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REVERBERATIONS OF '55 

1. 

At the turn of each year it is the habit of thoughtful obse rve r s 

to reflect on the events of the past year and to a s s e s s the gains or l o s s e s , 

as the case may be- The r eve rbe ra t ions of the old yea r s continue for 

indeterminate per iods of t ime . They a r e of many tones and overtones 

blending into a complex which is perhaps beyond the capacity of most 

e a r s to hear and minds to comprehend in i ts ent i re ty . Different e a r s 

a r e attuned to different components . Different minds select different 

aspec ts of the whole upon which to medi ta te . As senior officers of major 

commerc i a l banks throughout the country your e a r s a r e , of cou r se , most 

sensi t ively tuned to the economic and business tones in the r eve rbe ra t ions 

of 1955, to the over tones of c redi t demand and supply, to the throbbing 

rhythms of economic growth and development. As attention is focused 

for the next few minutes on some of these things, we shall not be slighting 

al l the r e s t that happened in 1955. We shall be doing what comes natura l ly 

to Amer ican bankers convened in a National Credi t Conference. 

I hardly need say to this audience that the year 1955 was one of 

r emarkab le achievement . It was , of cou r se , a year of p rosper i ty , of 

pulsing activity in which sca rce ly a significant business indicator took 

an adverse turn. It was m o r e than th is , however. 1955 was a year in 
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which the t remendous regenera t ive power of the economy i m p r e s s e d 

even the leas t optimistic o b s e r v e r s . What I cal l regenera t ive power, 

let me hasten to add, is not the same as recupera t ive power. The 

economy has always been able eventually to recover from depress ion . 

What was of special in te res t in 1955 was the ability not only to r ecover 

lost ground but beyond that to achieve near ly 100 per cent of an expanding 

potential in so short a t ime . By way of compar ison , our emergence 

from the 1948-49 recess ion , though apparent ly accomplished by ear ly 

1950, has always been clouded by the possibi l i ty that the Korean war 

strongly ass i s t ed the outcome. No s imi lar doubt could be ra i sed about 

our emergence from the r ecess ion of 1953-54. Only a t remendous , 

spontaneous vitality of the economy could account for it . 

F r o m the third quar te r of 1954 to the fourth quar te r of 1955 the 

g ro s s national product soared from an annual r a te of $355 billion to an 

es t imated ra te of $398 billion, a r i s e of 12 per cent. During five success ive 

q u a r t e r s there was a jump in GNP averaging m o r e than $8 billion per 

qua r t e r . Total product for the year 1955 approximated $387 billion, a 

gain of $27 billion over 1954. Changes in the volume of physical production 

were likewise spectacular . F r o m a low point of 123 in July and August 

of 1954 the seasonally adjusted Fede ra l Rese rve Index rose to 144 late 

in 1955, an inc rease of one-sixth. At the y e a r ' s end, though i n c r e a s e s in 
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output were still poss ible in many l ines , some key indus t r ies had r am m ed 

up against capacity. 

Toward the end of 1955 we all looked intently behind these grea t 

economic aggregates to see what had made the economic machine acce l e r a t e 

with such power. To which of the major ca tegor ies of income-genera t ing 

expenditures could so bri l l iant a r ecovery be a t t r ibuted? Certa inly not 

to government pu rchases of goods and s e r v i c e s . Outlays of the Fede ra l 

Government fell a l i t t le from the 1954 figure, being about offset by a slight 

i nc r ea se in state and local expendi tures . Moreover , the F e d e r a l budget 

was c loser to being in balance than it had been in severa l y e a r s , p r e l im ina ry 

es t ima tes indicating that the cash deficit for the year was probably under 

a billion do l l a r s . Although exports and impor t s both rose during the yea r , 

the net effect of the change on economic activity was not g rea t . The 1955 

addition to income can be accounted for only by grea t ly enlarged consumption 

expenditures and by i n c r e a s e s in pr iva te investment , pa r t i cu la r ly outlays 

on new capital goods. 

A c lose r inspection of the data te l ls us that 1955 was in a sense 

dominated by the consumer . Of the some $27 billion of new g r o s s product 

c rea ted during the yea r , m o r e than one-half resu l ted from inc reased 
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expenditures of households for durable and nondurable goods and for 

s e rv i ce s . And if outlays on res ident ia l construct ion also a r e considered 

as consumption expendi tures , perhaps two-thi rds of 1955fs new g ros s 

product was accounted for by the r is ing budgets of Amer ican famil ies . 

Changes in business expenditures were also important , to be su re . 

Especial ly was this t rue of amounts spent on p roduce r s 1 durable equipment, 

which moved up sharply from the second quar te r on. But the most noteworthy 

cha rac t e r i s t i c of 1955 business expenditures was the re la t ively low ra te of 

inventory investment during most of the year . In fact, in most major 

manufacturing indus t r ies sales advanced at a m o r e rapid r a t e than inventor ies , 

so that in the la t ter months of 1955 s tock-sa les ra t ios in some l ines were 

at their lowest levels in y e a r s . Consumers simply took final products 

from the marke t in g r ea t e r quantit ies than ever before. 

In the brief minutes available to me this afternoon we can not examine 

in detail the var ious r ea sons for the boom in consumer spending. After 

general ly surveying the m o r e important ones - r is ing incomes , a pe r s i s t en t 

postwar tendency on the pa r t of households to budget more for durable 

goods, intensified selling efforts, and so on - one cent ra l fact stands out: 

a la rge proport ion of Amer ican families demonst ra ted an unprecedented 

will ingness to go into debt. Total consumer c red i t outstanding at the end 
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of the yea r , according to p re l imina ry e s t ima tes , amounted to about 

$36 billion, of which at leas t $28 billion was ins ta lment c redi t . An 

i nc r ea se in ins ta lment c redi t of more than $5 billion, or 20 per cent, 

over the past year grea t ly exceeded es t ima tes as of the end of 1954. 

Scarcely l e s s impres s ive was the i nc rease of about 18 per cent (to $89 

billion) in mortgage debt outstanding on urban res ident ia l p rope r t i e s . 

These la rge upswings in consumer and mortgage credi t have given 

r i s e to some concern. It is t rue that the st imulus they gave to household 

spending has not produced a sharp r i s e in consumer p r i c e s , which 

remained a lmost constant throughout 1955. Also there was no c lear 

evidence that consumer and res ident ia l mor tgage debt, at p resen t levels 

of disposable income, had ser ious ly aggravated collection p rob lems . 

Never the less , some ser ious doubt does a r i s e as a r e su l t of these 

l a rge expansions of debt. Encouraged by c red i t so readi ly available, 

were not c o n s u m e r s , as dist inguished from business f i rms , too rapidly 

accumulating " inventor ies" ( i . e . , holdings) of durable goods? Pe r iods 

of swift durable goods formation, whether at the producer or consumer 

level , have in the pas t been followed by per iods of re ta rda t ion in the r a t e 

of accumulation. A question which has been asked so frequently of la te , 

and which i s still r everbera t ing in 1956, is th is : can consumers continue 
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to add to their p resen t huge stocks of durables at anything like the r a t e 

they maintained in 1955? 

In the p roducers 1 marke t , as I have a l ready said, inventory 

accumulation presented no ser ious problem in 1955 with the exception of 

a few lines toward yea r f s end. Indeed, in this marke t the boom was 

manifested in quite a different way. As production general ly inc reased 

throughout the year , manufac turers at f i r s t uti l ized more fully their 

existing plant and their a l ready employed work force, and p r i ce s of 

industr ia l ma te r i a l s remained quite stable until about mid -yea r . But 

as activity went on apace , unemployment fell, and in many indus t r i e s , 

especial ly in those supplying essent ia l m a t e r i a l s , output approached the 

l imits of existing capacity. The resu l t was a slow but nonetheless 

pe r s i s t en t upward p r e s s u r e on indust r ia l p r i c e s . F u r t h e r m o r e , by the 

third quar te r of the yea r , world industr ia l production was up m o r e than 

10 per cent from a year before, and in world m a r k e t s , pa r t i cu la r ly in 

me ta l s , p r i ces ro se rapidly. 

The stabili ty of the p r i ce r ecord for 1955 as shown by the index of 

wholesale p r i c e s is i l lusory , for the index of all commodit ies r o s e l e s s 

than two points during the yea r . However, the ra the r severe downward 
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movement of fa rm p r i ce s and the somewhat l ess pronounced fall in the 

p r i c e s of p rocessed foods exerted a drag on the whole index. F r o m June 

through October indust r ia l p r i c e s rose by approximately one index point 

per month. The r i s e has since been gent ler , but the inc rease for the 

year was in the neighborhood of 4 per cent, with some further i n c r e a s e s 

pending in indust r ies which have reached capacity output. 

No one familiar with the facts of economic life would argue that in 

a period of great p rospe r i ty all p r i ce s should r emain rigid. If the pricing 

mechanism is to per form i ts essent ia l function of allocating sca rce 

r e s o u r c e s , an i nc r ea se in the p r i ce of a ma te r i a l for which there is heavy 

demand se rves to modera te the demand and thus to a s s i s t in keeping the 

productive p roces s in balance. Yet p r i ce r i s e s of the magnitude observed 

in late f55 remind us of a famil iar proposit ion in economics: once r e s o u r c e s 

a r e utilized as fully as may be consis tent with normal efficiency, increas ing 

money demand for goods general ly resu l t s in p r i ce i nc r ea se s proport ionately 

g rea t e r than production i n c r e a s e s . To date it may be thought that inflationary 

p r e s s u r e s have been contained fair ly well. Never the less , a second question 

sounds loud and c lea r in the r eve rbe ra t ions of 1955: if growth in demand 

for goods continues in the near future as it did in the las t year , can the recen t 

re la t ive stability of consumer and wholesale p r i c e s be maintained? 
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How the two press ing economic questions of the day, which we 

have stated, will be answered depends on a var ie ty of fac tors . I wish to 

speak of but two of them during the r emainder of this talk: f i r s t , the 

actions of the cen t ra l bank, and, second, the actions and reac t ions of 

commerc i a l bankers . In coming months these forces will influence 

strongly the course of economic life in this country. Indeed, in the events 

of the pas t twelve months we can see how they helped shape the t rends of 

1955. 

The broad outlines of Fede ra l Rese rve policy in 1955 a r e by now 

famil iar . When the magnitude of the recovery in the fourth quar te r of 

1954 became apparent , in December of that year , the Fede ra l Rese rve 

shifted away from a policy of act ive ease . Bus iness , of cou r se , continued 

to show strong expansionary force as the year advanced, and System policy 

gradual ly became m o r e r e s t r i c t i ve . 

You all know what actions were taken. Member bank borrowings 

were made p rogress ive ly more cost ly as the discount r a t e was ra i sed 

four t imes , from 1 1/2 per cent in Apri l to 2 per cent in August, to 2 1/4 

percen t in September, and to 2 1/2 per cent in November, Open marke t 

operat ions were conducted with a view of r e s t r i c t ing the total supply of 

r e s e r v e s available to the commerc ia l banks. 

The re su l t s of System policy and action coupled with the increas ing 

demand for c red i t were reflected in money r a t e s and credi t availabili ty. 
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Short i n t e re s t r a t e s responded to the upward movements of the discount 

ra te and rose ra ther sharply re la t ive to long r a t e s . The slope of the 

yield curve thus changed substantial ly, a development which apparent ly 

came as a su rp r i s e to some people who had forgotten, or had never seen, 

a yield curve that was near ly hor izontal . And yet such a development is 

quite na tura l in a per iod of rapid expansion where a t tempts a r e made to 

hold down the supply of r e s e r v e s . 

Let me interpolate a point he r e which most , if not al l , of you know. 

There is some lack of understanding as to the respons iveness of commerc i a l 

banks to a cen t ra l banking policy of c red i t r e s t r a in t . Commerc ia l bank 

lending in i ts day- to-day operation is responsive to Fede ra l Rese rve 

r e s t r a in t , but as a p rac t i ca l mat te r that r e s t r a in t does not, and should 

not, bring the financial community to a sudden standst i l l . 

Fede ra l Reserve r e s t r a i n t of the flow of c redi t i s something like 

the slowing of an automobile in motion. "Adjustment of the volume, 

availabil i ty, and cost of bank c red i t " i s a meaningful ph ra se only if the 

economy is in motion. Given that p r e m i s e , Fede ra l Reserve res t ra in ing 

actions can and do affect the flow of bank credi t ; r e s t r a in t tends to r e t a r d 

the flow. Existing momentum alone will c a r r y the economy forward even 

after the brakes have been applied, and in some boom per iods it seems 

that factors other than c red i t , or at l eas t factors other than Federa l 

Reserve action, st i l l keep a fairly heavy foot on the acce le ra to r even 
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while the credi t brake is being applied. 

During 1955, Fede ra l Rese rve policy and action were designed to 

furnish some net additions to bank r e s e r v e s and thereby to pe rmi t 

additions to the nation1 s c redi t supply coming from commerc ia l banks. 

In other words , System policy did not a im at reducing outstanding c red i t , 

but did aim to keep the r a t e of c red i t expansion within reasonable bounds. 

The policy of monetary r e s t r a i n t seemed to attain i t s immedia te 

object ives. The money supply inc reased by l e s s than 3 per cent in 1955. 

Such a modest growth in the money supply during a boom period would 

not of itself guarantee the abatement of inflationary p r e s s u r e s , but taken 

in conjunction with other data it was helpful. The re la t ive scarc i ty of 

money was evidenced in p a r t by a modera te i n c r e a s e in deposit tu rnover , 

an indication that a given amount of money was being put to more intensive 

use . Pe rhaps a m o r e significant indicator of the r e s t r a i n t upon the 

commerc i a l banking sys tem was the decreas ing liquidity of member banks. 

As total a s s e t s and total deposi ts r o se slightly during the year , banks 

disposed of liquid a s s e t s , so that the ra t ios of liquid a s s e t s to total a s s e t s 

and of liquid a s s e t s to total deposi ts continued a decline which has been 

going on with only minor in ter rupt ions since 1952. 

So much for Fede ra l Rese rve policy and action. Now, let us 
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consider the second influence: the actions and react ions of commerc i a l 

bankers who play their ro le against this background. 

I want to come at this second point in a sor t of roundabout way and 

begin by a simple descr ip t ion of the study of economics . This intel lectual 

field is concerned with the allocation of s ca rce r e s o u r c e s . Scarci ty, of 

cou r se , is a re la t ive t e r m ; it implies that supply is l e s s than demand, 

r e g a r d l e s s of how la rge the absolute supply i s . And scarc i ty also impl ies 

that r e s o u r c e s be used in the best way, that i s , that we economize in 

their use . In a t ime of monetary r e s t r a in t bank credi t i s a s ca r ce r e s o u r c e , 

and it i s the job of bank lending officers to al locate i t . 

A rea l i s t ic view of the bank lending p r o c e s s recognizes that the re 

a r e a number of other forces influencing the bank lending officer in 

addition to the cu r r en t legal r e s e r v e posit ion of the lending bank, i t s 

probable inflow of funds and the cost and source of additional r e s e r v e s . 

Every lending officer wants to make loans that will be repaid; he wants 

to see the economy grow; he wants to serve his cus tomer s and make new 

ones; he wants to make profi ts for his bank. In short , he is motivated 

by no rma l , competi t ive fo rces . 

He does his job by screening b o r r o w e r s , by meeting credi t worthy 

needs in his community and, pe rhaps , e l sewhere as well . He t r i e s to 
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take c a r e of good cus tomer s of long standing and to take c a r e of new 

bo r rower s who have p rospec t s for growth and who can in t ime become 

good cus tomers of long standing. He t r i e s to pick the best bo r rowers to 

accommodate f i rs t simply because they can use the funds most efficiently 

and thereby contribute to community growth and genera l economic 

expansion. 

Let us put together Fede ra l Reserve policy, the need to economize 

in the use of a re la t ively s ca rce r e s o u r c e (in this ca se , lendable funds) 

and the motives and actions of bank lending officers during 1955. Fede ra l 

a t tempted to keep the supply, cost and availabil i ty of bank r e s e r v e s in 

l ine with sound and sustainable high level economic activity. Demand 

for funds was l a rge r than supply and thus the r e s o u r c e was , and became, 

m o r e s c a r c e . The lending off icer 's job of allocating this s ca rce r e s o u r c e 

became p rogress ive ly ha rde r to c a r r y out in 1955 because of the p r e s s u r e 

of demand. By and l a rge , however, he seems to have done his job 

reasonably well. 

I am sure that mos t or all of you recognize that by mere ly performing 

your economic function you aid in effectuating monetary policy. In fact, 

under our economic sys tem monetary policy simply cannot be applied 

smoothly except when the nation1 s commerc i a l bankers do a good job as 

bankers . Their mult i tudes of individual dec is ions , the essence of a free 
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marke t , bring about bet ter al locations of funds than any other sys tem 

yet devised. 

In this past year we have bent our efforts, in commerc i a l banking 

and in cen t ra l banking, to res t ra in ing a headlong rush of the economy 

into possible inflationary dangers . We mus t make the monetary and 

c red i t ins t ruments do thei r pa r t in sustaining consumer demand and 

halting the r i s e of indust r ia l p r i c e s . If we d ischarge our responsib i l i t ies 

well , the r eve rbe ra t ions of '55 will m e r g e with the quiet sounds of an 

economy undergoing capaci ty changes consis tent with the maintenance of 

stable p r i c e s . 

000OOO000 

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




