rise Sharply Despite Unsettled Conditions

Consumer spending in the Seventh Federal Reserve Dis-
trict since mid-August 1945 has followed an almost un-
broken upward course to new alltime records, contrary to
some earlier predictions that a fairly sharp and perhaps
even prolonged decline could be expected after the end of
the war.

In Illinois, Indiana, Iowa, Michigan, and Wisconsin, re-
tail sales, which now account for about two-thirds of total
consumer expenditures, fell only slightly for one month,
then recovered, reached an annual rate of roughly 16.4
billion dollars in February, and have continued upward.
This level is almost 25 per cent above that of V-] Day, and
about 110 per cent higher than in 1939. The corresponding
national increase since the end of the Japanese war is es-
timated at 27 per cent, indicating that relatively greater
work stoppages in this District resulting from extensive
wage-price-profit controversies have prevented retail sales
from showing still larger gains and have held actual in-
creases somewhat below the national average. Data on
recent trends in consumer expenditures for services are frag-
mentary, but available information indicates that such ex-
penditures also have been well maintained.

Major factors contributing to these record consumer ex-
penditures have been: continuing and expected high levels
of individual income payments; increasingly less tendency
for individuals to save from income with the war won; an
increase of 1,200,000 in the civilian population of the five
District states because of demobilization; large expenditures
by the Federal Government for mustering-out pay and ter-
minal leave funds; use of 110 million dollars of unemploy-
ment compensation benefits and veteran readjustment pay-
ments between August and December, and probably an
equal amount since, offsetting, at least in part, the effects
of reconversion unemployment; relatively high over-all pro-
duction of consumers” goods, including some scarce durable
items; heavy cashing of Series E war bonds; increase in in-
surance policy loans; and some rise in installment financing.

Large increases in retail prices have occurred in the cloth-
ing and housefurnishings groups since V-J Day, but over-all
retail prices of consumers’ goods are reported by the United
States Department of Commerce to have risen less than one
per cent from August to January. The post V-] rise in
retail sales appears thus far to have been mainly a growth
in the volume of unit sales, although clearly weighted by
goods selling at prices much above prewar levels as well
as by noticeable upgrading of merchandise above prewar
standards.

The continuance of record levels of consumer spending
in this District and in the nation will depend primarily
upon how well income payments are maintained, the vol-
ume and prices of consumers’ goods available, and the gen-
eral outlook for individual incomes and the price level.

These will combine to determine how extensively accumu-
lated savings may be used for current consumption or in-
vestment purposes.

INCOME-SPENDING RELATIONSHIPS

While consumer spending at retail is continually subject
to a wide variety of influences, particularly under present-
day conditions of early postwar readjustment, it is never-
theless evident from public and private analyses of prewar
sales trends that the level of individual incomes after taxes
(i.e., disposable income), both current and expected, regu-
larly determines the general level of individual spending to
a greater extent than do such other factors as accumulated
savings. During the period 1922-41, for example, the United
States Department of Commerce reports that about 70 per
cent of any given increase in disposable income went for
purchases at retail outlets. Under present conditions, during
the transition to peace, however, with heavy demobilization
and further price advances expected, there are many indica-
tions that accumulated savings are exerting a strong, if only
temporary, influence upon the current level of consumer
spending. In addition, it should be remembered that
incomes now include large supplementary payments to
veterans.

TRANSITION BUYING PATTERN

The war years, as is well known, were marked by a sharp
rise in individual incomes in the Seventh Federal Reserve
District and in the nation. Retail sales also showed un-
precedented gains. In spite of rationing and serious short-
ages of many types of non-rationed merchandise, at the
close of the Japanese war retail sales in the five states were
at an annual rate of about 13 billion dollars, roughly 70
per cent above the 1939 figure. More than 60 per cent of
the 5.5 billion dollar rise in the annual rate of retail sales
from 1939 to V-] Day, however, was directly attributable
to price increases reflected in official price indexes. The
large increase in dollar volume of sales was also aided by a
significant shift to the manufacture and sale of higher-
priced merchandise on which a greater profit generally was
realized, by upgrading, uptrading, elimination of special
sales, and similar devices.

Considering prewar sales-income relationships, however,
even these gains were smaller than would have been ex-
pected from the corresponding growth in consumer incomes,
principally because of shortages of durable goods available
for purchase, wartime incentives to save, and price controls.
A United States Department of Commerce study of war-
time relationships between retail sales and consumer income
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Propose Raising Parity Prices

Critics of Current Parity Urge Changes

The concept of parity prices for agriculture has been for
some time the subject of critical attack from certain quarters,
and recently there have been attempts to amend existin
parity legislation by including farm labor in the formula for
computing parity.

The notion of parity for agriculture as a national policy
was established in the depth of the depression, in 1933. At
that time, the nation’s agriculture was in the most distressed
period in its entire history, with farm commodity prices and
farm incomes at a disastrously low level. These distressed
conditions gave rise to political unrest in rural areas so pro-
found that special national measures were deemed necessary
to deal with the farm problem. Farm legislation including
parity prices as a goal for farm policy thus became a part of
a large body of special laws formulated to deal with dis-
tressed economic conditions.

The parity objective has been widely accepted by the gen-
eral public as fair treatment of the agricultural segment of
the economy. This general acceptance has existed in spite
of the fact that relatively few people understand either the
philosophy behind it or the technical methods by which it
is calculated and implemented. This acceptance is probably
due to the fact that when parity was instituted as a policy,
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prices of farm products had declined faster and farther than
other prices. An additional factor in the general assent to
such a goal probably has been the choice of the term “parity”
itself, denoting equality or justice.

PARITY DEFINED

A parity price for a given farm commodity is the price
which will give to a bushel, pound, or other physical unit
of the commodity the same purchasing power (exchange for
some number of physical units) which the commodity had
in a base period. The goods and services used by farmers in
living and production are currently priced and totaled.

. These totals are then compared with the value of the same

goods and services in the base period, which for most com-
modities is 1909-14, although some commodities have other
base periods. When prices paid by farmers for these items
are higher than they were in the base period, the index is at
some figure above 100, and conversely, is below 100 when
prices paid are below the level of the base period. The com-
putation of the parity price of a commodity is performed by
taking the average price of a given commodity in the base
period and multiplying it by the index of prices paid.
Thus the parity price of a commodity rises and falls with
the index of prices paid by farmers.

THE SOCIAL BASIS FOR PARITY

The period 1909-14 was chosen as the base period because
it was believed that in that period agriculture’s share of the
national production of wealth was the most reasonably nor-

. mal of any time in the nation’s history. The intent in choos-

ing this period and of implementing policy to achieve parity
in terms of that base period was to give to agriculture a
corresponding per capita share of the total national product.
It is obvious that the use of parity as a policy for all seg-
ments of the economy is impossible of practical achievement.
If it were followed, each economic segment in the economy
would seek a base period in which its share of income was
the most favorable. To the extent that this is true, it would
be impossible to reconcile the inconsistencies of the respec-
tive parities for different time periods. Such attempts to
freeze the pattern of income distribution in terms of an
historical period leave no room for necessary adjustment to
dynamic changes in a healthy and evolving economy.

The justification for the use of this device in the case of
agriculture has generally been put upon largely social
grounds. It is argued that the farm is the major source from
which population replenishes itself and that therefore a
healthy and prosperous agriculture is an eminent necessity.
It is sometimes also argued that parity is justified on eco-
nomic grounds because a substantial proportion of the work-
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ing population is engaged in agriculture, and that therefore
raising the purchasing power of agriculture promotes a more
active economy. However, the same argument can be and
is being currently used to justify similar programs for groups
representing even proportionally larger groups of the popu-
lation.

THE PERFORMANCE OF PARITY

In spite of the goal of achieving parity prices for farm
products, parity was never even approximately achieved in
any of the peacetime years since it was instituted. Under
present legislation, farm prices are calculated to have been
at parity in 1920. Considering all commodities as a whole,
farm prices were below parity until 1942. In 1939, prices
averaged 77 per cent of parity and rose thereafter to 80 per
cent in 1940, 94 per cent in 1941, and 106 per cent in 1942.
During the last three years the index of prices received by
farmers has reflected farm prices 15 to 20 per cent above
parity.
For individual commodities considerable range has been
shown. Hogs averaged only 60 per cent of parity in 1940
and reached a maximum of 20 per cent above parity in
1942. Beef cattle were at 6 per cent above parity in 1939
and achieved a level of 39 per cent above parity in 1943.
Corn was at 60 per cent of parity in 1939 and averaged very
close to parity in 1943 to 1945. The range in butterfat is
from 74 per cent of parity in 1939 to the high of 18 per cent
over parity achieved in 1943. For milk the 1939 ratio was
85 per cent of parity, with a peak of 22 per cent above parity
reached in 1943. At the present time the major commodities
in American agriculture are substantially above parity.

Extensive programs involving substantial expenditures
have been operated under the parity legislation since 1933,
but in spite of these efforts, it required the inflationary war
period and the war’s expanded demands to bring farm prices

up to parity.
ATTACKS ON PARITY

The concept and machinery as they exist have been re-
peatedly attacked and critically scrutinized throughout the
life of the policy. These attacks have been made on several
grounds. It is said that the structure of parity takes no ac-
count of changes in the costs of producing commodities
since the base period. Changing farm technology since 1914
has materially affected the relative costs of producing some
commodities. For example, wheat costs less in terms of re-
sources to produce than it did in 1909-14. On the other
hand, some commodities like beef and milk cost more in
terms of resources to produce today than they did in the
earlier period. The point of this criticism is that providing
parity prices for commodities subject to these changes un-
fairly compensates some farm enterprises and penalizes
others.

A second line of attack has been that the mechanical pro-
miotion of parity prices for specific commodities takes no
account of the changes in demand for different commodities.
With the passage of time, consumers have come to place

PARITY PRICES OF SELECTED FARM COMMODITIES
Parity Price, | Farm Price, | Per Cent Farm Price
Commodity Mar. 15, 1946 | Mar. 15, 1946 | Is of Parity Price
ELORBU s idissistincusvintl $13.00 $14.20 109
Beef cattle... 9.70 13.10 136
Veal calves.. 12,10 14.10 117
Lambs....c..... 10.50 13.60 130
Milk, wholesal 2.86 3.291 117
Butterfat. .48 512 107
Chickens.. .20 .23 114
1.72 2.128 123
1.72 3.68 214
1.29 1.756 135
1.46 1.89 129
...... 21.20 16.30 M
40.40 47.50 118
1.80 1.67 121
1.67 2.36 160
R .33 41 124
;]Qj.f:s not include dairy production payment of 66c per cwt. in March
;l;:;s not include dairy production payment of 17c per pound in March
3Comparable price.
SOURCE: Agricultural Prices, U.S.D.A., B.A.E., March 1946, pp. 4-b.

different values on commodities than prevailed in the base
period. For the most part these changing values reflect chang-
ing tastes arising from nutritional education, higher stand-
ards of living, and other changing social customs. Under
strict adherence to parity as a goal, these changing consumer
choices are not reflected as they should be in the shifts in
production that the changes would call for.

In other terms it has been said that the parity goal, to the
extent that it succeeds, results in a misuse or misallocation
of agricultural resources, encouraging their use in the farm
enterprises according to the demands existing in the base
period rather than in terms of current needs and tastes. This
tends to aggravate the accumulation of unwanted surpluses
and to encourage the dissipation of soil fertility.

Recently some farm organizations have taken the lead to
advocate an overhauling of parity which would overcome
some of these difficulties. The essential feature in the pro-
posals for revision is that the base period would be elimi-
nated as the beginning of the parity calculation for the
individual commodities, substituting instead a moving aver-
age of a recent period, such as 5 or 10 years, for each com-
modity. The parity price for each commodity would then be
calculated by adjusting these averages up or down, accord-
ing to the ratio or relationship between the general level of
prices paid by farmers and prices received by farmers in the
base period. This device would, therefore, permit changes
in the cost of production and changing levels of demand for
various commodities to be reflected in the parity prices.

Some leaders and students of agriculture advocate the
complete scrapping of the parity price concept as a basis for
farm policy and suggest a substitution of other social devices
as an aid to farmers, such as compensatory benefit or income
payments or publicly subsidized nutrition programs.

AMENDMENTS TO PARITY PROPOSED

In the last two or three years there have been serious at-
tempts in Congress to amend the present parity legislation.

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




The legislation has previously been amended a number of
times in minor ways. The only major change that has been
made was in 1936 when the law was changed to allow the
inclusion of interest and taxes in the list of goods and serv-
ices entering into the calculation of prices paid by farmers.

Several attempts have been made to include farm labor
wage rates in the formula. The most recent was the amend-
ment which both the House and the Senate passed as a
part of the Minimum Wage bill. The President indicated
that he would veto the legislation if it contained this amend-
ment. Farm interests in Congress have discussed attaching
the measure to the bill extending the Office of Price Ad-
ministration if necessary.

If the question of adding farm wage rates to the compu-
tation of parity were purely and simply a matter of logic, it
is probable that a fairly good logical case exists for the in-
clusion of labor costs in pricing the goods and services that
farmers buy. Although the amendments include both hired
labor and family labor, priced at going rates for hired labor,
the farm expense for labor is as real a part of farm operating
expenses as is that for supplies, feed, machinery, interest and
taxes, or any other tangible expense. The case for including
labor costs becomes, however, somewhat weaker when ap-
plied to individual commodities. This is particularly im-
portant because some farm commodities require relatively
much more labor expense in their production than do others.

An additional argument put forth by some of the sponsors
of this amendment to parity is that they see a national wage
policy for labor based upon adjustments in wages compen-
sating for changes in the cost of living. They say that fur-

thermore it appears to be national policy to allow manufac-

turers operating under OPA price ceilings price increases
commensurate with increased costs. They therefore argue
that in view of these policies running in the direction of
covering increased costs, it is only fair and just to the farmer
that his increased costs, in this case labor costs, should be
covered.

In this and other connections there have occasionally been
suggestions that farmers implement their position in the
current situation by taking a leaf from the book of labor and

U.S. FARM PRICES AS PERCENT OF PARITY
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instituting some strikes. Regardless of the outcome of the
parity amendments, it is unlikely that this will be much
more than talk. The heterogeneous and dispersed nature of
agriculture and the character of most of the farmers of the
nation do not lend themselves to the effective organization
and use of the strike as a weapon for group pressure.

EFFECTS OF ADDING LABOR TO PARITY

According to the U. S. Department of Agriculture, labor
costs, including proper allowance for family labor, would
account for 32 per cent of the total weights entering into an
index of prices paid by farmers for goods and services used
in living and production, leaving 68 per cent for non-labor
expenditures. Currently the index of prices paid, excluding
labor, is about 174 per cent of the 1909-14 average level.
Farm wage rates are 350 per cent of the level in the same
base period. Therefore, the inclusion of farm wage rates
would result in a new index, would yield an index including
labor 230 per cent of the 1909-14 level. This would mean
that parity prices would be increased by about 32 per cent
if labor wage rates are to be included in computing parity.

Secretary of Agriculture Anderson, in commenting on the
proposed amendments, pointed out that there were good
reasons why farmers ought to proceed cautiously in per-
mitting and encouraging the inclusion of labor costs in the
parity formula. Among other things, he cautioned that far-
mers may in the future have occasion to regret such inclu-
sion. The full portent of these remarks is borne out by re-
calculating the index of prices paid along the lines suggested
by the amendments to include labor wage rates. Such a
formula would have lowered parity prices nine of the sixteen
years since 1930, would have made no difference in one
year (1940), and would have increased parity prices in six
of the years. In 1930, parity prices would have been only
one per cent higher, and for the five-year period 1930-3%
they would have been 5 per cent lower. Adding labor to the
formula would have lowered 1933 and 1934 parity prices by
9 per cent. In the five-year period 1935-39 lower parity
prices would have prevailed for every year. On the average
for the period, parity prices would have been 3 per cent
lower than when calculated on the present basis.

Going into the war period, the inclusion of labor would
have made no difference in 1940. For the five years 1940-44
parity prices would have been, on the average, 13 per cent
higher, and for 1945 would have been 32 per cent higher.

With the passage or tapering off of the abnormal demand
for war commodities, it would appear that the case for in-
clusion of labor costs in times of somewhat more normal de-
mand would rest upon the expectation that farm labor wage
rates are to remain indefinitely higher relative to other
prices paid by farmers than they have been in past years.

Turning to some of the important farm commodities of
the Seventh Federal Reserve District, the revision of parity
prices along the lines discussed above would have some
marked effects on the parity prices of individual com-
modities. For example, the parity price of hogs in 1933 was
$8.72, while under the proposed calculation of parity, the

4 price would have been $7.92. Throughout the 1935-39
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period it would have lowered the parity price from $9.38

Government’s commitment to support the basic and war-

to $9.09. On the other hand, the 1945 parity price for hogs essential commodities at approximately 90 per cent of parity. -
would have been $16.92 instead of $12.65. For beef cattle These commitments on commodities representing a substan-
with a parity price under present methods of $6.50 in 1933, tial proportion of the total farm production of the country
the parity price would have been $5.91. Beef is nearly one- require support programs under the present law until at
third above parity today. The parity price of beef cattle least January 1, 1949, and later if official action declaring
would be raised by revising the formula from $9.43 to the war to have ended is not taken during 1946. x
$12.47, still below present market prices. It is generally reported that many economists in the
The parity price of corn would have been reduced by Department of Agriculture are apprehensive that delivering
seven cents in the depth of the depression and would have on these commitments will be a very heavy task when farm
been three cents lower in the prewar years. For 1945, on prices begin to readjust from the wartime high levels. This <
the other hand, the suggested method would have raised problem, serious as it may be under existing law, would be :
corn from a parity price of $1.12 to $1.48. Similar changes greatly magnified by a boost of roughly one-third in parity
are shown for butterfat which would have been dropped levels. The amount of funds which would be expended out
from 32 to 29 cents in 1933, would have lowered it by one of the public treasury to support the higher levels would
cent in the immediate prewar years, and would have boosted undoubtedly be several times the minimum amounts esti-
it from 46 cents in 1945 to 60 cents. Similarly, changing mated to be required by the commitments under the present
parity would have reduced the parity price of milk from law. In addition to this, the higher parity price levels,
$1.92 to $1.74 in 1933, would have lowered it about six assuming effective efforts were to be made commensurate
cents per cwt. in the prewar years, and raised it 32 cents with the greater task, would greatly stimulate the produc-
during the war years. The 1933 parity price of eggs would tion of commodities favorably situated as to parity levels, ,
have been 23 cents instead of 26, a difference of less than  thus aggravating the problems of size, storage, and disposal
one cent would have been shown for the 1935-39 period, of surpluses.
but the average of the war years would have been 36 cents Effects on farm land prices cannot be overlooked. Agricul-
instead of 32. tural officials and other agricultural leaders have repeatedly
warned of the dangers of another run-away land boom with
HIGHER PARITIES AND INFLATION disastrous consequences to agriculture. In some parts of the
- country, land prices have gotten out of line in the past few
In view of the present concern over preventing or check-  years largely because of the relatively favorable position as
ing inflation, the effects estimated by high Government of- to parity prices enjoyed by the major commodities in such
ficials from raising parity prices are worth noting. Secretary areas. The materially higher farm prices that would result =
Anderson, in commenting on the legislation, says that the from boosting parity standards can be counted upon to add
change would upset the stabilization and price control pro- explosive fuel to the farm land price situation. Farmers can
gram. He stated further that it would tend to have a very scarcely be blamed for capitalizing land returns induced by
disturbing effect on this country’s efforts to relieve famine putting higher stilts under the parity structure. Such cap-
and starvation among the populations of the world. As to italization benefits present land owners rather than those
the latter, his reasoning was that the expectation of higher who will operate the land at the time parity programs are
parity prices for grains would aggravate and make more in operation. Furthermore, the tentative nature of parity
difficult the Government procurement of grains for ship- benefits makes such capitalization a speculative influence in
ment abroad by encouraging farmers to hold back market- the land markets. ,
ings in anticipation of the higher parity prices. As to the One of the arguments sometimes put forth on behalf of |
effect on the stabilization program, his position was that the = higher parity prices is that during the war period, under
higher parity would necessitate raising price ceilings about price controls, farmers were deprived as a group of the
one-third, particularly on corn, cotton, and wheat, and that naturally larger returns they would have gotten from
as a result almost every other class of farm commodity would ~“normal” markets. A similar argument has sometimes been
have to be adjusted upward. This, he said, would generate put forth on behalf of some labor groups with regard to
a new round of wage demands, thus wrecking the whole wage controls. During the war a substantial inflation was
stabilization and price control program. probably politically and strategically inevitable in order to
The Economic Stabilization Director, Chester Bowles, achieve a quick mobilization of the economy. But it would “
estimated that the higher parity would raise the average appear hardly conducive to economic peace and national |
family’s food cost $125 a year and would increase the cost ~well-being to base national economic policy for more normal
of such items as cotton goods by at least seven per cent. He times upon the notion that redress is due to selected groups
said he felt that the resulting farm price increases would in the economy because they did not get more out of it than |
lead to new demands for higher wages, imposing upon the they did. Farmers as well as other groups would do well to
_ stabilization program a strain which it would be unable to realize that the country can gain by the manipulation of
| bear, followed by a price collapse and an agricultural depres- the purchasing power medium only if added production
| sion that would take many years to cure. results without inflation. If inflation is the consequence of
| Another major problem raised by the proposals to elevate such manipulation, the gains to a part of the population are
parity prices is the effect such a move would have on the to that extent made at the expense of others.
Page 4 w
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Illinois State Surplus and Debt—I1

Debt History and Public Works Program

As of January 1, 1946, the State of Illinois owed 111
million dollars in long-term debts for which it had directly
or indirectly pledged its credit. The major items in this
total were 90 million dollars of highway bonds issued in
the 1920’s to finance construction of the statewide system
of hard roads, and 17 million dollars of emergency relief
bonds issued by the State in the 1930’s but serviced from
city and county shares of State motor fuel tax collections.
Both of these issues will be retired before 1960 by annual
principal payments of from 7 to 8.7 million dollars. The
borrowings of the Illinois Armory Board and the University
of Illinois were additional components but of minor sig-
nificance. The Armory Board obligations, though not tech-
nically a debt of the State, are so classified since the proceeds
were used to construct and equip armories for the State
militia, and these structures are maintained by biennial
appropriations of the State legislature for rentals in sufficient
amount to defray the annual debt service requirements. A
substantially similar situation obtains with respect to the
borrowings of the University of Illinois.

EARLY HISTORY

Until 1923 the State government in Illinois had under
its constitutions of 1848 and 1870 incurred insignificant
amounts of public debt. Even during the Civil War, bor-
rowings were little more than 2 million dollars, or about
one-fourth of the revenue from taxes. The State’s assistance
to the City of Chicago after the catastrophic fire of 1871
entailed an indebtedness of but 250 thousand dollars. These

ILLINOIS STATE DEBT

1922 - 45
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280 280
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were the only significant State borrowings in the 75 years
from 1848 to 1923. The fact that both of the constitutions
in effect during that period imposed rather stringent limita-
tions on the power to borrow probably was a major deter-
rent to deficit financing.

Moreover, the fiscal experience of the State in the 1850’
and 1860’s, when it was still struggling with an unman-
ageable debt incurred in the years 1836-42 and on which
interest was regularly defaulted until 1856, was for some
time a sufficiently recent experience to exemplify the haz-
ards of excessive borrowing. In that seven-year period the
State had borrowed approximately 14 million dollars for in-
ternal improvements or over eight times the aggregate of
its tax receipts. A comparable borrowing today would be
approximately 20 billion dollars. It is not surprising, there-
fore, that restrictions on debt issue were made a part of the
fundamental law of the State in 1848.

CONSTITUTIONAL RESTRICTIONS ON BORROWING

The constitutional provisions with respect to State debt
in both the 1848 and 1870 constitutions are essentially alike
except that the 1848 version set the limit for loans to meet
casual deficits at 50 thousand dollars, whereas the constitu-
tion of 1870 fixed this limit at 250 thousand dollars. Bor-
rowing “to meet casual deficits or failures in revenues” in
the year 1848 was thus limited roughly to one month’s
revenue. Similarly, 250 thousand dollars was an average
month’s revenue in the latter 1860’s. If the present con-
stitutional limitation had been expressed in terms of an
average monthly revenue, it would permit borrowing for
casual deficits in the years 1940-45, for example, of between
20 and 25 million dollars.

In addition to loans for casual deficits, the constitution
of 1870 permits the State to incur debt for purposes of re-
pelling invasion, suppressing insurrection, or defending the
State in time of war. Any other debt to be legally con-
tracted must be submitted to a vote of the people and re-
quires the approval of a majority of votes cast for members
of the Assembly at a general election. Concurrently, pro-
vision must be made by the General Assembly for the
levying of taxes sufficient to cover debt service requirements.

DEBT ISSUES SINCE 1920

Until 1908 no referendum for the issuance of debt had
been approved by the Illinois electorate. A constitutional
amendment with respect to inland waterways was adopted
in 1908 and conferred authority on the State to issue 20
million dollars in waterway bonds. The first of these, how-
ever, were not sold until 1929. In 1918 the voters approved
a highway issue of 60 million dollars, and under its terms
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the bonds were first issued late in 1921. A subsequent high-
way issue for 100 million dollars was approved by the voters
in 1924. In 1922 a soldiers’ bonus issue was approved, and
these bonds were sold to the public beginning in 1923. For
the decade of the 1920’s, proceeds of the foregoing State
bond issues were equivalent to 40 per cent of State tax
revenues.

The emergency relief issues sold in 1932 and 1934
funded tax anticipation notes which the State had issued
in anticipation of a property tax levy to raise funds for
relief. At an intervening general election, however, the
voters approved bond issues to fund the tax anticipation
notes. This procedure was resorted to twice before a co-
ordinated Federal, state, and local program of financing
unemployment relief on a current basis had been adopted.

The tax anticipation notes and the armory bonds illus-
trate two modes of avoiding—in the one case temporarily,
and in the other case permanently—the necessity of obtain-
ing voter approval on projected State expenditures financed
by borrowing. In the one case—that of the tax anticipation
notes—the temporary obligations were legally not in the
category of debt.! In the other case the issues were not
those of the State but those of the Armory Board, a public
corporation or trust, which at the most could pledge as
security only the income of rentals paid from State appro-
priations for the use of the armories to house and train the
State militia.

The borrowings of the University of Illinois and the
University of Illinois Foundation (a non-profit corporation

organized to assist in developing and expanding the facilities TABLE 1
of the University) do not differ in essence from those of OUTSTANDING DEBT %I;‘I'I;I;E STATE OF ILLINOIS

the Armory Board. The funds raised, together with Federal
grants, were used for the Medical, Dental and Pharmacy

q Purpose for Which Incurred
Building, [llini Union buildings in Chicago and Urbana, — Total Outstanding (B“:"l‘dm a8 of June 80)
. . . al- old-
and Men’s Residence Halls. Debt service has been provided | endar | Mar. | sune | sept. | Dec. | Hign-| ters’ | Wator-

* - esL, i Year 31 30 30 31 way |Bonus| way |Relief2 |Others
from earnings, rentals, and a direct State appropriation in o 7 =
1943 for retirement of certain callable issues.2 1922 T L R TR R R T T ey (SR (I

. : TEr e TR e - R S S P SRR RIS G

The creation by the General Assembly of public corpora- | 1924 | 822 | 1013 |1121 |1121 | 610 [ 60.3| — |— | —

ti ith the power to incur debt and provide for its re- i IS L B LR R LR N bl i T o s
el P {ri P 1926 | 1411 | 189.1 |187.2 |187.2 | 87.0 | 621| — |— | —
tirement by regular State appropriations for rentals does not | 1927 | 187.2 | 1412 | 1898 | 1468 | 91.0 | 602| — |— | —
¥ porins 1928 | 145.3 | 1503 |170.3 |179.3 |102.0 | 488 — [— | —

have unlimited possibilities. The 62nd General Assembly ls2o | 170.3 | 1003 | 1897|2008 |189.0 | 46.3| B0 |— | —
(1"9;}1d) created the Il(l;nm; State Pu};hg Bulldln]galr/\uthorlty, oo | e [ 1960 [ poe1 [1m2s |11 418 19— | =
c. C uti ubli ra- 1932 | 2041 | 207.1 | 207.6 7 |143.5 | 89.6| 6.0 |17. ;

Ra o ydcorporate e s o?slt,lt s Itlg ol 5 b e ChRpetd 1983 | 2087 | 3062 | 2047 |2047 |143.0 | 372 €0 200 | 2
i rnment instrumentali o purchase or con- 1934 | 2187 | 221.2 | 2271 |227.1 | 7| 6.0 |40, =
e d S g’i b Pl diniae o Mitaod 1935 | 225.2 | 222.8 | 2190 |217.8 [187.2 | 82.0| 5.0 |48.6 | —
struct, maintain, an operatf tate oT }fe AUI h1ngs in Illinois o | zie @01 (e (200 (1307|203l 40 [dss | 4
‘e : i L 1937 | 208 5. 5 | 19907 1| 264 8 i :

cities o(i; over 75,]?00dpopuﬁatlon. 4 e utfont};1 \Evasll'ep iss | dovs [lof1 |10 |dsea (ls |304| 20 |doe | 33
the cost or suc acilities 1939 184. ¥ 180.4 | 178. 121. X 1 38.00 .8

ke lon * to. ﬂ? aﬁce ; g d " 1940 | 178.2 | 1726 |169.1 |165.9 [116.1 | 16.9| — (85,0 | 4.4
and to enter into leases with t ; \iano&xs tate epartmﬁ) S wer | 1020 [ 161 |dgs [dees (i [13s] — (s |48
1 1 ¥ R d o i 9.9 — 28.4 5.2

for Oflilce spage. The ACCt ki eﬁdarehurll;c;r;stlt;tlonla Y o | 1048 1884 | 1364 | 1328 1322|1012 | 66| — |28 | 49
1 1 1 # 1944 124.4 123. 121. 119.9 96.1 1.9 — 1.0 43

the E UPreme ourt in ALCT ( eope ¥8 1945 116.9 113.8 113.1 111.8 90.8 | —— — 19.0 4.0

Green, 382 Illinois 577) as contrary to section 18, article IV,
relating to the issuance of State debt. The following lan-

1People vs. Nelson, 344 Illinois 46.

2Initially, the obligation of the University of Illinois was limited to the
bond issue for the Medical, Dental, and Pharmacy Building in Chicago;
the debt incurred for other structures was that of the “Foundation.” The
Illini Hall and Arcade indebtedness was retired in 1944 by a State ap-
propriation and title transferred to the University of Illinois. Conveyances
of the Chicago Illini Union Building, the Illini Union building, and the
Men’s Residence Halls were executed from the “Foundation” to the Uni-
versity in 1944 ; at present, all outstanding indebtedness is that of the
University of Illinois.
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guage of the decision indicates the nature of the barrier to
the use of the corporate authority device for financing capi-
tal outlays:

“. ... It is clear that the rent to be paid by the State of
Illinois is substantially the only contemplated source of
revenue of the Authority. The leases made by the State
will, of necessity, have to be made with reference to the
payment of interest on the bonds and the payment of princi-
pal, and the appropriation will have to be made with refer-
ence to the rentals fixed in the leases.

“The intent and purpose of the constitutional restriction
is to impose a limitation on the power to appropriate, by
limiting the amount of the indebtedness which may be in-
curred without a vote. There is, however, an exception to
section 18, article IV, contained therein, excepting from its
provisions State indebtedness incurred ‘for the purpose of
repelling invasion, suppressing insurrection or defending the
state in war” The purpose of the act before us does not
come within that exception. In the present act there is an
avenue opened for the building of lavish and elaborate
buildings which might necessitate large and unusual appro-
priations to meet excessively high rentals, to meet the in-
terest and principal payments for bond requirements. How-
ever admirable or desirable the plan may be, without some
limitation on the amount of rentals, to be fixed in the leases,
or some guide as to how they should be ascertained, the act
violates section 18 of article IV of the constitution. The

(In millions of dollars)

1Excludes interfund borrowings. Excludes $1,814,000 of non-maturing
trust obligations to educational funds that the State incurred by taking
over trust funds and using them for general operation; the State now
pays interest on such funds or fully supports the beneficiaries (State
educational institutions) from general revenues.

2Includes tax anticipation notes subsequently refunded into bonds which,
though issued by the State, are payable from city and county shares
of the motor fuel tax.

SExcept for 1932 and 1933, these amounts are for bonds issued by the
Illinois Armory Board, the University of Illinois, and the Illinois Foun-
dation, and are not a direct obligation of the State; principal and
interest requirements are met, however, by earnings from properties or
by State appropriations for rentals sufficient to cover debt service.
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TABLE 2

SUMMARY OF EXPENDITURES AUTHORIZED
FROM POSTWAR PUBLIC WORKS APPROPRIATION
AS OF JANUARY 31, 1946

(In millions of dollars)

Planning:
Plans and specifications for State buildings.. 1.6
Aids to local public works planning........ 2.0
SUEyevRt Tk e R N e s s el 3
TR BT e T RS O N e L B R R e e 3.9
Tand - Acquisition™ . wic v .0 s Sabe a0 iy 2.8
New Construction:
Bublicbutloines o 0o e e 9.5
Bamipaent i 0 e s S T et R D
Water and sewer systems................. R
Highways .......... e i N Bt e 10.2
Total New Construction................. 20.9 !
Rehabilitation and Repair............ LA 291
B OuSINEU EANTE 10 L o e e s 4.3
Total Expenditures ... ... 2. ..ot 34.6

general scheme and plan of this act, upon which no limit
is set, affords an opportunity of paying off the bonded
indebtedness by appropriations and taxes which might well
be construed as doing indirectly what the State cannot,
because of the constitutional limitation, do direetly. . . 4

POSTWAR PUBLIC WORKS PROGRAM

As the cash balance in the Illinois General Revenue fund
continued to grow in the war years, it gradually became
settled State policy that there would be no reduction in tax

rates to avoid the accumulation of a surplus. It also became
 clear that at the cessation of hostilities, definite proposals
would be enacted for the expenditure of surplus funds on
a balanced program of public works. Actually, in anticipa-
tion of the war's final conclusion, the 64th General Assem-
bly, in June 1945, appropriated 139 million dollars for a
state-wide system of public works projects touching all major
fields of State expenditure. The program was focused on
the rehabilitation, reconstruction, and expansion of public
buildings for general government, and for educational,

correctional, and welfare. functions. The postwar appropria-

tions were made subject to the qualification that no funds
were to be released for expenditure until the purpose and
amount of such expenditure has been approved in writing
by the Governor.

The 139 million-dollar program devotes roughly 55 per

cent of the planned expenditure to the construction and

4The reduction in the retailers’ occupation tax rate in 1941 from 3 per cent
to 1.96 per cent was not intended to reduce the State’s income so as to avoid
the accumulation of a surplus; at that time, the sharp increase in produc-
tivity of State taxes was not anticipated. Actually, in the same legislative
session, the General Assembly doubled tax rates on alcoholic beverages,
enacted a cigarette tax, and strengthened the retailers’ occupation tax to
offret the loss in revenue from the reduction in the occupation tax rate.
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equipment of buildings of various types. An additional 10
per cent of the total is earmarked for the repair and rehabili-
tation of buildings and equipment, and 10 per cent for pur-
chase of land or buildings. Thus, approximately 75 per cent
of the program is directed to providing a physical plant for
housing the State’s institutional and general governmental
activities.

Other projects include 15 million dollars for rural feeder
roads, 10 million dollars for housing, 3 million dollars for
airports, 3 million dollars for waterways and flood control,
3 million dollars for conservation projects, and 5 million
dollars for aids to local public works planning.

If the individual projects are classified according to the
function to which they are related, educational institutions
(the University of Illinois and the State normals) account
for 23 per cent of the total. About 19 per cent is earmarked
for the welfare and safety institutions, 8 per cent for ar-
mories, 11 per cent for buildings to house administrative
offices, 11 per cent for highways, 7 per cent for housing, and
5 per cent for tuberculosis sanitoria and a public health
building. Up to January 31, 1946, about 25 per cent of the
139 million dollars of appropriation had beén authorized
for expenditure; these items are classified in Table 2.

The 139 million-dollar program of public expenditure
does not comprise the full volume of postwar construction,
as it omits from consideration highway expenditures and
capital repairs and outlays appearing in the regular biennial
budget. Actually, Illinois could expend, under its appropria-
tion authority, well over 200 million dollars for public works
during the biennial period ending June 30, 1947.

With the measure of control that can be exercised by the
Governor over the withdrawal of funds for placing postwar
projects in operation, it is practicable for Illinois to time the
less urgent expenditures on its public works shelf with
proper regard to avoiding competition with residential and
industrial construction. Because a considerable proportion
of the State’s program is in direct competition with private
industry and individuals for construction materials and labor
skills utilized in building the homes and residential units,
it seems likely that much of the State program will be
postponed until shortages in these other uses have been
partially met.

On March 26, 1946, the Civilian Production Administra®
tion issued Veterans' Housing Program Order No. 1. The
purpose of this order is to make available construction re-
sources for veterans’ housing that otherwise would be used
for commercial, industrial, and public construction or other
housing. The order is applicable to Federal, state, and local
government building projects, although it does not apply
to highway construction, water and sewer systems, plan
preparation, and construction that is under way. Moreover,
certain state projects can qualify as essential and thus secure
exemption from the order. The screening involved in the
approval of state projects by this agency, however, un-
doubtedly will serve as an additional check on the State’s
public works program and probably defer any additional
allotment of funds for public works.

Page 7



CONSUMER SPENDING
(Continued from Inside Front Cover)

reports that sales of non-durable goods stores during the
war continued to increase in almost the same relation to
income as in prewar years. In contrast, sales of durable
goods stores since 1941 have fallen, because of shortages,
very sharply below what could have been expected from
available consumer purchasing power. In short, there seems
to have been no large-scale diversion of greatly expanded
consumer incomes to spending for non-durable goods and
services because of shortages of important durable goods.
The wartime growth in individual savings seems to have
accounted for roughly the amount of funds which might
otherwise have been spent for durable consumers’ goods,
had they been available, under the wartime level and dis-
tribution of consumer incomes.

Since V-] Day, consumer buying at retail has been
marked by a shift toward the prewar relationship between
incomes and retail sales and also by the presence of a num-
ber of important factors, at least some of which cannot be
expected to persist indefinitely. Expansion in retail sales
has been greater than corresponding gains in consumer in-
comes with an increasing proportion of current income be-
ing spent, particularly in strike-bound communities, rather
than saved as it was during the war. Much current buying
appears to reflect a general psychological reaction to the
end of the war, which presumably has freed civilians from
many wartime spending restraints and reduced their in-
centives to save. United States Government reports indicate
that for the nation as a whole the rate of savings of in-
dividuals has dropped from a wartime peak of 30 per cent
of income after taxes in the second quarter of 1945 to a
current rate of 15-20 per cent, which is still considerably
above the nine per cent rate of 1939. Seventh District
figures indicate a parallel trend. Most veterans necessarily
are spending their mustering-out pay and related allowances
as well as some savings to re-establish themselves as civilians.
Despite their outspoken resentment against price increases
which occurred while they were in service, they have no
other choice than to buy certain urgently required items,
such as clothing, at prevailing prices and quality.

Although industrial wage-price-profit problems in recent
months have had a retarding effect upon some civilian pro-
duction, the over-all output of civilian-type goods has held
up remarkably well since September 1945, and the propor-
tion actually devoted to civilian uses has expanded con-
siderably. Some scarce commodities, moreover, have been
reappearing on the market in at least small quantities, and
sales of these items, which have increased sharply, have
contributed to the current record sales level. Retail sales of
the automotive group, for example, have risen by almost a
third since V-] Day, largely as a result of the acceleration
of gasoline sales with the end of rationing and the increased
business of parts and repair shops. New automobile pur-
chases have not as yet appreciably increased the sales vol-
ume of the automotive group. Furniture and household
appliances sales are reaching levels as high as 25 per cent
above those of a year ago. Building materials sales by re-
tailers jumped nearly 20 per cent following V-J Day as

DEPARTMENT STORE SALES
ADJUSTED INDEXES, SEVENTH DISTRICT CITIES, 1945-46
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restrictions upon home repairs and modernization were tem-
porarily relaxed. Non-durable goods, nevertheless, continue
to dominate the upward movement in total retail sales; al-
though certain durable items are beginning to make spec-
tacular increases.

Strikes appear to have affected the composition of retail
trade to a greater extent than the volume. In particular, it
has been observed that a strike tends to shift trade from
higher- to lower-priced stores and from luxury goods and
services to low- and medium-priced merchandise.

IMPLICATIONS OF CURRENT BUYING

Highly important to future retail sales as well as to the
pattern of current sales activity is also the significant amount
of “scare” and “scarce” buying by many consumers. “Scare”
buying, carried over on a small scale from the war period,
refers to the well-known tendency for consumers to rush to
stock up on available goods which they have reason to feel
will disappear shortly from the market. Recent illustrations
of “scare” buying have occurred for white flour following the
Government order that only “dark” flour would be available,
for liquor following the new restrictions on the use of grains
for beverage purposes, and for many items whose supply has
been threatened temporarily by current or impending work
stoppages.

“Scarce” buying refers to a somewhat different aspect of
present-day buying and describes a recognized tendency on
the part of some individuals not only to buy “scarce” goods
whenever possible, but to continue to buy such goods well
beyond their immediate or even foreseeable needs merely
because the goods are presently scarce, although the outlook
for greater supplies may be becoming increasingly favorable.
Illustrations of such “scarce” buying and consequent build-
ing up of abnormally large inventories by some individuals
include nylon stockings and certain other clothing items for
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both men and women.

“Scare” and “scarce” buying have some significant impli-
cations for future buying. The attitude of consumers toward
any individual commodity, it has been observed, can change
suddenly because of the quantity or quality available or
expected to be available. As many goods which have been
in short supply become more readily available, particularly
those which are rapidly used up, a marked swing away from
their purchase has occurred.

Closely allied to these somewhat special types of buying
is the abnormally large volume of buying taking place well
in advance of actual needs, which has altered in varying
degrees, if only temporarily, certain well established seasonal
buying patterns, particularly for wearing apparel but also for
many household goods. 4

A review of limited information on the volume of new
orders being placed by individuals in the Seventh Federal
Reserve District fails to reflect any clear-cut tendency, ex-
cept that the degree of certainty associated with delivery
dates and the willingness of retailers to accept orders appear
to be the most important limits on the quantity of new and
outstanding orders for goods currently in short supply. Con-
siderable speculation prevails about the extent to which
consumers are placing duplicate orders with several dealers
in order to improve their individual prospects for obtaining
scarce goods. It is not known, however, how widespread
this practice may be, and there appears to be no practical
method of determining this. Obviously, duplication of
orders gives an inflated picture of the volume of actual
demands and clouds the outlook for sales later in 1946 and
1947 both for producers and distributors. Some retailers
express the belief that order duplication is not likely to be
a serious consideration for them in the immediate months
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ahead, but they are taking greater steps to assure themselves
that future orders are “firm.” Requirements for at least sub-

stantial down payments to accompany all new orders are
common,.

INDUSTRIAL AREA VARIATIONS

Regional variations in the movements of retail sales since
V-J Day are to be explained initially by the differential
amounts and speeds of physical reconversion and later by
the relative incidence of labor disputes and their far-reach-
ing repercussions. Recent sales trends in industrial areas
within the Seventh District reflect variations in the sequence
and severity of reconversion developments and indicate dif-
ferences perhaps more striking than those between the na-
tion and the District.

The Chicago industrial area did not share in the brief
national and Seventh District September decline, with retail
sales going steadily upward since V-] Day except for a less-
than-seasonal rise in December. Although this industrial
area had the greatest volume of new war industry among
the nation’s industrial areas, the broad base of peacetime
industry and over-all product pattern was not altered sub-
stantially by the war, and subsequent reconversion prob-
lems were comparatively small. All the major strikes—oil,
automobiles, agricultural machinery, trucking, meat-packing,
steel, coal—have hit Chicago directly or indirectly, but for-
tunately not simu]taneously. Effects on consumer buying
in Chicago, moreover, were limited largely to local neigh-
borhoods. A prolonged coal strike, of course, could reverse
the present favorable trend and cut steel production further
in South Chicago, Gary, and elsewhere.

In sharp contrast to Chicago, the Detroit area which was
earlier and more severely affected by reconversion problems
showed a substantial, 8.7 per cent, fall in retail sales in the
first month after V-] Day. This decline is taken to reflect
pessimistic reactions to losses in take-home pay and also
anticipation of extensive work stoppages in the automobile
industry. Following advances in October and most of
November, Detroit was hit hard by the series of automobile
strikes which began with the General Motors walkout on
November 21. Until Christmas, however, retail sales more
than held their own; Detroit, Lansing, and Flint all re-
ported booming holiday trade. In January there was more
than the expected post-holiday slump, but this decline was
more than made up by a rapid increase which began in
February as soon as strikes were settled or immediate settle-
ment seemed in prospect.

Retail trade in other major Seventh District areas fol-
lowed a more or less uniform pattern approximately midway
between the Chicago and Detroit area extremes. Milwaukee
followed the District pattern closely with slight declines in
both September and December, in each case more than
made up in the following month. Retail sales reports for
Indianapolis indicate two successive months of slight ret-
rogression in December and January which may be ascribed
to an overlapping of reconversion problems with postwar
strikes. These areas have all shared in the rapid rise of
February.
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