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Some Leading Economic Developments During 1954

The purpose of this Appendix is to present factual information on certain
of the leading developments of 1954. These facts serve to document the
analytical account given in Chapter 2, and to elaborate on some matters
that are only touched upon in that chapter. Section I of the Appendix
discusses the changes which took place during the year in the Nation's total
output, in different branches of production, and in public and private
expenditures. Section II deals with employment, unemployment, hours of
work, wages, and industrial disputes. Section III discusses the broad move-
ments during 1954 of commodity prices in wholesale markets, as well as the
prices of consumer goods and services. Section IV reviews monetary and
credit developments during the year, and gives a brief sketch of Federal
Reserve and Treasury policies in the fields of credit and debt management.
Section V records the finances of Federal, State, and local governments.
The final part, Section VI, reviews economic developments outside the
United States—notably the industrial and financial progress of Western
Europe—and the foreign trade and investment of the United States over
the year.

I. The Nation's Output and Its Disposition

The Nation's output of goods and services declined slightly from 1953
to 1954 (Chart B- l ) . According to preliminary estimates based on expendi-
tures data, the decrease in the gross national product was 2 percent.
When allowance is made for price changes, it appears to have been about
3 percent. When the decline is measured from the highest quarter in 1953
to the lowest quarter in 1954, instead of from one year's level to the next,
it is not much larger.

Although measures of change in the total output of goods and services
from 1953 to 1954 are useful as broad indicators of the over-all performance
of the economy, they obscure the diversity of experience among major sec-
tors. What is perhaps more important, they veil the significant fact that
total output was again rising as 1954 drew to a close. While industrial
production declined by 10 percent from mid-1953 to March 1954, it made
a strong recovery in the latter part of the year, with most of the component
industries showing marked improvement. Activity in the construction
industry during 1954 was above that in 1953; agricultural output as a
whole continued at the high 1953 level; and some of the service and utilities
industries, notably electric light and power, continued to expand.

In contrast to the decline in total output, the final demand for goods and
services, taken in the aggregate, was well maintained (Chart 8, p. 28).
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CHART B-l
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Consumer expenditures, which had fallen slightly in the fourth quarter of
1953, rose to a new record level by mid-1954, supported by a small but
steady increase in disposable personal income. Outlays for fixed capital
investment, when taken as a whole, showed few traces of the contraction.
Expenditures by State and local governments continued to increase at a
moderate pace, while Federal expenditure fell off substantially.

Since the contraction of output from mid-1953 to early 1954 was cen-
tered in industrial production, attention is directed first to that sector of the
economy.

CHANGES IN PRODUCTIVE ACTIVITY

Industrial production

The salient features of the contraction and recovery in industrial produc-
tion are shown in Table B-l . For 1954 as a whole, declines were greatest
in metal mining, in the production of primary metals, and in coal mining.
Declines in the output of metal fabricating industries ranged from 7 to 13
percent, and, since their sales declined less than production, the inventories
of these industries were reduced substantially over the year.

In other branches of industrial production, activity was better maintained.
Output of clay, glass, and lumber products, and also of stone and earth min-
erals, held close to 1953 levels. Output in the nondurable goods category

76

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



declined less than the output of durable manufactures or minerals. Among
the major nondurable goods industries, the output of the food processing,

TABLE B-l.—Changes in industrial production

Industry group

Percentage change1 from—

1953 to
1954 »

July 1953
to

March 1954 August 1954

March 1954
to

August 1954
to Decem-
ber 1954 »

Industrial production: total

Manufactures: total

Durable manufactures: total.
Primary metals
Metal fabricating: total-

Fabricated metal products
Electrical machinery
Nonelectrical machinery
Transportation equipment..
Instruments and related products

Clay, glass, and lumber products
Furniture and miscellaneous manufactures.

Nondurable manufactures: total
Textiles and apparel
Rubber and leather products
Paper and printing
Chemicals and petroleum products
Foods, beverages, and tobacco

Minerals: total
Coal __
Crude oil and natural gas
Metal mining
Stone and earth minerals

-7

-7

-10
-18
-10
-10
-9
-13
-7
-10
-2
-8

-2
-7
-8
0
0

-1

-4
-14
+1
-21
-1

-10

-10

-14
-24
-13
-15
-18
-14
-12

-11

-6
-11
-11
-2
-5
-1

-7
-29

-1

0
+2
0

+3
+11

0
—4
-6
-7
+3
0
0

-6
+2
+1
-3

-14
-2

+6

+6

+7
+14
+5
-1
+6

+19
+5
+13
+1

a
+12

+6
+

1 Percentage changes for monthly data are based on seasonally adjusted indexes.
* Preliminary.
Source: Board of Governors of the Federal Reserve System.

paper and printing, and chemicals and petroleum products industries kept
in close step with their sales. Textile and apparel production declined
7 percent, which was enough, in view of the behavior of sales, to accomplish
sizable inventory reductions.

The shorter-term movements of industrial production, shown in Table B-l
and Chart 12, page 31, are more striking and more significant than com-
parisons of the full years 1953 and 1954. They reveal the pattern of con-
traction and recovery which characterized these two years. The drop in
total industrial production from July 1953 to March 1954 was half again
as large as the change indicated by yearly averages, and the declines in in-
dustry groups were generally higher. From March to August 1954, dur-
able and nondurable goods manufacturing showed no change, while minerals
production continued to decline.

Industrial production as a whole registered a substantial recovery from
August to December 1954; all major categories and most component
industry groups shared in this advance. The expansion was strongest in
motor vehicles and primary metals; electrical machinery, textiles, and coal
also showed sizable gains. Though the output of clay, glass, and lumber
products and of rubber and leather products also rose sharply, these in-
creases to a large extent reflected the settlement of strikes which had cur-
tailed production in the lumber and rubber industries in July and August.
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Construction activity
The construction industry was a major source of strength in our economy

during 1954. Total construction outlays—which closely reflect changes in
physical volume, since costs for most types of construction appear to have
changed very little—rose 5 percent from 1953 to 1954 (Table B-2). Out-

New construction' total

Private* total
Residential (nonfarm)
Other

Public: total _
Federal
State and local*

TABLE B-2.—New construction activity

Item
1953 1954 1

Millions of dollars

35,256

23,877
11,930
11,947

11,379
4,153
7,226

37,170

25,720
13,450
12,270

11,450
3,423
8,027

Percentage
change

from 1953
to 1954 »

+5

+8
+13
+3

+1
-18
+U

1 Preliminary estimate.
'Includes Federal aid (Appendix Table D-30).
Sources: Department of Commerce and Department of Labor.

lays by State and local governments showed a substantial increase; high-
way, public school, and sewer and water facility construction surpassed
previous records. Federal outlays declined, mainly as a result of lower
expenditures for defense construction.

Private outlays for commercial, religious, and educational buildings in-
creased sharply in 1954. Utility construction was about equal to the high
1953 rate, but industrial building declined.

Current-dollar outlays for residential construction were at an all-time
high in 1954, although the physical volume was below the peak of 1950.
New housing starts in 1954 are estimated at 1.2 million dwelling units, com-
pared with 1.1 million in 1953 and a record 1.4 million in 1950.

The movement of residential construction within 1953 and 1954 is espe-
cially noteworthy (Chart 13, p. 32 and Appendix Table D-29). On a
seasonally adjusted basis, residential construction outlays declined slightly
during the second half of 1953; but from March to August 1954, when in-
dustrial production showed no over-all change, these outlays expanded 21
percent. Further gains were made in subsequent months.

Agricultural production

In the past year, farm output as a whole equaled the record level of 1953
(Chart B-2). The wheat and cotton crops, due to marketing quotas, were
respectively 17 and 18 percent smaller than in 1953. But since most of the
22 million acres taken out of wheat and cotton were used to expand pro-
duction of feed and oilseeds, crop production as a whole declined only
3 percent (Appendix Table D-27).

Livestock production in 1954 was higher than in any previous year. Hog
numbers increased sharply as a result of plentiful feed supplies and the
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CHART B-2
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favorable hog prices in late 1953 and early 1954. Output of poultry and
eggs also expanded. Cattle and calf slaughter and milk production set new
records in 1954. Milk production in the second half of the year, however,
was about the same as in the corresponding period of 1953.

The movement of farm products into domestic consumption and export
increased moderately from 1953 to 1954. One consequence was a sharp
reduction in additions to price-support stocks. Whereas in 1953 the in-
ventories and outstanding loans of the Commodity Credit Corporation rose
by 3.2 billion dollars (equivalent in value to 9 percent of total farm out-
put), the increase from November 30, 1953 to November 30, 1954 was
1.6 billion dollars (equivalent to less than 5 percent of farm output).

Although price-support stocks were at a record 6.9 billion dollars on
November 30, 1954, the production and utilization of farm products
appeared to be approaching a balance as the year drew to a close. Nearly
80 percent of the November stocks consisted of wheat, corn, cotton, and
cottonseed products (oil and linters). Net additions to price-support stocks
from the 1954 crops of wheat and cotton will be relatively small, and stocks
of corn are expected to decline. Dairy products accounted for 8 percent
of total price-support stocks in November, but purchases during the last
quarter of 1954 were substantially below the same quarter of 1953, and
sales and donations from stocks were much higher.
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Transportation, trade, and services

Freight carloadings declined 12 percent from 1953 to 1954, reflecting
mainly lower activity in coal mining and durable manufactures. Data for
the first half of 1954 show a significant but smaller decline from a year
earlier in the freight handled by intercity trucking firms.

The flow of goods through retail channels was well maintained, largely
as a result of the high and increasing level of disposable income (Chart 14,
p. 33). Retail sales in 1954 appear to have equaled their 1953 total, a
stability which contrasts sharply with the decline of 7 percent in total
industrial production. Reductions in inventories occurred, especially in
consumer durable goods.

Production of electric power and natural gas increased from 1953 to
1954. Data on employment in the service industries suggest an expanded
flow of services to consumers in 1954. So, too, does a deflated series of
consumer expenditures on services, exclusive of housing (Table 1, p. 11).

CHANGES IN FINAL PURCHASES

The Nation's output may be considered as the sum of values added by
current activity at each level of production and distribution. If there
were no inventory changes, it could also be viewed as the total value of
goods sold and of services rendered to final users. In any year, however,
part of the Nation's output may be added to inventories, or final sales may
be sustained at a higher level than current output by depleting inventories.

The distinction between current output (the gross national product)
and final purchases is especially significant in interpreting changes from
1953 to 1954. Gross national product declined 7.8 billion dollars, or 2
percent, between the two years but final purchases declined 2.8 billion
dollars, or 1 percent. This difference represents the changes in inventories
in the two years, an increase of 1.5 billion dollars in 1953 and a decrease
of 3.6 billion dollars in 1954 (Chart 8, p. 28).

The major components of total final purchases are shown in Table B-3.
Purchases of goods and services by the Federal Government in 1954 were
about 10 billion dollars lower than in 1953, but those of State and local
governments increased. Gross private fixed investment (that is, the sum
of expenditures on new construction and producers' equipment) totaled
about the same as in 1953, and consumer expenditures rose by nearly
4 billion dollars. The increase in consumption expenditures was largely
accounted for by housing and other services; expenditures for durable goods
fell 700 million dollars, but expenditures on nondurable goods increased by
1.6 billion dollars over the prior year.

The quarterly data in Table B-3 and Chart 5, p. 26 show the 1954 re-
covery which is obscured by the yearly totals. From the second quarter
of 1953 to the first quarter of 1954, gross national product, measured at
seasonally adjusted annual rates, declined 14 billion dollars, or 4 percent.
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TABLE B-3.—Gross national product and its major components

[Billions of dollars]

Component

Gross national product: total

Change in business inventories

Final expenditures: total

Personal consumption expenditures
Durable goods __.
Nondurable goods
Services -

Gross private fixed investment
New construction-

Residential nonfarm
Other

Producers' durable equipment

Net foreign investment

Government purchases of goodi and
services1 _ _

Federal •
National security
Other»

State and local

1953

364.9

1.5

363.4

230.1
29.7

118.9
81.4

49.9
25.5
11.9
13.6
24.4

- 1 . 9

85.2
60.1
52.0
8.1

25.1

1954 «

357.1

- 3 . 6

360.6

234.0
29.0

120.5
84.5

49.7
27.6
13.4
14.3
22.1

- . 6

77.5
50.1
43.6
6.5

27.5

Change * from—

1953 to
1954 2

- 7 . 8

- 5 . 1

- 2 . 8

+3.9

+l'.6
+3.1
-.2

+2.1

t.l
- 2 . 3

+1.3
- 7 . 7

—10.0
- 8 . 4
- 1 . 5
+2.4

Second
Quarter
1953 to

first quar-
ter 1954

-14.1

- 9 . 6

- 4 . 5

- . 3
- 2 . 3

+2.7

- 1 . 8
+.1
—.5
+.6

- 1 . 9

+2.2

- 4 . 7
- 7 . 2
- 7 . 4
+.2

+2.5

First quar-
ter 1954 to

fourth
quarter
1954 »

+5.2
+2.7
+2.5
+7.0
+2.1
+3.2
+1.8
+2.0
+3.1
+3.1

.0
- 1 . 1

+1.1

- 7 . 6
- 8 . 9
- 6 . 3
- 2 . 6
+1.3

1 Quarterly changes based on seasonally adjusted annual rates.
»Preliminary.

* Less Government sales.

NOTE.—Detail will not necessarily add to totals because of rounding,

ources: Department of Commerce and Council of Economic Advisers.

However, the decline in total final purchases during this period was very
much smaller—4.5 billion dollars, or about 1 percent. Though the con-
traction was mild, it was reflected in several of the broad categories of
final purchases. Expenditures for consumer nondurable goods declined
slightly, while outlays for consumer durables dropped 8 percent (Chart 15,
p. 34). However, consumer outlays for services and State and local
government expenditures increased during this period; and the balance
of foreign trade also shifted in a direction which tended to support domestic
production and income.

Consumer expenditures increased at an annual rate of about 7 billion
dollars from the first to the fourth quarter of 1954. Outlays for consumer
durables were 7 percent above the first quarter low, and outlays for non-
durable goods and for services were higher by 3 percent and 2 percent,
respectively. The upsurge in residential construction has already been
noted. National security expenditures declined at an annual rate of about
6 billion dollars from the first quarter to the fourth, but the rate of decrease
slowed down materially toward the end of the year.

In the first three quarters of 1954, declines in national security outlays
were barely offset by increases in expenditures for all major categories of
civilian goods and services. In the last quarter, however, the expansionary
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forces of the civilian economy prevailed: total final purchases rose 2 billion
dollars, and inventory liquidation declined as gross national product in-
creased more than did final purchases.

CHANGES IN INCOME PAYMENTS

Income disbursements to individuals

Total personal income rose slightly from 1953 to 1954, despite the
decline in gross national product (Appendix Table D-10). The increase
was mostly in the fourth quarter of the year, reflecting the general expansion
in output and final purchases. Wage and salary payments declined about
2.5 billion dollars, but other labor income increased slightly and transfer
payments increased 2 billion dollars. Labor income and transfer payments
combined declined slightly from 1953.

Income of farm proprietors, exclusive of receipts from net reductions
of farm inventories, fell slightly in 1954, but the change was much smaller
than in either of the two preceding years (Appendix Table D-10).
Business and professional income also declined slightly, but was higher than
in any year prior to 1953. Rental and interest incomes continued their
rising trends, which have persisted for several years, and dividend payments
increased despite a decline in corporate profits after taxes.

As a percentage of personal income disbursements, which are higher
than total personal income by the amount of employee contributions for
social insurance, investment income increased slightly in 1954 (Table B-4).

Year

1939

1946
1947
1948
1949

1950
1951
1952
1953 - - -

1954 *

TABLE

Per-
sonal

income
dis-

burse-
ments »
(billions
of dol-
lars)

73.5

180.0
192.6
210.9
209.1

229.9
258.8
275.1
290.1

291.1

B-4.—Distribution of personal income disbursements

Percent of total personal income disbursements>

Labor income and transfer
payments

Total

67.4

69.5
71.1
70.7
71.7

72.0
72.7
74.0
75.2

74.9

Wage
and

salary
dis-

burse-
ments »

62.5

62.1
63.8
64.1
64.3

63.7
66.0
67.3
68.3

67.2

Other
labor

income

0.9

1.1
1.2
1.3
1.4

1.7
1.9
2.0
2.2

2.3

Trans-
fer

pay-
ments

4.0

6.3
6.1
5.3
5.9

6.6
4.9
4.8
4.8

5.4

Propri-
etors'

income'

15.8

19.6
17.9
18.2
16.3

15.7
15.8
14.5
13.3

13.0

Investment income

Total

16.8

10.9
11.0
11.1
12.0

12.3
11.5
11.4
11.5

12.1

Rents

3.7

3.4
3.4
3.4
3.8

3.7
3.5
3.6
3.7

3.7

Divi-
dends

5.2

3.2
3.4
3.4
3.6

4.0
3.5
3.3
3.2

3.4

Interest

7.9

4.2
4.3
4.2
4.7

4.6
4.5
4.5
4.6

5.0

1 Total personal income, as shown in Appendix Table D-10, plus employee contributions for social insur
ance; beginning with 1952, includes social insurance contributions of self-employed persons.

2 Includes employee contributions for social insurance.
»Beginning January 1952, includes contributions for self-employed for social insurance
< Preliminary estimates by Council of Economic Advisers.

NOTE.—Detail will not necessarily add to totals because of rounding.

Source: Based on Department of Commerce data (except as noted).
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Such an increase occurred in 1948-49 and in other mild contractions. Rents
and interest together accounted for a larger share than in other postwar
years, but the dividend percentage was lower than in any year of the
period 1949-51. The income shares of both farm and business proprietors
in 1954—4.1 percent and 8.9 percent, respectively—were at postwar lows.
Wages and salaries accounted for 67.2 percent of personal income in 1954,
slightly below the percentage for 1952 and 1953 but higher than for other
postwar years.

Changes in disposable personal income

Although the disbursements of income to individuals increased very little
from 1953 to 1954, the amount available for spending or saving—disposable
personal income—increased 3.5 billion dollars. This result reflects, among
other developments, the fact that Federal taxes on personal income declined
by more than 3 billion dollars, or 10 percent, while State and local taxes and
employee contributions for social insurance increased by a much smaller
amount.

The percentage distribution of disposable personal income among ex-
penditure categories is shown in Table B-5 for 1929, 1940, and the postwar
years. The percentage distribution changed only moderately from 1953

TABLE B-5.—Distribution of disposable personal income

Year

1929

1940

1946 .
1947
1948
1949 .

1950
1951 _ -_ . . . .
1952
1953. __
1954*

Dis-
pos-
able
per-

sonal
in-

come1

(bil-
lions

of dol-
lars)

83.1

76.1

159.2
169.0
187.6
188.2

206.1
226.1
236.9
250.1
253.6

Percent of total disposable personal income

Personal consumption expenditures

Total

95.0

94.5

92.1
97.6
94.7
96.0

94.1
92.2
92.2
92.0
92.3

Dur-
able

goods

11.1

10.2

10.0
12.2
11.8
12.5

13.9
12.0
11.3
11.9
11.4

Nondurable goods

Food 2

23.5

22.0

25.4
27.0
26.3
25.9

24.7
25.8
25.9
25.2
25.2

Cloth-
ing
and

shoes

11.3

9.8

11.5
11.1
10.5
9.8

9.0
8.7
8.5
7.9
7.7

Other

10.6

17.1

16.2
17.0
15.9
15.7

15.0
14.6
14.6
14.4
14.6

Services

Hous-
ing

13.8

12.3

8.5
9.1
9.4

10.3

10.4
10.3
10.8
11.1
11.6

Other

24.8

23.1

20.5
21.2
20.8
21.6

21.2
20.7
21.1
21.5
21.8

Per-
sonal
saving

5.0

5.5

7.9
2.4
5.3
4.0

5.9
7.8
7.8
8.0
7.7

» Total personal income, as shown in Appendix Table D-10, less personal taxes.
2 Includes alcoholic beverages.
3 Preliminary estimates by Council of Economic Advisers.

NOTE.—Detail will not necessarily add to totals because of rounding.

Sources: Department of Commerce and Council of Economic Advisers.

to 1954. The savings proportion declined a little as consumer spending
rose during the latter part of 1954. The percentage spent on housing in
1954 continued the upward trend of recent years, but the share spent for
durable goods declined. Outlays for nondurable goods showed little change
from 1953.
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Corporate profits
Corporate profits before taxes declined sharply in the last quarter of

1953 but recovered a little in early 1954; in the first nine months of 1954,
they averaged 18 percent below the same months of 1953 (Appendix Table
D-49 and Chart 21, p. 40). The decline was sharpest in the durable goods
industries, in rail transportation, and in textiles. Before-tax profits in
nondurable manufactures as a group declined much less than in durable
manufactures, while profits in communications and public utilities actually
increased.

Corporate profits after taxes were lower in the first nine months of 1954
than in the corresponding period of the previous year by about 10 percent.
Corporate tax liabilities, on the other hand, appear to have been 24 percent
lower in January-September 1954 than in the same period of 1953, a decline
on an annual-rate basis of about 5.4 billion dollars.

Preliminary estimates for the fourth quarter of 1954 indicate a marked
recovery in corporate profits, both before and after taxes. The fourth quar-
ter rise may bring after-tax profits for the full-year 1954 to within 3 percent,
or so, of 1953.

Dividend payments in each quarter of 1954 were up from the previous
year, despite the moderate decline in after-tax profits. Correspondingly,
undistributed profits were down about 10 percent in 1954 from the preceding
year. At an annual rate of 8.0 billion dollars, they were about equal to
the 1946 level, and lower than in any other year since 1946.

ADDENDUM: ALTERNATIVE MEASURES OF THE NATION'S

TOTAL OUTPUT

Although national income statistics in the United States have reached a
high level of usefulness, data on some sectors of the economy are far from
perfect. Major changes in the Nation's output are registered with sufficient
accuracy for most purposes, but small changes, such as those from 1948 to
1949 or from 1953 to 1954, defy accurate measurement at present. Indeed,
the errors of estimation are sometimes of the same order of magnitude as the
observed changes. While this is particularly true of estimates based on
preliminary data, some uncertainty attaches also to the final figures.

Throughout this Report, the discussion of changes in the gross na-
tional product has been based on the figures that are conventionally
designated in statistical reports by that name. In fact, however, two esti-
mates of the gross national product are available. Since they are based on
largely independent data, a rough check is possible on the accuracy with
which changes in the gross national product are now measurable. The
difference between these two estimates, the "statistical discrepancy," is
regularly included in the national income accounts prepared by the Depart-
ment of Commerce. Essentially, it is the difference between gross national
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product as estimated, first, from information on expenditures for goods
and services and, second, from data on incomes and other production costs.
The difference between the two often changes by a billion dollars or less
from one year to the next, or from one quarter to another. But occa-
sionally it changes by as much as 3 or 4 billion dollars. Year-to-year
changes of such size occurred in 1943-44, 1945-46, and 1947-48. Accord-
ing to preliminary data, the statistical discrepancy changed by an even
larger amount from 1953 to 1954. Quarterly changes of large magnitude
appeared during 1948-49 and 1953-54.

Economists conventionally use the gross national product estimates based
on expenditure data; to avoid confusion, this practice has also been followed
throughout this Report. On the basis of existing knowledge, it is impos-
sible to say whether the estimate of gross national product based on expendi-
ture data is more or less accurate than the estimate based on income data.

Some implications of these alternative measures of the Nation's output
may be gathered from Table B-6. Based on the expenditure data, the

T A B L E B-6.—Alternative measures of the Nation's total output

[Billions of dollars, seasonally adjusted annual rates]

Period
Gross na-

tional prod-
uct or ex-

penditure l

Charges
against gross

national
product *

Statistical
discrepancy

1948: First quarter
Second quarter..
Third quarter...
Fourth quarter..

1949: First quarter....
Second quarter..
Third quarter...
Fourth quarter..

1953: First quarter
Second quarter..
Third quarter. _.
Fourth quarter-

1954: First quarter....
Second quarter-
Third quarter-_.

247.9
255.5
261.9
264.0

259.9
257.2
256.5
255.5

248.8
258.9
263.6

- 0 . 9
- 3 . 4
- 1 . 7
- 2 . 0

258.3
257.2
253.5

361.8
369.9
367.2
360.5

355.8
356.0
355.5

363.0
367.3
365.1
359.9

358.8
359.8
359.9

- 1 . 2
+2.6
+2.1
+.6

-3.0
-3.8
-4.4

Change from fourth quarter of 1948 to fourth quarter of 1949..

Change from second quarter of 1953 to third quarter ofJ1954_

- 8 . 5

-14.4

-12.6

- 7 . 4

+4.0
-7.0

i Estimates based mainly on expenditure data.
s Estimates based on income and non-income charges against production.
Source: Department of Commerce.

gross national product in 1954 appears to have been 2 percent below
1953. Based on income data, however, the decline appears to be only
1 percent. According to the quarterly expenditure estimates, the 1948-49
decline in total output was smaller than that of 1953-54. But the estimates
based on income data suggest precisely the opposite. The conclusion must
be drawn that the available measures of total output are not sufficiently
accurate to determine decisively which of the two contractions was greater.
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II. Employment and Earnings

Employment, which fell from the summer of 1953 to the summer of
1954, rose again in the last part of 1954, and unemployment declined much
more than seasonally in the last three months of 1954. A reduction in'
average hours worked per week, due in large part to the decline of over-
time, was reversed in May. The continued rise in average hourly earnings,
which occurred despite the fall in employment, was a striking feature of
recent developments in employment and earnings. Also noteworthy was
the small amount of time lost in industrial disputes in 1954—the smallest
since World War II.

EMPLOYMENT

According to statistics compiled by the Bureau of Labor Statistics, nonagri-
cultural employment began to fall after July 1953 (Appendix Table D-22
and Chart 9, p. 28). Its decline accelerated in the late autumn and early
winter, and continued at a less rapid rate in the spring and summer of 1954.
At its low point in August 1954, nonagricultural employment was 1,960,000
below the peak reached 13 months previously. It then began to rise, but
in December it was still below the levels of mid-1953.

The decline in the number of persons employed in nonagricultural
industries may well be somewhat overstated by the Bureau of Labor Sta-
tistics series, which is based on business payroll records. This series counts
twice a person who appears on two payrolls during the same payroll period,
either because he has changed jobs during the period or because he holds
two jobs at the same time. Dual jobholding probably tends to decline
during a contraction in business activity, and labor turnover was definitely
lower in the summer of 1954 than in the summer of 1953. These changes
would cause a larger decrease in the number of persons on payrolls than
in the number of individuals employed in any one week.

Nonagricultural employment is also estimated by the Bureau of the
Census (Appendix Table D-16 and Chart 10, p. 29). Its series, unlike
that of the Bureau of Labor Statistics, includes the self-employed, unpaid
family workers, and domestic servants. Because of this difference in cov-
erage and some differences in concepts and method, the Census series,
which is based on a household sample survey, shows a somewhat different
movement than that shown by the series based on payroll records. The first
suggestion of contraction came earlier in the Census series, which showed a
slightly less than seasonal rise in the spring of 1953. However, most of the
decline in this series, seasonally adjusted, took place after July 1953. The
adjusted series dropped 1,600,000 from July 1953 to its low point in August
1954. From August to December 1954, the rise was about 400,000.

Like all data derived from sample surveys, the Census data are subject to
some error because the experience of the persons in a sample may differ to
some extent from the experience of the population as a whole. Further,
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the information given to interviewers may occasionally be inaccurate. The
data of the Bureau of Labor Statistics are also not based on a full count
of the employed; they too involve some estimation. These factors, as well
as differences in concept and coverage, presumably contribute to the differ-
ences in the movement of employment shown by the two series.

The decline in seasonally adjusted employment in nonagricultural estab-
lishments, as reported by the Bureau of Labor Statistics, occurred principally
in manufacturing (Table B-7). Between July 1953 and August 1954, em-

T A B L E B—7.—Changes in nonagricultural employment by industry

[Thousands of persons, seasonally adjusted data]

Industry

Change from

July 1953 to
March 1954

-1,464

- 7 2

+43

-1,245

-943

-56
-51
-42
-37

-159

-123
-128
-131
-157
-19
-40

-302

-21
- 4

-136
-57
-16
+14
-27
- 9

-28
-18

-239

-236
- 6
+3
+8

+31

- 3 6

+46

-86
+132

March 1954 to
August 1954

-496

- 4 2

- 1 4

-529

-454

-40
-74
+5
+3

-36

-19
-69
-22

-172
-19
—11

- 7 5

-30
0

+16
-34

tl
- 8
- 2

-24
—1

- 1 1

- 4
- 9
+2

- 4 8

+28

+63

+57

-39
+96

August 1954
to December

19541

+404

- 2 1

- 3 8

+310

+269

- 4
+121

+1
+8

+15
- 4

-37
+14

+147
+1
+7

+41

it
-16
+1\
+6
+3
- 2

+30
+7

- 2 3

-24
+1

0

+44

+30

- 2 1

+123

- 2
+125

Nonagricultural employment: Total

Mining _ _

Contract construction

Manufacturing

Durable goods industries: Total _„ _

Ordnance and accessories _ _
Lumber and wood products (except furniture)
Furniture and fixtures _
Stone, clay, and glass products
Primary metal industries
Fabricated metal products (except ordnance,

machinery, and transportation equipment)
Machinery (except electrical)
Electrical machinery ___ _
Transportation equipment
Instruments ,.
Miscellaneous manufacturing

Nondurable goods industries: Total

Food and kindred products.-
Tobacco manufactures ..- - --.
Textile-mill products
Apparel and other finished textile products
Paper and allied products
Printing, publishing, and allied industries
Chemicals and allied products
Products of petroleum and coal
Rubber products
Leather and leather products __.

Transportation and public utilities: Total _

Transportation _._
Communication
Other public utilitie"s-_"-..I

Wholesale and retail trade.- _ -

Finance, insurance, and real estate

Service and miscellaneous _. _

Government: Total _

Federal _ ._-
State and local

1 Based on preliminary data for December.
Sources: Department of Labor and Board of Governors of the Federal Reserve System.

ployment also fell in other sectors—transportation, Federal Government,
mining, and trade. Seasonally adjusted employment increased over this
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period in State and local government; in finance, insurance, and real estate;
and in service and miscellaneous industries. Within manufacturing, em-
ployment declined in every major industry group except printing, publishing,
and allied industries.

From August 1954 to December 1954, seasonally adjusted employment
rose in 15 of 21 manufacturing industry groups. The largest increases oc-
curred in transportation equipment and in lumber and wood products.
The large output of new-model automobiles in November and December
was the principal cause of increased employment in transportation equip-
ment. In lumber and wood products, employment recovered almost to
mid-1953 levels, following a strike in the summer of 1954.

Agricultural employment, which has long been declining, fell more slowly
during most of 1954. This suggests that reduced opportunities for nonfarm
employment retarded migration away from farms, or that fewer farm resi-
dents than usual shifted from farm to nonfarm work in their own areas dur-
ing the off-season, or both.

UNEMPLOYMENT

During the first half of 1953, unemployment, as estimated by the Bureau
of the Census, continued to decline and reached a level lower than that of
any corresponding period since World War II (Appendix Table D-16
and Chart 10, p. 29). The month-to-month movement of unemployment
during the late summer and autumn of 1953, on the other hand, is some-
what obscure. The Census was then preparing to shift from its old sample
of households in 68 areas to a new sample of households in 230 areas.
During this period of preparation, less attention than usual was devoted to
the training and supervising of interviewers working on the old sample, and
this seems to have resulted in an underestimate of the number unemployed
and of the size of the labor force. The unemployment figures originally
published were later revised upward by the Census Bureau to reflect the
higher level of unemployment shown by the 230-area sample for January
1954, as well as the increase in unemployment insurance claims. The re-
vised data, though admittedly somewhat arbitrary, appear to be more ac-
curate.

It is nevertheless clear that unemployment rose rather substantially be-
tween August 1953 and March 1954. The rise was due in part to the
usual curtailment of outdoor employment in the winter months, but the
greater part was the result of contraction in business activity. This rise in
unemployment was more rapid, though less prolonged, than that which
occurred in 1949. The peak of 3,725,000 (5.8 percent of the civilian labor
force) reached in March 1954 was 959,000 lower than the peak of 4,684,000
(7.6 percent of the civilian labor force) reached in February 1950.

During the spring and summer of 1954, unemployment declined, follow-
ing the usual seasonal pattern, except that the number of young workers
reported as seeking work rose less than is usual in June and July. After
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September, the decline in unemployment was clearly more than seasonal;
in October, unemployment fell below 3 million for the first time in the year.
Thereafter the usual seasonal rise did not occur; the December figure of
2,838,000 was only slightly above the October level.

It is important to recognize that the unemployed are not all the same
individuals month after month; the turnover among them is substantial.
During the first eleven months of 1954, of those unemployed in a given
month, roughly one-third, on the average, had found employment the fol-
lowing month, and roughly 15 percent had left the labor force to return to
school or to resume full-time household duties.

It should also be noted that some unemployment exists even when the
demand for labor is strongest. The reason is that at all times there are
some people in the process of changing from one job to another. Also, at
all times a considerable number of jobs are vacant because the right per-
sons have not yet been found to fill them. It would be helpful to have
adequate statistics on the total number of job vacancies in the economy.

The Bureau of Employment Security also compiles statistics on unem-
ployment. Its figures on insured unemployment and initial claims for
unemployment insurance exhibit the same general movement of unem-
ployment that has already been described (Appendix Table D-20).
Insured unemployment was unusually low during the first nine months of
1953, dropping to a weekly average of 830,000 in September. For the next
six months, the rise was much more than seasonal; the weekly average in
March 1954 was 2,389,000. Seasonal reductions occurred from April
through September, but in the last part of the year the rise in insured un-
employment was smaller and occurred later than usual, as the normal cur-
tailment of outdoor employment was offset by gains elsewhere, particularly
in durable goods manufacturing. The monthly averages of insured unem-
ployment for November and December 1954 were 1,643,000 and 1,869,000,
respectively, but initial claims for unemployment insurance in these months
were below the levels of a year earlier. The statistics of insured unemploy-
ment probably understate somewhat the amount of unemployment among
workers covered by insurance programs because they do not include those
who have exhausted benefit rights and still remain unemployed.

The impact of unemployment has been very uneven geographically. In-
sured unemployment under State programs during 1954 was 5.2 percent of
covered employment for the continental United States. However, in six
States it was less than 3 percent, and in nine it was 7 percent or over
(Chart B-3).

The principal cause of unemployment in those States in which unemploy-
ment rates were highest was depressed conditions in the coal, textile, shoe,
or apparel industries. Unemployment rates in most leading durable-goods
producing States were close to the national average, although they had
been well below the national average in 1952 and 1953.

In some areas, the impact of unemployment was greater than is indi-
cated by State averages. The problems of the communities where unem-
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CHART B-3

UNEMPLOYMENT RATES, 1954

NATIONAL AVERAGE: 5.2 PERCENTNOTE: Average week?/ Stole insured unemployment, cofendar year 1954, as
o percent of overoge monthly covered employment for the 12 months
ended June 30,1954. Preliminary dofo.

SOURCE: DEPARTMENT OF LABOR
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ployment rates were highest did not arise solely from the recent contraction
in general business activity. They were often related to long-run declines
in demand for particular products, to changes in technology, or to shifts
in the location of production. Among the areas experiencing consider-
able unemployment for such reasons were Lawrence, Massachusetts;
Altoona, Johnstown, Scranton, and Wilkes-Barre, Pennsylvania; Provi-
dence, Rhode Island; and Charleston, West Virginia.

The severity of unemployment depends not only on how many are
involuntarily idle, but also on how long their idleness lasts. As the total
number of unemployed rises, the number unemployed for long periods
rises more than proportionally. Those unemployed 15 weeks and over,
as reported by the Census, numbered 150,000 in August 1953. This group
reached a peak of 1,047,000 in April and May of 1954, and then fell
gradually to 707,000 in December. The number unemployed more than
26 weeks reached a maximum of 400,000 in August 1954, and was reduced
to 376,000 by December. The number in this group remained lower
throughout 1954 than it had been in the first half of 1950, when it reached
481,000 persons at its high point.

As extended unemployment rises, so does the number of the insured un-
employed who exhaust their benefit rights. Not all such persons remain
unemployed, however; many soon find employment and others leave the
labor force. For the continental United States, the number of persons
reported by the Bureau of Employment Security as exhausting benefit
rights was approximately 50,000 a month from August to October of 1953.
This number rose rapidly from December 1953 to April 1954, when it
reached 156,000, and then increased gradually to 171,000 in August. Be-
ginning in September the number of exhaustions began to decline, and by
November it had dropped to 141,000. The number of exhaustions in the
first eleven months of 1954 was 1,610,000. The proportion of insured
unemployed who exhausted benefit rights tended to be highest in the States
whose laws provided benefits of shortest duration.

The exhaustion of unemployment insurance benefits and the increased
difficulty experienced by marginal workers in finding jobs caused some rise
in the number of persons aided under State and local general assistance
programs (Table B-8).

T A B L E B—8.—Number of persons receiving general assistance

[Thousands of persons]

Month 1953

630
620
610
580
530
510

1954

730
780
820
790
730
710

Increase
from 1953
to 1954

100
160
210
210
200
200

Month 1953 1954
Increase
from 1953
to 1954

January.. .
February..
March
April
May
June

July
August
September..
October
November..
December..

490
480
480
480
510
620

700
720
740
740
770

210
240
260
260
260

Source: Department of Health, Education, and Welfare.
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There was also an increase in partial unemployment early in 1954.
Workers ordinarily employed full time who worked less than 35 hours a
week on all jobs because of economic factors may be regarded as "partially
unemployed." The number of such persons in nonagricultural industries
apparently reached a peak in March 1954 and thereafter declined sub-
stantially (Table B-9). The concept has less significance for agriculture,
where the series has moved irregularly because of seasonal changes. The
number partially unemployed in November 1954 was about the same as in
December 1953.

TABLE B-9.—Partial unemployment of usual full-time workers
[Thousands of persons, 14 years of age and overj

Area sample and month

Persons who usually work full time at their
present jobs who were working part
t ime l because of economic factors*

Total In agriculture
In nonagri-

cultural
industries

68-area sample:
1952: November..
1953: December

230-area sample:
1954: March

May
August
November..

1,542

1,878
1,644
1,861
1,506

122
284

166

410
221

704
1,258

1,712
1,548
1,451
1,285

* Less than 35 hours In the survey week.
2 These factors include slack work, job turnover, materials shortages, and repairs to plant and equipment
Source: Department of Commerce.

The increase in unemployment from 1953 to 1954 was also accompanied
by an increase in the number of persons temporarily laid off (with instruc-
tions to report back to work within 30 days) and not seeking other work
while awaiting recall. By long-standing practice, these persons are not
classified as unemployed. Temporary layoffs began to rise in late 1953,
and were over 400,000 in January 1954. From February through July,
they varied between 200,000 and 300,000, more than 100,000 above the
levels of the preceding year. In late 1954, temporary layoffs fell again to a
low level (Appendix Table D-18).

AVERAGE HOURS WORKED PER WEEK

The average number of hours worked per week in manufacturing is
usually an early indicator of changes in business activity, because adjust-
ments in hours can be made more quickly and easily than adjustments in
employment. Average weekly hours of production workers in manufac-
turing, which had been 41.7 in December 1952, began to fall in the first
months of 1953 (Table B-10, Appendix Table D-23, and Chart 20, p. 39).
By early 1954, the average was below 40 hours, and in April it reached the
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T A B U S B-10.—Average weekly hours of work* in selected industries

Industry April 1953

40.8

41.7
39.5

32.1
43.2
36.9
39.1
40.3
41.3
41.1

April 1954

39.0

39.7
38.1

28.9
39.8
36.5
39.1
40.2
41.1
41.0

Latest data
available

All manufacturing

Durable goods Industries
Nondurable goods industries.

Bituminous coal mining
Metal mining
Building construction
Retail trade
Wholesale trade.
Class I railroads _ _.
Gas and electric utilities

140.5

141.1
139.8

*35.4
*40.5
«36.1
»38.8
*40.5
»40.4
»41.3

i December 1954.
* November 1954.
> October 1954.

Source: Department of Labor.

low point of 39.0, somewhat above the low point of 38.4 reached in April
1949. Recovery also began early. After April 1954 the workweek rose
more than seasonally, reaching 40.5 hours in December.

The decline in hours between 1953 and 1954 was largest in durable goods
industries, where it reflected primarily the decline of overtime. But by
December 1954 the workweek in these industries was again at a level indi-
cating considerable overtime work.

Among nonmanufacturing industries, metal mining and bituminous coal
mining showed the sharpest declines in average hours worked. Hours in
bituminous coal mining recovered seasonally late in 1954. In the princi-
pal industries other than manufacturing and mining, the changes in the
workweek from April 1953 to April 1954 were slight.

WAGE RATES AND EARNINGS

Average hourly earnings of production workers in all manufacturing in-
dustries moved upward moderately after mid-1953. The December 1954
level of $1.83 was 6 cents above that of July 1953 and 3 cents above that
of December 1953 (Appendix Table D-24 and Chart 20, p. 39). During
the economic contraction from November 1948 to November 1949, this
series did not rise. As a result of the increase in hourly earnings and the
recovery in hours of work, weekly earnings by late 1954 were above their
mid-1953 levels (Appendix Table D-25). From a July 1953 level of
$71.33, weekly earnings rose to $72.36 in December, but they fell to $70.20
by April 1954 as a result of shorter hours. They subsequently rose to the
new all-time high of $74.12 in December 1954.

Outside manufacturing, hourly earnings toward the end of 1954 were also
above the levels of mid-1953, except in mining, where there was virtually
no change. Average hourly earnings in building construction rose 15 cents
from July 1953 to November 1954; in retail trade they rose 5 cents. Aver-
age hourly earnings in Class I Railroads rose 8 cents from July 1953 to
October 1954.
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Within manufacturing, the rise in average hourly earnings for most major
industry groups was larger than that of the all-manufacturing average.
The latter was held down because employment contracted more in high-
wage than in low-wage industries. In durable goods manufacturing, where
the average rose 3 cents from July 1953 to July 1954, the rise was 4 cents or
more in nine of eleven major industry groups, and 5 cents or more in four
of them. Within many individual manufacturing industries, wage rates
rose more than average hourly earnings, which were held down by reduc-
tions in overtime work at premium rates.

During 1954, a large proportion of the general wage increases negotiated
in collective bargaining amounted to 5 cents an hour or slightly more, often
accompanied by some improvements in pensions, insurance plans, or other
fringe benefits. There was some tendency during the year to improve or
preserve the relative earnings position of skilled workers by means of special
wage increases or general percentage increases. Many workers in the basic
steel, aluminum, aircraft, electrical machinery, shipbuilding, steel fabri-
cating, meat packing, rubber, pulp and paper, and telephone industries,
among others, received wage increases in 1954.

In addition to the wage increases that were negotiated, increases of 5
cents an hour were received by workers in the automobile industry and
by some workers in the aircraft and farm machinery industries under the
terms of the "annual improvement factor" clauses of prior long-term
agreements. Since the consumer price index declined slightly during
1954, wages decreased 2 cents an hour under the "escalator clauses" of these
agreements, leaving a net gain in money wages of 3 cents an hour. A num-
ber of escalator clauses were discontinued during the past year. The wages
of approximately 2 million workers are now linked to the consumer price
index, one and a quarter million fewer than a year ago.

Where firms or industries have experienced persistent difficulties, unions
have in some instances foregone wage increases or accepted decreases. Since
mid-1953, major contract settlements without wage increases have been
made in the textile dyeing and finishing, footwear, and pottery industries,
and agreements in coal mining have not been reopened. In the full-fash-
ioned hosiery industry, employer contributions to pension funds have been
discontinued. In the wool textile industry in the North, wage cuts of 7
cents an hour and up were accepted by unions after arbitration or after
strikes. Workers of two automobile firms voted to discontinue incentive
wage systems that had kept earnings on some jobs substantially above earn-
ings for comparable work elsewhere.

INDUSTRIAL DISPUTES

The time lost in industrial disputes during 1954 and the number of
workers involved were at the lowest levels since World War II. During
the year, 3,450 work stoppages involving 1,500,000 workers were reported
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by the Bureau of Labor Statistics, compared with 5,091 stoppages involv-
ing 2,400,000 workers in 1953. The workers involved in these disputes
were idle 22,000,000 man-days in 1954, compared with 28,300,000 in 1953.
These figures are 0.20 and 0.26 percent, respectively, of estimated working
time.

III. Price Changes

PRICE STABILITY DURING 1953-54

The apparent stability of prices in the face of falling manufacturing and
mining activity was one of the striking features of the recent contraction.
Since mid-1953, the indexes of wholesale and consumer prices have fluc-
tuated narrowly around horizontal trends, although the latter index, for
technical reasons, may have failed to reveal fully the downward adjustments
in the terms of purchase of durable consumer goods (Chart 24, p. 41 and
Table B-l 1). Because of the over-all stability of prices, the inventory ad-
justments during 1953-54 were not aggravated by adverse expectations
concerning prices such as often tend to develop when economic activity
declines.

TABLE B-l 1.—Changes in prices

Group

Percentage change i from—

1953 to 1954

Second quarter
1953 to

first quarter
1954

First quarter
1954 to

fourth quarter
1954

Wholesale prices: All commodities..

Farm products
Processed foods
Other than farm products and foods.

Consumer prices: All items 2

+.2
- 1 . 3

t\
+.4

+.9
+1.2
+1.7
+.7
+.8

- . 8

-6 .0
- 1 . 7
+.3
- . 3

1 Change based on index (1947-49=100) for each group.
J Indexes for 1954 based on data through November.

Source: Department of Labor.

The primary factor making for price stability was the high and well main-
tained level of final demand during the past year and a half, as industrial
activity first declined and then entered a new phase of expansion toward
the end of the period. A number of independent influences also strength-
ened prices in primary markets and lent indirect support to prices of final
products. These included government stockpiling and price-support pro-
grams, and the vigorous economic expansion in Western Europe. The
downward post-Korean adjustments in prices of industrial materials, which
had occurred prior to the contraction of 1953-54, also left their mark on the
behavior of prices during the contraction.
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WHOLESALE PRICES

Industrial prices and their interrelations
Industrial prices were stable on the average during the contraction partly

because they had fallen during the preceding two years (Chart 25, p. 42).
The drop that occurred in the prices of raw and semi-processed industrial
materials between early 1951 and early 1953 is especially noteworthy (Chart
26, p. 42). Wide swings in these prices are normal during business cycles,
because current and anticipated changes in the demand for final products
are magnified in primary markets through inventory adjustments at the vari-
ous stages of production and distribution. The unusual feature of recent
experience, however, is that the downward adjustment in prices of industrial
materials, which usually occurs during even a mild decline in business ac-
tivity, had been virtually completed before the contraction began. This was
particularly true in nondurable goods manufacturing, where prices of both
materials and finished goods had declined sharply during 1951 and 1952,
after the forward buying of the early months of the Korean conflict had run
its course. In contrast, the prices of many durable materials and goods,
which are usually more stable than those of nondurables and which were
strongly influenced by defense production, leveled off or rose gradually dur-
ing 1951-52, and then moved up slightly after price controls were removed
early in 1953. Prices of most finished durable goods and some materials
held steady during the subsequent contraction and recovery, but prices of
most metals dropped between the summer of 1953 and the early months of
1954 before rising through the remainder of the year to levels approximating
those of mid-1953.

Raw materials

The long decline in the prices of basic raw materials was arrested late
in 1953, and the index began to rise early in 1954 (Chart 26, p. 42). The
expansion of Western European production was partly responsible for this
upturn. Rising foreign demand helped to increase the prices of nonferrous
metals and natural rubber, and to cushion the decline in wool prices.
Domestic factors were more important, however. The new long-range
stockpile programs of the Federal Government called for larger quantities
of some nonferrous metals. Domestic consumption of natural rubber
increased after its price declined relative to synthetic rubber during 1953
and the early months of 1954. Finally, the contraction in manufacturing
which began in mid-1953 came to a halt after the first quarter of 1954,
as the production of major household durable goods and most nondurable
manufactures recovered from winter lows. All these developments com-
bined to lift the index of prices of raw industrial materials during the
first half of 1954, and further gains were recorded after August when
the increase of durable goods production increased the demand for ma-
terials. By the fourth quarter, the index of raw industrial material prices
was 8 percent above its first quarter level. The indexes of prices of semi-
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processed industrial materials and of finished goods remained stable as raw
material prices advanced during the first six months of 1954, but they too
rose moderately toward the end of the year.

Farm products and foods

Prices of farm products at central markets fluctuated more widely than
prices of industrial commodities during 1953-54, and by the fourth quarter
of 1954 they were down 5 percent from the second quarter of 1953 (Chart
25, p. 42 and Table B-l 1). In general, this behavior represents a prolonga-
tion of the downward movement that began in 1951, as a consequence of
approximately stable over-all demand combined with enlarged supplies of
agricultural products. The average annual decline in the index of prices of
farm products has been as follows: for 1951-52, 5.6 percent; for 1952-53,
9.3 percent; and for 1953-54, 1.3 percent.

In the aggregate, prices received by farmers at local markets followed a
similar course, but there were striking differences among the various
commodity groups. Smaller production of wheat, cotton, and corn caused
market prices to increase relative to support levels during 1954, but prices
of livestock and their products declined substantially. Thus, in the last
quarter of 1954, crop prices averaged 4 percent higher than in the fourth
quarter of 1953, while prices of meat animals were down 4 percent, prices
of dairy products 7 percent, and poultry and egg prices 31 percent. These
diverse trends combined to cause a decline in the index of prices received by
farmers, and the parity ratio (the ratio of prices received by farmers to prices
paid by them) averaged 87 in the last quarter of 1954 (Chart B-4).

Prices of processed foods fluctuated along with prices of farm products,
but around a horizontal rather than a declining trend (Chart 25, p. 42
and Table B-l 1). Processed food prices tend to be less flexible than farm
prices, partly because of additional costs incurred in processing. Wages,
an important part of these added costs, continued to increase slightly.

CONSUMER PRICES

The over-all stability of the consumer price index during the contraction
conceals offsetting movements in the prices of commodities and those of
services (Chart B-5). Also, as observed previously, the index of consumer
prices probably does not reflect fully the more favorable terms of purchase of
durable goods. By the fourth quarter of 1954, retail commodity prices had
declined 2.2 percent from their peak in the third quarter of 1953, but rents
had increased 2.5 percent and the index of prices of other services (which
includes public utilities and public transportation, as well as personal
services) had risen 2.3 percent over the same interval. In general, retail
commodity prices have drifted slightly and irregularly downward since
1951, while service prices have increased steadily. These divergent trends
produced a slight upward tilt in the consumer price index during 1952
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CHART B-4

PRICES RECEIVED AND PAID BY FARMERS
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CHART B-5
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and most of 1953; after the contraction got under way, service prices rose
more slowly, and the over-all index leveled off (Chart 24, p. 41).

Substantial declines in the prices of new automobiles, tires, and house-
hold durable goods during 1954 were mainly responsible for a fall of 2.8
percent in the index of prices for transportation goods and services and of
2.5 percent for housefurnishings between the fourth quarters of 1953 and
1954. Consumers benefited from reductions in excise taxes on many dur-
able goods in April, and subsequent price reductions occurred as depart-
ment stores and other retailers moved to meet the competition of discount
houses. New car prices dropped in the fall of 1954, preceding introduc-
tion of the 1955 models, but the transportation price index rose 2.1 percent
in November as dealers discontinued or reduced price concessions with the
introduction of the new models. The prices of most nondurable com-
modities changed very little during the year. Apparel prices declined 0.9
percent, and the prices of foods sold for home consumption 1.7 percent,
between October-November of 1953 and the corresponding period in 1954.

Prices of many services are regulated by public authority, by contract, or
by custom, and they are still adjusting to postwar conditions of demand.
Although they have risen relatively more than commodity prices since 1947
(Chart B-5), they have risen less from their prewar levels (Chart B-6).
The rising trend of service prices during the recent past has reflected sus-
tained demand for services and, from a longer point of view, a growth in
the supply of services that has lagged behind a steadily increasing demand.

CHART B-6

CONSUMER PRICES O N A PREWAR BASE
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IV. Monetary and Credit Developments
Some of the most significant economic developments of 1954 took place

in the credit and financial markets. Perhaps the most important was the
net increase of 10.2 billion dollars in the loans and investments of the com-
mercial banking system (Appendix Table D-43 and Chart 28, p. 44). This
expansion of commercial bank assets was accompanied by, and to a con-
siderable extent facilitated, increased flows of funds from financial insti-
tutions into public and private construction, which served importantly to
sustain economic activity over the year. The process was facilitated by
Federal Reserve actions and by the policies pursued by the Treasury in
its management of the Federal debt.

EXPANSION IN BANK LOANS AND INVESTMENTS

More than half of the over-all expansion in bank loans and investments
was in holdings of United States Government securities. These increased
by about 6 billion dollars, the increase being predominantly in intermediate
and long-term securities. Bank holdings of State and local government
securities and of corporate securities combined also increased, in their case
by 1.6 billion dollars. The increase of 2.6 billion dollars in total loans
clearly was not due to commercial and industrial loans; despite an increase
in the second half of the year, these loans were still lower at the year-end
than they had been at the end of 1953. The increases in the total were
in large part the result of increases in real estate loans, in loans to brokers
and dealers and to others for purchasing and carrying securities, and to a
minor degree in agricultural loans. Loans to consumers were slightly
reduced.

These facts reflect the broad economic profile of the year. The move-
ment of commercial and industrial loans was due in large part to the
slackening and subsequent recovery of activity in industry and trade. The
increased holdings of State and local government securities and of loans
secured by real estate represent the accommodation by the banking system
of increased demands for credit from these consistently buoyant sectors of
the economy. And the moderate increase in security loans is associated
with the rise of stock prices and the year's heavy volume of underwriting
activities. Had not commercial banks absorbed during the year about
6 billion dollars of Federal securities, the supply of money would have grown
less rapidly, and economic events during the year might have been very
different.

Despite absorption of large amounts of Federal securities by the com-
mercial banking system, the total amount of Federal debt in the hands
of the public, including the commercial banks and the Federal Reserve
Banks, increased by only 2.3 billion dollars during 1954. There was,
therefore, some redistribution of the publicly held Federal debt among
various types of holders (Table B-12 and Appendix Table D-46).
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The largest net reduction in holdings of Federal securities was by "other
corporations" (primarily nonfinancial businesses). Individuals, including
partnerships and personal trusts, reduced their holdings substantially, and
appreciable amounts were sold on balance by insurance companies and
mutual savings banks. State and local governments were large net buyers
of Federal securities. An important aspect of these shifts is that the expan-
sion of commercial bank credit made funds available to insurance companies
and mutual savings banks for investment, over and above their receipts
from new savings and from repayments of outstanding loans and invest-
ments. These funds were employed to a considerable extent in financing
an expanding volume of residential construction, State and municipal works,
and a continuing increase in outstanding corporate obligations.

TABLE B-12.—Net changes in the ownership of the publicly held Federal debt,
December 31, 1953 to December 31 y 1954

[Par value, billions of dollars]

Investor group

Ownership distribution

December 31,
1953

226.9
63.7
25.9
15.8
9.2

21.5
12.9
65.0
12.9

December 31,
19541

229.2
69.5
24.9
14.9
8.8

19.3
14.6
63.7
13.5

Net change
in ownership

+2.3
+5.8
-1.0
- . 9
- . 4

-2.2
+1.7
-1.3
+.6

Debt held by the public: Total-
Commercial banks
Federal Reserve Banks
Insurance companies._
Mutual savings banks
Other corporations._.
State and local governments.
Individuals-
Miscellaneous investors

iPreliminary.
Sources: Treasury Department and Council of Economic Advisers.

MONEY SUPPLY

Rising bank holdings of loans and securities were crucial determinants
of changes in the money supply during 1954, although other factors also
had a bearing (Table B-13 and Chart 27, p. 43). As measured by the total

TABLE B-13.-—Net changes in the money supply^ 1952-54

Item

Demand deposits and currency: Total . . _ . _ _ .
Demand deposits adjusted
Currency outside banks _. . _

Time deposits _ _ « _ _

Net change' during—

1952 1953 1954 »

Billions of dollars

4.5
3.3
1.2
4.3

1.5
.9
.6

4.6

4.1
4.1

- . 1
5.2

1952 1953 1954»

Percent

3.6
3.3
4.5
7.1

1.2
.9

2.2
7.0

3 1
4.0

- . 3
7.4

1 Based on data for end of year.
* Preliminary.

NOTE.—Detai l will not necessarly add to totals because of rounding.
Sources: Board of Governors of Federal Reserve System and Council of Economic Advisers.
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of adjusted demand deposits (exclusive of Government and interbank de-
posits) and currency outside the banks—the conventional definition of the
active money supply—monetary expansion was considerably greater in 1954
than in 1953, and only a little less than in 1952. In fact, the expansion
of demand deposits in 1954 exceeded that in 1952. The decline in cur-
rency outside the banks during 1954 doubtless reflected a reduced demand
for hand-to-hand currency resulting from a lower level of business activity.
The expansion of time deposits exceeded the increases of both 1952 and 1953.

BANK RESERVES AND FEDERAL RESERVE POLICY

The 1954 expansion in bank credit and in the money supply was pos-
sible only because the commercial banking system was adequately supplied
with reserves. The policies followed by the Federal Reserve authorities and
the movement of member bank reserve balances are important elements,
therefore, in the year's financial developments (Charts B-7 and B-8).

During the opening weeks of the year, commercial bank reserves were
augmented by a substantial return of currency from public circulation,
reflecting cyclical as well as seasonal factors. The objective of Federal
Reserve policy in this period was to absorb part of any reserves arising from
the currency inflow and from other reserve-expanding factors, and yet to
maintain an adequate commercial bank reserve position. Federal securities
were sold, on balance, in the first three months of the year; were held in

CHART B-7

FEDERAL RESERVE BANK CREDIT
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SOURCJE: BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM.
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CHART B-8

MEMBER BANK RESERVES AND BORROWINGS
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April at about the March level; and then were purchased, on balance, in
May and June. Other factors affecting the reserve position of member
banks from the beginning of the year until early June were a decline in
deposits, which reduced the amounts of reserves required to be held by the
banks, and a net outflow of gold. The combined effect of all these forces
was to leave the reserve position of the member banks approximately the
same in early June as it had been at the year's beginning, but in the interim
there had been a decline followed by an increase in excess and "free"
reserves. These were relatively low in early February, but increased fairly
steadily from then until the middle of the year (Chart B-8).

Steps were also taken in the first half of the year to bring the lending rates
of the Federal Reserve Banks more closely into line with open market rates of
interest, which had been declining more or less continuously. In February
1954, discount rates charged to member banks were reduced from 2 percent
to 1% percent, and buying rates on 90-day bankers' acceptances from 21/Q
to 1^4; in April-May, rediscount rates were again lowered, this time to \l/i
percent, and buying rates on acceptances were reduced to 1 ̂ 4 percent.

Important policy actions were taken in the second half of the year,
when a series of reductions in reserve requirements was made, accom-
panied by open market operations. Reserve requirements for time de-
posits were cut from 6 percent to 5 percent for country banks on June 16,
and similarly for central reserve and reserve city banks on June 24. On
the latter date, the reserve requirement for demand deposits in central
reserve city banks was reduced from 22 percent to 21 percent, and this
change was followed shortly by three additional steps: the requirement
for central reserve city banks was reduced from 21 percent to 20 percent
on July 29; the requirement for reserve city banks was lowered from 19
percent to 18 percent on the same date; and the country bank require-
ment was cut from 13 percent to 12 percent on August 1.

Although these actions freed approximately 1.6 billion dollars of reserves,
the volumes of excess reserves and of "free" reserves were relatively un-
changed as the Federal Reserve Banks sold or redeemed about 1.0
billion dollars of securities in July and August, and other influences also
tended to deplete reserves. These open market sales served to lessen
the immediate impact of reduced reserve requirements on the money
market. Net purchases of securities were made over the remainder of
the year, as other forces—notably a net outflow of gold and a drain of
currency into circulation—tended to absorb reserves and as an expansion
of deposit liabilities increased the amount of reserves which the banks
were required to hold. It is important to note that almost all of the
1954 expansion of bank assets and liabilities took place in the second half
of the year. Excess reserves remained roughly stable, although toward
the end of the year they declined somewhat and borrowing from Reserve
Banks increased. A very small rise in money market rates and bond yields
occurred toward the close of the year.
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T A B L E B-14.—Factors affecting member bank reserves, December 1953 to December 1954

[Monthly averages of daily figures]

Factor
Change
(millions

of dollars)

Factors increasing member bank reserves:
Decrease in money in circulation
Decrease in Treasury deposits with F. R. Banks. _
Increase in F. R. Bank discounts and advances to others than member banks.
Decrease in other deposits with F. R. Banks
Increase in Treasury currency outstanding

Total increase-
Factors decreasing member bank reserves:

Decrease in U. S. Government securities.
Net gold outflow...
Decrease in float
Decrease in F. R. Bank discounts to member banks-
Other factors

Total decrease
Member bank reserves:

Total . .
Required-
Excess

218
159
155
52
97

681

722
317
26

195
60

1,320

-641
-659
+18

NOTE.—Rounding accounts for the discrepancy between the excess of decreasing over increasing factors
and the decrease in total reserves.

Source: Board of Governors of the Federal Reserve System.

A convenient recapitulation of the changes in member bank reserve bal-
ances over the year as a whole is given in Table B-14. The principal
factors increasing member bank reserve balances were a decrease in money
in circulation of something over 200 million dollars, a decrease of about
300 million dollars in Treasury and nonmember bank deposits at the
Federal Reserve Banks, a 150 million dollar increase in discounts and
advances to others than member banks, and close to a 100 million dollar
increase in Treasury currency outstanding. Together, these factors added
nearly 700 million dollars to member bank reserves. The amount of
required reserves was lower by roughly 700 million dollars, as the effect of
reduced reserve requirements in releasing reserves was partly offset by a
rise in deposit liabilities. At the same time the volume of reserve balances
was being reduced by a net outflow of gold of something over 300 million
dollars, by a reduction of over 700 million dollars in holdings of Government
securities by the Federal Reserve Banks, and by a 200 million dollar reduc-
tion in member bank borrowing from Reserve Banks.

The fact that excess reserve balances were virtually unchanged on balance
over the year reflects inadequately the active policy of credit ease followed
through practically all of this period. As pointed out above, this policy
was accompanied by a substantial expansion of bank credit and of deposit
liabilities, which entailed a greater commitment of reserves. It is interesting
to note that, if it had not been for the midyear reduction in reserve require-
ments, the volume of reserves required at the year's end would have been
higher by around 1.7 billion dollars.

BOND YIELDS AND INTEREST RATES

The policy of credit ease resulted in readier availability of loan funds
and lower borrowing costs during 1954 (Chart 30, p. 45). For some

105

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



months during the year, interest rates and bond yields continued the down-
ward trend that had begun in June-July 1953. The persistence and the
degree of the 1954 decline varied in different sectors of the market. The
rate on new issues of Treasury bills reached a low point in June; it subse-
quently increased and ended the year at just over 1 percent—the same
level as in the early months of the year but substantially below average
rates in 1953. The rate on prime commercial paper, also a short-term
obligation of high quality, did not reach its low point until August, at
which time it stabilized at V/4. to 1% percent. Here, also, money costs in
1954 were substantially below the 1953 levels.

In the long-term sector of the market, the movement of bond yields fol-
lowed somewhat the same pattern, but with less amplitude. The yield on
the 3}4 percent Treasury bond maturing in 1978-83, which was issued
May 1, 1953, fell to approximately 2.6 percent in August 1954 and subse-
quently showed a slight tendency to rise. The downward movement of
yields on high grade municipal bonds continued into August, and that, too,
was followed by a slight upward movement. Borrowing costs of State and
local governments were substantially lower than those that prevailed in
mid-195 3. Yields on high grade corporate bonds reached their low point
in April, earlier than did the public issues, and held steady over the
remainder of the year, also at a level appreciably below that reached
in mid-1953.

The rates paid by business concerns on short-term loans also were reduced
in 1954. The average rate on short-term business loans, reported by banks
in 19 cities, was 3.56 percent in September, contrasting with an average of
3.7 for 1953 as a whole, a modest decrease characteristic of the relatively
sluggish movement of customer loan rates. A more pronounced change
occurred in the rates paid by leading finance companies on their direct
placements of finance paper with banking institutions and with other in-
vestors. This rate fell from slightly over 2 percent in January 1954 to 1.25
percent in July, at which point it remained over the rest of the year. Rates
on this type of paper averaged 2.33 percent in 1953. These reductions in
borrowing costs, occurring in both the long- and short-term markets, helped
to moderate the decline in business activity which began in mid-1953 and
encouraged the recovery which began in the early fall of 1954.

Although systematic and reliable information on the movement of rates
and yields for urban mortgage loans is not available, scattered informa-
tion suggests that financial developments after August 1953 were favorable
to an increase of building activity. The increase to 4l/z percent in May
1953 of the interest rate on FHA-insured and VA-guaranteed mortgages
served to alleviate somewhat a shortage of funds in this market that
had threatened seriously to hamper building activity; insured and guar-
anteed mortgages sold at increasing discounts as interest rates rose in the
first half of 1953. This downward movement of mortgage prices was
checked shortly after the middle of the year, and for the rest of 1953 and
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much of 1954 they moved closer to par. The trend of yields reflected con-
ditions of availability of credit in 1954 that favored an increase of building
activity. The part played by the commercial banking system in these
developments of the money and capital markets was highly significant.

CONSUMER CREDIT

In the first quarter of 1954, additions to the flow of consumer expendi-
tures generated by new extensions of instalment credit were less than the
drain on consumer income arising out of repayments on old contracts, with
the result that consumer instalment credit was, on balance, a contractive
factor in the economy (Table B-15 and Chart 29, p. 44). This was

TABLE B-15.—Net changes in consumer instalment and noninstalment credit outstanding

[Millions of dollars]

Period

Net change i n -

Total
consumer

credit

+223
+1.556

+738
+1,193

-813
-584
-307
+262
+277
+294
+59
+11

+120
+119
+234
+991

Instalment credit

Total

+763
+1,298

+836
+606

-351
-254
-201
+45
+61

+230
+ 132
+52
+ 34
+17
+62

+486

Automo-
bile

paper

+699
+ 890
+572
+81

-183
-148
-91
+23
+60

+166
+130
+51
+16
-25
-44

+104

Other
con-

sumer
goods
paper

-65
+157
+72

+339

-134
-109
-145
-30
- 4 3
- 3

-39
-34
- 7

+37
+74

+302

Repair
and

modern-
ization
loans

+11
+83
+88
+61
-14
-12
- 9
+3

+17
+1
+2
+5

0
- 5
- 6

- 3 1

Personal
loans

+118
+168
+104
+125

-20
+15
+44
[-49
-27
-66
-39
-30
-25
-10
-38

+111

Nonin-
stalment

credit

-540
+258

-98
+587

-462
-330
-106
+217
+216
+64
-73
- 4 1
+86

+102
+172
+505

1953: First quarter..
Second quarter.
Third quarter..
Fourth quarter

1954: January
February
March
April
May
June -.
July
August.
September
October
November
December1

* Preliminary.
Sources: Board of Governors of the Federal Reserve System and Council of Economic Advisers.

sharply in contrast to the situation in 1953, when consumer instalment
credit was a consistently expansive factor. The impact of consumer credit
on the economy changed in April, however, when total new instalment
credits came approximately into balance with repayments. In the following
eight months, new credits were in excess of repayments by varying amounts.
The impact of the aggregate of instalment and noninstalment credit on
consumer expenditures was contractive, on the whole, in the first quarter
of 1954, but the net effect later was distinctly beneficial to the recovery
movement, notably in the last four months of the year.

Rising unemployment during the last half of 1953 and early in 1954 was
not accompanied by any appreciable increase in delinquencies on instalment
credit contracts. Delinquencies, as reported by the American Bankers
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Association, were somewhat higher in the first half of 1954 than in the first
half of 1953, but not significantly so. In almost all categories of consumer
instalment loans, delinquencies were lower in 1954 than in 1949-50. The
favorable 1954 record may doubtless be attributed in part to the fact that
disposable personal income increased over the year.

ISSUES OF CORPORATE, STATE, AND MUNICIPAL SECURITIES

Offerings of State and municipal securities increased sharply in 1954,
reflecting the increase in capital outlays by State and local governments
(Table B-16). The gross proceeds of corporate issues were also higher in

TABLE B-16.—Securities offerings^ January to November; 1953 and 1954

[Millions of dollars!

Security January-
November 1953

January-
November 1954

State and municipal securities (principal amounts) -
Corporate securities (gross proceeds)

Proposed uses of estimated net proceeds from corporate offerings:

New money ,

Plant and equipment-
Working capital

Retirements of securities-
Other purposes

4,781
7,420

6,547

4,536
2,010

234
510

6,036
8,403

6,303

4,910
1,393

1,454
516

Source: Securities and Exchange Commission.

the first eleven months of 1954 than in the corresponding period of 1953;
but this gain was due wholly to an increase in refinancing issues, which was
probably stimulated by the lower level of interest rates. The over-all volume
of corporate securities issued for new money was somewhat lower than in
1953. The decline was limited entirely to issues for working capital pur-
poses; reflected in this fact were the considerably reduced demands of sales
finance companies. The volume of funds obtained for investment in plant
and equipment, on the other hand, was higher in the period from January
to November 1954 than in the corresponding period of 1953. Only a high
level of confidence on the part of business could account for the fact that,
while the economy was undergoing some contraction, many corporations
made increased demands on the market for funds to expand or modernize
producing capacity.

Developments in the market for existing shares were of a more spectac-
ular nature. The Securities and Exchange Commission index of stock
prices, covering 265 common stock issues, rose from its 1953 low of 181
(1939=100) in September to 268 in December 1954, an increase of 48
percent (Chart 31, p. 45). Trading volume on the New York Stock
Exchange increased from a daily average of 967,000 shares in July 1953 to
a daily average of 3.5 million shares in December 1954. The unusually
rapid increase in share prices resulted in a sharp decline in the yield on
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shares: the Moody index of yields on 125 industrial common stocks (ratios
of dividends to market price) was 4.09 percent for the week ended Decem-
ber 31,1954, contrasting with the postwar high of 7.29 percent in May 1949.

For the year ended December 29, 1954, loans to brokers and dealers for
purchasing and carrying securities (other than U. S. Government obliga-
tions) by weekly reporting banks in New York and Chicago (which account
for 80 percent or more of such loans of reporting banks) increased by
263 million dollars, to a total of 1,518 million dollars, and comparable loans
to "others" rose by 155 million dollars, to a total of 482 million dollars.
Amounts owed to member firms of the New York Stock Exchange main-
taining margin accounts by their customers were 2.2 billion dollars at the
end of November 1954, contrasting with the 1953 low, in January, of 1.3
billion dollars.

The upward movement of security prices and the volume of transactions
accelerated in the closing days of the year and in the first days of 1955.
In view of these developments, the Federal Reserve authorities at the close
of business on January 4, 1955, increased the margin requirement from
50 to 60 percent.

MORTGAGE CREDIT

The high level of construction and real estate activity in the past year
made heavy demands on finance. During 1954, nonfarm mortgage debt
outstanding rose by 11.3 billion dollars, with the greatest percentage in-
crease in debt on homes (Appendix Table D-41). Nonfarm mortgage
recordings of $20,000 or less rose by slightly over 10 percent in the first nine
months of the year, but still larger developments were suggested by some
indicators of future activity. In 1954, VA appraisal requests were 113 per-
cent higher, and applications for FHA home mortgage insurance 33 percent
higher, than in 1953 (Appendix Table D-32 and Chart 33, p. 47).

The large volume of home building in 1954, which played a significant
role in sustaining the economy over the year and which, after allowance
for seasonal influences, was still rising at the year's end, can be attributed
in large part to the ready availability of credit on liberal terms. In-
dividuals financed their purchases of homes on lower down payments and
longer maturities in 1954, and financial institutions showed an increasing
willingness to invest in home mortgages on these conditions. As indicated
above, the yields on mortgage investments tended to decline over the year;
but the attractiveness to lenders of home mortgages, particularly those pro-
tected by Federal insurance or guarantee, relative to other long-term invest-
ments, tended to increase.

The adequacy of the supply of mortgage funds can be attributed in part
to the volume of savings flowing into investment through financial inter-
mediaries, notably life insurance companies, mutual savings banks, and
savings and loan associations. However, the more favorable position of
mortgages in the capital market, which came about without imposing higher
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current interest costs on borrowers and in some cases in the face of declining
current interest charges, played a major part in easing the home mortgage
situation.

TREASURY DEBT MANAGEMENT POLICIES

During the year the Treasury followed the policy of restricting its issues
to those of intermediate and short term, thereby working cooperatively with
the Federal Reserve in its policy of credit ease. The effect of Treasury
policy was that it avoided interfering with the demands for long-term funds
arising from the rapid expansion of private and State and local construction.
The satisfaction of these demands for funds was a major factor both in
moderating the contraction in late 1953 and early 1954 and in facilitating
the recovery movement.

The Treasury was able to pursue its policy of improving the structure of
the debt even though it offered no really long-term security during 1954.
In all four of the major Treasury refundings during 1954—in February,
May, August, and December—investors were offered an intermediate-term
security as well as the usual one-year certificate; and the two major cash
financing operations—in May and October—were accomplished through
the issuance of intermediate-term notes. Around 31 billion dollars of the
Treasury securities issued through December 1954 were beyond the one-year
area. As a result, the average length of the marketable debt rose over the
year, reversing the steady six-year decline which virtually ended in 1952
and leveled out in 1953, and the floating debt was reduced.

V. Government Finances
Federal expenditures were reduced during 1954. On the other hand,

expenditures of State and local governments rose, as these governments con-
tinued their efforts to meet the need for public improvements and services
resulting from increased population and the deferral of construction during
the war years.

Although Federal expenditures were cut in fiscal year 1954, the Federal
debt continued to rise. The gross debt of State and local governments also
rose during the year, but—taken in the aggregate—these governments ap-
pear to have increased their holdings of cash and securities by almost as
much as the increase in their indebtedness. Much of these increased liquid
assets was held in sinking funds and trust fund accounts; a part took the
form of larger working capital balances.

FORMS OF GOVERNMENT ACCOUNTS

Government accounts can be drawn up in a number of ways, each method
serving a different purpose. Conventional administrative budgets are used
by Federal, State, and local governments in the formulation of their fiscal
programs. Consolidated cash budgets are set up to reflect differences in
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the cash income and outgo of the government under consideration. Finally,
an account can be set up which employs the estimates of government receipts
and expenditures that are reported in the national income and product
accounts, as prepared by the Department of Commerce.

These three sets of accounts differ significantly, both in the way they are
constructed and in the view they give of governmental operations. For
the Federal Government, the conventional and cash budgets are developed
from accounting records; receipts and expenditures as shown in the national
income accounts, however, are budgetary data supplemented by estimates
developed to adapt them to the needs of national income accounting. For
State and local governments, there are no consolidated conventional budgets,
and the consolidated data on a cash basis and on a national income basis
are partly estimated. Receipts and expenditures as shown in the national
income accounts, and to a certain degree as shown in the cash accounts, are,
therefore, subject to the same type of reservation as the estimates of gross
national product. (See Appendix B-I, pp. 84-85.)

FEDERAL FINANCES : CONVENTIONAL AND CASH ACCOUNTS

Federal finances may be considered first in terms of the cash statement.
In fiscal year 1954, cash expenditures of the Federal Government were
reduced substantially from the postwar peak reached in fiscal year 1953
(Table B-17); cuts in national security expenditures accounted for the

T A B L E B—17.—Federal receipts and expenditures: Conventional budget and consolidated cash
statement, 1950-56

[Fiscal years, billions of dollars]

Receipts or expenditures 1950

36.5
39.6

- 3 . 1

40.9
43.2

- 2 . 2

1951

47.6
44.1

3.5

53.4
45.8

7.6

1952

61.4
65.4

- 4 . 0

68.0
68.0

0)

1953

64.8
74.3

- 9 . 4

71.5
76.8

- 5 . 3

1954

64.7
67.8

- 3 . 1

71.6
71.9

- 0 . 2

1955
(esti-

mated)

59.0
63.5

- 4 . 5

66.6
69.0

- 2 . 4

1956
(esti-

mated)

Conventional budget:
Receipts
Expenditures

Surplus or deficit (—)_

Consolidated cash statement:
Receipts
Expenditures

Surplus or deficit ( - )_

60.0
62.4

-2.4

68.8
68.2

0.6

» Cash surplus of 54 million dollars.

NOTE.—Detail will not necessarily add to totals because o Grounding.

Sources: Treasury Department and Bureau of the Budget.

bulk of the total reduction of 4.9 billion dollars. A further reduction,
estimated at 2.9 billion dollars, is being made in the current fiscal year.
For fiscal year 1956, cash expenditures are estimated at 68.2 billion dollars,
that is, 0.8 billion less than estimated for fiscal year 1955, but 8.6 billion
below fiscal year 1953 (Chart 3, p. 8) .

Cash receipts for fiscal year 1954 were 71.6 billion dollars, approximately
equal to those of fiscal year 1953. Receipts did not fall in fiscal year 1954
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mainly because of the relatively high tax collections from corporations,
reflecting the profits realized in calendar year 1953. In fiscal year 1955,
however, receipts are expected to fall to 66.6 billion dollars, due to the
effect of the recent contraction in economic activity and of various tax reduc-
tions, as follows:

1. The excess profits tax was repealed, effective January 1, 1954. On
the basis of 1953 profits, this action reduced tax liabilities of corporations
by an estimated 2 billion dollars.

2. Personal income taxes were reduced by about 10 percent in the lower
and middle income brackets and by amounts graduating down to between
1 and 2 percent in the highest brackets. These changes, which also became
effective on January 1, 1954, are expected to reduce receipts for fiscal year
1955 by about 3 billion dollars.

3. An excise tax reduction was enacted, effective April 1, 1954, which it
is estimated will reduce receipts from selected excises during fiscal year
1955 by about 1 billion dollars. With a few exceptions, all ad valorem
taxes previously ranging from 15 to 25 percent were reduced to 10 percent,
and the rates on many household appliances were reduced from 10 to 5
percent.

4. A program of structural tax changes was enacted under the Internal
Revenue Code of 1954. Many of these changes were designed to encourage
economic growth; they include more liberal depreciation allowances, a tax
credit to reduce double taxation of dividends, a lengthening from one to
two years of the period over which net business losses may be carried back,
and more liberal tax treatment of research and development expenditures
of business. Other revisions, designed to correct inequities, include in-
creased allowances for medical expenses and for certain dependents, a new
allowance for child-care expenses, and more liberal rules governing the
personal tax treatment of medical insurance and sick benefits received by
employees. It is estimated that these structural revisions will reduce receipts
in fiscal year 1955 by approximately 1.4 billion dollars.

On the other hand, on January 1, 1954, old-age insurance contributions
rose from 1J4 percent to 2 percent of covered earnings for both employers
and employees, raising cash receipts by an estimated 1.3 billion dollars in
fiscal year 1955. The changes made by the Social Security Amendments
of 1954 in the coverage of the old-age insurance system and in the base for
computing contributions will have relatively small revenue effects until
fiscal year 1956.

Altogether, last year's tax reductions totaled approximately 7.4 billion
dollars on a full-year basis, while social security contributions increased
1.3 billion dollars, producing a net reduction in cash receipts of 6.1 billion
dollars. For fiscal year 1954, the net reduction was somewhat over a half
billion dollars; for fiscal year 1955, it has been estimated at only 0.3 billion
dollars less than the full-year effect of 6.1 billion dollars.
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The deficit in the cash budget of the Federal Government for fiscal year
1953, when national security expenditures were at their post-World War II
peak, was 5.3 billion dollars. Guts in expenditures reduced the deficit
to 0.2 billion dollars in fiscal year 1954. Despite a continued drop in
expenditures, the cash deficit in fiscal year 1955 is expected to be 2.4 billion
dollars, primarily because of the loss in revenues resulting from the recent
decline in economic activity and the tax reductions made last year. For
fiscal year 1956, a cash surplus of 0.6 billion dollars is expected, as expendi-
tures are cut further and receipts rise in response to economic expansion.

The margin between expenditures and receipts of the Federal Govern-
ment during the past few years has been considerably larger in the con-
ventional budget than in the cash budget (Chart 3, p. 8) . Unlike the
cash budget, the conventional budget includes intra-governmental trans-
actions and eliminates the transactions of the Social Security and other

TABLE B-18.—Effect of financial operations on the Federal debt, 1952-56

[Fiscallyears, billions of dollars]

Item 1952 1953 1954
1955
(esti-

mated)

1956
(esti-

mated)

Budget deficit
Increase (+) or decrease (—) in Treasury general fund balance.
Other transactions *

Increase in debt . .

4.0
-0.4
+0.3

3.9

9.4
-2.3
-0.1

7.0

3.1
+2.4
-0.3

6.2

4.5
-1.7
+0.2

3.0

2.4

-0.7

1.7

Federal debt outstanding: >
Beginning of the year
Increase during the year-

End of the year..

255.3
3.9

259.2

259.2
7.0

266.1

268.1
5.2

271.3

271.3
3.0

274.3

274.3
1.7

276.0

i Includes changes in the clearing account for outstanding checks, net expenditures (including invest-
ments) of trust accounts, and other transactions.

* Securities issued or guaranteed by the U.S . Government, excluding guaranteed securities held by
the Treasury.

Note.—Detail will not necessarily add to totals because of rounding
Sources: Treasury Department and Bureau of the Budget.

trust funds. Since these trust funds now accumulate substantial surpluses,
the conventional budget provides a less accurate measure than the cash
budget of the impact of Federal finances on the economy. In the conven-
tional budget, the Federal Government ran a deficit of 9.4 billion dollars
in fiscal year 1953. This was reduced to 3.1 billion dollars in fiscal year
1954, and is expected to be 4.5 billion dollars in the current fiscal year. In
fiscal year 1956, the deficit in the conventional budget is expected to be
2.4 billion dollars (Table B-17).

The Federal debt—including debt held by trust funds and other invest-
ment accounts of the Federal Government, as well as that held by the pub-
lic—amounted to 259.1 billion dollars at the beginning of fiscal year 1953.
Although, as pointed out above, the conventional budget deficit was 9.4
billion dollars in fiscal year 1953, the public debt increased by only 7 bil-
lion—to 266.1 billion dollars, because 2.3 billion of the deficit was financed
by drawing down the Treasury's cash balance (Table B-18). In fiscal
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year 1954, the Federal debt increased by 5.2 billion dollars, to 271.3 billion
dollars. Of this increase, 3.1 billion represented the amount necessary to
finance the budget deficit and 2.1 billion represented the net effect of an
increase in the Treasury's cash balance less minor offsetting items.

The net cash borrowing of the Federal Government in both years was
considerably less than the increase in the Federal debt, mainly because part
of the increase consisted of securities issued to trust funds and government
agencies, and another part reflected accrued discount on savings bonds and
bills. Were it not for year-to-year changes in the Treasury's cash balances,
the net amount of cash borrowing from the public, or of cash repayments to
the public, in any given year would closely approximate the cash deficit,
or cash surplus, for that year.

STATE AND LOCAL GOVERNMENT FINANCES: CASH ACCOUNT

The combined cash expenditures of State and local governments (ex-
clusive of Federal grants-in-aid) were 22.2 billion dollars in fiscal year

T A B L E B-19.—Consolidated cash statements of Federal, State, and local governments, 1930-54

[Fiscal years, billions of dollars]

Receipts or payments 1950

40.9
43.2

-2.2

17.2
18.4

- 1 . 2

58.2
61.6

- 3 . 4

1951

53.4
45.8

7.6

19.1
19.9

- 0 . 7

72.5
65.7

6.9

1952

68.0
68.0

0)

20.8
20.9

- 0 . 2

88.8
88.9

- 0 . 1

1953

71.5
76.8

- 6 . 3

22.5
22.2

0.3

94.0
99.0

- 5 . 0

1954

Federal Government:
Cash receipts
Cash payments

Federal cash surplus or deficit (—).

State and local governments:2
Cash receipts
Cash payments

State and local cash surplus or deficit (—).

Total government:
Cash receipts
Cash payments

Total cash surplus or deficit (—).

71.6
71.9

-0.2

24.1
24.3

-0.2

95.7
96.1

-0.4

1 Cash surplus of 54 million dollars.
2 Estimates by the Council of Economic Advisers on the basis of incomplete data.
NOTE.—Federal grants-in-aid have been deducted from State and local government receipts and payments

since they are included in Federal payments.
Detail will not necessarily add to totals because of rounding.
Sources: Treasury Department and Bureau of the Budget (except as noted).

1953 and 24.3 billion dollars in fiscal year 1954. Both current operating
expenses and capital outlays increased. The increase in current expendi-
tures reflected higher wages and salaries and larger employment. Ex-
penditures on school and road construction accounted for most of the
increase in capital outlays. Receipts of State and local governments also
continued to rise in 1954, though at a slower pace. Cash receipts and ex-
penditures of all State and local governments combined have been fairly
close to balance during the past three years (Table B-19). Corresponding
figures on the basis of conventional budgets are not available.
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According to preliminary estimates, the gross debt of State and local
governments rose from 32.7 billion dollars at the end of fiscal year 1953 to
37.9 billion dollars at the end of 1954, reflecting increased outlays on
schools, highways, and other public improvements. Borrowing to finance
self-liquidating projects was an important factor in this rise. Nevertheless,
the debt of State and local governments is a much smaller percentage of the
gross national product than it was during the prewar years (Table B-20).

T A B L E B—20.—-Gross State and local government debt: total and as percent of gross national

product, 1929, 1939, 1949-54

Gross debt
of State

and local
govern-

Year ments as
percent
of gross
national
product

1929..

1939..

1949..
1950_.
1951_.
1952..
1953..
1954 3

Gross debt (billions of dollars,
current prices)

Total

17.2

20.0

20.9
24.2
27.0
29.6
32.7
37.9

State

2.3

3.3

4.0
5.4
6.4
7.0
8.0

10.2

3

Local

14.9

16.7

16.9
18.8
20.7
22.6
24.7
27.7

16.5

22.0

8.1
8.5
8.2
8.6
9.0

10.6

* Fiscal year for debt, calendar year for gross national product.
s As of June 30.
3 Preliminary.

NOTE.—Detail will not necessarily add to totals because of rounding.

Sources: Department of Commerce and Council of Economic Advisers.

The fact that the gross debt of all State and local governments com-
bined rose substantially at a time when their cash budgets were almost
balanced is explained by the large increases in their holdings of cash and
securities. Part of these assets are held in retirement funds for government
employees and sinking funds. Therefore, although the cash and security
holdings of State and local governments are large in relation to their annual
expenditures, only a part of these are available for current operating ex-
penses or for capital outlays.

RECEIPTS AND EXPENDITURES OF FEDERAL, STATE, AND LOCAL

GOVERNMENTS : NATIONAL INCOME ACCOUNTS

Total government purchases of goods and services—Federal, State, and
local—rose to a post-World War II peak of 86.6 billion dollars (seasonally
adjusted annual rate) in the second quarter of calendar year 1953. They
were only slightly lower in the fourth quarter of that year, as an increase in
State and local government purchases offset part of the decline in purchases
by the Federal Government. During 1954, these trends continued, but
the decline in Federal purchases was more pronounced (Chart 5, p. 26).
In the last quarter of 1954, total government purchases of goods and
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services were being made at an annual rate of 74.3 billion dollars, or
12.3 billion less than the peak rate reached a year and a half earlier (Appen-
dix Table D - l ) .

The decline in Federal purchases of goods and services was due primarily
to a reduction in national security outlays. Following three years of growth,
these outlays reached an annual rate of 54.3 billion dollars in the second
quarter of 1953, more than three times the pre-Korean rate. By the end
of 1954, they were reduced to an annual rate of 40.6 billion dollars, the
lowest level since 1951.

State and local government purchases of goods and services rose to 27.4
billion dollars in 1954, up 2.3 billion from 1953. This increase was con-
siderably above those of the preceding four years, and applied to all
major types of goods and services purchased, with new construction showing
the greatest proportionate rise.

Total receipts and expenditures of Federal, State, and local governments,
as shown in the national income accounts, are given in Table B-21 for
1950-54. Tax reductions and increases in transfer payments (principally
unemployment compensation and social security benefits) offset the recent
decline in purchases of goods and services by the Federal Government.
Because business taxes are shown on an accrual basis in the national income
accounts, these accounts reflected the effect on Federal receipts of the 1953-
54 contraction in economic activity and the 1954 tax reductions more
promptly than did the cash and conventional budgets. This is particularly
noticeable in the second half of 1953 and in the first half of 1954. For
State and local governments, the national income accounts showed a rising
trend of both receipts and expenditures during 1953 and 1954.

A reconciliation between Federal receipts and expenditures, as shown in
the national income accounts and those in the cash and conventional
budgets for fiscal years 1952-54 is given in Table B-22. The concepts and
methods used in preparing the estimates of government receipts and ex-
penditures for the national income accounts are discussed in detail in Na-
tional Income, 1954 Edition, A Supplement to the Survey of Current Busi-
ness, Department of Commerce, pp. 143-48.
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T A B L E B-21.—Government receipts and expenditures as shown in the national income accounts,
7950-54

[Calendar years, billions of dollars}

Keceipt or expenditure 1950 1951 1952

1953

Total First
halfi

Sec-
ond

halfi

1954

Total First
halfi

Sec-
ond
halfi

Total Government:
Eeceipts
Expenditures

Excess of receipts or of expendi-
tures (—)

Federal Government:
Receipts:

Personal tax and nontax receipts
Corporate profits tax accruals
Indirect business tax and nontax

accruals
Contributions for social insurance

Total receipts-

Expenditures:
Purchases of goods and services
Transfer payments
Grants-in-aid to State and local gov-

ernments.
Net interest paid--
Subsidies less current surplus of Gov-

ernment enterprises

Total expenditures

Excess of [receipts or of expendi-
tures (—)

State and local governments:
Receipts:

Personal tax and nontax receipts
Corporate profits tax accruals
Indirect business tax and nontax

accruals.. _
Contributions for social insurance
Federal grants-in-aid

Total receipts...

Expenditures:
Purchases of goods and services
Transfer payments
Net interest paid_
Less: Current surplus of government

enterprises

Total expenditures

Excess of receipts or of expendi-
tures (-)

69.4
61.2

8.1

18.2
17.1

9.0
5.9

50.2

22.1
10.9

2.3
1 4

1.2

40.9

9.2

2.7
.8

14.7
1.0
2.3

21.5

19.9
3.4

1.0

22.6

- 1 . 1

85.6
79.4

6.2

26.3
21.6

9.5
7.1

64.5

41.0
8.7

2.5
4.6

1.3

58.0

6.5

3.0

16.1
1.1
2.5

23.5

21.8
2.9

.3

1.1

23.9

- . 4

91.1

- 2 . 8

31.1
19.1

10.5
7.5

68.2

54.0
8.9

2.6
4.6

1.0

71.1

- 2 . 9

3.2
.8

17.6
1.2
2.6

25.5

23.2
3.2

.3

1.2

25.5

.0

95.9
102.5

-6.6

32.5
20.3

11.0
7.4

71.2

60.1
9.7

2.8
4.7

.7

78.1

3.5
.9

19.0
1.3
2.8

27.5

25.1
3.1

1.3

27.3

.2

97.0
101.9

-4.9

32.3
21.7

11.2
7.5

72.7

60.2
9.5

2.6
4.7

.8

77.7

- 4 . 9

3.4
.9

18.6
1.3
2.6

27.0

3.2
.3

1.2

26.8

. 1

94.7
103.2

- 8 . 4

32.7
18.9

10.9
7.2

60.0

3.0
4.8

.7

78.4

- 8 . 7

3.5

19.3
1.4
3.0

28.0

25.7
3.1

1.3

27.8

.2

90.1
97.4

-7.3

29.2
16.5

10.1
8.3

64.0

50.1
11.6

2.8
5.1

1.1

70.fi

- 6 . 5

3.7

20.2
1.4
2.8

28.8

27.5
3.2
.3

1.4

29.6

- . 8

89.:
'9.7

- 9 . 9

29.1
16.2

10.3
8.4

64.1

53.2
11.3

2.6
5.0

1.1

73.1

- 9 . 0

3.7

19.9
1.4
2.6

28.3

3.2

1.3

29.2

90.3
95.1

-4.8

29.2
16.7

9.8
8.3

13.9

47.0
11.8

3.0
5.1

1.0

67.9

-4.0

3.8
.8

20.4
1.4
3.0

29.3

28.0
3.2
.3

1.4

30.1

- . 8

* Seasonally adjusted annual rates.

NOTES.—Federal grants-in-aid to State and local governments are reflected In Federal expenditures and
State and local receipts and expenditures. Total government receipts and expenditures have been ad
Justed to eliminate this duplication.

Detail will not necessarily add to totals because of rounding.

Sources: Department of Commerce and Council of Economic Advisers.
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T A B L E B—22.—Reconciliation of Federal Government receipts and expenditures as shown in th»
national income accounts with receipts and expenditures [as reported in the consolidated cash
statement and the conventional budget, 1952-54

[Fiscal years, billions of dollars]

Receipt or expenditure 1952 1953 1954

National income accounts:
Receipts
Expenditures

Excess of expenditures (—)

Reconciliation of receipts:

Receipts as shown in the national income accounts .

Less:
Excess of taxes included in national income accounts over cash collections:

Personal - -
Corporate profits _ _
Other -_

Federal Government contributions to:
Employee retirement funds. _
Veterans life insurance funds

Federal Government employee contributions to employee retirement funds.

Plus:
Realization upon loans and investments
Interest, dividends, and other earnings. ___
Proceeds from sale of government property
Recoveries, refunds, and other adjustments
District of Columbia revenues
Trust fund receipts not included in national income receipts
Statistical errors and omissions

Equals: Consolidated cash receipts _ _

Less: Trust fund receipts -

Plus:
Inter-fund transactions. _.
Seigniorage

Equals: Conventional budget receipts

Reconciliation of expenditures:

Expenditures as shown in the national income accounts-

Federal Government contributions to—
Employee retirement funds
Veterans life insurance funds

Federal Government employee contributions to employee retirement funds..
Accrued discount on savings bonds and bills less interest paid on savings

bonds and bills redeemed
Commodity Credit Corporation guaranteed nonrecourse loans
Excess of goods delivered to Government over payment therefor
Miscellaneous adjustments

Plus:
Loans, excluding Commodity Credit Corporation
Interest received and proceeds of government sales netted out of national

income expenditures
District of Columbia expenditures
Renegotiation adjustment. _.
Purchase of land and existing assets
Trust and deposit fund expenditures not included in national income ex-

penditures
Other adjustments
Statistical errors and omissions

Equals: Consolidated cash expenditures

Less: Trust account expenditures _

Plus:
Inter-fund transactions
Net accrued interest and other noncash transactions.

Equals: Conventional budget expenditures

65.8
66.9

- 1 . 1

70.5
75.3

-4.8

66.6
75.6

- 9 . 0

65.8

.2
- 1 . 6

.1

.3

.1

.4

68.0

8.8

2.1
.1

61.4

66.9

.1

.4

.8

.1

.2

.0

1.6

.7

.1

.1

.1

.1

.4

.0

5.3

2.1
.7

65.4

70.5

71.5

2.2
.1

64.8

75.3

.1

.4

.7

.2
- . 7

.2

1.3

.1

.1

.1

- . 3
.2

76.8

5.3

2.2

74.3

66.6

- . 1
- 3 . 4
- . 4

.0

.1

.4

.2

.6

.2

.5

.1

.3
- . 1

71.6

9.2

2.1
.1

64.7

75.6

.0

.1

.4

.5
2.0
.6
.3

.5

.2

.1

.1

- . 2
.0

71.9

7.2

2.1
1.0

67.8

NOTE.—Detail will not necessarily add to totals because of rounding.

Sources: Department of Commerce, Bureau of the Budget, and Treasury Department.
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VI. Foreign Economic Developments

In general, the expansion that marked production and trade in the Free
World outside the United States in 1953 was continued in 1954. Indus-
trial output maintained its strong upward movement in Western Europe—
a highly significant development from the standpoint of the Free World
economy—and reached a record level, rising 8 percent in the third quarter
of 1954 over the corresponding period of the preceding year (Table B-23).

TABLE B-23.—Growth jtf Western European industrial production, selected countries

All OEEO countries
France
Western Germany
Italy
Netherlands
United Kingdom

Country or area

Percentage increase from—

Third quarter
1952 to third
quarter 1954

15
g

22
22
19
15

Third quarter
1953 to third
quarter 1954

8
15
10
10
6
5

Source: OEEC Statistical Bulletin.

Although some raw material prices declined, on balance the movement was
upward. World trade volume also increased slightly over the level of 1953.
Foreign holdings of gold and dollars increased by an estimated 1.6 billion
dollars during the year, to a record amount of nearly 25 billion dollars.
The gold and dollar holdings of the International Monetary Fund and
the International Bank for Reconstruction and Development rose by 200
million dollars.

These developments were mutually reinforcing. The expansion of in-
dustrial production played a strong part in maintaining world raw mate-
rial prices at a time when United States demand was declining. The
steadiness of these prices helped support the economic position of many raw
material exporting countries, which helped maintain a high level of de-
mand for the exports of the industrial countries. These conditions, com-
bined with United States military expenditures abroad, other United States
Government credits and grants, and foreign gold production, enabled
most countries, especially those in Western Europe, to augment their re-
serves of gold and dollars. Increased reserves and an improved balance
in the trading relations among countries of the Free World enabled a
number of nations to liberalize further their import policies, including
relaxation of restrictions against dollar imports. Notwithstanding a de-
cline in United States imports in 1954, United States exports were main-
tained at a level slightly above 1953, which was a stabilizing factor in the
United States economy. And in avoiding serious contraction, the United
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States economy, in its turn, operated to sustain confidence throughout the
Free World.

RISING INDUSTRIAL PRODUCTION ABROAD

Several factors account for Western Europe's strong performance in
industrial production in recent years. Perhaps the fundamental ones were
greater political stability and the successful attack on inflation by sound
fiscal and monetary policies, which led to the dismantling of many direct
government controls. These factors combined to restore confidence in the
value of money, to stimulate savings and investment, and to encourage
private enterprise. In the improving atmosphere, investment in plant and
equipment and residential construction expanded. More plentiful sup-
plies of materials for production helped to raise productivity.

During the past year, production in Western Europe received a special
impetus from sharply rising consumer demand and expanding export mar-
kets. The increase of consumer expenditures was supported in some coun-
tries by the readier availability of consumer credit. It was accompanied
by only a nominal increase in price levels, because productivity advanced and
imports remained available at fairly stable prices.

Not all countries outside Western Europe experienced a high rate of in-
crease in industrial production during the year. Japanese production was
increasing early in 1954 but leveled off in the spring, mainly owing to the
cessation of hostilities in Korea. Price inflation, which was unchecked at
the beginning of the year, was ended by measures to tighten credit. These
had the effect of reducing the demand for imports and increasing exports.
In Canada, industrial production followed a course somewhat similar to
that in the United States, though the decline was less. Other countries
outside Europe that did show substantial growth included Australia, Brazil,
India, and the Union of South Africa. The performance in each case
reflected the stimulus of new investment activity.

FOREIGN AGRICULTURAL PRODUCTION

The volume of agricultural production outside the United States appears
to have been maintained in 1954 at about the same level as in 1953. While
coarse-grain production in Western Europe was about 4-5 percent less than
in the exceptionally good harvest year of 1953, most other categories of farm
production held up well. Most areas of free Asia had some expansion of
output in the crop year 1953-54, mainly of rice and cotton. In Latin
America, 1953-54 production of coffee lagged, while that of corn, rice,
sugar, and tobacco increased.

Significant declines in agricultural production occurred during the year
in Canada, Turkey, and Australia, in each case chiefly as a result of poor
harvests. Canada's wheat output was only about half that of the very good
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harvest of 1953. The wheat harvests of Turkey and Australia also de-
creased sharply. Wool production in Australia, however, registered a gain.
The physical supply of major agricultural commodities entering the world
market continued to be abundant.

PAYMENTS, RESERVES, AND EXCHANGE RATES

Most countries of the Free World continued to improve their inter-
national financial position in 1954, although the improvement was gen-
erally less rapid than during 1953. The improvement was the result of
the increased volume and better balance of world trade, and of continued
large United States expenditures abroad under the Mutual Security and
other programs.

Most countries of Western Europe showed a marked improvement in
their balance of payments during the year. Germany continued to have
a large trade surplus in spite of further liberalization of restrictions on im-
ports from Europe and the dollar area. Switzerland and the Netherlands,
both of which have large surpluses on current account, increased their for-
eign lending.

In Latin America the record for the year was not uniform among coun-
tries. For the area as a whole, gold and dollar reserves did not change
substantially; several countries experienced moderate increases in their
reserves and others lost reserves. The short-term external debt of the area
increased, mostly as a result of changes in Brazil's position. Formal cur-
rency devaluations occurred in Chile and Mexico, while the Government
of Brazil increased its buying rate for exchange arising from coffee exports.

In general, monetary reserves increased for the Free World outside the
United States, and at the end of 1954 they were more evenly distributed
in relation to trade volume and international liabilities than at any other
time in recent decades. At the end of the year, gold and dollar reserves
in the various areas were as follows: Continental Western Europe, 11.2
billion dollars; sterling area, 4.3 billion dollars; Canada, 2.6 billion dollars;
and Latin America, 3.6 billion dollars. The trend in such holdings since
1928 is shown in Appendix Table E-57.

UNITED STATES TRADE WITH FOREIGN COUNTRIES

The principal changes between the first ten months of 1953 and the
corresponding ten months of 1954 in the foreign trade of the United States
were a reduction of about 8 percent in merchandise imports and a 3
percent increase in exports, excluding military transfers under aid pro-
grams; and for the first nine months a decline of about 27 percent in
military transfers.

Highlights of the movement of nonmilitary merchandise trade are shown
in Table B-24, which compares results for the ten-month periods in the
two years by major trading areas. Merchandise exports to Continental
Western Europe increased by 13 percent and those to Latin America by
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TABLE B-24.—Distribution of nonmilitary merchandise exports and imports of the United States,
by areas\ January-October, 1953 and 1954

[Millions of dollars]

Area

Continental Western Europe *
United Kingdom _ _ _ _ - . . . _ _
Canada*
Latin America*
Sterling area exclusive of the United Kingdom
Other

Total

Exports

January-
October

1953

1,805
478

2,735
2,564

742
1,764

10,088

January-
October

1954

2,044
541

2,468
2,756

768
1,855

10,432

Imports

January-
October

1953

1,447
462

2,042
2,902

975
1,290

9,118

January-
October

1954

1,220
409

1,950
2,738

853
1,261

8,421

i OEEC countries excluding the United Kingdom, Ireland and Iceland; also includes Finland,! Spain,
and Yugoslavia.

* Includes "special category" exports.

Source: Department of Commerce.

7 percent. On the other hand, United States shipments to Canada de-
clined approximately 10 percent. There was a small decline in United
States imports from all areas shown.

UNITED STATES LONG-TERM INVESTMENT IN FOREIGN COUNTRIES

Net private United States long-term foreign investment during 1954
increased over the preceding year (Table B-25). Net direct investments
in foreign branches and subsidiaries of United States businesses were about
the same as in 1953, while net United States purchases of foreign stocks
and bonds and long-term bank loans (portfolio investments) changed from
a negative amount in 1953 to a positive sum in 1954. The aggregate net
outflow of long-term United States capital amounted to slightly less than
1 billion dollars in 1954. During the year, United States private investors
received from foreign sources an estimated 1.7 billion dollars of interest,
dividends and branch profits. It should be noted that the record in

TABLE B-25.—Net private United States long-term foreign investment, by areas, 1953 and 1954*
[Millions of dollars]

Area

Continental Western Europe
United Kingdom . . -
Canada
Latin America
Sterling area exclusive of United Kingdom
Other

Total

Direct investments

1953

59
-11
413
93
64

104

722

1954 »

56
- 2 3
436
113
51
75

708

Portfolio
Investments f

1953

—170
- 3 7

8
—33
- 4 2
•96

-178

1954 *

—12
- 1 5
102

—19
- 3 5
«344

248

* Minus sign indicates inflow into the United States.
* Includes new issues, redemptions, and other private long-term investment.
* January-September data at annual rates.
« Includes international institutions.

Source: Department of Commerce*
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Table B-25 covers the net, not the gross, outflow of long-term private capital
during the year. Moreover, Table B-25 excludes earnings reinvested by
foreign subsidiaries of United States companies, which have averaged about
800 million dollars annually since 1950.

The largest amount of United States new direct investments continued to
be made in Canada. However, direct investments in Latin America and
"other" areas, chiefly the Middle East countries, were also of considerable
importance. Most of the funds were placed in petroleum and manufac-
turing industries.

United States investors in 1954 increased their portfolio investments in
Canada and in the obligations of international institutions, while their port-
folio investments in other areas showed a decline.

During the year, net foreign direct investments in the United States and
net purchases of United States securities, other than government securities,
not shown in Table B-25, are estimated at 200 million dollars.

UNITED STATES BALANCE OF PAYMENTS

There was little change between 1953 and 1954 in the export balance
on goods and services of the United States when military-aid shipments are
included with United States exports, and military expenditures abroad are
treated as United States imports (Chart B-9). However, it is estimated,

CHART B-9

U. S. BALANCE OF PAYMENTS ON CURRENT ACCOUNT

BILLIONS OF DOLLARS BILLIONS OF DOLLARS
25

20

15

10

GOODS AND SERV.CES T 0 T A L E X P 0 R T S

EXPORTS EXCLUDING
MILITARY GRANTS-

S
.............••••••••••"•••—L.

CURRENTACCOUNT WW&ZM&i&P'

IMPORTS EXCLUDING U.S. MILITARY
EXPENDITURES ABROADi/

25

20

15

10

1947 I 1948 I 1949 I 1950 I 1951 I (952 I 1953 I 1954

i / INCLUDES UNILATERAL TRANSFERS OTHER THAN U. S. GOVERNMENT GRANTS.

SOURCES: DEPARTMENT OF COMMERCE AND COUNCIL OF ECONOMIC ADVISERS.
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on the basis of preliminary data through November, that the current
account of the United States, excluding transfers of military aid goods but
including United States military expenditures abroad, will show a surplus
for 1954 in the neighborhood of 900 million dollars (Appendix Table D-55).
This contrasts with a balance in this account during 1953. The net move-
ment of private capital from the United States, combined with nonmilitary
grants, much more than offset the current account deficit of other countries
with the United States in 1954.

Thus the Free World continued to build up economic and financial
strength in 1954, adjusting itself to a reduction of United States economic
aid (including loans) in recent years and to the mild contraction of
1953-54 in the United States. Foreign gold and dollar reserves have con-
tinued to increase, and at the end of the year were nearly 10 billion dollars
above reserves six years earlier.

Changes since 1947 in the current account balances between major
trading areas and the United States, shown in detail through 1953 in
Appendix Table D-55, indicate the progress that has been made in balancing
current trade with the United States. In 1947, the world's current account
deficit with the United States was 10.8 billion dollars, which was consid-
erably in excess of the value of all United States imports of goods and
services. The deficit of Continental Western Europe amounted to 4.2
billion dollars; that of the sterling area to 1.9 billion; of Canada, to 1.2
billion; and of Latin America, to 2.0 billion. By 1953, when the world
achieved approximate balance in current transactions with the United
States, both Continental Western Europe and the sterling area showed a
current account surplus with the United States, while Latin America
registered a slight deficit and Canada a deficit of nearly a billion dollars.

Preliminary data for 1954 indicate an increase in the sterling area cur-
rent account surplus with the United States, a decline in Continental
Western Europe's surplus, a slight decrease in the Canadian deficit, and a
small increase in the Latin American deficit. Both Canada and Latin
America, however, continued to attract substantial quantities of long-term
capital from the United States, which largely offset their current account
deficits.
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