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EXPENDITURES IN 1954
Gross national product changed little in

the second and third quarters of this year,
following a decline of 4 per cent from the
peak rate reached in the spring of 1953. In
the current quarter, however, some expan-
sion appears to be developing. For the year
1954 gross national product is estimated at
about 356 billion dollars, as compared with
the record 365 billion of 1953. Average prices
have continued unusually stable this year,
and consequently the physical output of
goods and services as well as the dollar value
will be moderately smaller than last year.

The relative stability of gross product
during most of this year reflects diverse and
largely offsetting developments in broad sec-
tors of the economy. State and local govern-
ment expenditures have grown at about the
same rate as in 1953. Residential construc-
tion activity, stimulated by ready availability
of credit on favorable terms, has advanced
sharply since early in the year. Consumer
expenditures, which had dipped in late 1953,
have risen to a new high. Outlays for non-
durable goods and services have been larger
than last year while spending for durable
goods has been smaller. Contributing to the
increase in aggregate consumer buying has
been the record level of disposable personal
income.

On the contractive side, defense outlays—
a major factor contributing to the drop in
gross national product in the last half of
1953—have been reduced substantially fur-

SELECTED BUSINESS INDEXES
1947-49=100, monthly

INCOME
AND SALES

DISPOSABLE INCOME

_ / . / Y RETAIL SALES _

^ I L

NONAGRICULTURAL
EMPLOYMENT

MANUFACTURING —

NONMANUFACTURING

INDUSTRIAL
PRODUCTION

PRICES

160

140

120

100

140

120

100

1952 1954 1952 1954

NOTE.—Seasonally adjusted series, except for prices. In-
dexes based on Bureau of Labor Statistics data for employment
and prices and on Department of Commerce data for income
and sales. Latest figures shown are for October for employ-
ment, prices, and industrial production, and for September
for retail sales and disposable income. Consumer prices for
October estimated by Federal Reserve.

ther this year. Business expenditures for
plant and equipment have declined mod-
erately from the record levels of last year.

Business inventories through the third
quarter continued to be liquidated at about
the same rate as in late 1953. The change in
inventories this year has thus not exerted
significant downward pressure on produc-
tion, in contrast to the effects of the marked
shift in 1953 from rapid accumulation to
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substantial liquidation. Inventory holdings,
particularly in hard goods lines where re-
ductions in output were concentrated, have
been considerably reduced. A basis for some
expansion in business ordering and for a re-
duction in the rate of over-all inventory
liquidation may be developing. Recent in-
creases in orders for and output of steel, for
example, appear to reflect in part the fact
that stocks held by steel consumers are now
more closely in line with requirements.

Developments in expenditures and output
this year have been reflected in the labor
market. Manufacturing employment, season-
ally adjusted, which had declined consider-
ably after mid-1953, has stabilized in recent
months. Employment in nonmanufacturing
activities has risen somewhat since midyear,
with State and local government employ-

GROSS NATIONAL PRODUCT 1

[In billions of dollars]

GROSS NATIONAL PRODUCT
Billions of dollars, annual rates

Type of expenditure

Gross national product

Personal consumption expendi-
tures

Durable goods
Nondurable goods
Services

Gross private domestic invest-
ment

New construction:
Residential, nonfarm
Other

Producers' durable equipment..
Change in business inventories:

Nonfarm
Farm

Net foreign investment

Government purchases of goods
and services

Federal
National Security
Other
Less: Government sales

State and local

3rd Q.
1954

355.5

234.8
28.9

121.1
84.8

45.3

14.0
14.2
21.8

-5 .0
.2

- . 2

75.6
47.9
42.1
6.1

.2
27.7

Increase, or
decrease (—)

lstQ.
1954
to

3rd Q.
1954

- . 3

4.3
.9

2.3
1.2

.8

2.3
- . 1
- . 9

- . 8
.3

.9

-6 .3
-7.1
-4.8
-2.3

.8

>ndQ.
1953
to

lstQ.
1954

-14.1

- . 3
-2 .3

Q

2.1

-11.4

.6
-1 .9

-10.4
.7

2.2

- 4 . 7
- 7 .
-7.4

.1

2.5

Total,
2nd Q.
1953
to

rd Q.
1954

-14.4

4.0
- 1 . 4

1.5
3.9

-10.6

1.8
.5

- 2 . 8

-11 .2
1.0

3.1

-11.0
-14.3
-12.2
-2.2
- . 2
3.3

1 Third quarter 1954 figures and changes from earlier quarters
are for seasonally adjusted totals at annual rates.

NOTE.—Based on Department of Commerce estimates. Details
may not add to totals because of rounding.
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ment showing a further increase. Un-
employment recently has declined somewhat
more than seasonally, but is considerably
above the low level of a year ago.

CONSUMER EXPENDITURES

Consumer expenditures for goods and
services, the largest component of gross na-
tional product, have increased this year after
a slight decline in late 1953, as the above
chart shows. In the third quarter of 1954
such outlays were in record volume, 1.5 per
cent larger than a year earlier. The total for
the year will also exceed 1953 slightly. The
increase will probably occur in outlays for
services; over-all outlays for goods are ex-
pected to show little change. With average
consumer prices little changed this year, the
physical volume of consumer takings of
goods and services will also increase slightly.

Nondurable goods and services. The 1954
growth in consumer expenditures for serv-
ices is likely to be about 4 per cent, a smaller
increase than in other postwar years. Real
consumption has probably not slowed up,
however, since prices of many services, par-
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ticularly rents, have risen much less rapidly
than earlier. After allowance for price
changes, consumer outlays for such services
as housing, medical care, and household op-
eration have continued to expand steadily.

Consumer outlays for nondurable goods
increased moderately after the early months
of this year and in the third quarter were 2
per cent larger than a year earlier. Expend-
itures for clothing and shoes have been fairly
stable for more than a year at a level some-
what below that of the first half of 1953.
Outlays for food and beverages, after a year
of little change, have increased appreciably
since early 1954, as is shown in the chart.
Purchases of other nondurable goods have
generally continued to expand slowly.

Durable goods. Consumer expenditures
for durable goods have been larger since
early spring than in late 1953 and early 1954,
but in the third quarter were still about 5 per
cent below the level of the first three quar-
ters of 1953. For the full year 1954 such
outlays are expected to show about the same
percentage decline from the record total for
1953. The decline in real terms will be less
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Billions of dollars, annual rates

90

80

70

60

ALL OTHER ^

CLOTHING AND SHOES

FURNITURE AND
. HOUSEHOLD EQUIPMENT

• \ ^ " ^ . , ' mm -Af-li

AUTOMOBILES
AND PARTS

1 I 1

- 30

, - 20

- 10

1952 1954 1952 ]954
NOTE.—Department of Commerce quarterly estimates, ad-

justed for seasonal variation.

than in dollar amount since average prices
of consumer durable goods have been lower
than in 1953.

Changes in total spending for durable
goods have reflected mainly fluctuations in
purchases of new automobiles. Domestic
registrations of new passenger cars—for busi-
ness as well as consumer use—may total 5.3
million units this year, as compared with 5.7
million in 1953 and a record 6.3 million in
1950. Automobile purchases, which had
been at reduced levels in late 1953 and early
1954, picked up in the spring. The expan-
sion reflected in part widespread granting
of price concessions, which made their ap-
pearance much earlier than in 1953. In
addition, some lenders eased instalment credit
terms and the proportion of cars sold on
credit increased. In early autumn output was
curtailed sharply for extensive model change-
overs. Purchases of new autos were rela-
tively well maintained while dealer stocks
were reduced substantially.

Outlays for furniture and household equip-
ment have fluctuated little during the past
two years. Although expenditures in the
third quarter were down slightly from a year
earlier, the physical volume of purchases was
apparently little changed since retail prices
were also lower. With consumer takings
fairly stable, wide swings in output of house-
hold durables have been associated mainly
with sharp fluctuations in business inven-
tories. Production of major household dur-
able goods declined about one-fourth in the
second half of 1953, recovered rapidly dur-
ing the first half of this year, and in October
was one-tenth below the May 1953 peak.

RESIDENTIAL CONSTRUCTION

Expenditures for private residential con-
struction have increased sharply since early
this year, as is shown in the chart on page 1148.
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Seasonally adjusted outlays in October were
at a record annual rate of 14.4 billion dollars,
more than one-fifth larger than a year earlier.
Building costs were relatively stable during
the year, and the physical volume of con-
struction increased by about the same pro-
portion as the dollar value.

The number of housing units started in
each month since May has been larger than
a year earlier. All of the expansion has been
in privately financed units; public starts
have been only half the year-ago number.
Present indications are that housing starts
this year may reach 1.2 million units, the
largest number since the record 1.4 million
in 1950.

A major factor in the rapid rise in housing
construction in 1954 has been the increased
availability of mortgage funds on terms fa-
vorable to borrowers, as a result mainly of
marked easing in capital markets. Since the
beginning of this year, terms available on
loans guaranteed by the Veterans Adminis-
tration have become substantially easier and,
effective October 1, those on loans insured
by the Federal Housing Administration were
liberalized as authorized in the Housing Act
of 1954.

The substantial increase in private hous-
ing starts has been almost entirely under
arrangements for VA-guaranteed mortgages.
The number of units started under this type
of financing doubled over the past year.
Loans involving no down payment increased
from 13 per cent of VA loans made in Jan-
uary to 34 per cent in September. The pro-
portion bearing 30-year maturities also in-
creased sharply. In recent months the num-
ber of units started under FHA commit-
ments has also been larger than a year ago,
but the number of conventionally financed
units has been considerably smaller.

PERSONAL INCOME AND SAVING

A major factor contributing to strength in
markets for consumer goods and services
and for housing has been the maintenance of
a high level of both personal and disposable
income, shown in the chart. Personal in-
come, currently close to the July 1953 peak,
has fluctuated only 1 per cent this year, and
for 1954 as a whole will about equal the 1953
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total of 286 billion dollars. The mainte-
nance of personal income during a period
when total output of goods and services con-
tracted significantly reflects in part some ex-
pansion in dividend payments, despite a
drop in corporate earnings, and in part a
larger volume of Government transfer pay-
ments, which do not represent income earned
from current production.

Wages and salaries declined more than
total personal income from the mid-1953
peak to the spring of this year. Since then
wages and salaries have risen somewhat, but
in October they were still 2.5 per cent below
the earlier high. The bulk of the contraction
in total payrolls represents reductions in em-
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ployment in commodity-producing indus-
tries, particularly durable goods manufactur-
ing lines. A moderate decline in hours of
work in manufacturing activities was also a
factor. A partial offset to these adverse in-
fluences on incomes was a small increase in
wage rates. Since midsummer seasonally ad-
justed nonfarm employment has edged up
and the average workweek has lengthened a
little.

Transfer payments have shown little
change since early spring following consid-
erable expansion during the fall and winter.
The bulk of the increase in that period rep-
resented a rapid growth in unemployment
compensation payments. Payments under
the Old-Age and Survivors' Insurance Pro-
gram have also risen, with October payments
reflecting benefit increases provided by the
1954 amendments to the Social Security Act.

Income of farm proprietors in the first
nine months of this year was close to the
reduced level of the corresponding period
last year. Dividend and interest income
continued to rise and income of nonfarm
proprietors showed only minor changes.

Disposable personal income (after taxes)
in 1954 is likely to reach a record of about
253 billion dollars, 1 per cent larger than in
1953. The dollar increase will be about the
same magnitude as the reduction in Federal
individual income tax rates, effective Janu-
ary 1, 1954, which amounted to about 3 bil-
lion dollars on an annual basis. With aver-
age consumer prices little changed and popu-
lation continuing to grow at about 1.7 per
cent a year, real disposable income per capita
will be close to the 1953 level.

Personal saving in 1954 will about equal
the peacetime record amount of 1953. The
ratio of personal saving to disposable income
will probably approach 8 per cent—close to
the level of the preceding three years.

Liquid saving by individuals was sub-
stantially larger in the first half of this year
than in the same period of 1953, as con-
sumers shifted from net expansion to net
repayment of their instalment obligations.
Since late spring the volume of instalment
credit outstanding has shown little change,
after adjustment for seasonal influences. In-
dividuals this year have continued to add sub-
stantially to their holdings of liquid assets
in the form of time deposits, savings and loan
shares, corporate and State and local govern-
ment securities, and equities in insurance
policies as well as to their reserves in retire-
ment funds.

BUSINESS FIXED INVESTMENT

Business outlays for fixed investment—con-
struction of facilities and producers' durable
equipment—have declined steadily since last
fall and in the third quarter of this year were
7 per cent smaller than a year earlier. Busi-
ness investment plans, according to the most
recent survey made by the Department of
Commerce and Securities and Exchange
Commission, indicate further reduction in
nonfarm business spending for plant and
equipment in the current quarter.

Expenditures for producers' durable equip-
ment have declined, as the chart on the fol-
lowing page shows, and in the third quarter
were 12 per cent below the level of a year
earlier. Construction of business facilities,
however, increased somewhat, with the ex-
pansion concentrated in stores, office build-
ings, and other commercial buildings. Fixed
capital outlays by farmers were reduced in
1953, and continued to move down this year.

The only major nonfarm industry groups
that did not report declines in fixed invest-
ment outlays over the past year were min-
ing and commercial and miscellaneous. In
both of these groups, expenditures were
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planned for the third quarter of 1954 in
about the same amount as a year earlier, ac-
cording to the Commerce-SEC survey. Man-
ufacturing industries reduced their outlays 9
per cent over this period; railroads, nearly 40
per cent; and other transportation industries,
12 per cent. Outlays of electric utilities
changed little, but those of gas companies
declined appreciably.

The decline since last fall in total outlays
of nonfarm business for fixed investment
reflects in part the substantial increase in
productive capacity in recent years in a num-
ber of industries and the completion of some
large defense-related investment programs.
Reductions have been largest among the
smaller manufacturing firms, whose after-
tax incomes have not held up so well as those
of the large companies.

In general, large companies have tended
increasingly to relate investment programs to
prospects for longer term growth in de-
mands. Aggregate corporate funds available
this year from retained earnings plus depre-

ciation allowances will apparently be as large
as last year. While profits before taxes are
down sharply, tax liabilities are also much
smaller than in 1953. Funds from external
sources have been readily available to busi-
ness this year on terms generally more favor-
able than in 1953.

CHANGE IN BUSINESS INVENTORIES

Nonfarm business inventories were re-
duced at an annual rate of 4 to 5 billion
dollars in the last quarter of 1953 and each
of the first three quarters of this year. This
fairly even rate of liquidation contrasts
sharply with the change that occurred from
the second to the fourth quarter of 1953 when
the annual rate of inventory spending de-
clined 10 billion dollars—a shift from ac-
cumulation of stocks at a 6 billion dollar rate
to liquidation at a 4 billion rate.

The book value of stocks of manufacturers
and distributors at the end of September was
close to 78 billion dollars, or 5 per cent below
the record level of a year earlier. Liquida-
tion was concentrated in durable goods lines,
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as may be seen in the chart, and was mostly
at the manufacturing level. In early 1954
total durable goods stocks were higher rela-
tive to sales than at any time in the recent
past, as the drop in sales had exceeded the
decline in stocks. More recently, sales have
been maintained and stocks have been re-
duced further, although in August and Sep-
tember inventory liquidation among manu-
facturers of durable goods was at a consider-
ably reduced rate. Stocks at manufacturers
and distributors in durable goods lines at
the end of September were 9 per cent smaller
than a year earlier. In nondurable goods
lines both sales and stocks have been rela-
tively steady for about two years.

Privately held inventories of farm prod-
ucts probably will show little change for
the year as a whole, as compared with liq-
uidation of 700 million dollars in 1953. In-
ventories of livestock on farms may rise
slightly this year, with an increase in the
number of hogs more than offsetting some
decline in cattle herds. Privately held in-
ventories of crops may be reduced somewhat
further in 1954, following a substantial de-
cline last year. Farm products held under
the Federal price support program—as well
as total inventories of such products—have
risen less this year than in 1953. Domestic
and export demands have been maintained
while output of major crops has declined,
primarily as a result of acreage restrictions.

GOVERNMENT EXPENDITURES

Federal Government purchases of goods
and services declined at an annual rate of 7
billion dollars, about one-eighth, from
the first to the third quarter of this year, as
may be seen in the table on page 1144. While
the bulk of this reduction was in expendi-
tures for national security programs, out-

lays for farm price support programs also
declined considerably. For the calendar year
1954, total Federal Government purchases
are likely to amount to about 50 billion dol-
lars, compared with 60 billion in 1953 and
54 billion in 1952. These figures on pur-
chases of goods and services differ from
budget expenditures for a number of rea-
sons, among which are the inclusion here of
privately financed as well as Government
loans under the farm price support program
and the exclusion of other Government lend-
ing transactions, transfer payments, and in-
terest on public debt.

Federal purchases for national security in
the third quarter of this year were at an an-
nual rate of 42 billion dollars. This was 12
billion, or more than one-fifth, below the
peak rate of the second quarter of 1953. Such
outlays continued to decline early in the
fourth quarter. Since mid-1953 the propor-
tion of gross national product represented
by national security purchases has declined
from about 14.5 to 12.0 per cent.

Reduction in defense spending has re-
flected not only declines in expenditures for
weapons and military equipment and for
construction, but also a cut in the size of
the armed forces and diminished outlays
for operation of facilities. The armed forces,
at about 3.3 million persons, are about one-
tenth below their post-Korean peak strength
reached in mid-1952. Civilian employment
in the Defense Department is about one-sixth
below its mid-1952 peak.

Outlays by State and local governments
have continued to expand this year at about
the same rate as in 1953. Construction activi-
ties have increased at an accelerated rate and
employment and payrolls have continued
to grow.
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