
Chapter 2

The American Economy in 1957

T H E YEAR 1957 was a prosperous one, despite the decline in the
•*" final quarter. Economic expansion continued, though at a lower rate.

Production, employment, and income again attained record levels. For
the year as a whole, gross national product amounted to $434 billion and
personal income to $343 billion, both some 5 percent above 1956. Civilian
employment increased by 300,000, and the annual average of unemployment
showed little change from 1956 (Table 1).

TABLE 1.—Changes in employment, income, and production, 1955-57

Item

EMPLOYMENT »

Civilian labor force 3__

Employment __ _ -
Nonagricultural
Agricultural

TTnP.mploymfint

Employees in nonagricultural establishments *
M anuf actur ing
Nonmanufacturing

INCOME

Personal income disbursements 5

Disposable personal income 6

Corporate profits and depreciation
Corporate profits:

Before taxes
After taxes _ _.

PRODUCTION

Gross national product (1957 prices)

Industrial production

1955 1956 19571

Millions of persons

65.8

62.9
56.2
6.7

2.9

50.1
16.6
33.5

67.5

64.7
58.1
6.6

2.8

51.9
16.9
35.0

67.9

65.0
58.8
6.2

2.9

52.6
16.8
35.8

Billions of dollars

311.1
270.2
57.9

42.5
21.0

417.4

332.6
287.2
60.0

43.0
21.0

430.3

349.7
300.0
60.7

42.0
20.6

433.9

1947-49=100

139 143 143

Percentage change

1955 to
1956

2.6

2.8
3.4

- 2 . 2

- 2 . 8

3.6
2.1
4.4

6.9
6.3
3.6

1.2
.0

3.1

2.9

1956 to
19571

0.6

.5
1.1

- 5 . 3

4.0

1.3
- . 6
2.2

5.1
4.5
1.2

- 2 . 3
- 1 . 9

.8

. 0

1 Preliminary.
2 Percentage changes based on unrounded data.
3 Bureau of the Census data (new definitions). See Table F-17.
4 Bureau of Labor Statistics data. See Table F-22 for definition.
8 Total personal income plus personal contributions for social insurance.
• Total personal income less personal taxes.
Sources: Department of Commerce, Department of Labor, Board of Governors of the Federal Reserve

System, and Council of Economic Advisers.
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The decline which became apparent in the last quarter of the year in
our broadest measures of economic activity followed an unusually
long period of expansion. Beginning in 1954, business activity was carried
upward by large increases in demand, first in one part of the economy
and then in another. The expansion was launched by rapidly increasing out-
lays for residential construction, and late in 1954 there was an upsurge of
demand for new automobiles. As the force of these demands began to wane
in mid-1955, an enormous increase in business expenditures for new plant
and equipment emerged, reinforced by a heavy accumulation of inventories.
In late 1956 and early 1957, as plant and equipment expenditures began to
level off, national security expenditures increased, and exports rose sharply,
sustaining the advance. But demands were being somewhat moderated by
a reduction in the rate of increase of inventories, and the over-all rate
of expansion was clearly slowing down. The rise of expenditures and in-
comes in the latter part of 1956 and most of 1957 was largely matched
by an increase in prices. The physical output of goods and services rose
only slightly, and throughout 1957 industrial output remained below the
peak registered in December 1956 (Chart 1).

CHART 1

Output of the Economy

Total output of goods and services decreased in late 1957.

Industrial production began to decline earlier and fell rather

sharply in the closing months of the year.
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By mid-summer the balance of economic forces had shifted, though
expenditures of State and local governments continued to increase and
outlays on residential construction began to move upward. Business ex-
penditures on plant and equipment declined slightly in the final quarter
of the year. The sharp advance in national security outlays ended in the
second quarter, and exports decreased. A curtailment of orders for new
equipment and generally cautious business policies had reduced the accumu-
lation of inventories to an annual rate of $1 billion in the first three quarters
of the year; in the final quarter inventories were being reduced, on balance,
at an annual rate of $3 billion, or possibly more, as the further decline in
sales and the decrease in backlogs of unfilled orders led to curtailed produc-
tion schedules. With employment and incomes reduced slightly, sales at
retail leveled off and then declined. Reflecting these movements, gross
national product was at a rate of $433 billion in the fourth quarter of the
year, about 1 l/i percent below the $439 billion reached in the third quarter.

SHIFTS IN THE MAJOR COMPONENTS OF DEMAND

The pattern of economic developments during the year was shaped
largely by the shifts in three major components of demand—business outlays
on plant and equipment, exports, and government expenditures. Im-
portant changes occurred also in construction expenditures and the man-
agement of business inventories (Chart 2). These shifts in demand,
through their impact on production and employment, and thus on incomes,
in turn affected the expenditures of consumers, the ultimate demand in our
economy.

Business Outlays on Plant and Equipment

The increase in business outlays on plant and equipment from the first
quarter of 1955 to the third quarter of 1957 was of boom proportions,
amounting to almost 50 percent. The gains in some industries were par-
ticularly large. Railroads more than doubled their capital outlays. Ex-
penditures by manufacturers of durable goods increased by nearly 75
percent. New business was placed with producers of capital goods at such
a pace that, even with production at capacity limits, backlogs of unfilled
orders became extremely large. The pressure of demand in this sector
of the economy was further increased as manufacturers of investment goods
and their suppliers expanded their working inventories.

But in the second half of 1956 unfilled orders of producers of investment
goods rose more slowly, and by the end of the year the major expansive in-
fluence of investment spending had subsided. New orders received and the
volume of unfilled orders began to fall. Expenditures on capital goods by
most industries continued to rise through the first three quarters of 1957,
but they declined moderately toward the year's end. For the year as a
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CHART 2

Shifts in Major Components of Demand

Business fixed investment leveled off in 1957, and the rate of

inventory accumulation declined. Federal outlays, after rising for

a year, were reduced in the second half of 1957.
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whole, business expenditures for new plant and equipment were more than
in any previous year and 6 percent more than in 1956. When adjustment
is made for higher prices, however, it appears that there was no increase
after the turn of the year in the rate of installation of plant and equipment.

Exports

Exports were a second major force in the expansion of the American
economy to mid-1957, and also a contributor to the downward movement
in the latter part of the year. Exports of goods and services increased swiftly
from early 1956 to the first quarter of 1957, partly because of special cir-
cumstances, including the extra demand for United States petroleum gen-
erated by the temporary disruption of normal shipments via the Suez Canal.
Later in the year, however, these special forces subsided. The demand for
exports was also reduced by a slowing down in the rate of economic expansion
abroad and by foreign exchange difficulties in a number of countries. As
a result exports declined in the autumn. Imports, on the other hand, showed
little change from the high level reached in 1956. Exports remained
higher than imports, but by a reduced margin. By the end of the year,
net foreign investment, which reflects mainly this relation, was $1J/2—2 bil-
lion lower, at an annual rate, than at the beginning of the year.

Government Expenditures

A third major force affecting economic developments was a change in
purchases of goods and services by Federal, State, and local governments.
The total of these outlays rose $7*4 billion between mid-1956 and mid-1957,
with 60 percent of the increase representing higher Federal spending for
national security purposes. This increase in Federal expenditures was
accompanied by a large rise in employment and inventories in the industries
immediately affected, notably aircraft. After the middle of the year, how-
ever, military procurement outlays and awards of new contracts were re-
duced, and total Federal purchases declined moderately. A rise of about
$3 billion in the total of social security outlays, other transfer payments, and
interest on the public debt further increased tptal Government cash outlays
to the public in 1957 and supplemented consumer incomes.

State and local governments continued to increase their outlays on con-
struction and on goods and services, adding $3 billion in 1957 to their
over-all rate of expenditures. Such outlays on construction, including work
done with Federal assistance, were 9 percent more than in 1956. There
were substantial increases in the construction of schools, highways, hospitals,
and sewerage and water systems. These outlays were continuing upward
at the end of the year.

Construction Expenditures

The long upward movement in total construction expenditures continued
in 1957. Although there was some decline in outlays on residences in the
first half of the year, continuing a movement which had started early in
1955, this trend was later reversed. Fewer dwelling units were started in
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1957 than in 1956, but in the second half of the year home building was
going forward at a rate only slightly below that of 1956. A considerable
part of the upturn in residential building activity was in the construction
of apartment dwellings, a sector of the industry that had been relatively
inactive for a few years.

The year witnessed a sharp increase in private institutional building,
for which outlays rose 14 percent. Hospital construction rose more than
50 percent, and there were substantial increases in the construction of re-
ligious, social, and recreational buildings.

Again, the rising trend of dollar outlays can be misleading. Actually,
construction costs rose during the year somewhat more than expenditures,
so that the physical volume of construction was a little less than in 1956.
Prices of building materials were virtually unchanged, on the average,
as reductions in prices of materials used principally in home building
were roughly offset by increases in prices of other materials. For the industry
as a whole, higher wage rates accounted for most of the rise in construction
costs.

Inventories

In contrast to 1956, when business inventories were increased by $4.6
billion, no further accumulation took place in 1957 (Table 2), and inventory
holdings were sharply reduced in the final quarter of the year.

Retailers and wholesalers—with the exception of automobile dealers
and wholesalers of certain durable goods—lowered their inventories in
1957. Reductions were particularly large in the first few months of
the year, and for a while caused sharply decreased rates of production
in a number of consumer goods industries. By the year end, stocks in many
lines were still low relative to current retail sales.

Manufacturers' inventories, large parts of which are closely related
to current and prospective levels of output, continued to rise in the
first nine months of 1957, though at a much slower rate. Changes
were particularly large in the machinery-producing and defense
industries, where inventories had expanded in response to rising levels
of production and, to some extent, in anticipation of further advances.
The rate of accumulation in the machinery-producing industries, how-
ever, was reduced in late 1956, and especially in early 1957, as production
declined. After the middle of the year, decreases in defense orders produced
even larger adjustments in the holdings of the aircraft industry. Declining
new orders and falling backlogs of unfilled orders caused, first, a further
decline in the rate of accumulation, and later, in the final months of the year,
an actual decrease in the inventory holdings of these industries. Many pro-
ducers of consumer goods also reduced their inventory investment in the
early part of 1957 and, after some increase in the summer, again in the late
months of the year.
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TABLE 2.—Changes in gross national product and its major components, 1955—57

[Billions of dollars]

Item

Gross national product or expenditure

Change in business inventories

Final purchases

Personal consumption expenditures

Durable goods
Nondurable goods

Services

Gross private fixed investment

Residential construction (nonfarm)
Other construction

Producers' durable equipment

Net foreign investment

Exports of goods and services.
Less: Imports of goods and services

Unilateral transfers

Government purchases of goods and services.

Federal (excluding Government sales)..
National security

State and local

1957 i

433.9

.0
433.9

280.4

35.1
140.0
105.4

63.6

14.2
19.0
30.4

3.3

26.3
20.6
2.4

86.6

50.5
45.7
36.0

Change

1955 to 1956

Current
prices

23.0

.4
22.6

12.8

-1 .7
7.3
7.1

5.0

- 1 . 3
1.9
4.4

1.8

3.5
1.9

- . 2

3.1

.4
1.1
2.7

1957
prices

12.9

.4
12.5

9.1

- 1 . 9
5.9
5.0

2.3

-1 .8
1.1
3.0

1.9

2.9
1.5

- . 5

- 2 . 1
-1 .0

1.5

1956 to 1957 i

Current
prices

19.2

-4 .6
23.8

13.2

1.2
6.7
5.5

2.2

- 1 . 1
1.0
2.3

1.9

2.8
.8
.1

6.4

3.3
3.3
3.0

1957
prices

3.6

-4.9
8.5
4.8

.0
2.5
2.4

- . 5

-1 .4
.2
.7

1.4

2.0
.6
.0

2.7

1.3
1.5
1.2

1 Preliminary estimates by Council of Economic Advisers.
NOTE.—Detail will not necessarily add to totals because of rounding.
Source: Department of Commerce (except as noted).

As manufacturers of finished goods lowered their output and adjusted
their stocks of purchased materials, sales and new orders of the primary
metals industries fell. Production of these metals declined; producers'
inventories nevertheless rose sharply during most of 1957. In the final
months of the year, however, further decreases in output halted this accu-
mulation. Rising inventories in a number of other industries also led to
cutbacks in production during the final quarter of the year, notably among
producers of petroleum products, chemicals, and apparel. Output in
manufacturing industries as a whole declined sufficiently below the level of
shipments to result in an over-all reduction of inventories. Total inventory
investment, which had absorbed $4.6 billion of output in 1956, dropped to
an annual rate of $1 billion in the first three quarters of 1957; and in the
final quarter of the year inventories were being reduced at an annual rate of
$3 billion or possibly more.

Consumer Expenditures

Increased incomes from production, augmented by substantial increases
in pension, social security, and similar payments, provided a basis for higher
levels of consumer expenditures during most of 1957. Consumer demand
was supported also by a further moderate increase in consumer credit,
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though there was no significant increase in spending on durable goods. In-
creases in spending were confined mainly to nondurable goods and services.

By the end of the summer, the expansion of consumer demand ceased.
Personal income began to decline in September, and retail sales receded
from the high levels of the summer. Purchases of services continued to rise,
but total consumer spending declined one-half of 1 percent from the third to
the final quarter of the year. For the year as a whole, consumer expenditures
increased 5 percent, about the same as in 1956. However, the higher expend-
itures in 1957 reflected in large part increases in prices, and only a small in-
crease in the volume of goods and services acquired (Chart 3).

CHART 3

Personal Income and Consumption
Disposable personal income rose during most of 1957, but its

buying power increased little because of price advances.
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EMPLOYMENT AND INCOMES

Employment and Earnings

After nearly three years of sizable gains, nonagricultural employment
reached a peak in the summer of 1957 (Chart 4) . A slowing down in the
rate of growth had become apparent after mid-1956, and hours of work in
manufacturing had turned downward somewhat earlier. In 1957, declines
began to appear in employment in manufacturing industries, the most
pronounced decreases occurring in durable goods, especially machinery,
primary metals, and transportation equipment. The declines continued
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CHART 4

Employment and Income

Total nonagricultural employment, after rising until September 1957,

declined in the closing months of the year.
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CHART 4—Continued

Employment and Income

. . . but hours of work were reduced and weekly earnings remained

roughly constant.
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throughout the year, accelerating in the autumn. Until September, gains in
nonmanufacturing employment, especially in trade and services, more than
offset the reductions in manufacturing (Table 3). But after the summer
peak, lowered employment in construction, trade, and transportation, com-
bined with sharper declines in manufacturing, reduced nonfarm employment
by December to a level below that of December 1956.

TABLE 3.—Changes in nonagricultural employment since December 1956
[Thousands of persons, seasonally adjusted data]

Industry

Employees in nonagricultural establishments.

Manufacturing

Durable goods industries
Nondurable goods industries.

Nonmanufacturing.

Mining
Contract construction
Transportation
Public utilities
Wholesale and retail trade
Finance, insurance, and real estate-
Service and miscellaneous
Government

Federal
State and local-

December
1957

51,895

16, 281

9,390
6.891

35,614

816
2,906
2,665
1,411
11, 471
2,365
6,545
7,435

2,174
5,261

Change

December
1956 to
August

1957

303

-270

-191
- 7 9

573

20
- 4 2
- 7
22

261
34

118
167

17
150

August
1957 to

December
1957 1

-949

-555

-454
-101

-394

- 3 7
-126
- 9 7
- 1 1

-198
11
68

- 4

- 6 0
56

December
1956 to

December
1957 1

-646

-825

-645
-180

179

-17
-168
-104

11
63
45
186
163

-43
206

1 Based on preliminary figures for December.
Source: Department of Labor.

The decline in employment during 1957 was accompanied by a slower
growth of the civilian labor force. From 1954 to 1956, as job opportunities
had increased rapidly, large numbers of people had entered the labor market
and the civilian labor force had expanded by 3 million. The growth was
due mainly to substantial increases in the number of teen-age persons and
women over 35 desiring employment. By late 1956, however, and through-
out 1957, the labor force was increasing more slowly; between the final
quarters of 1956 and 1957, the increase amounted to about half a million.

Because the slower growth of employment was generally accompanied
by smaller additions to the labor force, rates of unemployment remained
roughly unchanged until October, at the low level prevailing since 1955. By
December, however, the unemployment rate had risen, on a seasonally
adjusted basis, to 5.2 percent, from 4.3 percent in September. For 1957 as
a whole, unemployment averaged 4.3 percent of the labor force, about the
same as in 1956.

Lower employment in manufacturing in 1957 was accompanied by reduc-
tions in hours of work, less overtime, and a distinct slowing down in gains
in average hourly and weekly earnings. In December, the average work-
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week was 39.3 hours and average overtime was 2.0 hours, compared with
41.0 hours and 3.1 hours, respectively, in December 1956. For 1957 as a
whole, average hourly earnings rose 5 percent, and weekly earnings only 3
percent, above 1956. The rise above 1956 in weekly earnings was about
equal to the rise in consumer prices. The same general experience with
respect to hours of work and earnings was characteristic of industries other
than manufacturing.

Collective Bargaining

Wage contract negotiations were relatively few in 1957, because of the
large number of long-term contracts in existence that had been negotiated
in earlier years. Labor disputes were infrequent, and idleness resulting
from work stoppages was less than in any year since World War IT. Wage
increases were provided for in almost all the major contracts open for nego-
tiation, except those in the men's apparel and northern textile industries.

The number of workers who received wage rate increases under major
collective bargaining contracts in 1957 was about the same as in the pre-
vious year, but the increases tended to be somewhat larger than in 1956.
Of the approximately 7.5 million workers who received increases under
such major agreements, about 5 million obtained the adjustments as a
result of settlements concluded prior to 1957 which specified "deferred"
wage adjustments to go into effect in 1957 and, typically, also provided for
cost-of-living escalator adjustments. About 2.5 million workers obtained
wage increases under major contracts negotiated during the year.

TABLE 4.—Distribution of employees receiving wage increases under major labor
agreements, 1956-57

Wage increase (cents per hour)

All wage increases 2

Under 5 cents _ _ _ _ _ _
5-8.9 cents
9-12.9 cents _. . . . _ . _ _ _ . . _ _ .__
13-16.9 cents.
17 cents and over
Not specified. _ - - _ _ _

Percent of total workers
receiving wage

increases

1956

100

1
19
62
8
7
3

1957

100

?
20
36
34
6
3

1 Preliminary.
2 Includes cost-of-living, deferred, and newly negotiated wage increases received under collective bargain-

ing situations affecting 1,000 or more employees and coming to the attention of the Department of Labor.
Excludes construction, services, finance, and government.

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

Source: Department of Labor.

In contrast to about 15 percent in 1956, about 40 percent of the employees
whose rates of pay were raised under the terms of major labor agreements
received increases averaging 13 cents or more per hour (Table 4). Three
of every four agreements negotiated in 1957 specified improvements in the
nonwage benefits of employees, notably in health and welfare plans,
improved vacation and holiday schedules, and more liberal pensions. Cost-
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of-living escalator clauses were more widely adopted. By the end of the year,
about 4 million workers were covered by such clauses, compared with 3.5
million in late 1956.

Personal Income

For the year as a whole, total personal income reached $343 billion, a new
high level. But the change in production and employment during the year
was evident in the flow of income payments. Personal income payments
were at their highest rate in August; by the end of the year, they were
1 percent below this level. Continued increases in employment of non-
production workers in manufacturing and gains elsewhere in the economy,
combined with rising average hourly earnings, kept total wage and salary
payments advancing through the first eight months of the year. As re-
ductions in employment and in hours of work became more pronounced
in manufacturing, and began to occur also in nonmanufacturing industries,
total wage and salary payments declined from an annual rate of $242 billion
in August to $239 billion in December.

The decline in total personal income after August was moderated by an
increase in transfer payments, about half in unemployment insurance bene-
fits. The extent of this stabilizing influence may be seen in the fact that
between September and December, when wage and salary disbursements
and other labor income declined by $2.9 billion, on an annual rate basis,
transfer payments rose by $1.5 billion, also on an annual rate basis. The
effect was to offset more than half of the impact on total personal income of
lower wage and salary payments.

PRICES, COSTS, PROFITS, AND PRODUCTIVITY

The upward movement of consumer prices continued in 1957, though
the circumstances which produced the increases were in many cases not
closely related to current demand. The record was different in other
areas of the economy, where prices are more responsive to changes in
market conditions. The rapid advance of industrial prices at wholesale
was halted, and prices of crude materials, which are especially sensitive,
declined.

Wholesale Prices

Wholesale prices, particularly the prices of industrial commodities,
advanced much less in 1957 than in 1956 (Chart 5). From December
1956 to December 1957, prices of crude industrial materials, which
previously had risen sharply, fell 10 percent. The prices of almost all
major crude materials declined; certain nonferrous metals—copper, lead,
and zinc—were especially affected, as mounting stocks forced a series of
price reductions. On the average, prices of construction materials
changed little over the year, and prices of semifabricated materials and
components for manufacturing rose only slightly, despite advances in
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CHART 5

Price Changes
Wholesale prices rose much less during 1957 than in 1956.
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steel prices. Prices of producer finished goods continued to rise, but much
less rapidly than during the previous 18 months. Prices of consumer finished
goods also increased very gradually, except those for new automobiles, on
which the increases were significant though smaller than in 1956. Reflecting
changes in these various categories, the average of all industrial prices rose
only 1 percent during the year, and the increase after February was negli-
gible. Wholesale prices of farm products and of foods also advanced, but,
like prices of industrial goods, by a smaller amount than during 1956.

The small advance in industrial prices reflected the slower rise in demand,
growing industrial capacity, and a somewhat smaller increase than in 1956
in manufacturing labor costs per unit of output. Production-worker man-
hours of employment in manufacturing declined relative to output during
most of 1957, and the rate of rise in average hourly earnings slowed con-
siderably; as a result, production-worker wage costs per unit of output
advanced only slightly, and significantly less than in 1956. On the other
hand, the employment of nonproduction workers, and salary payments to
them, rose rapidly throughout the first eight months of 1957. The result
was that total labor costs per unit, including both production and non-
production workers, continued to advance in 1957, although the rise was
less than in the preceding year.

Consumer Prices

The increase in the consumer price index, which had started in April
1956, about ten months after the first sharp rise in wholesale industrial
prices, continued with virtually no interruption through 1957. By Novem-
ber, the index was 6 percent above the level of early 1956. About 70 percent
of the rise was due to food and service prices, about 13 percent to durable
goods, and 17 percent to nondurable commodities (Chart 6).

Among foods, the increases in prices of meat were the most important.
As supplies of meat products fell below the large amounts available earlier,
meat prices began to recover, and by the end of 1957 they were 12 percent
above the low point of two years earlier. Other food prices rose mainly
because of higher costs of processing and distribution, and because the
products were in some cases more highly processed or of a better quality.

Prices of consumer durable goods l̂ ave risen about 6 percent since March
1956, but on the average they are still below 1952 prices. Increases in
prices of automobiles are mainly responsible for the recent changes. Prices
of furniture and many other consumer durable goods rose moderately over
the past 18 months, reflecting increased manufacturers' prices. Prices of
appliances, on the other hand, fell slightly. Among nondurable goods other
than food, the major contributors to the over-all price advance were gaso-
line, fuel, and drugs; prices of apparel rose only moderately.

Prices of services are subject to a wide variety of influences. Some
services—such as those of the light, power, and communications industries-
are produced on a highly industrialized basis; others are largely personal.
Prices of most services in the first group have increased only moderately
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CHART 6

Consumer Prices

After declining for several years, prices of commodities began

to rise in 1956. Prices of services continued their postwar

uptrend.
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over the past few years. On the other hand, the cost of personal services,
in many of which the possibilities of gains in productivity are small, have
increased by almost the full amount of the rise in earnings of service workers
and self-employed professional people. Increases in the prices of these serv-
ices in the past two years have been generally larger than in the preceding
two years, when consumer prices were broadly stable. Rents have continued
to rise of late, at a slightly faster rate than in 1954 and 1955.

The advance in consumer prices during 1957 was only in part an indica-
tion of current inflationary demand in retail markets. Adjustments of
prices to cost increases that had occurred earlier, and special condi-
tions affecting particular commodities and services, also played important
roles. The decline in meat supplies is an example of such changes. In-
creases in prices of petroleum products reflected, at least in part, the di-
version of oil supplies to Europe during the interruption of shipments via
the Suez Canal. Service prices that are subject to the approval of public
commissions normally adjust only slowly to changes in cost and market
conditions. Rent increases, particularly those following the release of con-
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trols, often reflect cost and demand conditions originating in earlier periods.
And month-to-month changes in the consumer price index, especially as
affected by changes in the prices of food, apparel, and automobiles, may
reflect essentially seasonal variations. This factor was important in a
number of month-to-month changes in the index during 1957. In view
of the widespread interest in the movement of consumer prices, the nature
and construction of the consumer price index are described in Appendix D
of this Report.

Corporate Profits

Changes in industrial prices, costs, and production are the major factors
determining the movement of corporate profits and their share in total
income. During the expansion of activity that began in 1954, profits
followed a course different from that of other forms of income. With both
sales and margins increasing, profits rose rapidly throughout 1955. How-
ever, the increase was not extended into 1956; on the contrary, during
that year and in the first half of 1957, corporate profits fluctuated around
a level somewhat below that reached in the second half of 1955. This failure
of profits to advance during 1956 and early 1957, while other incomes were
rising, reflected a number of factors, including the incurrence of additional
costs of many kinds and an increased allocation of gross earnings to depre-
ciation accounts. The number of employees was rising, wage rates were
increasing, and overhead expenditures were higher, in part as a result of
the rapid increase in investment outlays. Although increases in prices cov-
ered most of the increases in unit costs of production, profit margins were
slightly reduced. Output increased only moderately, and total profits failed
to rise.

Profits of manufacturing corporations fell early in 1957, reflecting de-
clines in production and sales in a number of important industries and a
tendency for industrial prices to level off while some elements of cost con-
tinued to rise. The decline in profits was accelerated later in the year, as
production and sales fell further. In most nonmanufacturing sectors of the
economy, where activity continued to rise, profits in general were well
maintained during the first part of 1957. Present indications are that the
profits of these sectors also declined in the latter part of the year. The
aggregate volume of corporate profits, in which the profits of manufacturing
corporations are more important than all other types combined, fell slightly
in the first half of 1957; and by the end of the year, they had declined
significantly below the levels around which they had been moving earlier.

Productivity

Private nonagricultural output rose only slightly from 1956 to 1957,
and man-hours of employment were virtually unchanged. The indicated
gain in productivity accordingly was still small, though much larger than the
gain from 1955 to 1956. In both instances, the increase was smaller than the
long-term average annual increase of about 2 percent recorded for the past
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few decades and the still higher average increase recorded for the whole
period following World War II. The small extent of these gains, in com-
parison with increases in wage rates, maintained the upward pressure on unit
costs and, therefore, on prices.

The small improvement in productivity indicated for 1956 and 1957
provides no basis for expecting the future long-term rate to fall below the
average annual gain realized in recent decades. For one thing, produc-
tivity statistics generally show irregular year-to-year changes. Moreover,
uncertainties about the concept, difficulties of measurement, and short-
comings of available information require a cautious interpretation of the
yearly changes shown by available data (see Appendix E).

But more positive reasons may be cited for confidence that the long-term
rate of gain in productivity will be higher than the rates for 1956 and 1957. A
major reason for confidence is the huge investment made during recent years
in new plant and equipment. Circumstances favorable to the full realization
of the productivity potential of these facilities, namely, large gains in output
in the industries concerned, have not yet been experienced. And large
increases in certain types of expenditures also raise the productivity poten-
tial, even though they may depress the current level of productivity. Al-
though the starting-up of new productive facilities, the expansion of research
and development projects, and the training of personnel in new techniques
tend to raise employment immediately, their beneficial effect on the output
of goods and services is deferred.

FINANCIAL DEVELOPMENTS

The major demands for credit in 1957 were reflected in the long-term
capital markets. State and local governments drew on these markets for
$6.9 billion of funds, $ 1.4 billion more than in 1956 (Table 5). School con-
struction expenditures accounted for more than 35 percent of the funds
borrowed. Added to these demands of State and local governments were

TABLE 5.—Security offerings, 1954-57

[Millions of dollars]

Security

State and municipal securities (principal amounts).

Corporate securities (gross proceeds)

Manufacturing
Mining .
Electric, gas, and water
Railroad
Other transportation
Communication
Financial and real estate (excluding investment companies).
Commercial and other

1954

6,969

9,516

2,268
539

3,713
479
299
720

1,076
422

1955

5,977

10,240

2,994
415

2,464
548
345

1,132
1,899
443

1956

5,446

10,939

3,647
456

2,529
382
342

1,419
1,856
307

1957J

6,879

12,997

4,275
329

3,942
344
416

1,472
1,843

377

1 Preliminary.

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

Source: Securities and Exchange Commission.
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very heavy security flotations by corporations, amounting to $13.0 billion,
$2.1 billion more than in 1956 (Chart 7). The issues of utility companies
were especially important, reflecting the continued large programs of expan-
sion and improvement in this industry. But manufacturing concerns were
also heavy borrowers, despite the slowing down in their expansion programs
after the strong upsurge of the past several years.

This heavy reliance of corporations on the securities markets reflected in
part the culmination of a reduction in liquid assets which had been in prog-
ress since the end of 1955 and which had brought corporate liquidity to a
new low for the postwar period (Chart 8). It also reflected a decline in the
volume of additional funds available to business concerns from the commer-
cial banking system. Bank loans to businesses increased only $1.6 billion in
1957, compared with an increase of $5.5 billion in 1956 (Table 6), though
this difference doubtless reflected in part a decline in the demand for short-
term credit arising from a substantially slower rate of accumulation of
business inventories.

TABLE 6.—Changes in commercial bank holdings of loans and investments, 1954—57

[Billions of dollars]

Loans or investment
Net change during—

1954 1955 1956 1957 1

Loans (excluding interbank) and investments.

Loans (excluding interbank)

Business
Real estate...
Consumer....
Security
Agricultural.
Allother

Investments.

U. S. Government securities.
Other securities

10.2

2.9

- . 3
1.7

(2)
.9
.2
.6

7.2

5.6
1.6

4.6

11.6

6.4
2.4
2.3

-7.0

-7.4
.4

4.2

7.6

5.5
1.7
1.3

- . 8
- . 3

.5

-3.5

-3.0
- . 4

4.3

3.6

1.6
.7

1.3

- . 5
.3

.8

- . 6
1.3

1 Preliminary estimates by Council of Economic Advisers.
2 Less than 50 million dollars.
NOTE.—See Table F-41 for data including interbank loans.
Detail will not necessarily add to totals because of rounding.

Source: Board of Governors of the Federal Reserve System (except as noted).

At the same time, credit demands from other sectors of the economy
were somewhat more moderate than in earlier years. Total mortgage
debt rose by only $11 billion in 1957, compared with $15 billion in 1956
and $16 billion in 1955. This slower rate of growth was due in part to
the fact that funds for investment in federally insured and guaranteed
home mortgages were less readily available, since interest rates on these
mortgages were less attractive to lenders than the yields available on
other types of investments. The total amount of consumer credit out-
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CHART 7

The Pattern of Credit Expansion
State and local governments marketed a near-record volume of

securities in 1957, and corporate issues were at a new high . . .
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standing increased by only $2.7 billion in 1957, compared with $3.4 bil-
lion in 1956 and $6.4 billion in 1955. The amount of instalment credit
extended was actually above that in 1956; but since repayments were high,
the increase in total instalment credit outstanding was held down.

Significant changes also took place in the supply of funds during 1957.
First, in most of the year the capacity of the commercial banking
system to expand its loans and investments was more limited than in
1956. The volume of member bank reserves was held roughly un-
changed by the monetary authorities, and the already sharp reductions
in bank holdings of United States Government securities limited any
further shifts out of these securities in order to expand loans (Chart 9).
Commercial banks sold $600 million of Government securities in 1957,
compared with $3 billion in 1956 and $7.4 billion in 1955.

With the level of bank reserves unchanged, and a sharp increase in time
deposits, there was no expansion in the money supply during 1957. Indeed,
demand deposits and currency actually declined by $1.5 billion, whereas the
volume of money expenditures increased. The decline in the cash liquidity
of businesses and individuals which is represented by this changed relation

CHART 8

Liquidity of Commercial Banks and Nonfinancial
Corporations

Bank liquidity continued low in 1957. The liquidity of business

concerns was further reduced.
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CHART 9

Member Bank Reserves

Member bank reserves changed little in 1957.
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between money supply and expenditures was one of the most significant
financial developments of the year.

Second, there was a decline in the amount of new funds available
from insurance companies, savings and loan associations, and mutual
savings banks, resulting from the lower liquidity of these institutions and
the smaller flow of new savings through them. Their purchases of State
and local securities and corporate issues were somewhat greater than in 1956,
but this was made possible only by a large reduction in their purchases of
mortgages.

Third, despite a slightly smaller volume of total personal saving, direct
purchases by individuals of corporate, State and local, and other market-
able securities were almost $3 billion larger in 1957 than in 1956. This
was due partly to the attractiveness of yields on these securities for in-
dividuals. An important source of funds for these greatly enlarged pur-
chases, though not a net addition to new savings, was a reduction of almost
$2 billion in individuals' holdings of United States Savings Bonds, primarily
by investors sensitive to the higher yields generally available in the market.

Fourth, the Federal budget during the calendar year 1957 contributed
less than during 1956 to making additional funds available to the securities
markets through financial institutions and individuals. In 1956, a reduc-
tion of $6.4 billion in the publicly held United States debt was an important
factor in the ability of financial institutions and individuals to add to their
loan and security portfolios. They did so by reducing their holdings of United
States Government securities. In 1957, only $2.9 billion of the publicly held

debt was retired; thus the ability of this group of investors—especially
financial institutions—to provide funds by further reducing their holdings
of Government securities was decreased.

Reflecting the more limited supply of new funds relative to the demands
for them in 1957,, interest rates rose during much of the year (Chart 10).
The rise was especially rapid in June and August, when money market
pressures became unusually heavy. In August, the rate on Treasury bills
was close to 3J/2 percent, major banks raised their prime rate from 4 percent
to 4^4 percent, and the Federal Reserve Banks raised the discount rate from
3 percent to 3*/2 percent.

After the Federal Reserve Banks announced lower discount rates in
November, interest rates and bond yields declined significantly, in many
cases one-half of 1 percent or more. This reflected a reduction in demand for
loans that had already been apparent and some easing of pressure on bank
reserves. By the end of the year, credit in both the long-term and short-

term sectors of the markets had eased appreciably, though the impact on
certain sectors of the market, notably the mortgage market, was slow
in developing.

The rise in stock prices to July brought the average yield on common stocks
to 4 percent, about the same as the yields then available on high-grade bonds.
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CHART 10

Interest Rates and Bond Yields

Short-term interest rates rose through most of 1957 but declined

after mid-November.
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With the large decline in stock prices after July, yields on common* stocks were
above 4 / 2 percent at the close of the year, considerably above the much lower
yields then available on high-grade bonds.

AGRICULTURE

There have been a number of favorable developments in agriculture in
the past two years, though net income from farming has not changed sig-
nificantly (Chart 11). Despite an over-all decline in crop prices, the live-
stock market strengthened sufficiently to raise average prices received by
farmers. Heavy export shipments have made a considerable reduction in
surplus stocks. A long drought in the Southwest has ended. Land values
and the equities of farm proprietors have climbed to new record levels.
Realized gross farm income increased both in 1956 and in 1957, but rising
production expenses offset most of the gains. Conditions in the rest of the
economy have provided generally favorable opportunities for off-farm
earnings, and per capita income of the farm population from all sources has
been increasing. The revolution in farm technology is a continuing source
of agricultural strength, though it complicates current problems of agri-
cultural adjustment and public policy.

Livestock Sector

Prices of farm products, as well as cash receipts from farm marketings,
have benefited from recent livestock developments. A peak in the hog cycle,
coinciding with heavy supplies of fed steers, had seriously depressed live-
stock markets late in 1955. With high slaughter rates continuing into the
early months of 1956, and with forced marketing of cattle from drought
areas that fall, both production and per capita consumption of red meat
reached record levels. During 1956, however, the number of cattle on
farms decreased for the first time since 1948, and a 2 percent decline in the
1957 calf crop further suggests that cattle numbers have entered a down-
ward cyclical phase. Pig crops in the spring and fall of 1956 and in the
spring of 1957 were reduced below the levels of the preceding year, though
by successively narrower margins. Prices of meat animals were conse-
quently about one-third higher by late 1957 than they had been two years
earlier. Since prices of milk and dairy products were firm, cash receipts
from marketings of livestock and livestock products were about 6 percent
higher in 1957 than in 1956.

Exports and Stocks

The value of agricultural exports in fiscal 1957 reached $4.7 billion,
an increase of 17 percent over the previous record attained in 1952; and the
volume of exports exceeded by 30 percent the record reached in 1919.
Shipments financed through special Government programs (Chart 12) —
mainly sales for foreign currencies under Public Law 480, barter transactions,
and outright commodity donations—comprised fully 40 percent of the total.
Of the remainder, a substantial portion moved under export subsidies in
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CHART 11

Indicators of Agricultural Conditions

Net farm income has reflected little of the improvement in gross

farm income since 1955.
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CHART 12

Federal Agricultural Programs

CCC price-support investment has been reduced by enlarged com-

modity disposals, particularly under special export programs.
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various forms. On dollar sales of wheat, the subsidy element averaged
about 80 cents per bushel. Under the export program for raw cotton, ini-
tiated early in 1956 and continued in the current season, sales have been at
competitive world prices, some 20 percent below the domestic price. Com-
modities valued in excess of $600 million (CCG cost) were released to barter
contractors during the fiscal year 1957, but activity declined sharply after
new regulations were issued in May to help prevent displacement of normal
dollar sales. Since August 1957, exports have been running below the
very high monthly levels of the preceding year.

Under present circumstances, variations in the rate of export shipments
exert their major influence on the level of commodity stocks, not on current
crop prices or farm income. Carry-overs of cotton, wheat, and rice were
reduced, and investment by the Commodity Credit Corporation (CCC) in
price-support loans and inventories on November 30, 1957 was $1.0 billion
lower than a year earlier. However, a substantial rise in stocks of feed
grains continues, and the grain surplus is world-wide. Despite a record
volume of international trade in wheat during 1956-57, stocks of major
coarse and bread grains in the four principal exporting countries as of July 1
reached a new high in 1957 for the fifth consecutive year. Tobacco stocks
also increased in 1956-57, in part because newer high-yielding varieties
found poor favor in domestic and export markets alike. All stocks of CCC-
owned wool have now been sold.

Crop Production and Prices

Crop adjustments in 1957 were expected to reinforce the favorable export
experience and further reduce burdensome surpluses. Over 25 million acres
were placed in the Soil Bank; acreage allotments were at the minimum
levels permitted by law; and total harvested acreage of wheat, cotton,
and corn was about 25 percent lower than four years earlier. Soil-Bank
withdrawals contributed to significant reductions in the output of wheat,
cotton, rice, and tobacco. Excessive rainfall at harvest time adversely af-
fected the quality of several crops and reduced cotton production sharply
below early-season estimates. The all-crop production index nevertheless
equaled the record-matching 106 (1947-49=100) of 1956, as drought was
broken on the Great Plains, more acreage was diverted to soybeans and
minor feed grains, and the upward trend in yields per acre continued. Total
feed-grain output set a new record.

Farm prices have reflected these developments. Since September 1957,
the index of crop prices has been lower than on corresponding dates in
1956. Because of improved prices for livestock and livestock products, how-
ever, the general index of prices received by farmers in 1957 averaged some
3 percent higher than in the two preceding years. Record supplies of feed
concentrates and cheap feed relative to livestock prices are now encouraging
expansion of hog production and heavy feeding of beef cattle.
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Financial Position of Farmers

Realized gross farm income was 1 percent higher in 1957 than in 1956.
However, higher cash receipts from livestock and an increase of nearly half
a billion dollars in Soil-Bank payments were not sufficient to counteract re-
ductions in crop marketings and increases in production expenses. Unusual
weather conditions in the autumn lowered cash receipts from cotton, de-
layed marketings of hogs to allow feeding of wet corn, and thus adversely
affected farm income in the fourth quarter. Net realized farm income,
while higher than in 1955, declined from $12.1 billion in 1956 to an esti-
mated $12.0 billion in 1957. After adjustment for net change in inven-
tories, net farm income was the same as in 1956.

Most of the increase in total expenses was due to higher overhead costs—
depreciation charges that reflect heavy capital investment in earlier years, tax
payments, and interest. More expensive feeder livestock, motor vehicles,
and farm machinery contributed to a 4 percent rise in the index of prices
paid for all items (including interest, taxes, and wage rates) and held the
statutory parity ratio at its 1956 level.

The over-all financial position of agriculture continues to show strength.
The value of farm land per acre on November 1, 1957, was 7 percent higher
than a year earlier and one-fourth higher than in 1951. This was the
main factor lifting the value of proprietors' equities to an estimated $168.4
billion as of January 1, 1958, about 7 percent above the previous peak. A
further rise in real estate debt also occurred, but the ratio of total liabilities
to proprietors' equities declined. Relatively few farms are being offered
for sale, and foreclosures in 1957 were below the relatively low rate in 1956.
Efforts to enlarge existing holdings in the interest of improved efficiency,
demands for rural home sites, and other nonfarm uses for farm land in
some regions all lend strength to farm land values. To some extent, these
higher land prices also reflect the capitalized value of Government pro-
grams to sustain farm income and prices.

T H E EXTENT OF THE OVER-ALL DECLINE

The decline in over-all economic activity that had taken place by the end
of 1957 was moderate. The Nation's output of goods and services in the
fourth quarter was less than. 1 J/i percent below the total reached in the third
quarter. Nonagricultural employment in December, adjusted for seasonal
changes in the number of jobs, was about 2 percent below the summer peak,
and personal income had declined by less than 1 percent.

Final purchases of goods and services were, in the aggregate, virtually
unchanged—only $1 billion less than in the third quarter—but inventories,
which had been accumulating at the rate of $2 billion annually in the third
quarter of the year, were being used up in the fourth quarter at the rate of
$3 billion or more. Adjustments in inventory holdings, therefore, accounted
for most of the declines in production, employment, and income which de-
veloped toward the year's end.
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Because of the high level of private investment expenditures and of Gov-
ernment purchases, and the strength of consumer demand, labor income
declined by only 1 percent between the third and the fourth quarters of the
year. And since other forms of income, notably payments to individuals
under various income-maintenance programs, increased in the fourth quar-
ter, total personal income fell even less than 1 percent. Personal income
after taxes fell by $2 billion in the fourth quarter, and personal consumption
expenditures by $ 1 billion.

Thus, the over-all decline has been moderate, despite rather sharp re-
ductions in inventories and in industrial production. Purchases of goods
and services for final use have been well sustained; incomes have held up
well; and the continuing high level of retail purchases attests to the confi-
dence of consumers in their economic position.
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