
Consumer Spending and Incomes

CONSUMER SPENDING on goods this year
has shown a further, uneven rise from the
advanced level reached in late 1962. Spend-
ing at retail stores increased only a little
during the first quarter and has been rela-
tively stable since then. Service expenditures
have increased steadily.

For the second quarter as a whole, total
consumer spending is estimated to have
shown a moderate rise to a new high, about
4.5 per cent above a year earlier. Mean-
while, average consumer prices have shown
only a small rise. And wholesale prices have
been generally stable.

Disposable personal income has risen
further; much of the increase this year has
been attributable to resumption of gains in
employment. With the labor force also
increasing, unemployment has continued
within a range of 5.5 to 6 per cent.

The large increase in consumer spending
last fall reflected mainly strength in demand
for automobiles. Purchases of new cars rose
sharply in October with the introduction of
new models. These increased purchases con-
tributed significantly to improved business
expectations after the leveling off in activity
that began at midyear. Since October, auto
sales have been unusually steady at record
levels.

Purchases of household durable goods
are larger by a sizable amount than they
were in the spring of 1962, but in recent
months gains have slowed. Increases in out-
lays for nondurable goods have been more
moderate and a little larger than growth in
population.

Consumer spending has risen a little faster
than disposable income over the past year.
Since last fall consumers have spent a some-
what larger part of their income than at any
time since late 1960. Purchases of nondur-
able goods still take the largest share of the
consumer dollar, but the proportion going
to services has risen fairly persistently.

EXPANSION IN SPENDING—1961-63

Consumption expenditures in the second
quarter are estimated at an annual rate of
$371 billion, a rise of 12 per cent from the
cyclical low in general business activity in
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early 1961. Most of the increase has been
in physical volume as average prices of con-
sumer goods and services have increased by
only 2 per cent over the 9 quarters.

Measured in constant dollars, consumer
purchases have risen less thus far in the cur-
rent expansion than they had at the corre-
sponding stage of the two previous cyclical
expansions. They have risen 10 per cent
from the cyclical low in economic activity
whereas in the 9 quarters following the
cyclical lows in 1954 and 1958 they had
gained 11.5 per cent. The rise in spending
for durable goods compares favorably with
earlier periods, but spending for nondurables
and for services is lagging by this standard.
For example, service outlays have increased
by only 9 per cent thus far in this expansion,
compared with 13 per cent in 1954-56 and
12 per cent in the 1958-60 period.

Durable goods, which on the average ac-
count for one-seventh of consumer pur-
chases, have provided almost one-third of
the increase in total outlays since the first
quarter of 1961. Typically, buying of dur-
able goods increases faster than other types
of purchases in periods of cyclical expansion
and rapidly rising incomes. Spending for
services has increased at about the same rate
as total consumption expenditures, while
outlays for food, clothing, and most other
nondurable goods have advanced more
slowly.

Since the spring of 1960—the preceding
cyclical high in general economic activity—
consumer purchases in constant dollars have
expanded by 9.5 per cent. This is almost the
same as in the corresponding period of the
1957-60 cycle but not so large as in
1953-56.

On a per capita basis, the increase in con-
sumption expenditures in constant prices has
totaled about 4.5 per cent over the past 3

years. It may be noted that the rate of popu-
lation growth recently has slowed somewhat,
amounting to 1.5 per cent over the past year
and 1.6 per cent over the preceding year,
compared with the postwar average of 1.7
per cent.

Autos. Purchases of new domestic cars,
including those by business and government,
have averaged 7.4 million units, seasonally
adjusted annual rate, beginning with the
new model year last October. Including im-
ports, total purchases have been at an an-
nual rate of approximately 7.75 million units.
This compares with 7.0 million for the full
year 1962 and with the previous record high
for a calendar year of 7.5 million in 1955.

Increased auto purchases have reflected
mainly gains in standard-size models. Sales
of compact cars, which had advanced
sharply from 1958 to 1962, have remained
near last year's level. In addition, for both
compacts and standard-size lines, the re-
cent trend has been to the more fully
equipped and higher-priced models. As a
result the average unit value of cars pur-
chased is up somewhat even though list
prices again showed little change last fall.

Purchases of used cars have also re-
mained high and so far in 1963 are about 5
per cent above a year earlier. Prices of used
cars have been at advanced levels, while
dealer stocks have risen considerably.

Although at a record rate, the current
volume of new car purchases does not ap-
pear so high in the light of continued growth
in population and incomes and the con-
tinued large volume of auto scrappage. Con-
sumer purchases of new cars so far this year
have accounted for a little over 4 per cent
of disposable income, far below the excep-
tional 5.3 per cent of 1955 and about the
same percentage as in most years since then.

During 1955, the number of cars on the
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NEW CAR SALES at record high
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NOTE.—Based on Ward's Automotive Reports. Annual rate for first 5 mos. of 1963 based on data available early June.

road increased by about 3 million, or 6.5
per cent. Since then, annual additions to the
stock have been smaller. It is estimated
that additions in 1962 totaled about 2.5
million, or 4 per cent of the 57.5 million
autos on the road at the beginning of the
year.

Rising incomes and ready availability of
instalment credit with long maturities have
been factors in increased demand for autos.
Other continuing influences have included
the movement to the suburbs, the increase
in the number of drivers per family, and
longer vacations. The move to the suburbs
in particular has quickened the growth of
multi-car families. Recent estimates place
their number at 8 million, double the num-
ber at the beginning of 1955.

Other goods. Consumer purchases of fur-
niture, appliances, television, and other
household equipment weakened in the
spring of 1962, but they have risen consider-
ably since then. In the second quarter of this
year they are estimated to be 13 per cent
above their recession low in early 1961. A
stimulating influence has been the large
volume of residential construction, which
has held at advanced levels longer in this

expansion period than at any time since the
early postwar period.

Demand has been strong this spring for
such products as dishwashers, clothes dryers,
and—despite persistent cool weather in
some parts of the country—air condition-
ers. Color television has been gaining in
consumer acceptance after an extended
period of slow growth. With a large majority
of households still without these products,
purchases for the most part have represented
initial acquisition rather than replacement.

Purchases of such staples as food, bever-
ages, tobacco products, drugs, and toilet
articles have increased steadily over this ex-
pansion period. Apparel purchases, which
usually show more cyclical fluctuation than
total nondurable goods spending, advanced
sharply early in the recovery period, then
leveled off after mid-1962.

Buying intentions. Buying plans for the
months ahead expressed in recent consumer
surveys have been broadly consistent with
the advanced level of durable goods pur-
chases already attained. The latest Quarterly
Survey of Consumer Buying Intentions, con-
ducted by the Census Bureau in mid-April,
indicated that more people were planning to
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buy new autos during the next 6 months
than a year earlier; the number planning to
buy was about the same as last October,
when the 1963 models were introduced.

Plans to purchase major household durable
goods such as washing machines, refriger-
ators, television sets, and air conditioners
indicated that buying should hold steady,
and perhaps increase, in the months ahead.
More households reported plans to purchase
one or more of these items than reported
such intentions in either January this year or
in April 1962.

Consumer prices. Average consumer prices
have risen by about 1 per cent over the past
year, about the same as the average annual
increase since the spring of 1958.

Prices of food and clothing—and the
average for all nondurable goods—have
risen by about 1 per cent from the spring of
1962. The cost of food spurted last Septem-
ber because of a sharp but temporary ad-
vance in meat prices, and again early this
year when winter freezes resulted in higher
prices for fruits and vegetables.

Prices of durable goods have shown
mainly seasonal movements over the past
year; prices are only about 2 per cent higher
than 5 years ago.

The cost of medical and personal care and
most other services has continued to climb
but at a slower pace than in earlier postwar
expansions. The rise in rents has slowed
markedly.

INCOMES

Underlying the advance in consumer pur-
chases has been expansion in disposable per-
sonal income. In May, personal income was
at a seasonally adjusted annual rate of $458
billion, 4 per cent higher than a year earlier.
But the rise was significantly smaller than
over the preceding 12 months.

Increases in social security taxes on in-
comes of employees and self-employed per-
sons, effective January 1, 1963, amounted
to $1 billion, annual rate, and had the effect
of reducing personal income by a corre-
sponding amount.

Wage income. Payrolls account for more
than two-thirds of personal income and for
the bulk of its fluctuation. Expansion in pri-
vate wages and salaries has been sizable
in recent months, following a period of
slight upward drift from the middle of last
year to early this year. From January to May
1963, private payrolls rose by $1.5 billion
a month, annual rate, compared with only
$250 million per month from last July to
January.

The slowdown in 1962 had centered in
manufacturing, where wages and salaries

PRIVATE payrolls advance in 1963
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were virtually unchanged from April 1962
to early this year. Over this period, wage
income rose moderately further in distrib-
utive and service activities.

The rise in private wage income since
January has resulted in large part from in-
creased employment in manufacturing. The
average workweek in manufacturing has
risen only a little, after allowances for
seasonal influences. Hourly earnings have
continued to advance, but the increase
throughout this expansion period has been
smaller than in earlier expansions.

Government payrolls, which amount to
less than one-fifth of total payrolls, have
continued to move up steadily. State and
local government employment and wage and
salary rates have continued their strong
postwar uptrend. Federal payrolls have risen
moderately over the past year, primarily as
a result of salary increases last fall for civil-
ian employees.

Other income. Transfer payments have
shown a pronounced upward trend mainly
because of payments under the old-age and
survivors insurance program, which are
now running at an annual rate close to $1
billion more than a year ago and $2.8 bil-
lion more than 2 years ago. Short-run fluc-
tuations in transfer payments have reflected,
to a large extent, unemployment compensa-
tion, which moves countercyclical^, and in
recent years the bunching of special pay-
ments to veterans. The bulge in transfer
payments in January, shown in the preced-
ing chart, was associated with advance and
special payments of Government life insur-
ance dividends to veterans.

Most other types of personal income—
including dividends and interest—have
risen fairly steadily throughout the expan-
sion period. Farm income, however, has
changed little.

SPENDING RATES

Since 1953, consumers have spent on the
average 93 per cent of their after-tax in-
comes on goods and services. Over that
period the spending rate has ranged between
92 and 94 per cent of income and has been
outside this range in relatively few instances.
In recent quarters the spending rate has
averaged 93.5 per cent, somewhat higher
than over the preceding 2 years.

Even moderate variations in the spending
rate can have significant implications for
economic activity. At current income levels,
for example, a change of 1 per cent in the

CONSUMER OUTLAYS average 93 per cent
of disposable income in post decade
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spending rate is equivalent to about $4 bil-
lion of purchases, annual rate.

The proportion of income spent on con-
sumption usually increases in periods of
cyclical expansion when demands for autos
and other durable goods are strong and
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when consumers make extensive use of in-
stalment credit to finance purchases. Rela-
tively low spending rates tend to occur in
recessions when durable goods spending is
reduced sharply.

For nondurable goods the spending rate
has drifted downward fairly steadily since
1953, reflecting the declining relative im-
portance of food and clothing outlays in the
consumer budget. The rather persistent rise
in the proportion of income devoted to serv-
ices has slowed only during strong cyclical
expansions in spending for goods, particu-
larly for durables.

Over the decade the rise in the spending
rate for services has about offset the decline
in the rate for nondurable goods. Spending
for these two categories currently accounts
for four-fifths of disposable income, not
much different from the rate in 1953.

The proportion spent on durable goods is
cyclically much more volatile than that for
nondurable goods and services. The trend
since 1953, however, has been virtually
horizontal—with perhaps a trace of down-
drift—and the proportion has ranged for
the most part between 12 and 13 per cent of
income. The bulge in 1955 reflected the
exceptionally high rate of auto purchases.

LIQUID ASSETS

Consumer holdings of liquid assets have in-
creased substantially over the past year.
From 1957 through 1961 holdings rose mod-
erately faster than disposable income, but in
1962 the rate of acquisition of assets ac-
celerated and by early 1963 consumer hold-
ings were equivalent to more than 90 per
cent of the annual rate of disposable income,
well above the 85 per cent of late 1961.

This rapid rise contrasts with earlier
cyclical experience. In other postwar ex-
pansions, as may be seen in the chart, the

LIQUID ASSETS high in relation to incone

NOTE.—Based on Federal Reserve estimates of consumer
holdings of liquid assets and Dept. of Commerce quarterly
estimates of disposable personal income, adjusted for seasonal
variation. Liquid assets consist of currency in circulation,
demand and time deposits at commercial banks, deposits at
mutual savings banks, shares in savings and loan assns. and
credit unions, and U.S. Govt. securities. Latest figures shown,
first quarter.

liquid assets-income ratio either declined or
rose only moderately, as consumers showed
preference for other forms of financial assets.

With the consumer spending rate chang-
ing relatively little over the past few years,
as indicated above, the sharp rise in con-
sumer holdings of liquid assets apparently
reflects primarily forces influencing con-
sumer preferences in portfolio composition.
An extended discussion of the relevant in-
fluences may be found in the special article
on liquidity beginning on page 756.

GROWTH RATES

Since 1947, consumer purchases of goods
and services in constant dollars have in-
creased at an annual rate of nearly 3.5 per
cent. This rate of growth was also closely
approximated in such significant subinter-
vals of the postwar period as 1947-55,
1947-57, and 1957-62. These growth rates
have been calculated using all years of the
period.

Purchases of goods, particularly durables,
increased faster in the first half of the
postwar period, and services faster in the
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second half. The more rapid rate for serv-
ices since the mid-1950's—about 4.5 per
cent per year—represents principally
stepped-up spending on medical care, edu-
cation, and personal services. Growth in
spending for housing services has tended
to slow down. For transportation services,
the growth rate has continued relatively low
largely because of the public's preference
for private automobile transportation.

From 1957 to 1962 the annual rate of
increase in consumer purchases of durable
goods was close to 4 per cent. This was less
than earlier in the postwar period mainly
because of slower growth in auto purchases.
Owing to the volatile cyclical pattern of
consumer spending for durable goods, as
well as various special circumstances, the
growth rate obtained is heavily dependent
on the choice of the time period used in
the calculation. The addition or subtraction
of even a single year may result in rather
large apparent changes in the rate of growth.

Consumer purchases of nondurable goods
in constant dollars increased by close to 2.5
per cent a year from 1957 to 1962, not much
different from the postwar period as a
whole. This rate is moderately higher than
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that for population growth. For food and
beverages, the growth rate has been some-
what less than the average for all nondura-
bles; for clothing and shoes it has been
about average. On the other hand, growth
has been more rapid for such varied non-
durable goods as drugs, cosmetics, paper
products, and gasoline.
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