
Upturn in Production

IN THE THREE MONTHS since February
industrial production has recovered one-half
or more of the 7 per cent decline that oc-
curred after July 1960. By April the index
had risen to 105 per cent of the 1957 aver-
age, from the low of 102, and a further in-
crease in May is indicated by weekly data
for some major industries. For autos and
steel, seasonally adjusted output rates have
risen about 30 per cent from mid-March
to early May.

Increases in prices of scrap metals, cop-
per, and other sensitive industrial materials
have accompanied the expansion in business
demands. Average prices of these materials
turned up in late February. In relation to
the revival in industrial activity, the upturn
in sensitive prices occurred earlier than in
1958, as the chart shows. List prices of in-
dustrial products—consumer goods and
business equipment—have remained stable.

Since December, unemployment has re-

mained at a rate of just under 7 per cent of
the civilian labor force, compared with 5
per cent at the low in May 1960 and a high
of 7.5 per cent in the summer of 1958.
Following usual cyclical patterns, improve-
ment in the labor market has been evident
in increased weekly hours and earnings in
manufacturing and decreased claims for un-
employment benefits. After a slight decline
from the October peak, personal income
rose to new highs in March and April. In
recent months it has averaged 2.5 per cent
higher than a year earlier.

BROAD SHIFTS IN OUTPUT AND DEMANDS

Changes in inventory demands have been a
major factor in the recent upturn in produc-
tion, as they were in the earlier decline.
For a time after the 4-month steel strike in
late 1959, business demands for metals and
some metal products were very strong. With
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final demands increasing only moderately,
however, supplies of these and other indus-
trial materials were forthcoming in sufficient
volume not only to meet current require-
ments but also to build stocks rapidly. At
the same time prices proved to be generally
stable, and this tended to reduce incentives
to carry large inventories. As stocks in-
creased in early 1960, business demands for
materials fell off and output of materials be-
gan to decline.

Total production was maintained through
July of last year as output of final products
rose somewhat further and stocks of these
products increased. With demands no longer
expanding after the spring, manufacturers
and distributors acted to check or reverse
the growth in their stocks; in late summer
output of final products turned down. Sub-
sequently, total output declined to a rate be-
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low that of final takings and inventory liqui-
dation developed at a rapid rate.

Final demands were relatively well main-
tained through the period of contraction in
output, and this facilitated the liquidation of
inventories and created the conditions con-
ducive to recovery in output. There was
little decline in consumer buying of goods
until early winter. At that time, partly be-
cause of severe weather, purchases of auto-
mobiles and some other goods declined
considerably. Since February consumer
buying generally has expanded. Housing
starts declined further in the second half of
1960, but then recovered to the highest rate
since last summer.

Federal Government expenditures have
increased since mid-1960, and State and
local government outlays have maintained
their almost uninterrupted rise. Exports
have remained at the advanced level reached
last summer as economic activity abroad
has continued to expand. Business capital
spending has declined moderately since last
spring. Surveys indicate that increases in
such spending are planned for later this
year, and new orders for equipment have
increased.

CONSUMER GOODS

Spending for consumer services and for
foods and other staples continued to increase
last year, but after early spring there was a
contraction in demands for autos, apparel,
and home goods. Total retail sales de-
clined, both in absolute terms and in rela-
tion to disposable personal income. Severe
winter weather intensified the decline in
demands. In March and April total retail
sales were somewhat above the January-
February level. In early May auto sales
rose appreciably further.
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UPTURN IN PRODUCTION 515

At its high in 1960, industrial output of
consumer goods was 15 per cent above the
peak three years earlier and inventories
were accumulating. Production declined 5
per cent from mid-1960 to January of this
year, and subsequently turned up. At the
recent low, output was also about 15 per
cent above the early 1958 low. Over the
past three years the growth in output of con-
sumer goods has been maintained at about
the earlier postwar rate.

Home goods and apparel. From mid-195 9
to mid-1960 production of apparel and of
appliances, furniture, and miscellaneous
home goods was nearly 20 per cent above
the 1957 average. At this rate output was
higher than sales. Reductions in output de-
veloped earlier for these goods than for

HOME GOODS
1957:100

130

120

MANUFACTURERS'
STOCKS

RETAIL SALES

2' l t tTAIL STOCKS

70

120

1957 1961

NOTE.—Seasonally adjusted. Output and manufacturers'
stocks, monthly. Sales, 3-month moving average plotted in
third month. Retail stocks, end of quarter. Manufacturers'
physical stocks based on trade association and Department of
Commerce data. Retail series based on data for department
stores. Latest figures shown, April except for stocks (March).

automotive products, as the chart on page
514 shows, and the curtailments were about
one-tenth compared with one-fourth for
automotive products. Output of apparel
and home goods turned up in February of
1961, when auto production was still de-
clining, and by April it had recovered about
one-half of its earlier loss.

The upturn in output of apparel and
home goods was associated with a consider-
able reduction in stocks and some improve-
ment in retail sales. By the beginning of
1961 manufacturers of appliances, televi-
sion, and furniture had reduced their stocks
one-tenth from last summer's high. Stocks
of these goods at department stores were
also lower. Since January, sales have re-
covered somewhat. The recent increase in
housing starts, an important influence on de-
mand for home goods, has improved sales
prospects.

Autos. Output of automotive products
was maintained at advanced rates through
the summer and early autumn of 1960. The
high rate of output in this period—nearly
20 per cent above the 1957 average—re-
flected in part an addition to the number of
compact makes available and a faster
changeover to new models than usual. Sales
were also high during the autumn, but more
than a fifth of the new cars sold in that
period were from the large carryover of
1960 models, which were available at re-
duced prices. With the strength and model-
composition of demands for 1961 autos still
to be tested, dealers were accumulating
large stocks of the new models.

Auto production began to decline in
November, mainly because stocks had
reached record highs by that time, and then
was curtailed sharply as sales declined in
December and January. At the low in
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March seasonally adjusted auto assemblies
were two-fifths below the October peak.

Sales began to recover in late February,
as weather became more favorable. In
March and April sales of domestic autos
were at a seasonally adjusted annual rate
of 5.2 million units, compared with an
average of 4.7 million in January-February.
The total for the year 1960 was 6.1 million.
By the end of April dealer stocks, season-
ally adjusted, had declined one-third from
the high level last autumn and were one-
tenth less than last spring.

As a result of the lower level of stocks
and the increase in sales, auto output rose
about 30 per cent from March to early May.
Industry schedules indicate that output will
be held at or above sales in the period im-
mediately ahead.

BUSINESS EQUIPMENT

Compared with the growth of 15 per cent in
production of consumer goods, activity in
the business equipment industries at its high
in mid-1960 only equaled its 1957 peak.
Output of business equipment turned down
last autumn and by March 1961 it had de-
clined about 5 per cent. In April produc-
tion of equipment increased.

The mildness of the curtailment in equip-
ment output contrasts markedly with ear-
lier postwar downturns. The recent de-
crease was about the same as the decline in
consumer goods, as the chart on page 513
shows. In 1957-58 the decline of 20 per
cent was several times as large as the de-
crease in consumer goods output.

Among the components of the equipment
total, there was no decline in the production
of office machinery, which includes elec-
tronic computers. Declines in both orders
and production of industrial machinery

were relatively mild, and new orders have
risen this year. Cutbacks were substantial
for railroad cars and trucks. Output of farm
equipment declined through the summer of
1960, but has risen in recent months.

Expenditures and internal funds. The mild-
ness of the capital goods decline has been
apparent in domestic capital expenditure fig-
ures. Surveys indicate that business spend-
ing for plant and equipment in the second
quarter of 1961 will be a little more than 5
per cent below the high a year ago. They
also indicate that spending will increase in
the second half and that for the year as a
whole planned spending will be about as
large as in 1960. This contrasts with an
actual decline in capital outlays of 17 per
cent from 1957 to 1958.

Within the plant and equipment total, the
decline began earlier and was larger for
equipment than for plant construction.
While equipment purchases and production
turned down last autumn, business construc-
tion put in place continued to increase to a
peak in January of this year. Since then,
it has declined only slightly.

Domestic business expenditures for equip-
ment declined more than total sales of equip-
ment because exports increased. The dollar
volume of machinery exports, after declin-
ing during most of 1957 and 1958, has been
rising since then, and in March was about
15 per cent above the 1957 level. Govern-
ment purchases of military equipment also
have increased since the middle of last year.

Corporate internal funds available for
business investment and other uses have
been large relative to corporate capital
spending. Internal funds exceeded capital
spending in 1959 and 1960, as the accom-
panying chart shows, whereas from early
1956 to mid-195 8 capital spending exceeded
the volume of internal funds.
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Corporate internal funds have declined
slightly since mid-1959. After a sharp in-
crease in the 1958-59 recovery, retained
earnings fell during the steel strike, recov-
ered somewhat in early 1960, and then de-
clined again. Depreciation allowances,
meanwhile, have continued to grow.

Output-capacity relationships. Among the
factors influencing investment decisions are
the pressures of output on capacity. These
have been less than in earlier postwar years.
In early 1960, when manufacturing produc-
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tion was at a record high, the rate of utili-
zation of manufacturing capacity appeared
to be about the same as in early 1957, but
it was lower than in earlier periods of high
production, as the chart shows. In the first
quarter of 1961, reflecting the mildness of
production curtailments, utilization of man-

ufacturing capacity was higher than in early
1958, but lower than in the 1953-54 re-
cession.

Because of the severity of the recent rate
of inventory liquidation, capacity utilization
for major materials fell in late 1960 to a
point nearly as low as in early 1958. Since
December, however, output of major mate-
rials has been rising and this has narrowed
the margin between capacity and output.

For electric utilities, margins between
peak loads and capability widened consider-
ably from a tight situation in the early post-
war years to some excess in 1958 and then
widened slightly further from 1958 to 1960.
Scheduled additions to capacity were cut
back substantially from late 1957 to mid-
1959 but there was some recovery after that.
For the last few quarters, scheduled addi-
tions have fluctuated within a narrow range.

INDUSTRIAL MATERIALS

Output of industrial materials declined 4
per cent during the first half of 1960, when
total industrial production was maintained,
and then declined 8 per cent further to a low
early this year. Production of final prod-
ucts declined only about 5 per cent from the
highs of mid-1960 and, as a consequence,
liquidation of inventories of materials pro-
ceeded at a rapid rate. Steel output reached
its low in December 1960, and output of in-
dustrial materials as a group has been in-
creasing since February.

The adjustment in production of indus-
trial materials was concentrated in durable
materials. The decrease in these materials
was about one-fifth compared with one-
fourth in the 1957-58 recession. Output
of nondurable materials was maintained
through the early summer of 1960, and then
declined 4 per cent, only about one-third
as much as in 1957-58.

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

May 1961



518 FEDERAL RESERVE BULLETIN • MAY 1961

Durable materials. Pronounced shifts in
demands for and inventories of metals, par-
ticularly steel, have had a strong influence
on the fluctuations in output of materials
over the past two years. After the 1959
strike, output of steel ingots rose sharply,
as shown in the chart. Total shipments of
steel mill products, including imports, to do-
mestic industries reached an advanced rate
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early in the first quarter of 1960 that re-
flected both recovery in activity in steel con-
suming industries and the rebuilding of their
inventories. The use of steel—as indicated
approximately by activity in steel consum-
ing industries—did not continue to expand
after early 1960, however, and steel inven-
tories continued to increase rapidly. As a
result demands for steel declined and steel
shipments and output fell.

Activity in steel consuming industries de-
clined only moderately from the first to the
second half of 1960. In the first quarter
of this year activity was reduced substan-
tially because of the cutback in auto pro-
duction and the further small decrease in
output of equipment. For the entire period,
however, the decrease in activity in steel con-
suming industries was much slower and
smaller than during the 1957-58 recession,
as the chart shows.

Steel production and shipments declined
much more than activity in steel consuming
industries from early 1960 to early 1961.
Reflecting the shift from rapid accumula-
tion of stocks to liquidation, shipments
declined by 45 per cent. This was a little
greater than in 1957-5 8. Inventory liquida-
tion in the recent period was at a rate equaled
or exceeded only during steel strikes.

By the end of 1960 steel stocks had been
substantially reduced and were still declin-
ing. Steel output turned up in January, and
the rate of increase accelerated after mid-
March as output of autos and other products
increased. By mid-May the seasonally ad-
justed rate of steel mill operations was 40
per cent above the December low. Ship-
ments of steel products changed little from
the fourth quarter of 1960 to the first quar-
ter of this year, but a sharp expansion is
occurring in the current quarter.

Liquidation of steel inventories was wide-
spread among major metal-consuming in-
dustries. The most severe liquidation was
in the business equipment industries. De-
creases in steel shipments to these industries
were about as large as during the 1957-58
recession despite the more moderate decline
in their production activities in 1960-61.

Cutbacks in output of consumer durable
goods substantially reduced steel consump-
tion in these industries. The cutbacks be-
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gan in mid-1960, when appliance produc-
tion was reduced, and accelerated from
October to January, when auto assemblies
were sharply curtailed. Shipments of steel to
these industries declined much more than
their use of steel, and by early 1961 inven-
tories had been reduced substantially.

Output of appliances and other durable
home goods showed some improvement in
the first quarter of 1961, and shipments of
steel to these industries increased. By early
May auto production was one-third above
the curtailed first-quarter rate.

There was liquidation of inventories of
steel and also of other materials in the con-
struction industries in 1960. Total output
of construction materials—including steel
products—in March was more than 10 per
cent below the advanced level of last July.
The total volume of construction activity
changed little from late 1959 to the spring
of this year.

Nondurable materials. The moderate ad-
justment in output of nondurable materials

in the second half of 1960 reflected mainly
a marked decline in textiles and a more
moderate reduction in industrial chemicals.
Apparel production declined almost as much
after July as it did in 1957-58. This, to-
gether with decreased demands for industrial
fabrics, led to a 15 per cent curtailment in
output of textile mill products. By April
textile output had risen 8 per cent from the
December low.

As a result of cutbacks in basic inorganic
chemicals and synthetic materials, produc-
tion of industrial chemicals declined more
than 5 per cent from mid-1960 to early
1961. Production has risen since then
under the impetus of recovery in steel and
textiles and, more recently, in autos.

At the low early this year, total produc-
tion of industrial materials was considerably
below the rate at which they were being con-
sumed. Output of materials increased
4 per cent from February to April, but pro-
duction and sales of final products also ex-
panded and inventory liquidation continued.
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