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CURRENT PRICE

On the first anniversary of the war’s end
inflationary pressures still dominate the eco-
nomic situation. Incomes have increased in
recent months, supplies of numerous goods
and services have continued to be limited,
and buyers, with some exceptions, have been
making purchases freely. As a consequence,
the upward pressure on prices has been very
great and price increases have been substan-
tial, with a quite general rise even before the
period in July when controls were not in
effect, and with sharp increases in prices of
basic commodities during that period. The
general level of wholesale prices and the cost
of living also advanced considerably in July,
as indicated in the accompanying chart show-
ing price changes during the two war pe-
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DEVELOPMENTS

riods. Recent price advances have resulted
in part from buying of a speculative sort and
have themselves, in turn, stimulated such
buying. To the extent that commitments
for materials have been made at recent ad-
vanced prices they will add to the pressure
from the cost side for further increases in
prices of finished goods.

The central immediate problem of price
control continues to be to prevent a spiral
of price increases which would create new
disparities and make more difficult the re-
adjustments in price relationships which are
to be expected eventually. The difficulties
in the way of stabilizing the situation are
especially great now as a result of recent de-
velopments in connection with the renewal
of the price control law, and it is essential
that action to control prices be supported
throughout the community. As supplies
continue to increase, sellers and buyers in a
growing number of lines may find it to their
direct advantage to exercise restraint in re-
gard to prices and purchases. They may
also recognize the general advantage of hold-
ing price advances to a minimum in order
that the process of readjustment to peacetime
conditions may be as orderly as possible.

InFLATIONARY PrESSURES CONTINUE
DomMiNaNT

Individual incomes, following a temporary
decline after the cessation of hostilities, have
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REVIEW OF THE MONTH

been rising and are now at the 1945 summer
level. Incomes may be expected to rise some-
what further as production of peacetime
goods, especially durable goods, is increased.
Personal taxes are now less than a year ago
and current incomes available for spending
or saving are larger. Individual holdings of
liquid assets have also increased somewhat
further. Business enterprises generallv con-
tinue in a strong financial position.

Total private and public expenditures for
currently produced goods and services are
at about the same level as a year ago and
outlays for nonwar purposes are very much
greater. Transfers of existing property, such
as farm and urban real estate, have bcen in
large volume. In general, growing expendi-
tures for goods have reflected increases in
supplies available for purchase and higher
prices, but only because of strong demand
on the part of buyers has a ready market
been found for all the goods made available.

Private expenditures are now a third again
as large as at the end of the war, with sharp”
increases in both consumer and business out-
lays. The return of 10 million veterans has
been one important element in the increase
in consumer buying, but increased supplies
and deferred demands have been fully as
important. Consumer outlays for food, tex-
tile, and other nondurable products have
risen to exceptionally high levels, in part
perhaps because automobiles and some other
durable consumer goods could be obtained
only in limited quantities and because some
costs, notably rent, have not. increased with
incomes. As supplies of durable goods in-
crease, expenditures on durable goods will
expand considerably. The same appears to
be true of the purchase of new houses. De-
mand has been continually far in excess of
supply. In considering this market, how-
ever, a special factor to be noted is that prices
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of houses have already risen much more than
prices of most durable goods. To some ex-
tent consumer outlays, particularly for dura-
ble goods, will depend on how much further
consumers are willing to go in reducing their
current savings and supplementing their
incomes by drawing on their liquid assets
or using consumer credit. Already the pro-
portion of current income being saved has
declined sharply from the unusually high
wartime levels.

Business expenditures for plant, equip-
ment, and inventory have been rising steeply.
With large orders outstanding and increased
supplies becoming available, they may be
expected to continue upward. Many inven-
tories are still below the relationship to cur-
rent sales regarded by business men as appro-
priate and many industrial and commercial
establishments are pressing forward with
maintenance and expansion programs de-
ferred during the war or rendered attractive
by wartime developments. Similar factors
are responsible for a large and continuing
foreign demand for American goods. Fi-
nally, the military expenditures of the Fed-
eral Government recently have been declin-
ing only gradually and probably will be
curtailed only slowly in the near future.

The volume of production, while increas-
ing and already at a high level, is still inade-
quate to meet numerous demands at current
prices, and consequently the general upward
pressure on prices still prevails. The situa-
tion has been, and to some extent still is,
aggravated by bottlenecks which distort the
patterns of production and contribute to
shortages of particular materials and parts.
The lack of balance in the economy which
was inherited from the war years runs all
through the demand situation as well as the
supply situation and is responsible, in fact,
for much of the inflationary pressure. Dis-
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REVIEW OF THE MONTH

parities, for example, create opportunities
for quick gains and thereby stimulate specu-
lation. Moreover, they increase the prob-
lems of direct price control, generating de-
mands which otherwise would not arise,
which, if granted, may necessitate numerous
other price advances. The fact that foreign
prices of certain major commodities im-
ported or exported by the United States are
above domestic prices is a further compli-
cating element in the current situation.

Two factors which would assist in the
process of control would be a continued large
and growing volume of production and in-
creasing reluctance on the part of consumers
and business buyers to follow up price
advances in view of increasing evidence
of larger supplies in many lines and the
progressive satisfaction of currently urgent
requirements.

Production of goods for civilians, although
still quite uneven, is now at the highest
level on record and in many lines is far above
any prewar level. Output in most nondur-
able goods industries has been in large
volume for six months or more. In the
durable goods industries, where output has
been interrupted by industrial disputes; ac-
tivity 1s now increasing considerably. In
agriculture, most crops in this country will
be at or near record-breaking levels this sea-
son but carryovers are small and world short-
ages of food continue.

There is some evidence that processors and
distributors of finished goods, recognizing
the transitory character of many existing de-
mands and scarcities, may be reluctant to
increase prices. At high levels of production
many manufacturers and distributors can
absorb some increase in operating costs with-
out reducing the return on net worth below
a reasonable figure. The widespread pursuit
of a policy of avoiding price increases in
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coming months would greatly facilitate the
task of price control and, by helping to dis-
courage speculation, contribute importantly
to future economic stability.

Price ConTrOL LEGISLATION

The President’s message accompanying the
veto on June 30 of the bill extending the
Emergency Price Control Act expressed
strong disapproval of amendments designed
to remove ceilings on major food products
and to require increases in ceilings to take
account of advances in manufacturing costs
for particular products since 1941. During
the latter part of July a compromise bill was
passed extending controls until July 1, 1947,
with the following major amendments: (1)
a three-man control board is to be established
with the power of removing or replacing
Federal ceilings on prices; (2) ceilings on
prices of meats, dairy products, grains, cotton-
seed products, and soybean products are to
be restored on August 21 unless otherwise
determined by the control board; (3) prices
of eggs, poultry products, tobacco, and
petroleum products are to be exempted from
control unless the control board finds that
ceilings are necessary; (4) no ceilings are
to be placed on agricultural products unless
the product is certified by the Secretary of
Agriculture as being in short supply and
necessitating control; (5) no new Federal
subsidy or purchase operations are to be per-
mitted, no subsidy payments are to be made
on products without ceilings, and all sub-
sidies on food products are to be ended by
April 1, 1947; (6) price ceilings on manu-
factured goods are to permit a reasonable
profit with adequate allowance for average
industry-wide increases in costs since 1940;
(7) no limitations are to be placed on sellers
to market goods at different price levels;
(8) price ceilings for distributors are to
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allow the average margins prevailing on
March 31, 1946; (9) ceilings for cotton and
wool products are not to be set below the
sum of current costs of cotton or wool, aver-
age mill conversion costs, and average profits
per unit equivalent to profit earned in the
period 1939 to 1941; and (10) price ceilings
on essential imported products are to be
increased or removed under certain condi-
tions when they are lower than world prices.

The new bill was signed by the President
on July 25 and in an accompanying state-
ment he warned that if it proved unworkable
he would summon the Congress into special
session to consider another measure. While
the new law relaxes various features of pre-
viously existing controls, a certain amount
of modification in the administration of these
controls had already occurred before the end
of June. To an important degree the success
of the new law in restricting price increases
will depend on the manner in which it is
administered, the coordination of other Fed-
eral actions to minimize inflationary pres-
sures, and the cooperation and support of
business and consumer groups.

Postwar Price ApvANCEs

Commodity prices had already increased
considerably this year before the lapse of
Federal price controls at the end of June.
Numerous products had been removed from
control, ceilings on many others had been
raised, and a growing amount of certain
commodities had been marketed above ceil-
ing levels.

By the end of July, following large in-
creases in quotations for farm products and
foods after the lapse of controls, the general
level of wholesale commodity prices was
about 15 per cent higher than at the end of
the war. Prices of industrial commodities
had advanced about 10 per cent, farm prod-
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ucts 20 per cent, and foods 30 per cent.
Among industrial goods some of the largest
advances occurred in prices of hides and
leather products, textile products, household
fuels, and building materials.

Wholesale prices of these industrial prod-
ucts and of food products are an important
element in the prices of most goods pur-
chased by consumers and, partly as a result
of large increases in these wholesale prices,
retail prices of most consumer goods have
advanced about 15 per cent since the end of
the war. Some of the advances in wholesale
markets, however, have not yet been fully
reflected in retail prices. Rent controls,
moreover, have held that item of living
costs at previously existing levels and, with
prices of most other services purchased by
consumers showing fairly moderate increases
in this period, the total cost of living has
risen by somewhat less than 15 per cent
since the end of the war.

Prices of producers equipment have also
been under considerable upward pressure,
reflecting partly the accumulation of de-
ferred demands during the war period and
increases in labor and material costs. Price
ceilings on many types of industrial equip-
ment are difficult to administer effectively
and prices for equipment do not figure as
an important item in the current cost of
doing business for many producers. As a
result, price ceilings for a number of these
products were removed this spring and their
prices are reported to have risen from 1C to
20 per cent. At the time Federal ceilings
on these products were lifted it was ex-
plained that even if ceilings had been re-
tained it would have been necessary to raise
them considerably owing to increases in
costs of materials and labor since the ceilings
were established in 1941 or 1942.

Manufacturers reconverting to the pro-
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REVIEW OF THE MONTH

duction of consumer durable goods were
initially allowed moderate price increases to
compensate for cost increases since 1942,
when output of these products was discon-
tinued. Subsequently many of these allow-
ances were raised to around 20 per cent and
provision was made to have part of the
advance in wholesale prices absorbed by
distributors.

An important development last winter and
spring which was a factor leading to a modi-
fication of the Federal price control program
was the strong pressure for sharply increased
wage rates. In the wage-price readjustments
that followed, the country experienced a
number of prolonged work stoppages which
had the effect of restricting the supply of
goods and adding to the upward pressure
on prices, since there was not a correspond-
ing reduction in demand for goods. A wage
dispute in the steel industry was terminated
in the middle of February with an increase of
about 18 cents per hour in wage rates. This
was accompanied by an increase in ceiling
prices for iron and steel products of approxi-
mately 10 per cent. Subsequent to that time
widespread advances were granted in price
ceilings for other industrial products as well
as in prices of farm products and foods.

Recent Price CHANGES

During the early part of July, following the
lapse of price control, there were sharp in-
creases in prices of agricultural commodities
while industrial prices continued to advance
at a relatively moderate rate. The sudden rise
in prices shown on the accompanying chart
for farm products and foods reflected partly
the discontinuance of large Federal subsidy
payments, but some commodities, notably
cotton, corn, and hogs, not directly affected
by changes in subsidy arrangements, also ad-
vanced sharply. In markets for industrial
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products prices rose much less, as sellers and
buyers were generally in a position to await
developments in other markets and clarifi-
cation of Federal control policies.

Daily indexes of sensitive commodities,
which are influenced considerably by changes
in prices of agricultural commodities, ad-
vanced by about 20 per cent in July. Typi-
cally these indexes fluctuate much more
sharply than do indexes of the general levels
of wholesale commodity prices and of retail
prices of goods and services.

The general index of wholesale prices com-
piled by the Bureau of Labor Statistics in-
creased 10 per cent from the end of June to
the week "ending July 27. This index is
based on open market quotations and is
heavily weighted with prices of farm and
food products—close to 40 per cent of the
total index—and, since prices of these com-
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REVIEW OF THE MONTH

modities advanced more sharply than prices
of other products, the actual rise in the gen-
eral level of wholesale prices was probably
smaller than 10 per cent in this period. On
the other hand, the actual rise earlier this year
was probably greater than the rise shown by
the index—partly becauise actual prices of
goods in urgent demand and sold in widely
dispersed markets, like various foods, textiles,
and building materials, ranged above open-
market quotations and partly because of the
difficulty of securing comparable price quota-
tions in a period when the supply of various
types of goods is changing rapidly.

In retail markets price comparisons wnder
present conditions are also difficult to make.
Final data for the consumers’ price index of
the Bureau of Labor Statistics are not yet
available for July, but a preliminary survey
by the Bureau showed increases of around 5
per cent from June in consumer prices in
11 large cities. In the preceding month the
index advanced one per cent, reflecting
mainly increases in ceilings allowed for retail
prices of cereal and dairy products and of
some clothing and housefurnishing items.

After the middle of July prices of most
agricultural commodities, except livestock,
declined from earlier peak levels. These de-
clines reflected an expansion in marketings
and improved crop prospects as well as buyer
resistance to sharp price increases. Consider-
ing the extent of the sharp price increases for
agricultural commodities in July and the
longer term outlook for their supplies, it is
possible that prices of these products had
already gone far in reflecting the near term
demand and supply situation. Some of the
large supplies coming on the market, how-
ever, particularly of meats, were goods that
had been withheld during the consideration
of price control legislation pending possible
higher prices. Larger marketings of live-
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stock were also expected because of increases
permitted during May in prices of feeds.

After the new Price Control Act became
effective on July 25, ceiling prices of all
products not exempted from control and
also rents were reestablished at the end of
June levels. However, many increases in
price ceilings, which had been pending be-
fore expiration of the old law, were an-
nounced immediately. These increases ap-
plied to various types of products but espe-
cially to building materials. Ceilings were
removed from additional types of industrial
equipment and various miscellaneous prod-
ucts, and it was planned that most changes
in existing price ceilings made necessary by
the new law would be put into effect very
soon.

Rising ConsumEer DEMANDS

Last autumn, after the end of the war,
national income and the gross value of na-
tional production declined by only 10 per
cent, after allowing for seasonal changes, as
a marked expansion in employment and
production for civilian use largely offset the
curtailment in munitions output. Incomes
of individuals declined by a smaller amount,
reflecting partly increased payments to dis-
charged soldiers and unemployment com-
pensation. Individual incomes were at an
annual rate of 157 billion dollars during the
first quarter of this year, compared with 163
billion at the end of the war, as shown in the
chart on page 839. They rose by 4 billion
dollars from the first to the second quarter,
mainly as the result of larger incomes of in-
dustrial workers after the settlement of major
wage disputes at sharply increased rates of
pay. Production and incomes in most other
lines of activity, including construction, dis-
tribution, and services, also continued to ex-
pand. Salaries and wages paid by the Fed-
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eral Government, including those to the
armed forces, continued to decline.

Reduced Federal taxes on corporate and
individual incomes became effective at the
beginning of the year and with wartime
savings incentives no longer existing and
many Federal controls discontinued, private
demands for goods and services and for
capital assets showed a further marked rise.
Inventories of goods in all positions were low
and, while production of finished civilian
goods was increasing, aggregate supplies
were still low relative to the levels of total
incomes and demands.

During the third quarter of this year in-
dividual incomes are likely to rise further,
reflecting additional increases in production
and employment and also higher prices,
which will raise incomes of farmers and
some other proprietors considerably.

Incomes of most individuals, however,
change slowly. The immediate influence of
price changes is limited largely to net in-
comes of proprietors. Moreover, a fairly im-
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portant share of the incomes of workers is
being created in the production and distri-
bution of materials and goods to replenish
business inventories and consumer stocks of
goods. This will continue and may increase
for a time, but will not go on indefinitely.
Even if price advances should contribute to
a concerted drive in subsequent months by
organized workers for further increases in
rates of pay, the effects on income payments
will be delayed. These and other considera-
tions indicate that while total incomes are
still rising, the gains are moderate when
compared to current changes in prices and
in supplies of finished goods.

On the other hand, individual holdings
of liquid assets were tremendously expanded
during the war. Surveys made early this
year indicate that while a few holders own
a large portion of these assets, many individ-
uals own some. The surveys also show that
although the holders plan to draw upon only
a small percentage of their holdings this year
to buy goods or property, the amounts they
intend to spend would represent substantial
additions to demands expected from current
incomes. Also, demand might be augmented
by a further large expansion in the use of
instalment credit or commercial bank loans.

Business DEMAaNDs

Current orders and expenditures by busi-
ness for materials and equipment are not re-
stricted by the level of individual incomes.
Business demands typically show much
greater fluctuations than do consumer de-
mands, and at the present time businesses
are able to greatly extend their commitments
for goods because they have substantial hold-
ings of liquid assets and are in a favorable
position to obtain additional credits.

Private investment demands for new plant
and equipment have increased greatly since
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last autumn as a result of large markets for
goods, improved technical processes, an
abundance of investment funds, low interest
rates, and various other factors. While pro-
duction of new plant and equipment will
subsequently add considerably to the coun-
try’s capacity to produce, it results immedi-
ately in adding to incomes without increas-
ing the supply of goods available for final
consumption. In fact, in some instances use
of materials and other resources in the manu-
facture of producers goods has temporarily
limited the production of consumer goods.

As a result, it is difficult to appraise accu-
rately the long-term markets for equipment
and for goods in such a period as the present
—especially in view of the unstable price
situation. With shortages still general and de-
livery dates greatly extended, there is danger
that orders for goods from manufacturers
and distributors will be accumulated to such
an excessive extent that their reduction to
more reasonable levels will create serious
repercussions in the markets. In the dis-
tribution field, for example, reports from
large department stores indicate that their
outstanding orders increased considerably
after the end of the war and on June 30 were
over three times as large relative to their cur-
rent sales as before the war. In the period
when they are receiving shipments of the
goods on order in large volume, these dis-
tributors will probably find it necessary to
reduce the rate at which they are plac-
ing new orders or renewing old ones. This
adjustment could be made gradually and in
orderly fashion. If, on the other hand, out-
standing orders for goods should continue
to mount and the downward readjustment
should not be made promptly enough, large
cancellations may occur in the event of an
important change in the outlook for supplies
and prices.

840

So long as individual incomes are rising
or are maintained at levels supporting a high
rate of sales to consumers, business decisions
may readily remain favorable to further ex-
pansion. It is essential, however, in such
periods as the present, that business orders
and expenditures do not become overex-
tended relative to underlying changes in in-
comes and consumption.

ExpanpING SuppLIES oF Goobs

After the end of the war supplies in retail
markets of certain goods like gasoline and
tobacco products expanded quickly, but the
flow of most finished products to consumers
was still relatively low for some months
because of the time it took to rehire and
train workers, seek out new sources of ma-
terials here and abroad, process the goods,
replenish inventories, and settle wage-rate
disputes.

Since the beginning of the year, however,
production and shipments of most finished
products for civilian use have shown a
marked expansion. The extent and timing
of this expansion is not indicated directly by
such an over-all measure as the Board’s index
of industrial production because the total
index is based on output at different stages
of production and covers output for war as
well as for civilian purposes. Last July, just
prior to the end of the war, the total index
was 210 per cent of the 1935-39 average and
only about 85 points of the total were esti-
mated to be production for civilian use. Prob-
ably close to 150 points were for civilian
purposes during the first half of this year
when the index was at an average level of
162 and in July the volume was nearly dou-
ble the low rate of civilian production twelve
months earlier. These figures can not be
used to measure changes in total current out-
put for civilian purposes because they do not
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include unprocessed agricultural products,
construction, and services of various kinds,
but they indicate roughly the magnitude of
the expansion in civilian production which
has occurred in manufacturing and mining
—one of the most volatile sectors of the
economy. An important share of the rise in
production for civilians has been in producers
goods and part of the rise in output of con-
sumer goods has reflected the transfer of 10
million veterans to the civilian population.

Capital goods. Total output of many types
of producers equipment during the past
twelve months has been above the record vol-
ume reached in 1941, despite widespread in-
dustrial disputes last winter and spring and
shortages of materials. With certain excep-
tions, like trucks and commercial aircraft,
manufacturers of these goods were encour-
aged to resume large-scale output after VE-
day, and since the early months of this year
output of most types of machinery, transpor-
tation equipment, and iron and steel prod-
ucts has expanded further.

While production of this equipment has
been at high levels, orders from both domes-
tic and foreign buyers have been even greater
and large backlogs of orders have accumu-
lated. Only in scattered instances, like truck
tires and standard machine tools, have sup-
plies begun to exceed demands. It is difi-
cult to judge when the major part of de-
mands for new equipment will be satisfied
and especially what will be the prospective
magnitude of these demands when the pres-
ent most urgent needs are filled. It is cer-
tain, however, that the production and use
of this equipment will add considerably to
the economy’s capacity to produce, lower
production costs, and reduce labor require-
ments per unit of output. All of these de-
velopments ultimately will have the effects
of reducing prices for goods.
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In the construction industry, also, activity
since the beginning of the year, both in
residential and nonresidential building, has
been above the advanced levels reached in
1941. Value of private awards for new fac-
tories and commercial building has far ex-
ceeded the level of the twenties and after
allowing for a sharp increase in construction
costs it appears that this building is in record
volume. The number of new nonfarm
dwelling units started in recent months has
been at an annual rate of about 800,000. This
is below the peak level of 937,000 in 1925
but much higher than the average rate of
515,000 units in 1939. Considerable numbers
of such residential buildings are still in proc-
ess owing to great difficulties in securing the
supplies needed to complete the building
started. Even if residential building activity
is greatly increased beyond current levels—
and contract awards in June and the first half
of July showed a decline from the May peak
—the total supply of housing can not be ex-
panded much within a short period of time.
On the other hand, a high rate of construc-
tion would indicate an easing of the situation
after a while and current demands might
prove less insistent than at present, especially
if prices of houses should advance much
above present high levels.

Goods for consumers. Output of most
consumer durable and nondurable goods for
civilian use, except automobiles and major
electrical appliances, was at a sharply ad-
vanced level by the spring of this year. Since
that time there have been further increases
in production of clothing, textile housefur-
nishings, rubber, and petroleum products,
and output and marketings of these products
and various other nondurable goods, includ-
ing foods, have been from 30 to 60 per cent
above average prewar levels. Also, since the
spring of this year output of consumer metal
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REVIEW OF THE MONTH

products, except automobiles, has risen con-
siderably above the prewar average and has
reached or surpassed the previous record
levels reached in 1941. In recent weeks
automobile production has exceeded the
average rate prevailing in 1939.

The relatively high level of output of con-
sumer nondurable goods since last autumn
together with the more recent sharp expan-
sion in output of durable goods has resulted
in a large increase in supplies of goods avail-
able in retail markets. Comprehensive data
are not available to measure how large the
increase was from the end of the war to the
middle of this year. Some indication of the
extent of the rise, however, is provided by
figures on receipts of merchandise at depart-
ment stores. These stores sell most major
classes of consumer goods except automobiles
and foods and it is possible to derive the value
of their receipts of these goods from the data
reported on changes in the value of sales and
stocks.

RECEIPTS OF GOODS AT DEPARTMENT STORES
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In the fourth quarter of 1945 receipts of
this merchandise rose by more than the usual
seasonal amount, as shown in the chart, but
they failed to surpass the levels prevailing
during the first half of the year. During the
first quarter of this year, however, receipts
were 25 per cent larger than in the fourth
quarter of last year and in the same period a
year ago, after allowing for seasonal changes.
Receipts during the second quarter increased
further, as shown in the chart, and were
about 40 per cent larger than during the
same period last year despite transportation
difficulties, industrial disputes in some sup-
plying industries, and some withholding by
manufacturers of goods pending the settle-
ment of price uncertainties. Higher prices
account for some of the rise shown in the
past year, but since the average price advance
in that period was probably not more than
10 per cent, the expansion indicated in the
physical quantity of goods received was also
quite sizeable. Considering the advances in
recent months in output of clothing, house-
furnishings, and miscellaneous products, it
is likely that receipts of these goods during
the third quarter will show a further increase
from second quarter levels.

The sharpest gains in receipts during the
past year have been in those types of goods
like nylon hose, radios, ranges, and refrig-
erators, whose production was suspended
during the war. The expansion in the re-
ceipts of these products does not, however,
account for much of the rise this year in the
total quantity and value of goods received
at department stores. Practically all classes
of goods have shared in the advance in recent
months.

Demands accumulated during war years
are still a factor of considerable importance
in the sale of various types of semi-durable
and durable goods sold at department stores
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—particularly metal products. Moreover,
prices of metal products have not advanced
as much as for most other products so that
buying has not been restricted by this devel-
opment. Receipts of these products, how-
ever, are now increasing at such a sharp
rate that available supplies of some products
like small radios and miscellaneous house-
wares are beginning to exceed demand.
Supplies of other consumer durable goods
are still generally short of demand.

Prices of clothing, jewelry, leather prod-
ucts, toilet articles, textile housefurnishings,
and furniture have advanced sharply since
prewar days. Receipts and sales of a2 num-

Avcustr 1946

OF THE MONTH

ber of these products were maintained at
relatively high levels during the war period
and have shown further large gains since
last autumn. The period when their supply
will generally begin to exceed consumer
demands is likely to come sooner than for
most durable goods—especially in view of
the prospects of further advances in retail
prices of these products.

The severity of eventual readjustments in
commodity markets, economic activity, and
employment will depend upon the extent
to which inflationary forces are held in check
during the period before increased produc-
tion relieves the pressure on prices.
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A NATIONAL SURVEY OF LIQUID ASSETS

PROSPECTIVE SPENDING AND SAVING AND
SUMMARY OF SURVEY FINDINGS!

Indications are that the use of liquid assets by
individuals will exert strong inflationary pressures
in consumer goods and some investment markets
through 1946. The demand for consumer goods
made possible by the current all-time high in con-
sumer income, plus purchasing power obtained from
the spending of liquid assets and from borrowing,
will continue to exceed the supply of goods. This
will be particularly true for goods supplied by indus-
tries not yet producing at top capacity. It would
appear that as much as 10 to 15 billion dollars of
liquid asset holdings might be used for various pur-
poses during 1946. From 2 to 3 billion dollars of
this sum might be spent to buy consumer durables
and housing; another 4 to 5 billion might be used
for current consumption purposes, including meet-
ing of family deficits; and a further 3 to 6 billion,
held largely by top income groups, might be shifted
to investments promising higher returns, such as
real estate, equity securities, and unincorporated
business. In addition to expenditure from liquid
asset holdings, consumers might obtain from 3.5 to
4.5 billion dollars for spending from borrowing on
the instalment plan to pay for durable goods or by
mortgage credit to finance the purchase of new
housing. Some current savings would of course be
invested in liquid assets and such savings would be
an offset to spending from the use of liquid assets
and from borrowing. But on balance, in markets of
limited supply, it does not seem likely that saving
in liquid forms during 1946 would substantially
dampen the inflationary pressures originating in
consumer use of liquid assets and in consumer
borrowing.

These conclusions are based upon the findings of

1 This is the third of three articles covering the national liquid
assets survey. Prepared by Duncan McC. Holthausen of the
Board’s Division of Research and Statistics, it presents the
findings in part three of the report of the Division of Program
Surveys and summarizes the results of all three reports. Those
wanting fuller information may obtain the full report (parts
one, two, and three) by applying to the Division of Program
Surveys, Bureau of Agricultural Economics, U. S. Department
of Agriculture. Mr. George Katona and Mrs, Eleanor Maceoby
of the Division of Program Surveys were primarily responsible
for the conduct of the studies and Mr. Henry H. Villard, for-
merly of the Board’s research staff, was closely associated with

them throughout the planning and execution of the investi-
gations.
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the national liquid assets survey conducted for the
Board of Governors by the Division of Program
Surveys of the Bureau of Agricultural Economics.
The results of this survey are being presented in a
series of three articles, of which this is the third.

The first of the three articles reporting the findings
of the survey of liquid asset holdings, which was
published in the June BuLLeTiN, presented some of
the major results, together with a description of the
survey’s methods and several tests of its reliability.
The second article, devoted to factors influencing
liquid asset holdings and savings with particular
reference to income, appeared in the July BuLLeTiN,

The present article is concerned with factors in-
fluencing prospective spending and saving as re-
flected in survey interviews. It also reviews the
indicated demand for consumer durable goods and
housing in 1946 in relation to the characteristics of
prospective buyers and the methods that consumers
will use in paying for these items. Another subject
covered is the possible tendency of heads of spend-
ing units to convert investment in liquid assets into
investment in non-liquid assets. A special feature
of this article is a brief discussion of the changes
in the distribution of income and saving during
the war years. The changing pattern of distribu-
tion revealed by the analysis no doubt influenced
respondents’ attitudes toward spending and saving.
Also included is a summary of the major findings
of the national survey of liquid assets and a résumé
of general conclusions to which the survey’s results
point. Finally, a special note prepared by the staff
of the Division of Program Surveys of the Bureau
of Agricultural Economics discusses the reliability
of the survey findings.

Interviews with a carefully selected cross-section
of the population conducted in the first quarter of
1946 indicate that people expected their income
payments in 1946 to be almost the same as in 1945.
The majority of spending units expected prices of
cost-of-living articles to rise during 1946.2 People

2A ‘‘spending unit” is defined as all persons living in the

same dwelling unit and belonging to the same family who pool
their income to meet their major expenses.
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A NATIONAL SURVEY OF LIQUID ASSETS

expected to spend more on regular living expenses
in 1946 than they had in 1945. In addition to in-
creased spending for current consumption purposes,
many people expressed the intention of purchasing
automobiles, other durable goods, and houses, which
were not available during the war.

Although most consumers attached great im-
portance to a continuation of saving, many people,
and especially those who had saved most in the
past, expected that they would reduce their saving
this year. A large majority of consumers, as was
shown in the first article (June BULLETIN), reported
that they had no intention of using their liquid
assets for any purpose in 1946. People generally
planned to finance the bulk of their intended pur-
chases of consumer durable goods out of current
income, either directly or by using instalment
credit, While only a minority of consumers might
use liquid assets to meet extraordinary or ordinary
consumption needs, their spending of such assets
could represent a substantial addition to consumer
expenditures from income and thus supplement
existing inflationary forces.

In addition to the use of liquid assets for con-
sumption purposes, some consumers planned to
convert their liquid asset holdings during 1946
into investments in real estate, securities of chang-
ing value, or private business. The consumers hav-
ing these intentions were only a small minority
whose most frequently declared motive was the
higher return to be obtained on investment in non-
liquid assets. But a significant proportion of them
were holders of substantial amounts of liquid assets.
The aggregate amount of such conversions, if car-
ried out in accordance with intentions, could gen-
erate strong inflationary pressures in the markets
for non-liquid assets, with further repercussions in
other markets. The fact that only a small minority
indicated such intentions needs special emphasis.
At least two-thirds of the holders of substantial
amounts of liquid assets considered Government
bonds and bank deposits the safest and wisest in-
vestment.

CoNSUMER EXPECTATIONS REGARDING INCOME,
SPENDING, AND SaviNG IN 1946

Prospective incame. Estimates of prospective
income made by individuals or heads of spend-
ing units covered in this survey during the first
quarter of 1946 indicate that consumers generally

Avucust 1946

expected income payments this year which will
approximately equal total income payments to in-
dividuals in 1945. Actually, income payments to
date in 1946 point to a total for the year of roughly
160 billion dollars, or about the same total as the
all-time high recorded in 1945. As is shown in
Table 1, one-fourth of the people expected their
incomes to be higher in 1946 than in 1945, and one-
fourth expected decreases in income. The average
amounts of increases and decreases in income ex-
pected by these two groups were approximately
equal. One-third of the spending units expected
their incomes would be the same while one-sixth
had no definite expectation as to what changes
would occur.

About half the people expecting 1946 incomes
higher or lower than 1945 apparently based their
expectations upon changes in their income status
that had occurred by the early part of 1946. Loss
of overtime or changes to lower paying jobs were
important factors indicated for decreases. Improve-
ment in income status for those discharged from
the armed forces and higher pay rates for others
were the principal reasons given for expecting
increases.

As is indicated by the table, people in the two low-
est income groupings expected income rises more
frequently than people with incomes of $2,000 and
above. Spending units in the $2,000 to $7,500 in-
come range expected income decreases more fre-
quently than those in other ranges.

TasLe 1

1946 Income ExpectaTtions By Income CrLasses’

Percentage of spending units in each
income class expecting:

Income class ! Income Income | Uncer-
increases | Income |decreases tain
of § the same of § and
per cent | (within § | per cent not

or more | per cent) | or more | known
Under $1,000. . 29 35 10 26
$1,000-$1,999 29 33 16 22
$2,000-$2,999 25 32 28 15
$3,000-$3,999 20 34 35 11
$4,000-$4,999 21 30 35 14
$5,000-$7,499 19 38 29 14
$7,500 and over...... 23 44 20 13
All classes. ........ 25 34 23 18

1 Based on 1945 money income before taxes.

Occupationally, self-employed businessmen and
managerial people generally expected higher in-
comes in 1946 than in 1945. Professional people

845

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



A NATIONAL SURVEY OF LIQUID ASSETS

tended to expect higher 1946 incomes. The white-
collar group, where almost half of the individuals
made less than $2,000 in 1945, also tended to expect
higher 1946 incomes. Skilled and semi-skilled
workers, three-fourths of whom made over $2,000
in 1945, more often thought their incomes would
be lower during 1946. Unskilled and service
workers were evenly divided in opinion as to a
rise or drop in income,

Expected trend of prices and living expenses.
In the first quarter of 1946, more than 50 per
cent of the spending units expected prices to rise
during the year. Forty per cent expected prices
to remain the same or were uncertain about
the future price trend. Reasons given for price
increases reflect the widespread strikes and wage
increases during the interviewing period. Refer-
ences to the effects of wage increases as a factor in
price increases were far more frequent than any
other opinion. Few people mentioned the possi-
bility of price increases as a result of ending or
relaxing price controls.

When asked about the amounts that would be
spent on regular living expenses such as food,
clothing, and rent during 1946 as compared to
1945—

four of every ten spending units expected to spend
more,

four of every ten spending units expected to spend
the same,

one of every ten spending units expected to spend
less, and

one of every ten spending units was uncertain as
to future spendings.

These expectations correlated closely with expecta-
tions regarding prices. In some instances people re-
ferred to other added expenses making for increased
living expenses, such as more persons in the spend-
ing unit or the need for nondurable goods, particu-
larly clothing, not bought during the war. Expected
reductions in expenses, not attributed to people’s
price expectations, were most often occasioned
by the belief that there would be smaller outlays
for moving or hospitalization, or by reason of a
lower income in 1946, which would necessitate less
spending.

Prespective saving?®

People’s plans for saving

3 The survey measured savings by adding to the change in
liquid assets (excluding currency) the amount used to purchase
other assets (including housing and insurance) and to rep~
loans, and then subtracting the amount derived from the sale of
such assets or the increase in loans.

846

reported in the first quarter of the year indicate
that total saving may be substantially less in
1946 than in 1945. This was noted in the first
article of this series published in the June BuLieTin
and was based on the finding that the people ac-
counting for 90 per cent of 1945 saving expected
to save less in 1946. The findings of the supple-
mentary analysis indicate that expectations as to
saving were not entirely consistent with expectations
as to spending. In general, however, the nature
of the inconsistency is such as to strengthen the
conclusion of the first article.

Slightly over 50 per cent of the people expected
to save as much in 1946 as they had in 1945, or
more. Yet according to the expectations expressed,
aggregate income will remain the same as in 1945,
spending for regular living expenses will rise, and
more will be spent for consumer durables and hous-
ing. It appears that predictions as to saving
were inconsistent with income and spending ex-
pectations in the case of one in every four spending
units. If the reported income and spending ex-
pectations are realized, then obviously less will be
available for saving and saving expectations will be
frustrated. As was shown in the second article,
about half of the people have no plan for saving
on a regular basis, but only put aside what has
not been spent during the month, and those in
this group particularly will probably save less than
expected.

The survey findings suggest that reluctance to
give up plans for purchasing durable goods and to
reduce living standards as prices rise is a major
factor operating to decrease current saving. The
findings, however, provide no support for a con-
clusion that people believe that they had saved
enough during the war, or that they would reck-
lessly increase their spending in relation to income
after the war. Almost three-fifths of the respondents
wanted to save as much as or more than during
the war and an overwhelming majority indicated
that saving was as important under postwar as
under wartime conditions, or more so. The major
motives for saving, e.g., desire for security in case
of adversity or old age, desire to provide adequately
for children’s education, or desire to own a home,
will apparently continue to be potent influences in
postwar consumer saving.
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PorentiaL Buvers oF Consumer DurasLe
Goons v 1946

In the first article of this series (June BuLLETIN)
it was estimated from the survey replies that about
11 per cent of all spending units would probably
buy automobiles in 1946 and 28 per cent would buy
other consumer durable goods. If all prospective
buyers were able to purchase desired consumer dur-
able goods in 1946, some 4.0 to 5.5 billion dollars
would be spent for cars and 3.2 to 4.0 billion for
other consumer durables such as refrigerators, furni-
ture, radios, and washing machines. Assuming peo-
ple could actually buy in 1946 two-thirds of the cars
and other consumer durables they said they would
or would probably buy, from 5.0 to 6.5 billion
dollars would be spent.

Although the bulk of prospective buyers come
from middle-income groups, the more income a
person has the more likely he is to buy a car or
other durable consumer good. This is particularly
so among car buyers, as is shown in Table 2.
Only 3 per cent of the spending units with less
than $1,000 of income expected to buy cars as com-
pared to 28 per cent of those with incomes of $5,000
or over. In the case of other consumer durable
goods, potential buyers were found to include 14
per cent of the under $1,000 income group and 38
per cent of those receiving $5,000 or more.

TaBLE 2

ProspecTivE BuvERrs oF CaRs AND OTHER CONSUMER
DurasLrs 1x 1946 By INcoMEe Crassks

Percentage of spending units

in each income class who

expected to buy:t
Income class
Other

Cars consumer

durables
Under $1,000.................. 3 14
$1,000-81,999, ... ... ... ...... 8 25
$2,000-82999. . ............... 11 32
£3,000-$4,999 . . ...l 16 34
$5000 andover.........ovn. 28 38
Allunits................ 11 28

! Includes those who said definitely that they would buy and
those who said they probably would buy.

Characteristics of prospective buyers of cars and
other durable goods in 1946 are given in Table 3.
Sixty per cent of potential buyers have incomes of
less than $3,000. People who expected to buy cars
or other durables held more liquid assets than non-
buyers, but over 40 per cent of prospective buyers
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held less than $500 of liquid assets. On the whole,
prospective buyers of durables tended to be younger
than nonbuyers. Over two-fifths of the buyers
were skilled or unskilled workers, while about one-
third were professional, white-collar, or business
people. Potential buyers were found in small cities
and rural areas as well as large cities, in numbers
that are roughly proportional to the population of
these places.

TasLE 3

CHARACTERISTICS OF PropLE Wno Expecrep To Buy Cars
AND OtHER CoNsUMER DuraBrLes 1INv 1946

[Percentage of buyers and nonbuyers respectively’in each group)

. - : Potential Non-
Grouping of spending units buyers ! buyers
By income classes:
10 25
24 28
26 21
28 19
7 4
4 2
Not ascertained. . 1 1
100 100
By liguid asset holdings:
B L e 15 25
1-8499. . ... 28 30
$500-8999 . . ...l 15 14
$1,000-82,999 . .. ... ... i, 24 19
$3,000 andover. ........... ..l 16 9
Not ascertained..................... 2 3
100 100
By age of head of unii:
20-29 years. ... .. i 23 18
30-44 years. ... .iiiiir i 40 30
4560 years. ... ...t 29 31
Over60years......oovvvivuniennnnn. 8 20
Not ascertained. ................. ... .. 1
X 100 100
By occupational stalus of head of unit:
Professional and white collar 22 17
Businessmen, managers..... 14 10
Skilled and unskilled worker: 44 33
Farm operators............ 10 10
Retired, unemployed, other. .. . 10 24
Notascertained...................... .. 1
100 100
By iype of community:
Metropolitan areas................... 26 29
Other cities of more than 50,000 popu-
lation. ........ ... .. ... .. . ... 18 17
Towns of 2,500 to 50,000 population. . 27 25
Opencountry. .......coovenineunn.... 29 29
100 100

! Those who said they would buy and who said that they probabdly
would buy.

People who planned to buy new cars in 1946
usually expected to pay between $1,000 and $1,350.
As is shown by the chart on page 848, one-fourth of
the new car buyers were willing to pay $1,350 or
more. The amount individual units expected to
pay for durable goods other than cars varied ac-
cording to the number and kind of items to be
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AMOUNTS INDIVIDUAL BUYERS PLANNED TO SPEND
FOR CONSUMER DURABLE GOODS IN 1946
NEW CARS

PER CENT OF PER GENT OF
NEW CAR BUYERS NEW CAR BUYERS
60 60

a0

40

20 20
0

DER X X $2,000

$ 1,000 $1,349 $1.999 OR OVER

OTHER CONSUMER DURABLES

PER GENT OF PER CENT OF
OTHER DURABLE PARTICULARLY REFRIGERATORS . FURNITURE , OTHER DURABLE
gcgns BUYERS RADIOS, AND WASHING MACHINES G003 WY%BS

20 20

41,000
OR OVER

UNDER 100 § 200 $300 $ 500
$ 100 198 $ 299 $499 $ 999

AMOUNTS INDIVIDUAL. BUYERS PLANNED TO SPEND

Nore.—Includes buyers who said they definitely would buy,
and those who said they would probably do so. The percentages
shown would add to 100 if buyers who did not know how much
they would spend were included.

bought. Potential buyers of these goods most often
mentioned refrigerators, furniture, radios, and
washing machines as the articles which they planned
to buy. About a sixth of the people expected to
pay $500 or more for goods of this kind. Almost
two-thirds of the buyers, however, intended to
spend less than $300. Only one in every five car
buyers wished to purchase a used car. As would
be expected, used car buyers planned to spend sub-
stantially less than new car buyers. Two-fifths of
the spending units planning to buy used cars in-
tended to pay less than $500.

The possibilities of price increases would seem
to have had little dampening effect on potential
consumer demand for durable goods at the begin-
ning of the year. Most of the prospective buyers
expected prices to rise during the year. Only one
in five of those intending to buy cars and other
durables thought that 1946 would be a good time
to buy. Approximately the same expectations with
regard to prices and time to buy were expressed
by nonbuyers.
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MeTtHOD oF PaAYyMENT FOR CONSUMER DURABLES

Consumer durable goods may be paid for either
fully in cash or with part cash (including trade-in
allowance) and the remainder through borrowing.
Somewhat more than half the spending units who
planned to buy cars and other durables expected
to pay for them fully in cash, or, in the case of
cars, with cash plus the trade-in value of their old
car. A third of the prospective buyers planned to
use the instalment plan where a cash down pay-
ment (or equivalent in trade-in value) would of
course be necessary. For cars only, not more than
40 per cent of prospective buyers in 1946 planned
to finance their purchase through use of the instal-
ment plan. Prior to the war, approximately 60
per cent of all car purchases were financed through
the use of instalment credit.

Two out of three of prospective buyers who had
some liquid assets preferred to buy durable goods
out of income, directly or else indirectly by purchase
on the instalment plan. Small holders of liquid
assets, generally speaking, had a stronger preference
for retaining their liquid assets than large holders,
perhaps because of a need for having a backlog of
assets to meet emergencies. Only a minority of all
savings bond holders indicated specific plans for
using them to purchase durables.

Prospective buyers with large liquid asset hold-
ings for their income very seldom expected to make
use of instalment credit to purchase cars and other
durable goods. As is indicated in Table 4, three-

TasLE 4

MetHOoD oF PAYMENT rOR Cars AND OTHER DURABLES BY
ProspecTIVE BUYERs witH Liouip Asser HoLpines

Percentage of holders in each
size g