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The Business Situation

Business activity has continued to decline this spring, 
but at a pace that may have slowed somewhat since the 
earlier months of the recession. Factory output and em
ployment are still being reduced but not quite so rapidly 
as during the winter, while construction activity, helped by 
the better weather, now appears to be experiencing some 
seasonal upturn. In March and April sales of new cars, 
though remaining far below year-earlier levels, at least 
declined no further, while department store sales improved 
(when allowance is made for seasonal factors such as the 
early date of Easter this year). Military ordering appar
ently has begun to advance somewhat, and a few indus
tries outside the defense sector also have reported that 
sales and orders seem to be leveling out for the present. 
After allowing for seasonal variations, total new orders 
received by manufacturers of durable goods declined only 
slightly in February and March.

The steadying in demand has not been sufficiently strong 
or widespread, however, to stave off further cuts in pro
duction. In most capital goods industries order backlogs 
are still shrinking, with the volume of incoming business 
failing by a considerable margin to close the gaps in work 
schedules which are developing as delivery is made on 
orders dating back to last year. In many lines, moreover, 
the slowing-down in the sales decline has apparently been 
matched by a speed-up in the liquidation of inventories, 
and has provided relatively little stimulus to current pro
duction. As a result, layoffs of industrial workers have 
continued at a very rapid rate, and unemployment in 
industrial areas has increased further. Total unemploy
ment did fall slightly in April to 5.1 million persons, as 
increased seasonal hiring in construction and agriculture 
offset the layoffs in manufacturing and related industries, 
but the reduction was much smaller than the usual March- 
to-April decline; the seasonally adjusted unemployment 
rate (unemployment as a proportion of the labor force) 
rose to 7.5 per cent, from 7.0 per cent in March.

In all the business cycles since World War I, the period 
of actual decline has exceeded eighteen months only once 
—during the depression of the early thirties—and in most 
other cases has lasted only about a year. With the present 
contraction already well into its third quarter, therefore, 
the tentative signs of a bottoming out that have recently 
begun to appear have been interpreted by some observers 
as conforming to the usual pattern. Whether a leveling-off 
in business activity does actually come soon evidently 
depends in considerable degree upon whether the current

steadying of demand is firmly enough based to withstand 
the continued downward pressures from declining em
ployment and incomes in some major industries. But 
paralleling the question whether aggregate effective de
mand will be maintained is another question of increas
ingly critical importance as the recession continues. Will 
price and cost rigidities prevent the flexible change and 
adaptation which a market economy must have if it is to 
restore that kind of balance between the composition of 
output and the composition of demand which will en
gender a resumption of sustained over-all expansion? How 
these questions will be resolved over the next few months 
no one can predict with assurance.

Several important forces will be at work, however, to 
slow the momentum of the recession. Among these are 
important official actions such as the prospective rise in 
military and other Government spending, the steady ad
vance of State and local government outlays, and the 
vigorous steps to ease credit taken by the Federal Reserve 
System. Partly as a result of these actions, moreover, both 
business and consumers appear to have remained confident 
that the deterioration will not proceed much further. 
Notwithstanding sharp declines in sales, most industries 
have only moderately curtailed the investment plans they 
held at the onset of the recession, while consumers on the 
whole have reduced their spending relatively little except 
on automobiles and other “big-ticket” items. Moreover, 
if manufacturers and distributors are to have the stocks 
needed to support present sales, or even somewhat lower 
rates of sales, they cannot continue the recent pace of 
inventory liquidation for many months longer.

There are some grounds for hoping that consumer will
ingness and ability to buy may soon be bolstered by a 
leveling off and ultimately a reduction in the cost of living. 
Retail prices of manufactured consumer goods other 
than food have already been edging lower for several 
months, and it seems only a matter of time until the recent 
spurt in food prices, which has largely reflected unusually 
bad weather and delayed cattle marketings, will be at least 
partly reversed. Meanwhile, the “cost of living” may be 
easing for business firms as well. Strong upward pressures 
on costs undoubtedly persist as hourly wage rates rise, 
and because many firms are forced to run their plants at 
substantially less than the production rates for which they 
are designed. On the other hand, industrial materials 
prices have been tending lower, and some equipment and 
similar items are becoming available below list prices.
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Furthermore, recent data suggest that wage costs (per unit 
of output) also may have turned downward, reflecting 
such factors as the installation of new machinery, the 
sharp reduction in overtime work at premium pay, and, 
quite probably, the greater efficiency to which the reces
sion has spurred both management and labor.

T H E  S C O P E  O F  T H E  R E C E S S IO N

The recession has made sizable inroads into production, 
employment, and profits in most nonfarm industries. 
(Farm income, on the other hand, has actually expanded 
by about 5 per cent since last August.) Unemployment 
rates have risen in all lines of work, even including the 
service industries and government, while output has con
tracted by at least 5 per cent in all but a handful (food, 
tobacco, chemicals, and printing and publishing) of the 
major industry groups included in the Federal Reserve’s 
industrial production index.

The breadth of the recession reflects the substantial de
clines that have occurred, over a relatively short span of 
time, in most of the major sources of demand (see

Chart I
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Chart I). In the second quarter of 1957, exports of mer
chandise began to recede from the unsustainable post-Suez 
peak. Federal purchases of goods and services started to 
fall in the third quarter of 1957. Business capital out
lays turned downward in the fourth quarter, and consumer 
purchases of durable goods, which had been more or less 
steady during 1957, dropped sharply in the first quarter 
of 1958. Moreover, as usually happens at turning points 
in demand, these declines have been accompanied by an 
abrupt shift from inventory accumulation to rapid liquida
tion, which, in effect, has been equivalent to a reduction 
of 10 billion dollars in the annual rate of current demand.

Some weakening of demand in most of these key sources 
also occurred in 1948-49 and 1953-54, but during neither 
of these earlier periods was there a comparable bunching 
of declines. Exports, in particular, were a source of 
strength in both the previous recessions, and the declines 
in consumer spending were relatively transient and mild, 
probably in part due to the tax cuts that took effect in 
mid-1948 and at the beginning of 1954. It is not surpris
ing, therefore, that over the first seven months (August- 
March) of the current recession, most of the comprehen
sive measures of business activity (see Chart II), such as 
gross national product, nonfarm employment, and indus-
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trial production have declined faster than during the 
corresponding periods of the earlier recessions. Indeed, 
measured in percentage terms, the declines in these indi
cators have already carried beyond those recorded for the 
full period of decline in 1953-54 and, generally speaking, 
about as far as in 1948-49.

Despite the more rapid contraction in business activity 
in the current recession, neither wholesale nor retail prices 
have responded to nearly the same extent as in the previ
ous postwar contractions. A considerable part of this dif
ference in price behavior is attributable to the recent rise 
in farm and food prices, which contrasts with a steep 
drop in 1948-49 and a more gentle decline in 1953-54. 
Unquestionably, however, nonfarm prices also have been 
“stickier” than during the earlier recessions. The reasons 
for the growing degree of cost and price inflexibility are 
probably many and complex; whatever they may be, how
ever, the current experience once again underscores the 
importance of policies to restrain general price rises during 
periods of prosperity, if the price level is to be kept from 
creeping progressively higher. As already suggested, there 
is basis for concern over whether the downward rigidity 
of some costs and prices may not, in effect, be prolonging 
the recession by delaying the corrective readjustments 
needed to overcome it.

T H E  CA PITA L. G O O D S  S E C T O R

One important contractionary force in the recession has 
been the drop in business outlays for new plant and equip
ment. Output in the capital goods industries has already 
been reduced by about 15 per cent since the peak reached 
about a year ago, but even so, shipments probably are still 
running ahead of new orders, and backlogs of unfilled 
orders are still falling. With the exception of work on 
public utility projects, which has remained at peak rates, 
roughly comparable declines have occurred in business 
construction and in contract awards for new construction.

The decline in capital investment reflects in part the 
sizable margins of unused capacity that have appeared 
in most major industries. On the basis of the recent 
McGraw-Hill survey, output in manufacturing is currently 
averaging only about 75 per cent of capacity, compared 
with over 90 per cent at the crest of the boom, and, while 
more difficult to measure, underutilization of facilities un
doubtedly also prevails in many segments of other indus
tries such as transport and retail trade. Of course, much 
of the present gap between consumption and potential out
put reflects the temporarily reduced sales rates and the 
liquidation of inventories associated with the recession, 
but some part of the margin probably represents capacity

built to meet future demand increases expected to accom
pany the secular growth in population and incomes. It is 
possible that a higher proportion of the heavy capital 
outlays in 1955-57 may have gone into expansion of 
capacity, and less into programs for raising productivity 
through the modernization of existing plant, than was gen
erally thought at the time.

According to the United States Department of 
Commerce-Securities and Exchange Commission survey 
released in March, businessmen expect to reduce their 
capital outlays for 1958 by about 5 billion dollars, or 13 
per cent, from 1957. Particularly sharp curtailments, 
ranging upward of 25 per cent, are anticipated by such 
industries as the railroads, primary metals, and autos, but 
almost all groups plan substantial reductions. The public 
utilities, which have scheduled a 4 per cent increase, are 
the only sizable sector in which plans are running counter 
to the general trend.

The retrenchment in outlays is to be accomplished, the 
results of the survey imply, by successive reductions in 
spending as the year progresses. By the end of the year, 
the drop in the outlay rate from the peak reached in the 
third quarter last year may approximately match the 20 
per cent decline which occurred in 1948-49.

C O N S U M E R  D E M A N D

While the decline in the output of consumer goods set 
in later than in the producer goods area, it has been more 
rapid; as a result, the drop in the two sectors is now 
roughly equal in magnitude. The deepest cutbacks have 
occurred in automobile assemblies, which in April were 
running 40 per cent below a year ago, but appreciable 
reductions have also been recorded in many other con
sumer goods lines. Total consumer spending in the first 
quarter was about 1 per cent below the summer 1957 
peak, but expenditures on food and services increased, 
perhaps to some extent at the expense of other, more 
postponable purchases, such as cars, other consumer 
durables, and clothing; spending on these latter items con
tracted by 8 per cent from the third quarter of 1957 
through the first quarter of this year.

The increase in outlays on food and services largely 
reflects the rapid rise in the prices of these categories. 
An increase of 1 per cent in the price of food and essen
tial services may be said to cost the public on the order 
of W 2 billion dollars annually; and these prices have ad
vanced by some 5 per cent since last year (see Chart III). 
It must be kept in mind, however, that the official con
sumer price index overstates the rise in living expenses to 
the extent that people can—and do—avoid the higher
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C h o n  III

C O N SU M E R  PR ICES A N D  M A J O R  C O M P O N E N T S
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P e rc e n t

Sou rce: U n ited  S ta tes  B ureau  of Labor S ta t is tic s.

prices by rearranging their purchasing patterns. This ap
plies particularly to foods; for example, consumers prob
ably have reacted to the sharp rise in the prices of fresh 
fruits and vegetables by switching to canned or frozen 
foods. In contrast to food and service costs, retail prices 
of durable goods have been drifting lower—new car prices, 
for example, were reported by the United States Bureau 
of Labor Statistics to have been less than 2 per cent higher 
in March than a year earlier, compared with a margin at 
model introduction time of over 4 per cent. There is also 
some evidence that the sharp and well-publicized price 
cuts on previously “fair-traded” appliances may have 
boosted total sales in these lines.

The fact that the decline in total consumer outlays has 
been so moderate is explained at least in part by a large 
increase in social security payments as more older per
sons file for retirement (probably because of the reduced 
availability of jobs) and by the sharp rise in unemploy
ment insurance and other public as well as private 
payments (such as the “supplementary unemployment 
benefits” provided by the labor contracts in the auto, steel, 
and some other industries). Since last August, the annual 
rate of government “transfer payments”, which most re
cipients presumably spend quickly, has increased by 3 
billion dollars, offsetting a third of the 9 billion drop 
(through March) in other sources of personal income.

In the past, sales of consumer durable goods have fre
quently tended to parallel fluctuations in the buying of 
new homes, and they may again. Private housing starts 
declined 17 per cent from the 1957 peak of 1,056,000 
units (annual rate) reached last August, to only 880,000

units in March 1958. In the last few months, however, 
there has been an unusually rapid increase in the avail
ability of mortgage funds, reflecting the easing of Federal 
Reserve credit policies, the reduction in the competing 
demands for credit on the part of businesses, as well as 
to some extent the raising of the maximum interest rates 
on Veterans Administration-guaranteed mortgages by the 
Emergency Housing Act. In addition, Federal Housing 
Administration and VA regulations have recently been 
liberalized in several important respects, including the 
removal of the downpayment requirements on VA mort
gages and the lowering of such requirements on FHA- 
insured mortgages to the extent authorized by the Act. In 
March and early April applications for approvals for new 
building under these programs increased. The data for 
housing starts in April, not available at this writing, may 
indicate to what extent this gain reflects a shift from con
ventional financing, and to what extent a net addition to 
the total volume of building.

One major area of demand that has continued to 
expand in the face of the recession has been State and 
local government spending, aided by the credit ease that 
has promoted the flotation of a record volume of munici
pal securities issues during the opening months of this year.

T H E  IN V E N T O R Y  S IT U A T IO N

While there have been sizable declines in the production 
of most types of finished goods, some of the deepest cut
backs have occurred in the production of materials and 
parts involved in the manufacture of a broad range of 
finished products—for example, steel, building materials, 
and fuels. Demand for these “general purpose” materials 
has been curtailed not only by the reduced demand for 
finished goods, but by rapid inventory liquidation on the 
part of both users and producers. In the first quarter, 
manufacturers’ inventories were being drawn down at an 
annual rate of close to 6 billion dollars, the fastest rate of 
liquidation recorded during the postwar period. Most of 
the reduction has taken place in the volume of goods-in- 
process, paralleling the drop in industrial output. Manu
facturers’ stocks of raw materials and of goods ready for 
sale (which usually account for two thirds of the total) 
have decreased only slightly, and still appear high in rela
tion to current output and sales rates—especially in view 
of the quick delivery now generally obtainable, and the 
“soft” price situation prevailing for a number of important 
products.

Through March (the latest month for which data are 
available) manufacturers’ sales were still falling faster than 
their inventories, so that inventory/sales ratios—probably
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one of the chief measures that influence inventory poli
cies—have continued to rise. On the basis of past 
experience, some leveling-off in sales will probably be 
required to bring about the initial reduction in inven
tory/sales ratios. While a downturn in these ratios 
would not necessarily signal an immediate end to the de
cline in inventories, it would suggest that the point of most 
rapid liquidation had been passed.

IN C O N C L U S IO N

The information now available concerning March and 
April developments suggests some lessening in the down
ward thrust of the recession. The contraction in total sales 
and orders has slowed down but, allowing for the effects 
of seasonal influences, output and employment are still 
falling. So far, business and consumer confidence appears

to have been well-maintained, but there is justifiable con
cern that this confidence might be undermined by heavy 
and prolonged unemployment with its attendant hardships 
and social strains.

In view of these considerations, with business activity 
still declining, and with only rather tentative indications 
of a leveling off yet apparent, recent Federal Reserve 
actions have been designed to assure a monetary environ
ment that will foster recovery. The machinery of finance 
cannot produce the changes needed to overcome the 
underlying causes of the recession nor assure the resump
tion of production. But, when the competitive forces of 
the market are bringing about the correctives, and the 
energy of government is providing a new stimulus, there 
should be an ample supply of credit—out in front of the 
economic needs—to help in fulfilling those needs.

Money Market In April

Federal Reserve Bank discount rates and member bank 
reserve requirements were both lowered in April, for the 
third reduction in each since the beginning of the year. 
Reflecting these moves and other market influences, aver
age free reserves rose to 536 million dollars, the highest 
monthly average since late in 1954, and most market 
interest rates adjusted downward to lower levels. The 
capital markets were particularly active, with a large vol
ume of new offerings successfully floated at generally 
declining yields, including a 3.9 billion dollar intermediate- 
term cash borrowing by the Treasury which was heavily 
oversubscribed and soon quoted at a premium bid.

On April 17 discount rate reductions from 2 XA  per cent 
to 13A  per cent, effective on the following day, were 
announced by the Federal Reserve Banks of New York, 
Philadelphia, Chicago, St. Louis, and Minneapolis. Six 
other Reserve Banks made similar cuts during the follow
ing two weeks, with the new 13A  per cent rate taking effect 
on April 22 at the Reserve Banks of Boston and Atlanta, 
on April 25 at the Reserve Banks of Cleveland, Rich
mond, and Kansas City, and on May 1 at the Reserve 
Bank of San Francisco. At the end of the month only the 
Federal Reserve Bank of Dallas remained at 2V4 per cent.

The Board of Governors also announced on April 17 
that member bank reserve requirements against net de
mand deposits would be lowered by Vi of 1 percentage 
point at reserve city banks (effective on April 24) and by 
1 percentage point at central reserve city banks (Vi ol 1 
percentage point effective on April 17 and the other Vi of

1 percentage point effective on April 24). Reserve re
quirements against net demand deposits at country banks 
remained unchanged, as did requirements against time 
deposits at all member banks. The new reserve require
ments against demand deposits are thus 18 per cent for 
central reserve city banks, I 6V2 per cent for reserve city 
banks, and 11 per cent for country banks; against time 
deposits they remain at 5 per cent for all member banks. 
About 450 million dollars of reserve balances were re
leased by this reduction, making a total of close to 1.5 
billion freed in this manner thus far this year.

The decline in market interest rates extended over a 
broad front. After having fallen almost steadily since last 
October, Treasury bill yields held relatively close to the 
1 Vs per cent level during most of the month, but rates on 
commercial paper and bankers’ acceptances both de
clined—by % per cent and Vk per cent, respectively— 
partly in adjustment to the prior declines in bill yields. 
And in the wake of the cut in the discount rate, the princi
pal banks in New York City and the other financial centers 
lowered their lending rates to prime customers from 4 to 
3 V2 per cent, the second V2 per cent reduction during the 
year thus far. Bond yields also declined on balance over 
the course of the month, with average yields on outstand
ing long-term Treasury and seasoned high-grade corporate 
and municipal securities all falling by about Vs of 1 per 
cent. The effective rate for Federal funds fluctuated con
siderably from day to day, but at all times remained below 
the discount rate.
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The B usiness Situation

Recent business developments have been moderately 
encouraging. While the bottom of the recession may still 
not have been reached, there are now more signs that it 
may be near. Although optimistic in that sense, the signs 
cannot yet be taken as evidence that an early upturn is 
in prospect.

Steel and automobile production increased contra- 
seasonally in May, and the latest data on insured unem
ployment suggest that total unemployment, account being 
taken of seasonal influences, may not have increased 
further during that month. Some of the statistics now 
available for April also seem to foreshadow a relative im
provement in the trend of production. Thus, the rate of 
military ordering during that month ran considerably 
above that recorded at the beginning of the year; the pro
tracted decline in other new orders received by manufac
turing firms appears to have slowed down markedly; total 
manufacturers’ sales fell only slightly, in contrast to steep 
slides in each of the preceding five months; and housing 
starts showed a modest rise.

More significant perhaps than the month-to-month 
changes in individual series relating to production, orders, 
and employment are the signs that total consumer expendi
tures have been holding up well and that business confi
dence remains strong. Thus, retail sales rose in April, 
on a seasonally adjusted basis, and a continued favorable 
appraisal of the longer range outlook appears to be re
flected in the recent behavior of the stock market and in a 
number of surveys of business sentiment. All in all, recent 
developments suggest that the rate of aggregate final de
mand for goods may now be holding relatively steady. If 
such demand holds up, then a rise in over-all output could 
result from a mere slowing-down in the rate of inventory 
liquidation. While the indications are that the inventory 
adjustment is not yet over, the reduction in inventories 
in the current quarter may well be proceeding at a slower 
pace than in the first quarter (when it amounted to $9 
billion, on a seasonally adjusted annual basis) and may 
diminish further in coming months.

Total industrial production fell another two points in 
April, chiefly reflecting further cutbacks in the output of 
capital goods, automobiles, steel, coal, and iron ore. How
ever, later weekly reports indicate that production in 
several important industries has stopped declining or has 
even increased since the end of April. Steel production, 
in particular, began to move upward after touching a low 
of 47.0 per cent of capacity in the week begun April 21,

and during the first week in June scheduled produc
tion was estimated at 60.8 per cent of capacity. Higher 
demand from the construction industry and, to a lesser 
extent, from the farm equipment industry reportedly 
accounted for much of the rise. It is possible that, as in 
the last few years, hedging against another price increase 
at midyear also has been a factor in the upturn. Petroleum 
production appears to have stabilized at a level that has 
permitted heavy inventories to be reduced. Auto pro
duction actually increased somewhat in May but, according 
to industry reports, may be cut back sharply in the third 
quarter to less than half the year-earlier rate, mainly in 
order to reduce dealer inventories substantially before the 
end of the annual model change-over period, which is 
scheduled earlier this year than last. Finally, loadings of 
“miscellaneous and less-than-carload” freight—often a 
sensitive measure of total industrial activity—have been 
showing some improvement in recent weeks, although 
electric power output, another such measure, has not reg
istered any net gain.

The indications of a leveling-off in the decline in manu
facturing activity in recent weeks appear to be cor
roborated by weekly data on insured unemployment that 
have become available since the release of the last com
prehensive statistics on employment and unemployment 
collected in mid-April. During the five weeks ended May 
17, the unemployment insurance benefit rolls were reduced 
by some 344,000 persons, significantly more than the 
number of unemployed who have been dropped from the 
unemployment compensation rolls because they have ex
hausted their benefit rights. In general, it seems likely that 
total unemployment, after seasonal adjustment, was little 
changed in May, following the steep rise of the past several 
months. However, since more than 2 million graduates 
and students are expected to enter the labor force at the 
end of the school year, the actual number of unemployed 
in June might temporarily rise to more than 6 million per
sons, according to Labor Secretary Mitchell.

Despite the job losses and part-time employment 
brought on by the recession, retail sales have held up 
well. Final data indicate that total retail sales after sea
sonal adjustment showed no change between February 
and March (the preliminary figure had indicated a de
cline), and rose 2Vi per cent in April (see Chart I). This 
would leave the dollar volume of March and April sales 
combined only about V2 per cent below the corresponding 
months a year ago. (Weekly data covering most of May
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ing spending, even though such refunds are not included 
in personal income. From the beginning of March to 
mid-May refunds amounted to $3.3 billion, compared 
with $2.2 billion last year. By mid-May, however, the 
payment of refunds had largely been completed.

While the retail sales total has been well maintained, 
there have been significant changes in the pattern of con
sumer spending. During the present downturn consumers 
have shown, as in the preceding postwar recessions, that 
when confronted with a temporary reversal in the eco
nomic climate they seek mainly to maintain their accus
tomed purchases of foodstuffs and essential services, which 
account for about one half of total consumption expendi
tures. Indeed, the strength of total retail sales has to a 
considerable degree reflected the fact that the physical 
volume of food and services purchased has remained 
roughly constant despite continuing price increases. A 
further rise in food costs, which was again largely attribut
able to seasonal factors and temporary supply shortages, 
pushed the consumer price index up another 0.2 percent
age points in April; service prices also continued to rise 
during the month, but prices of many durable and non
durable goods edged downward.

The rise in the cost of those purchases which consumers 
have attempted to maintain may well have been an ele-

suggest that department store sales may have risen about 
seasonally in May, while auto sales apparently showed 
little change.)

One of the major factors underlying the strength of 
consumer spending has been the steadiness in personal 
income. In both March and April, personal income actu
ally expanded slightly; these were the first increases re
corded since last summer. Wages and salaries continued 
to decline, although less rapidly, but in both months the 
decline was more than offset by a $1 billion rise in the 
annual rate of government transfer payments,1 mainly in 
social security benefits and unemployment compensation 
outlays, and by a further rise in farm income, which has 
been moving upward through the recession. In addition, 
consumers have benefited from increases in receipts not 
included in the current personal income total, such as 
private pension payments and supplementary unemploy
ment benefits. (Employer contributions to pension and 
similar funds are included in personal income at the time 
they are paid in, rather than when these funds pay out 
benefits.) A substantial acceleration of Federal income 
tax refund payments in recent months has probably also 
played an important, though temporary, role in sustain-

1 About one third of the April increase was due to a special divi
dend payment to World War I veterans holding United States 
Government life insurance.

Chart II

PRIVATE NONFARM HOUSING STARTS, AND FHA 
APPLICATIONS AND VA APPRAISAL REQUESTS

Annua l rates, 1956-58  

Thousands of units Thousands of units

Sources: United States D epartm ent of Labor, Federal Housing Adm in istra tion ,  
and  Veterans Adm inistration.

Chart I

PERSONAL INCOME AND RETAIL SALES 
MONTHLY, 1957-58

S e a so n a lly  ad ju sted  an n u a l rates

B illions of do llars

1957

Source: U n ited  States Departm ent of Com m erce.

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

June 1958



76 MONTHLY REVIEW, JUNE 1958

ment in reducing their ability and willingness to purchase 
household goods and other durables. The lack of buoyancy 
in consumer demand for major durable goods seems 
largely attributable, however, to the general feeling of un
certainty and the apparently widely shared view that prices 
have risen too high. A survey of a group of consumers 
enjoying relatively high and steady incomes, analyzed 
by the National Bureau of Economic Research, revealed 
that in early April these consumers planned to spend 
10-20 per cent less on durable goods in the six months 
from the date of the survey than they had planned last 
October, when a comparable survey was taken. While in 
the past this group’s spending intentions have, according 
to the National Bureau, closely paralleled subsequent pur
chases of the general public, it must of course be em
phasized that these plans cannot do more than reflect 
consumer attitudes at the time such a survey is taken and

-that they may be changed in response to the actual course 
of later events.

Consumer spending for housefurnishings and related 
items may receive some lift from an upturn in residential 
building, an area where a number of hopeful signs have 
begun to appear. In past recessions, this strategic sector of 
the economy has played an important role in spurring 
business activity. This may be happening once again 
under the stimulus of easier credit conditions and the 
special measures recently taken to bolster Federally 
assisted home building. In April, housing starts increased 
to a seasonally adjusted annual rate of 950,000 units 
(see Chart II). Moreover, the April rise does not appear 
to have yet fully reflected the stimulus from the easing of 
the VA-FHA programs; requests for approvals under 
these programs rose sharply in March and April and in 
the latter month were at the highest rate since May 1956.

M oney M arket In M ay
Member bank reserve positions eased further in May. 

Movements of currency into circulation and additional 
purchases of gold by foreign central banks caused an 
almost continuous drain on reserve balances during the 
period, but these losses were offset by other factors, in
cluding principally an increase of $384 million in System 
holdings of Treasury securities between April 30 and 
May 28.

The tone of the money market reflected these System 
purchases and the resulting ample supply of reserves. 
Although the volume of free reserves in the banking 
system as a whole was little changed from April, there 
was a shift in the distribution toward the central re
serve city banks. Treasury bill yields declined steadily, 
with the longest outstanding issue falling from about 1V4 
per cent bid at the beginning of the month to 1 per cent 
at midmonth and to about 5/s of 1 per cent by the close. 
The effective rate for Federal funds fluctuated between 1V* 
per cent and Vs of 1 per cent, holding well below Vi of
1 per cent during most of the latter part of the month. 
Quotations on bankers’ acceptances and commercial paper 
also moved lower. However, the capital markets were 
hesitant, and average yields on seasoned high-grade long
term corporate and municipal bonds and on longer Treas
ury issues either were fairly stable or rose slightly during 
May. New corporate and municipal offerings were ac
corded a mixed reception, in large part because of the 
continued large volume of new flotations during the month 
and uncertainties surrounding the terms of the Treasury’s 
large borrowing operation scheduled to take place in June.

The terms of the Treasury’s offering were announced on 
May 29 and are outlined below in the discussion of the 
Government securities market.

On May 8 the Federal Reserve Bank of Dallas an
nounced the reduction of its discount rate from 2Va per 
cent to 1% per cent, effective on May 9. All twelve of 
the Reserve Banks are now at 1% per cent.

M E M B E R  B A N K  R E S E R V E  P O S I T I O N S

Average member bank free reserves rose slightly to 
$531 million during the four statement weeks ended May 
28, thus reaching the highest level since late in 1954. The 
May level was about $40 million above the average for 
April and about $1 billion above the level of net borrowed 
reserves prevailing during August-September of last year. 
Excess reserves expanded from $623 million in April to 
$647 million in May, while member bank borrowing from 
the Reserve Banks declined slightly to an average of $116 
million.

Purchases of gold by foreign central banks and related 
foreign account transactions resulted in reserve losses 
amounting to about $400 million over the four weeks. 
Since mid-February reserve drains attributable to gold and 
foreign account transactions have aggregated approxi
mately $1.1 billion, reversing the gold flow into this 
country that had taken place throughout 1957. In addi
tion, a large demand for currency absorbed almost $300 
million of reserves during the month.

System open market operations served as the principal 
offset to the reserve losses during May, with total System
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The Business Situation

Industrial production, nonfarm employment, and wage 
and salary payments increased in May for the first 
time since the beginning of the recession, and some further 
improvement may have taken place in June. Modest im
provements do not, of course, rule out the possibility that 
the economy may bump along somewhat above or below 
current levels for some months to come. While the worst 
of the business decline may be over, the timing and vigor 
of the recovery still remain uncertain.

The Federal Reserve Board’s index of industrial pro
duction advanced 1 point in May, after having dropped 
19 points, or 13 per cent, in the preceding eight months; 
the strength came mainly from higher steel and automo
bile output. Subsequent weekly reports for June indicate 
at least no decline in total production, and in some in
dustries an improvement. The most notable recovery in 
June was recorded by the steel industry, which raised 
its operations to some 63 per cent of capacity, about one- 
sixth above the May tonnage but still about one-fifth below 
that of a year ago. Much of the rise in steel output appears 
to have been in response to hedge buying in anticipation 
of a steel price increase in July. As a result, the cutbacks 
during the July vacation period may be more extensive 
than usual; in the first week of July output was scheduled 
to decline to 52.7 per cent of capacity. However, the 
need of various steel consumers to replenish their very 
low inventories, which also contributed to the June in
crease in output, may not yet have been fully satisfied.

Automobile assemblies in June were maintained at 
about the May level, account being taken of seasonal in
fluences. But present industry plans for an early model 
change-over suggest that auto output will be cut back 
during July and August. The petroleum industry, on 
the other hand, appears to have the worst of its slump 
behind it and has succeeded in greatly reducing its previ
ously excessive inventories. Both crude oil output and 
petroleum refining edged up further in June, and another 
advance in domestic crude oil flow is in prospect for July.

The seasonally adjusted total unemployment rate in 
May fell for the first time in over a year, to 7.2 per cent 
of the labor force from 7.5 per cent in April. Similarly, 
the number of wage and salary earners in nonagricultural 
establishments in May registered the first seasonally ad
justed rise since the beginning of the recession. Nonethe
less, employment in manufacturing fell once again, al
though by the smallest amount since June 1957. Since 
mid-May, the total of insured unemployed has dropped 
sharply, apparently indicating a continuation of a more-

than-seasonal increase in employment. However, the 
usual expansion of the labor force at the end of the school 
year is believed to have greatly exceeded new job oppor
tunities in June.

The May upturn in employment was accompanied by 
a lengthening in the workweek and, as wage rates were 
steady, total payrolls (after seasonal adjustment) rose 
slightly, after having fallen continuously since August. 
Total personal income, strengthened by a further increase 
in government transfer payments, advanced again in May, 
to a level less than 1 per cent below the August 1957 peak. 
In June, the flow of personal incomes felt the stimulus of 
the recently voted military pay increases. These increases, 
together with the newly approved higher salaries for Gov
ernment employees, which will become effective in July, 
will mean an addition of some %IV2 billion to the annual 
personal income stream. Moreover, since most of these 
pay raises are retroactive to the beginning of the year, 
Government workers will also receive lump sum payments 
totaling about $350 million during July and August. For 
individual Government workers these lump sum payments 
will mean significant windfalls, some of which might well 
be spent on major durable goods.

The protracted decline in the sales of durable goods 
came to a halt in March and was followed by a slight 
pickup in the April-May period. As retail sales of non
durable goods also turned up—from a much smaller dip— 
total retail sales averaged 3 per cent above the February- 
March lows and matched the average of April and May 
a year ago. In June, department store sales and automo
bile sales appear, according to data for the greater part of 
the month, to have matched the May pace. The steadi
ness of consumer spending is the more heartening as it 
has not been supported by an expansion of credit; in 
fact, consumer instalment credit has been declining since 
February (on a seasonally adjusted basis). The reduction 
in instalment credit and an increase in liquid savings may 
both be viewed as favorable omens, since they indicate 
that consumers are now in a stronger position from which 
to step up their purchases.

Recent trends in business inventories have also been 
encouraging. Inventories have been drawn down at an 
unprecedented pace in this recession, but by now the 
liquidation of inventories may well have slowed somewhat. 
As a result, this drag on production may have ceased, for 
even a reduction in the rate of inventory liquidation means 
that fewer goods are supplied from stocks instead of from 
new production. Since inventories are held to meet cur-
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men plan to reduce their capital spending further during 
the remainder of this year, the presently anticipated re
duction would be some 3-4 per cent in each of the last 
three quarters of 1958 as against an actual drop of 11 per 
cent in the first quarter. As was expected, the survey 
showed that capital spending plans for the whole of 1958 
were revised down, to a level 4 per cent less than the 
amount anticipated for 1958 in the previous Commerce- 
SEC survey released in March and 17 per cent below the 
record outlays of 1957.

Despite the continued decline in business spending on 
new plant construction, construction activity as a whole 
shows signs of an upturn, as home building and public 
construction are picking up. Private nonfarm housing 
starts in May recorded the second consecutive increase, 
the seasonally adjusted annual rate rising above 1 million. 
At the same time, the upsurge in Federal Housing Admin
istration and Veterans Administration-mortgage applica
tions continued, indicating a further expansion in starts 
under these programs in coming months. Moreover, 
brighter prospects for public construction are suggested by 
May data for construction contract awards released by 
the F. W. Dodge Corporation. The outlook for highway 
construction, in particular, seems encouraging. According 
to a recent survey, a jump of one third in contract awards 

rent and anticipated sales, the relationship of inventories for State and toll-highway projects appears to be in 
to sales provides some indication of prospective inventory prospect for 1958 as compared with 1957. 
movements. Until recently, inventory-sales ratios con
tinued to grow, as sales dropped more rapidly than inven
tories (see Chart I ) . In April the ratios declined at both 
the retail and wholesale trade levels, reflecting increases 
in sales together with further sharp cutbacks in inven
tories. In manufacturing, the ratio was unchanged in 
April but declined in May. While past inventory-sales 
ratios are not necessarily a firm guide for the future, it is 
significant that the retail inventory-sales ratio in April was 
at the lowest level in the past seven years, except for a 
part of 1957. In contrast, manufacturers’ stocks as com
pared with sales remain near their all-time peak, substan
tially above past levels. On balance, there seems to be 
little doubt that inventories—notably in the manufacturing 
area—will continue to be drawn down for some time, 
although probably at a reduced rate.

Plant and equipment expenditures, on the other hand, 
are likely to exert downward pressure on the economy for 
some time. The drop in fixed capital spending from the 
peak in the third quarter of 1957 to the first quarter of 
this year has been sharper than was foreseen earlier, 
according to the latest survey conducted by the United 
States Department of Commerce and the Securities and 
Exchange Commission (see Chart II) . While business-
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The Business Situation

It seems probable that business activity passed a low 
point in April and has recovered moderately since that 
time. Production has advanced along a broad front, con
struction work has increased, and total sales and orders 
have continued to improve. Employment has expanded, 
hours of work have lengthened sharply, and personal in
come is probably at an all-time high. Even though 
the number of students and graduates entering the job 
market in May and June was close to the record totals 
of 1956 and 1957, unemployment increased only about 
seasonally to 5.4 million, when just a few weeks earlier 
it had been feared the total might reach 6 million. Unem
ployment as a proportion of the labor force dropped from 
7.2 per cent in May (seasonally adjusted) to 6.8 per cent 
in June (see Chart I) .

In July, moreover, although the data are still frag
mentary, business apparently improved in many lines. 
Steel production declined only about seasonally, and 
new orders reportedly held up better than expected. 
Petroleum output increased and is scheduled to gain fur
ther in August, while demand for both natural and syn
thetic textiles is reported to have firmed somewhat. 
Construction activity appears to have started on a strong 
summer surge; housing starts increased in June for the 
fourth consecutive month, and, beginning with May, con
tracts for public construction have been awarded at record 
rates. Personal income was bolstered by the Federal Civil 
Service pay increases and retroactive payments, and de
partment store sales increased sharply; auto sales appar
ently showed only the usual seasonal drop. On the other 
hand, a number of reports of unusually prolonged vacation 
shutdowns suggest a good many industries must still be 
trying to reduce excessive inventories. Moreover, while 
total new orders received by equipment manufacturers re
mained steady or rose slightly in the second quarter, prob
ably reflecting the sharp increase in military orders, 
backlogs of orders in the capital goods industries are 
apparently still on the decline.

An added note of uncertainty has been injected into 
the business picture by the Middle East crisis. It is possi
ble that the crisis may lead to higher military spending 
and to some precautionary inventory buying both here 
and abroad— even though, as in the case of the Suez 
crisis, these increases in demand might be transitory. Of 
course, the fear of war and shortages has strengthened the 
upward pressures on raw-material prices that already ap
peared to be emerging even before the crisis broke out. 
Increases have just been announced for steel and alumi

num prices, and there also have been more frequent 
reports of price increases, actual or under consideration, 
on items that are primarily consumer goods, such as autos, 
apparel, tires, and gasoline. In the few weeks since mid- 
June, the industrial wholesale price index has regained 
almost all of its earlier small decline (about % of 1 per 
cent) from the January 1958 record.

While there have been further increases in wage rates, 
the price pressures may be eased to some extent by in
creases in productivity, if output continues to rise and thus 
moves closer to the optimum rates for which plants and 
equipment have been designed. In addition, competitive 
restraints resulting from ample capacity and the large 
inventories still on hand in some lines also may help to 
keep prices from rising. On the other hand, recovery is 
often associated with a climate in which resistance to 
higher prices and to wage demands tends to weaken.

If April does turn out to have marked the recession 
low and business trends continue upward, the 1957-58 
business contraction will have been not only the sharp
est and most severe of the postwar period but also the 
shortest. It is prudent to recall, however, that during 
the earlier postwar recessions of 1948-49 and 1953-54, 
the initial strengthening in business activity was followed 
by a mild setback, so that in both these instances the 
economy may be described as having “bumped along 
the bottom” for several months before embarking on a 
sustained upturn. While the recent gains in output and 
employment have been larger than the initial improve
ments in 1954, they are no greater than in 1949. How
ever, the advance in output and employment has been 
broader than in either 1954 or 1949, in terms of the num
ber of industries participating. Between April and June, 
for example, almost every major category of the industrial 
production index showed a gain of at least 2 points, and 
employment also increased significantly in such nonmanu
facturing industries as construction and retail trade.

S O U R C E S  O F  T H E  I M P R O V E M E N T

The recent improvement has come somewhat sooner 
and more vigorously than many observers had perhaps 
anticipated. Taking into account the more drastic cut
backs in business investment, both in plant and equipment 
and inventories, the abnormally sharp drop in consumer 
purchases of automobiles, and the more rapid spread of 
unemployment, the recession appeared to many to have 
gathered considerably more momentum than the earlier
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plus (at a seasonally adjusted annual rate) of nearly $3 
billion, to a net spender with a deficit of $12Vi billion.

A significant part of the growth in net government out
lays reflects higher spending by State and local gov
ernments. Although the recession has tended to pinch 
municipal revenues, the reductions in receipts have appar
ently been offset in most cases by higher tax rates, in
creased Federal grants under the highway and other 
programs, and by the greater volume of funds and more 
favorable terms available for new borrowing. Between the 
first and third quarters of 1957, State and local purchases 
had shown virtually no increase. Since then, however, 
such spending has been advancing rapidly; through the 
second quarter of 1958, the gain amounted to about 9 
per cent or, in terms of seasonally adjusted annual rates, 
to over $3 billion.

Federal purchases and payrolls, on the other hand, did 
not turn upward until quite recently. (In 1953-54, it may 
be recalled, they declined throughout the recession.) But 
while actual outlays were roughly stable, orders for heavy 
military equipment were being stepped up sharply, from 
a curtailed annual rate of $8 Vi billion in the third quarter 
last year to more than $20 billion (if schedules have been 
met) in the second quarter of 1958. For the first half of 
1958, these orders for military equipment amounted to 
some 15 per cent of all orders received by all manufac
turers of durable goods, and the subcontracts and the

postwar recessions. Nevertheless, the contraction—if it is 
indeed over—has, as already noted, been even briefer than 
its two postwar predecessors.

While it is too early for a definitive analysis of this 
favorable turn of events, it seems clear that much of the 
explanation is to be found in the massive support provided 
by the government sector, which has been of consider
ably greater importance than has been generally realized. 
Indeed, the swing from surplus to deficit appears to have 
been faster and larger than during the recession periods 
of either 1948-49 or 1953-54—despite the tax cuts which 
reduced revenues in each of these periods. Partly as a 
result of the operation of the “built-in stabilizers”, partly 
as a result of anti-recession legislation, and partly as a 
result of other measures not primarily related to the reces
sion, total government spending (Federal, State, and 
local) rose from a seasonally adjusted annual rate of 
$114Vi billion in the third quarter of 1957 to $123Vi 
billion in the second quarter of 1958 (see Chart II), and 
seems likely to increase considerably further. Over the 
same interval, receipts fell from over $117 billion to an 
estimated $111 billion. Thus, within three quarters, the 
government sector turned from a net “saver”, with a sur-
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purchases of materials and parts by the companies that 
received military orders may well have accounted for a 
further significant fraction of the over-all order volume. 
Activity in the military equipment industries, which had 
been declining earlier, stabilized soon after the increase in 
orders began and recently may have started to expand.

Above and beyond the increased purchases, payrolls, 
and orders, government outlays under various benefit pro
grams also showed a much sharper increase than in the 
earlier postwar recessions. Such “transfer” payments 
jumped by billion (annual rate), or more than 20 
per cent, between September and April. About %2Vi billion 
of the rise occurred in unemployment insurance payments, 
and about %IV2 billion in public retirement benefits, as 
many older persons took advantage of the liberalized pro
visions enacted in 1956 for women and the self-employed. 
The rise in these transfer payments offset fully half the 
contraction in wage and salary earnings between last 
August and the April low, and largely explains why the 
decline in total personal income during the recession was 
so moderate. Other important factors which contributed 
to the maintenance of personal income were the sharp 
expansion in farm proprietors’ income and the well- 
sustained level of dividends; in the first quarter of 1958, 
dividend payments equaled the year-earlier total although 
after-tax corporate profits had declined by about one third. 
At its recession low in February, personal income had 
declined only IV2 per cent from its all-time peak, and this 
loss had been almost completely recovered by June.

The steadiness of personal income in turn helps to ex
plain why, as in the previous recessions, total consumer 
spending held up so well. Despite the pronounced weak
ness in the demand for consumer durables and the con
traction in instalment credit, aggregate consumer buying 
dropped less than 1 per cent between the third quarter of 
1957 and the opening quarter of 1958, and most of this 
drop was made up in the second quarter. Notwithstanding 
the growth in unemployment and the shortening of work
weeks, which may have affected at one time or another 
as many as one out of every four families, consumers 
were apparently determined to maintain prosperity stand
ards of living wherever possible. Outlays on food and 
services increased in line with the prices of such items, 
and generally speaking there did not seem to be any wide
spread shift in consumer demands toward goods of lower 
quality.

This summer, a variety of special developments are 
bolstering incomes. By the last week in July, over half 
a million persons had filed for benefits under the 
new legislation that authorizes the continuation of pay

ments to persons who have exhausted their unemployment 
insurance credits. The Federal civilian and military pay 
increases have added about $1 V2 billion to the annual 
rate of personal income, and widespread pay increases are 
occurring in industry under long-term contracts and cost- 
of-living escalator clauses, as well as under newly nego
tiated contracts. The payment of the retroactive portions 
of the Federal increases is providing a further very large, 
although temporary, boost. Meanwhile, the monthly rate 
of instalment repayments has been drifting lower, as 
people complete repayment on old obligations and take 
on fewer new ones. Finally, the rise in food prices was 
halted in May and June, and these prices may well turn 
down at least seasonally later in the year. These devel
opments suggest that many consumers may soon find their 
discretionary incomes substantially enlarged, quite apart 
from the growth in such incomes that would result if eco
nomic recovery were to gather strength and many of the 
unemployed again found jobs.

However, the fact that spending on goods and services 
that people regard as essential remained strong during the 
recession, when incomes were declining, does not neces
sarily imply that spending on less urgent items will rise 
sharply when incomes expand. The latest survey of con
sumer attitudes by the Michigan Survey Research Center 
does show that people generally feel more optimistic about 
the business outlook than they did last fall, and that more 
of them think the present is a good time to buy. But the 
Survey also notes a slight decline in buying plans for major 
durable goods, and reports a substantial increase in the 
number of respondents who expect prices to go down over 
the coming twelve months. On the whole, therefore, the 
Survey suggests that, although the public may be in a 
better frame of mind to make discretionary purchases, it 
may require vigorous selling to convert this attitude into 
actual sales.

P R O G R E S S  I N  I N V E N T O R Y  L I Q U I D A T I O N

The current pickup in over-all business activity has come 
at a time when business capital outlays and consumer 
purchases of durable goods appear to be no more than 
leveling off after their sharp declines, and are giving little 
indication of any sizable and immediate recovery. So far, 
home building and government spending appear to be the 
only sectors in which final demand in real terms has in
creased significantly. But the key fact is that even the 
stabilization of final demand is of vital importance for the 
behavior of inventories; so long as final demand holds 
steady, inventory liquidation sooner or later must slow 
down and eventually stop.
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Indeed, it seems likely that the recent gains in manu
facturing employment and hours rest in some measure on 
a lessening in the rate at which business firms have been 
liquidating their inventories. The Council of Economic 
Advisers’ preliminary estimate of inventory change for the 
second quarter shows the rate of liquidation as unchanged 
from the record first-quarter rate of $9.5 billion annually. 
However, monthly data covering the book value of inven
tories show some slackening of liquidation from month 
to month within the second quarter. The tendency toward 
a slower rate of liquidation was, however, confined to re
tail and wholesale trade. Stocks of new automobiles were 
still being worked down into line with the low rate of 
sales, but other durable goods dealers and department 
stores actually increased their inventories somewhat, fol
lowing the sizable reductions effected since last fall.

At the manufacturers’ level, where most of the over
hang of stocks has been concentrated, liquidation con
tinued unabated during the second quarter. Sales, how
ever, began to improve, and inventory/sales ratios de
clined appreciably. A further encouraging feature of the 
second-quarter inventory liquidation on the part of manu
facturers was the shift toward a more rapid drop in 
finished-goods stocks (see Chart III). Previously, the de
cline in factory inventories had been concentrated mainly 
in stocks of purchased materials and goods-in-process, 
which manufacturers can reduce relatively quickly by cut
ting back production and purchasing. In May and June, 
by contrast, half of the drop in manufacturers’ stocks 
occurred in finished goods. Such stocks are more difficult 
to control and usually do not decline appreciably until the 
later stages of a business contraction when sales to cus
tomers stabilize or turn up.

The mere cessation of inventory liquidation, it may be 
very roughly estimated, would permit an increase of up
ward of 5 per cent in the volume of industrial output. This 
would, of course, be reflected in sizable gains in employ
ment and incomes. In some industries, inventories are 
reported to have been reduced to near-minimum levels, 
and the improvement in the business situation, the firming 
of prices, and the aggravation of international tensions 
thus come at a time when inventory policies are perhaps 
already ripe for reversal. Of course, manufacturers’ in
ventories are still very high relative to sales, but experi
ence has shown that inventory/sales ratios can improve 
very rapidly once sales begin to show significant gains.

On the other hand, the Rowing-down in over-all inven
tory liquidation could turn out to be rather gradual and 
drawn out. Temporary factors may have played an impor
tant role in keeping the rate of liquidation in recent months

Chart III

M AN UFACTURERS’ INVENTORIES 
BY STAGE O F FABRICATION

S e a so n a lly  ad ju sted  book values  
B illio n s  of d o llars B illions of dollars

Note: Latest d ata  plotted are for end of May.  
Source: United States D epartm ent of Commerce.

from becoming even more rapid. Some part—opinions 
vary as to how much—of the increase in inventory demand 
for steel and other metals undoubtedly represented hedg
ing against the widely anticipated price increases. Further
more, the restocking by appliance retailers, which in turn 
was probably responsible for the reported increase in 
production by appliance manufacturers, could be quickly 
reversed if sales fail to improve. Finally, to the extent 
inventory purchases are increasing because of the inter
national situation and the upward pressure on prices, they 
could rapidly fall back should the international crisis subside.

More generally, inventory purchasing is governed not 
only by current sales, but also by businessmen’s expecta
tions with regard to future demand, availability of sup
plies, and prices. Sales have increased only modestly so 
far, but the pickup follows a period of sharp decline, 
and may therefore give rise to expectations of more sub
stantial gains to come, particularly in the area of durable 
consumer goods. Similarly, supplies of virtually all types 
of goods have remained ample but, if businessmen antici
pate sharply larger demand or fear shortages and price 
increases because of the international situation, they may 
choose to step up inventory purchasing nonetheless. 
Depending on how businessmen evaluate and take action 
in response to these various contingencies, the reduction 
in the rate of inventory liquidation may be fast or slow. 
The vigor of the business recovery may be determined in 
large measure by the speed with which strength develops 
in this most volatile sector of demand.
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The Business Situation

Business activity has continued to improve across a 
broad front, although the level of unemployment has 
remained substantially unchanged. The expansion in the 
aggregate output of goods and services which began in 
the second quarter, when gross national product (GNP) 
rose by about 1 per cent, is evidently continuing through 
the summer. The Federal Reserve Board’s index of indus
trial production rose for the third consecutive month in 
July, reaching 7 percentage points above the recession low 
of April and 2 percentage points above the level of June 
(see chart). The increased productive activity was spread 
widely throughout the economy, as almost all major cate
gories of manufacturing and mining, seasonally adjusted, 
showed improved or stable levels of output in both June 
and July. Similarly, the value of new construction con
tinued to rise in July and August, led by expanding outlays 
in private residential building. Private housing starts 
attained the highest level in two and a half years, after 
seasonal adjustment.

Judging by the movement of weekly indicators, the 
growth in production appears to have extended through 
August. While the auto assembly rate dropped sharply in 
August to permit plant change-over to the 1959 models, 
steel production has risen each week since the beginning 
of July. Freight carloadings (miscellaneous and less than 
carload), which were about 20 per cent below the levels 
in the comparable period of 1957 during the first half of 
this year, improved in August to about 15 per cent less 
than a year ago. In summary, the recovery has made fur
ther progress, but there is quite some distance still to go 
before sizable unused human and material resources are 
reabsorbed.

E M P L O Y M E N T  A N D  P R I C E S

Although the rise in production has been accompanied 
by a small increase in employment, the volume of unem
ployment also has expanded slightly. Total employment 
of wage and salary workers rose by 130,000 in July, on a 
seasonally adjusted basis, with employment in manufactur
ing enterprises increasing for the second consecutive month. 
On the other hand, the seasonally adjusted unemployment 
rate rose in July to 7.3 per cent of the civilian labor force 
— a level within the range of the small variations which 
have marked the rate of unemployment since March. The 
simultaneous rise in output and unemployment during July

was evidently the result of a combination of factors, in
cluding declining employment in agriculture and higher 
output per man-hour in industry. In the middle of August 
total unemployment claims were still more than double the 
level of the same period in 1956 or 1957.

The consumer price index edged upward by 0.2 per
centage points in July; while consumer durable goods held 
steady, the prices of services and nondurable goods rose 
somewhat. However, food prices are expected to recede 
and exercise a downward pressure on the over-all con
sumer price index in coming months. The wholesale prices 
of farm products and processed foods declined in July for 
the second consecutive month, offsetting a rise in industrial 
prices, with the result that the combined wholesale com
modity price index was unchanged in July. Since the 
latter part of July, the weekly price index for industrial 
commodities has shown little change despite the price rise 
in steel; the increase in steel prices, averaging about 3 per 
cent over the full product-list, was not so large as the 
summer increases of the past several years. Some other 
basic materials rose in early August but fell by midmonth, 
contributing to a general downward tendency in wholesale 
prices as the month progressed. Mail order catalogue 
prices for the fall season are reported to be appreciably 
lower than those of a year ago. Some close observers 
conclude that upward pressure on both wholesale and con
sumer prices has at least temporarily subsided.

I N F L U E N C E S  O N  A G G R E G A T E  D E M A N D

As the chart indicates, the change in the rate of business 
inventory liquidation was the most powerful factor con
tributing to the upturn in GNP in the second quarter. 
The liquidation of business inventories in the second quar
ter amounted to $8 billion, at a seasonally adjusted 
annual rate, but was $1.5 billion less than in the first 
quarter; in contrast, liquidation of inventories increased 
by $7.2 billion between the fourth quarter of 1957 and 
the first quarter of 1958. The improvement during the 
second quarter, as more recently, was almost entirely at 
the wholesale and retail level, where policies are more 
directly influenced by expectations concerning expendi
tures by households and other end-users. A restocking of 
inventories by retailers and wholesalers began in June, 
evidently in anticipation of rising sales. In manufacturing, 
on the other hand, production has continued to lag behind
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INDUSTRIAL PRODUCTION AND 
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deliveries, so that stocks of both finished goods and mate
rials declined further— a decline that accelerated through 
June, but diminished in pace during July.

Consumer spending rose in the second quarter in 
response to the persistent rise in personal income. The 
July level of personal income, at a seasonally adjusted 
annual rate, reached a new peak of $354.4 billion (exclu
sive of nonrecurrent, retroactive pay awards by the Federal 
Government), up $2.4 billion over June. Three fifths of 
this increase was derived from higher government payrolls 
and transfer payments, such as greater unemployment 
compensation outlays. But despite the rise in personal 
income, retail sales in July (according to the preliminary 
report) did not increase from the June level. Indeed, for 
the past three months, these sales have remained virtually 
unchanged at a rate which, although substantially above 
the recession lows, is still well short of the 1957 peaks. 
The stability in retail sales may reflect to some extent the

leveling-off in the cost of living; the earlier increase in 
sales had been partly associated with the rising prices of 
food and other necessities.

Whether consumer buying is to show substantial new 
gains during the coming months may depend largely on 
the public’s reception of the 1959 auto models, and on 
the extent to which consumers will be willing to burden 
themselves with additional debt to purchase cars and other 
major consumer goods. The ratio of consumer debt to 
consumer income, though reduced somewhat by the de
cline in instalment borrowing this year, remains above the 
ratio prevailing at any time before 1957. In the past, 
spurts in retail sales of consumer goods usually have 
depended to an important extent on substantial increases 
in instalment credit. Since February of this year repay
ments of consumer credit, seasonally adjusted, have ex
ceeded new extensions, but the gap has been narrowing 
recently.

In other sectors of aggregate demand, the outlook is 
also uncertain. Since the beginning of this year, expanding 
government purchases have been a source of strength in 
offsetting deflationary pressures, and government spending 
has remained at a high level throughout the summer. Con
cern with the size of the potential budget deficit has been 
growing, however, and may act to restrain the growth of 
Federal expenditures, although there has been no evidence 
thus far of restriction on the placing of defense orders.

Prospects for business investment expenditures on 
plant and equipment appear to be improving somewhat. 
Although private fixed capital formation expenditures are 
down sharply from year-ago levels and are likely to de
cline still further in the coming months, the decrease may 
be less than previously intended if consumption expendi
tures move upward sharply. However, the existence of 
unutilized capacity may continue for some time to act as 
a drag on new capital outlays.

There no longer appears to be substantial doubt that a 
recovery is under way, but the vigor and the sustainability 
of the upswing remain uncertain. The decline in the rate 
of inventory liquidation evidently triggered the turnaround 
last spring. Because of the central role played by business
men’s inventory policies, the precipitous rate at which 
stocks have been liquidated may even lend strength to the 
recovery—cessation of inventory liquidation and rebuild
ing of stocks by manufacturers could contribute substan
tially to increasing the speed of the upswing. But to sustain 
the revival of business activity there will have to be a 
rising trend of final demand. Among the components of 
such demand, consumer spending, due to its predominant 
size, will be of crucial importance in the coming months.
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The Business Situation

Over-all business activity continued to expand more 
than seasonally in August and appears to have advanced 
further in September. Output rose for the fourth consecu
tive month in August, and evidence continues to accumu
late of prospects for the further growth of aggregate 
demand in the coming months—in the private as well as 
the government sector. Nevertheless, there is still a sub
stantial gap between the currently visible level of activity 
and that which would reduce unemployment and surplus 
capacity to the proportions characteristic of other prosper
ous years since World War II.

The Federal Reserve Board’s seasonally adjusted index 
of industrial production advanced 3 points to 137 in 
August, 11 points above the April trough but still 9 points 
below the peak of 146 last reached in early 1957. Output 
of both durable and nondurable goods advanced, but in
creases were not so general among the component indus
tries as in either June or July. Despite the sharp fall in 
auto assemblies in August as a result of the early shutdown 
for change-over to the 1959 models, total output of major 
consumer durables was stable at the July level, as produc
tion of parts for the new auto models apparently expanded. 
Housing starts, building expenditures, and construction 
contract awards all rose during August.

More recently, there are indications of further gains. In 
September the rate of auto assemblies recovered somewhat 
from week to week, and the rise was accompanied by 
irregular weekly increases in steel output to peak levels 
for 1958. There has been a less-than-seasonal reduction 
in electric power output during September, as well as a 
rising volume of miscellaneous freight carloadings.

Accompanying the expansion in production, total civilian 
employment rose in August but without a significant reduc
tion in the level of unemployment. On an unadjusted basis, 
farm employment fell moderately and nonfarm jobs in
creased. The actual number of unemployed workers in 
August fell appreciably below the five-million level for the 
first time since January. This decline, however, reflected in 
part the withdrawal from the labor force of temporary 
summer workers. Indeed, the number of unemployed 
workers 25-years old or over remained the same as in the 
previous two months, while the number of workers who 
have been jobless for six months or more continued to 
rise— and in August was about double the highest levels 
reached in the 1949 and 1954 recessions. Moreover, the

August decline in the number of unemployed was less than 
seasonal; the seasonally adjusted rate of unemployment 
rose slightly to 7.6 per cent of the labor force as compared 
with 7.3 per cent in July.

For factory workers who do hold jobs, the average 
workweek and overtime work both increased seasonally 
in August. Weekly earnings were at about the July level, 
nearly 1 per cent above a year ago, despite a relative in
crease in the employment of low-pay workers. The rise 
in wage and salary payments during August was accom
panied by higher proprietors’ and property income and an 
increase in transfer payments; taken together, these sources 
of higher income receipts generated a further rise in per
sonal income to a new peak annual rate of $355.6 billion, 
an increase of $1.4 billion above the July level (excluding 
the July retroactive wage payments to Government 
employees).

The rise in incomes was accompanied by a slight decline 
in the August consumer price index—the first monthly 
decline in two years. A fall of 1 per cent in food prices, 
chiefly of truck produce and meats, more than offset a 
small rise in other items, notably of services. Food prices 
also fell at wholesale, resulting in a decline in the whole
sale commodity price index in August. Seasonally ad
justed retail sales, which had increased only moderately 
from April to July, rose more than 1 per cent in August. 
The volume of transactions at department stores was sig
nificantly above the year-ago levels in August and through 
mid-September.

Manufacturers’ stocks of both finished goods and mate
rials have continued to decline; total inventories in the 
trade sector have also dropped, chiefly as a result of the 
fall in the showroom stock of 1958 automobile models. 
Liquidation of stocks by manufacturers, however, has pro
ceeded at a substantially lower rate than in the first half 
of 1958. Reflecting the slowing-down of inventory liquida
tion and a rise in final demand, new orders received by 
manufacturers have increased more than seasonally since 
May and the backlog of unfilled orders has grown mod
estly after a decline lasting over a year and a half. A part 
of the recent rise in orders may be due to buyers’ fear of 
future price increases and supply bottlenecks, resulting 
in earlier placement of orders.

Businessmen have evidently responded to these indica
tions of higher aggregate demand by a modest upward
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revision in their plans for purchases of new plant and 
equipment (seasonally adjusted). The August survey of 
business capital spending plans, made by the Securities and 
Exchange Commission and the United States Department 
of Commerce, indicates that businessmen now anticipate 
a volume of outlays in the third quarter unchanged from 
the actual level of spending achieved in the second quarter, 
and identical with the level they anticipated for the third 
quarter when their plans were surveyed in May (see chart). 
A small rise in planned expenditures during the final quar
ter of this year contrasts with a decline implied by the 
previous survey. The magnitude of the currently antici
pated upturn in the final quarter of this year is relatively 
small, however, amounting to about one third the actual 
drop in expenditures between the first and second quarters 
of 1958.

These survey results, which suggest a favorable turn in 
business sentiment, are based on anticipations; actual 
spending levels may, of course, exceed or fall below the 
anticipated rates. Since the downturn last year, similar 
estimates based on business anticipations have consistently 
understated the magnitude of quarterly declines in actual 
expenditures, as has been generally true in earlier periods 
of declining capital expenditure. On the other hand, the 
predictive value of anticipatory data has proved to be 
uncertain at cyclical turning points. A recently released 
private study of business capital spending plans, based on 
a survey of manufacturers’ capital appropriations put on 
the books during the second quarter, suggests that expedi- 
tures may continue to fall through 1958, with an upturn 
being delayed until 1959. However, machine tool orders 
received so far appear to confirm an upturn in capital 
spending.

The capacity of corporations to meet the cost of im
provements from their own funds, without resorting to 
external sources of financing, is probably less favorable 
today than at the onset of earlier business spending up
swings. While corporate liquidity has risen in the past 
year, its growth has been slowed by a sharp decline in re
tained earnings, due to the fall in profits after taxes, and by 
the evident reluctance to impose an equivalent cut in divi
dends. However, retained earnings usually rise rapidly dur
ing the early stages of a business upswing, increasing both 
liquidity and internal-financing capacity. Presumably this 
rise in earnings may now be under way; yet many firms 
may still find it desirable to tap external sources of funds. 
Although financing is available from commercial banks, 
the recent advance in prime loan rates indicates that terms 
have tightened somewhat. The cost of financing in the

ACTUAL AND ANTICIPATED EXPENDITURES FOR 
NEW PLANT AND EQUIPMENT BY BUSINESS FIRMS
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open markets through bond flotations and short-term debt 
instruments also has risen sharply in recent months and 
may deter some borrowers. Finally, firms may find the 
buoyant stock market a good source of funds. However, 
access to the equity securities market is not open to all, 
and the widespread use of the stock market as a source 
of funds may require an alteration of established practices 
for many firms, since the bulk of postwar externally 
financed expansion has been accomplished through debt 
obligations rather than by equity issues.

Rising personal incomes, the prospects of some revival 
in business expenditures on plant and equipment, and an 
expected increase in Government spending all appear to 
promise further growth in aggregate demand. Support for 
this view is also provided by the continued strength of 
construction contract awards and by reports of growing 
optimism among business leaders. Prospects thus are good 
that production in most sectors of the economy may be 
back to the peaks of 1956-57 within a few months; how
ever, this degree of recovery in output will be insufficient to 
reduce unemployment to a level approximating the 4 per 
cent which prevailed during the first half of 1957. Growth 
in productivity and in the labor force requires an advance 
in economic activity to well beyond the earlier peaks before 
the unemployment of both men and machines is reduced 
to pre-recession levels.
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The Business Situation

The business recovery is continuing, although the 
pace of the expansion seems to have diminished somewhat 
since midsummer. Industrial production increased in Sep
tember for the fifth consecutive month, but the rise of 
one point in the Federal Reserve index was the smallest 
since the upturn began in May (see Chart I). Similarly, 
the rise in personal income in September was the smallest 
since April. And while employment increased further, 
the improvement continues to be slow; in five months of 
recovery between April and September, only about a quar
ter of the drop in nonfarm employment that occurred over 
the preceding nine or ten months was regained. In the 
meantime, the labor force continued to expand. On the 
other hand, most of the statistics for September and 
October would undoubtedly show more improvement if it 
were not for the drastic and prolonged shutdowns in the 
auto industry, first as a result of the model change-over 
and then because of labor disputes.

Historically, cyclical upswings have generally been 
rather rapid at first, and have then settled down to a more 
moderate pace within a matter of months. Thus, it prob
ably was to be expected that the very rapid rate of growth 
in output and incomes achieved in late spring and early 
summer would not be maintained for long. Nevertheless, 
it is noteworthy that, even though personal income has 
been rising month after month, consumer demand for 
durable goods and other “postponable” items has not yet 
shown the resurgence which, it is generally agreed, would 
virtually assure—and indeed may be a prerequisite to— 
full and prompt recovery. In September the gradually 
rising trend of consumer spending was interrupted; retail 
sales showed an appreciable decline (after seasonal adjust
ment), with the setback centered chiefly in home furnish
ings, apparel, and automobiles. Total retail sales this 
September were 2 per cent lower than a year earlier; in 
contrast, both personal income and prices of consumer 
goods were nearly 2 per cent higher than in 1957. In 
October, moreover, department store sales, which had 
declined appreciably in September, showed little change.1

The lack of buoyancy in final demand for durable goods 
(except for housing) is also reflected in the preliminary 
estimate of the nation’s total output of goods and services 
(GNP) for the third quarter. The total GNP advanced

1 Sales were considerably higher than in October 1957, but this 
reflects the fact that, partly due to the influenza epidemic, sales last 
October were the lowest for any month between late 1955 and the 
present (with the single exception of February 1958).

by $11 billion to a seasonally adjusted annual rate of 
$440 billion, one of the largest quarterly increases of 
the postwar period. But higher government expenditures 
(mainly on wages and salaries, rather than on goods) and 
a decline in the rate of inventory liquidation accounted 
for $6 billion of the rise, while consumer outlays on non
durables and services rose by about $3 billion, roughly 
in line with population growth and price changes. Outlays 
on durable goods, consumer as well as producer, did not 
change significantly from the recession lows.

In considerable measure, the slackening of the business 
expansion results from the difficulties encountered by the 
auto industry in getting started on volume production of 
the 1959 models. The resumption of full-scale automobile 
production in November and the restocking of dealer 
showrooms with the new models should give a substantial 
boost to total output and sales.

In addition, some further advance in construction 
activity probably is foreshadowed by the sustained rise in 
private housing starts, which reached a three-year high 
at a seasonally adjusted annual rate of 1,220,000 in Sep
tember, and the continuing record rate of contract awards 
for public construction. However, growing competition 
for funds appears to be resulting in some decline in the 
supply of funds available for Government-insured mort
gages, and raises a question whether the current rate of 
housing starts can be maintained next year.

R E C O V E R Y  A N D  T H E  L E V EL . O F  E M P L O Y M E N T

The revival in employment thus far has been much 
slower than in the economic situation as a whole. As 
Chart II shows, the gains in employment since the over-all 
upturn in April have been smaller than the gains in output, 
not only in manufacturing, but also in virtually every indus
try connected with the production or distribution of goods. 
Over the period from April through September, total non
farm employment (seasonally adjusted) increased by only 
600,000 as contrasted with a 2 V2 million drop during the 
downswing; moreover, nearly 200,000 of this increase 
occurred in government rather than private employment.

Unemployment has, of course, declined appreciably in 
moving from its seasonal high in June, following the end 
of the school year, to its seasonal low in October after 
the resumption of classes. However, the seasonally ad
justed rate of unemployment (the percentage of the labor 
force that is unemployed) has remained in the range of
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faster than in these earlier upturns. Furthermore, the 
rate of unemployment reached in 1958 was higher than 
in the previous postwar recessions. In 1957-58, the rate 
rose from 3.9 per cent in March 1957 to 7.6 per cent in 
August 1958; in 1954, the maximum rate of unemploy
ment was 6.1 per cent, and in 1949, 6.8 per cent (omitting 
October 1949, when the figure was boosted to 7.8 per cent 
by the effects of a coal strike). Unless the current slacken
ing in the rate of business expansion is only temporary, 
therefore, the return to reasonably full employment may 
well take longer than in these earlier recoveries.

The lagging behavior of employment in the early stages 
of recovery results from two well-known factors: (1) the 
tendency on the part of firms, when increasing output, to 
return their existing work forces to a full workweek before 
hiring new employees, and (2) the tendency for output 
per manhour to increase sharply during cyclical upswings. 
Average weekly hours worked in manufacturing have 
lengthened by IV2 hours (or nearly 4 per cent) since 
April, and they have also increased in some other lines of 
work. Over the same period factory output has expanded 
by 9 per cent; thus, nearly half the growth in production 
has been accomplished through longer hours alone. More
over, output per manhour has apparently also shown 
its characteristic upsurge for this stage of the business 
cycle. In fact, the increases in hours worked and in output 
per manhour appear to have been more pronounced than 
in the recovery years 1949-50 or 1954-55, thus explain
ing, at least in the statistical sense, the relatively slow im-

6.8 to 7.6 per cent since March; the figure for October was 
7.1 per cent. (Alternative techniques of seasonal adjust
ment yield a somewhat more favorable picture.) Details 
of the October developments are not yet available. In 
September, however, for the first time since the recovery 
began, there had been a clearly more-than-seasonal re
duction in the two categories of unemployment generally 
regarded as most burdensome: long-term unemployment— 
of half a year and longer—and unemployment among men 
twenty-five years of age and over, most of whom are heads 
of families.

It is not unusual in the early stages of recovery for 
increases in employment and decreases in unemployment 
to be less pronounced than the expansion in general busi
ness activity. But the virtual stability of unemployment 
at close to the recession peak during recent months does 
not have much recent precedent. During the revivals of 
1949 and 1954, unemployment was on the whole reduced 
sooner and more quickly than has been the case in 1958; 
and the current recovery in output has been perhaps even

Chart II

ACTIVITY AND EMPLOYMENT IN MAJOR INDUSTRIES
Per cent changes, April-Septem ber 1958 
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provement in the employment picture during the recent 
period.

The current rise in output per manhour, it will be re
called, follows a period of some two years in which the 
growth of productivity fell far short of the long-term aver
age. To some extent, both the earlier lag and the recent 
increase may have reflected changing trends in the occu
pational composition of employment. In 1956, and to a 
somewhat smaller extent in 1957, there was a rapid expan
sion in “overhead” or “nonproduction” employment of all 
types—managerial, technical, and clerical (see Charts III 
and IV). These increases evidently in part reflected the 
rapid growth of research and development activities and in 
part were attributable to a relaxation in cost-consciousness 
resulting from the prosperous business situation. In manu
facturing, for example—the only industry for which the 
data permit a direct comparison—total employment held 
more or less steady through 1956 and early 1957 even 
though the number of production workers was tending to 
decline. There is scattered evidence that similar develop
ments were also occurring in other industries.

The recession resulted in some cutbacks in clerical and 
sales staffs, and also slowed down the expansion in mana
gerial and professional jobs (the latter is more apparent 
in monthly and quarterly data than in the annual averages 
shown in Chart III ) . At the same time, the earlier increases 
in outlays on plant, equipment, and research probably 
were beginning to result in production economies. So long 
as production was still declining, the effects of the drop 
in “overhead” employment and of new production methods

C h a rt  III

TOTAL NONFARM EMPLOYMENT BY 
MAJOR OCCUPATION GROUPS
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in speeding up productivity growth did not become evi
dent, mainly because salaried staffs, unlike factory workers, 
were not being curtailed so sharply as production. Now 
that output is increasing, however, earlier economies and 
investments in modernization appear to be paying sizable 
dividends in terms of lower costs, and particularly lower 
labor costs.

The shifts in the demand for various types of labor may 
pose some longer range problems in reducing unemploy
ment to the levels prevailing before the recession. Since 
the war the demand for the relatively less skilled categories 
of factory workers has been growing only very slowly. For 
instance, when manufacturing output was at its all-time 
peak at the end of 1956 and in early 1957, production- 
worker employment was only 3 or 4 per cent larger than 
at the peak which preceded the recession of 1948-49, 
while output had increased by 41 per cent. Moreover, 
even though the recent leveling-off in the employment 
of clerical and sales workers has been largely attributable 
to the recession, it may also reflect to some extent longer 
range shifts in the direction of self-service, the use of busi
ness machines, and the like. While substantial increases 
in employment may be expected to accompany further 
recovery now that involuntary part-time employment has 
been considerably reduced, the experience of recent years 
suggests that more and more advanced training and skills 
on the part of the labor force may be required if the people 
looking for work are to find employment.

C O S T S ,  P R O F I T S ,  A N D  P R I C E S

The other side of the coin to the rise in productivity in 
recent months is, of course, a sizable reduction in unit 
costs. In manufacturing as a whole, the direct wage costs 
of production workers per unit of output (excluding 
fringe benefits) were as low or lower during the third 
quarter than at any time since mid-1951, except for a 
one-year period from mid-1954 to mid-1955. Similar sta
tistics for salary costs of manufacturing firms are not avail
able. However, employment of nonproduction workers has 
been reduced since the recession began and has not in
creased since the start of the recovery, even though output 
has advanced sharply (see Chart IV). Thus, in recent 
months at least, there has very likely been some reduction 
in salary as well as wage costs per unit of output. In addi
tion, prices of raw materials, though they have advanced 
recently, generally remain below year-ago levels, and 
prices for capital equipment have now been stable for 
nearly a year.

Corporate profits improved slightly in the second quar
ter over the poor first-quarter rate, even though total busi-
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C h a r t  IV

MANUFACTURING EMPLOYMENT: PRODUCTION 
WORKERS AND OTHERS
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ness sales remained roughly unchanged. But in the third 
quarter, with sales rising and costs falling (on a seasonally 
adjusted basis), there was almost certainly a more substan
tial improvement. Significantly, third-quarter company re
ports show a fair sprinkling of “sales down, profits up” 
(from a year earlier), in contrast to the reverse situation 
that was so common in 1957. These reports provide fur
ther evidence that since last year many firms have been 
able to reduce costs substantially despite the continued 
rise in wage rates.

During the recession, price reductions on industrial 
goods were relatively few, except for mostly unpublicized 
discounts from list prices. Now with demand increasing, 
fresh upward pressures on prices are, of course, to be 
expected. Discounts on industrial goods are reportedly 
becoming both smaller and less frequent, and here and 
there list prices are being raised—paradoxically, chiefly 
in the durable goods sector, where, in contrast to non
durables, most industries still have a long way to go before 
regaining previous peaks of output and sales. Foreign 
competition is a limiting factor in exceptional cases only. 
However, the gains in productivity and the continuation 
of vigorous competition resulting from ample capacity 
should, at the least, exert a restraining influence on prices. 
Beyond that, reduced costs may make feasible the lower
ing of prices in lines where some strong stimulus seems 
needed to get consumer buying off “dead center”.

While there has been considerable discussion in recent 
months of the threat of inflation, most businessmen appar
ently do not anticipate a price rise of such magnitude as to

make it worthwhile to stock up ahead on inventories. 
Although inventory liquidation slowed to an annual rate 
of $4 billion in the third quarter, from $8 billion in the 
second and $9.5 billion in the first, it was still about as 
rapid as at any other time in the postwar period. The 
hedge buying that flared briefly during the Middle East 
crisis subsided quickly. Indeed, there are reports that in 
some specialty lines, manufacturers and retailers have 
trimmed stocks to such an extent that there is some ques
tion as to their ability to fill Christmas demand. In some 
other retail lines, in which stores had been replenishing 
stocks that had been allowed to run down during the 
recession, the accumulation appears to have halted more 
recently as sales gains have remained relatively modest. 
There have been reports recently, however, of rebuilding 
of steel inventories among the steel industry’s customers.

But even in the absence of inventory “speculation”, 
the stimulus which economic activity has been receiving 
from the slowing-down in inventory liquidation seems 
likely to be maintained for at least some time. The princi
pal boost to inventories is expected to be in the automotive 
sector, once full-scale production is resumed. Dealers’ 
stocks of new cars declined considerably more than usual 
over the summer, and will probably increase correspond
ingly in November and December. Concurrently, the auto 
industry may enlarge its working stocks of parts and raw 
materials as production increases. According to reports in 
steel industry publications, the auto industry has not done 
much anticipatory buying in advance of the production 
pickup, and the available statistics are consistent with this 
view. In August, the latest month for which data are avail
able, the seasonally adjusted book value of inventories held 
by the automotive industry was 23 per cent lower than 
last November, the first month of full-scale production of 
the 1958 models. In most other industries that had been 
reducing stocks rapidly earlier this year, monthly data now 
also show a slackening in liquidation. With production and 
sales generally rising, there seems to be no reason why 
liquidation should not continue to taper off.

C O N C L U S I O N

The continued expansion in employment and incomes 
may provide the impetus to consumer demand which could 
once again speed up the rate of business recovery. The 
need for additional stimulus is becoming all the more 
apparent, since in the not-too-distant future many of the 
factors that have made possible the degree of recovery 
already achieved may have largely spent their force. Mili
tary orders have crested out, following their surge in the 
first half of the year; the loosening in the supply of mort
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gage funds which promoted the spurt in housing starts has 
given way to a slight tightening; and exhaustions of unem
ployment insurance rights are now sizable even in those 
States where the benefit periods have been temporarily 
extended as permitted by recent Federal legislation.

Although the drop in business spending, the major factor 
in the recession, appears to have leveled off, it seems un
likely that private investment, whether in fixed capital or 
in inventories, could rise strongly or for very long unless 
supported by vigorous consumer demand.

The money market was moderately firm in October, as 
it had been in September, with a generally comfortable 
availability of reserves to support credit needs. Although 
free reserves in the banking system fluctuated rather 
widely from week to week, principally in reflection of 
changes in the level of float, the average level of free 
reserves for the month as a whole was approximately the 
same as that for September. The even character of the 
money market was accompanied by an improved at
mosphere in the United States Government securities 
market, as the bearish sentiment that emerged in response 
to the Treasury’s cash financing announcement in late 
September proved to have been overdone. Both new 
Treasury issues moved to good premiums above issue price 
and helped to strengthen the entire market. Day-to-day 
fluctuations in prices and market rates of interest were 
quite pronounced, particularly on short-term Government 
securities, but there was no evidence of a trend toward 
either higher or lower rate levels in these movements.

On October 23, the Reserve Banks of Philadelphia, 
Richmond, St. Louis, Minneapolis, and Dallas announced 
that they were raising their discount rates from 2 to 2 Vi 
per cent, effective on the following day. The move was 
explained as primarily a technical adjustment to bring 
discount rates into closer alignment with other short-term 
interest rates and had practically no effect on market rates. 
These Reserve Banks were joined at the 2Vi per cent rate 
by the Reserve Banks of Atlanta on October 28, Cleveland 
on October 30, and Chicago on October 31. On Octo
ber 15, the Board of Governors announced an increase 
from 70 per cent to 90 per cent in margin requirements 
for securities transactions, effective on the following day. 
The effective rate on Federal funds held at 2 per cent on 
almost every business day before the change in discount 
rates, after which, although there was occasional trading 
reported above 2 per cent, the effective rate declined to as 
low as Vs of 1 per cent.

M E M B E R  B A N K  R E S E R V E  P O S I T I O N S

Fluctuations in member bank free reserves during the 
five statement weeks ended in October were fairly wide,

Money Market In October
but the $133 million average for the month as a whole was 
little changed from the average for the four statement 
weeks ended in September. Excess reserves averaged $559 
million during October and member bank borrowing from 
the Federal Reserve Banks $426 million, in both cases 
somewhat lower than during the preceding four weeks.

The various operating factors influencing member bank 
reserve positions fluctuated widely during the month, but 
the effects of these movements were in good part offset by 
System open market operations. Despite the fairly wide 
fluctuations in free reserves of all member banks taken 
together, the reserve positions of the reserve city and cen-

Table I

Changes in Factors T ending to Increase or D ecrease Member 
Bank R eserves, October 1958

(In m illions of dollars; (-}-) denotes increase,
(—) decrease in excess reserves)

Daily averages—week ended
Net

Factor
Oct.

1
Oct.

8
Oct.
15

Oct.
22

Oct.
29

1 changes

Operating transactions
Treasury operations*..................... + 55 +  1 +  64 -  70 -  47 i +  3
Federal Reserve float.................... — 299 +  7 +  11 +  479 -  424 1 -  226
Currency in circulation................. + 70 -  137 -  146 -j- 63 -f 136 | -  14
Gold and foreign account.............. + 18 -  74 -  94 -  21 +  4 I -  167
Other deposits, etc......................... — 28 +  48 -  71 +  84 +  48 | -f- 81

Total............................... - 186 -  153 -  238 +  535 -  282 -  324

Direct Federal Reserve credit 
transactions

Government securities:
Direct market purchases or sales + 47 +  203 +  210 -  I l l + CJ* oo

1
i

+  407
Heldunder repurchase agreements — +  145 -  145 — j —

Loans, discounts, and advances: 
Member bank borrowings......... _ 33 +  33 +  39 -  104 +  87 ! +  22
Other.......................................... + 1 — — — +  1 i +  2

Bankers’ acceptances:
Bought outright......................... +  2 +  1 +  1 +  1

1
: +  5

Under repurchase agreements... — — —

Total............................... + 16 +  237 +  395 -  358 +  145 | +  435

Total reserves................................... _ 170 +  84 +  157 +  177 — 137 | -j- 111
Effect of change in required reserves f + 46 +  28 -  246 -  78 +  94 i -  156

Excess reserves f .............................. - 124 +  112 -  89 +  99 -  43 -  45

Daily average level of member bank: 
Borrowings from Reserve Banks... 400 433 472 368 455

}
! 4261

Excess reserves t ............................ 492 604 515 614 571 \ 5591
i

Note: Because of rounding, figures do not necessarily add to totals. 
* Includes changes in Treasury currency and cash, 
t These figures are estimated.
J Average for five weeks ended October 29.
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The B usin ess Situation

The revival of business activity continued in November, 
as output and employment benefited from the settlement 
of strikes which had previously impeded production of 
automobiles and other durables. Increased deliveries of 
new automobile models replenished dealer stocks, helping 
to slow inventory liquidation further, and construction ac
tivity continued to expand, reflecting the rising rate of 
housing starts and construction contract awards in the 
preceding months.

Nevertheless, the recovery still has a considerable dis
tance to go before unemployment is reduced to the levels 
characteristic of past prosperity periods. The improvement 
in business continues to stem mainly from the same con
figuration of factors that have been propelling the recovery 
since its beginning— the declining rate of inventory liqui
dation, increased government spending, and the advance 
in housing and other construction. Outside the housing 
sector, an upsurge of private spending that would lead 
to a quick return to full prosperity is not yet in evidence.

All indications are that industrial production continued 
to advance in November, possibly more rapidly than in the 
preceding two months. Most significant was the elimina
tion of some of the roadblocks which had held back re
covery in the durable goods sector. The total output of 
hard goods did not expand at all in October, chiefly owing 
to work stoppages in the automobile, fabricated metals, 
machinery, and glass industries. But in November, auto
mobile production roughly doubled, on a seasonally 
adjusted basis. However, steel output leveled off in 
November and industry sources have stated that opera
tions are likely to remain in the neighborhood of 75 per 
cent of capacity through early next year.

The recent strikes have also obscured employment 
trends. After rising for five successive months, nonfarm 
employment declined slightly in seasonally adjusted terms 
in October. The decline was wholly accounted for by job 
losses in factories turning out durable goods, mainly in the 
strike-affected industries mentioned above, but it appears 
that employment increased only about seasonally in the 
industries not affected by work stoppages. With respect 
to unemployment, the decrease in October was only mod
erately more than seasonal, but there was a further reduc
tion in the number of adult men out of work and in 
long-term unemployment.

As indicated above, much of the slowing of recovery 
in September and October was attributable to the low

level of activity in the auto industry, which also retarded 
output and employment among suppliers in many impor
tant lines. The cut in auto output was unusually sharp 
in September during the model change-over period, and 
labor disputes prevented mass production of the 1959 
models in October. Chart I shows the extent to which 
the output of 1959 model cars has lagged behind the auto 
industry’s performance in early stages of recent model 
years. However, the marked step-up in production in 
November, when approximately 515,000 cars were turned 
out, suggests that the industry is planning to make up 
most of the lost production by the end of this year. Sales 
appeared to be picking up in November. But even if auto 
production in the 1959 model year should recover substan
tially, auto-worker employment may not be restored to 
its pre-recession level, since the industry’s heavy invest
ment in automation equipment reportedly has considerably 
reduced the manpower required to achieve a given produc
tion level. In rebounding sharply from the 1953-54 reces
sion, it may be noted, the auto industry turned out 26 per 
cent more vehicles in 1955 than in 1953, with an increase 
of only 1 per cent in the number of man-hours worked 
(see Chart I ).

The reception of the new model cars provides the most 
important test of the outlook for a substantial upturn in 
consumer demand. Growing incomes are one factor that 
may induce consumers to increase their purchases of major 
durables. Total personal income rose steadily during 
March-September this year (see Chart II), and the slight 
decline in October mainly reflected reduced wage and 
salary payments resulting from strikes. Moreover, the 
effect of price increases in slowing the growth of consumer 
purchasing power was less marked in the third quarter than 
earlier this year. Partly as a result, real disposable personal 
income showed the largest increase in over three years.

According to preliminary reports, retail sales rose by 2 
per cent in October, after having fallen by a similar amount 
in September. Although the October sales increase was 
mainly the result of an improvement in durable goods 
sales, these were still 9 per cent below the pre-recession 
peak. In addition to rising incomes, the decline in con
sumer indebtedness that has taken place this year may 
encourage spending on durable goods; during January- 
October total consumer instalment credit outstanding fell 
by over $1.0 billion, and the amount of automobile credit 
by more than $1.2 billion.
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Chart I
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Private spending has risen sharply only in the hous
ing sector. In October, private housing starts rose to a 
seasonally adjusted annual rate of 1,260,000 units, the 
highest in three years, and the value of private residential 
construction put in place reached a record level. However, 
a sharp falling-off in October in applications for Federal 
Housing Administration commitments and requests for 
Veterans Administration appraisals of proposed home con
struction may indicate that the housing boom is tapering 
off; the October fall in the Government agencies’ activities 
was more than seasonal, and in the case of the VA it was 
officially attributed to a tightening in the availability of 
mortgage credit for GI loans. The United States Com
merce and Labor Departments issued a forecast in Novem
ber that the rate of housing starts would continue high 
into early next year but would then slacken as mortgage 
money became less readily available; even so, it was esti
mated that, in view of the large number of homes started 
this year, spending on new private nonfarm residential 
construction would be some 13 per cent higher in 1959. 
The Departments also expect public construction expendi
tures to rise next year.

On the other hand, business construction spending is 
held likely to decline again next year, owing mainly to 
a further cut in factory building. This Government 
forecast is in line with recent reports of businessmen’s 
1959 capital spending plans. McGraw-Hill’s preliminary

survey indicates that at present business plans to increase 
expenditures on new plant and equipment next year by 
only 0.5 per cent above the depressed 1958 level. While 
nonmanufacturing industries reportedly plan a 2 per cent 
increase in capital spending, manufacturers indicated that 
they would cut their expenditures 3 per cent despite 
their expectation that sales will average 9 per cent higher. 
The latter reflects the survey’s findings that in September 
manufacturing companies were still operating at only 80 
per cent of capacity. Plans for further substantial cuts in 
capital spending in 1959 have been reported in surveys 
conducted by the Federal Reserve Banks of Boston and 
Philadelphia. New England manufacturers anticipate 
spending 14 per cent less on new plant and equipment next 
year, while manufacturers in Philadelphia and adjoining 
areas say they will reduce their investment expenditures 
about 11 per cent. Experience suggests, however, that in 
recovery years businessmen are likely to spend a good deal 
more on new plant and equipment than they at first antici
pate; in the fall of 1954 the McGraw-Hill survey indicated 
a 5 per cent cut in capital spending for 1955 but, as it 
turned out, investment expenditures rose 7 per cent. A  
substantial increase in business capital outlays, however, 
will probably await an acceleration of consumer demand.

Chart II
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The Business Situation

Business continued to strengthen in December, further 
advancing the economic recovery under way since the 
second quarter of the year. Factory output appears to have 
risen again, although probably not so much as in Novem
ber, when the termination of a series of labor disputes gave 
an especially sharp boost to production in the durable 
goods sector. Retailers seem to have enjoyed a record 
Christmas season, and sales of the 1959 model cars im
proved considerably. Construction activity, a mainstay of 
the recovery, rose to a record level in December for the 
third successive month. In addition to increased final de
mand, the economy was apparently benefiting at the end 
of the year from a change-over from inventory liquidation 
to a gradual rebuilding of stocks.

New estimates of gross national product (GNP) ad
justed to exclude the effect of changing prices suggest that 
in the final quarter of 1958 the total physical output of 
goods and services may have regained its pre-recession 
peak (see Chart I) . For 1958 as a whole, it was estimated 
that GNP in constant (1957) prices totaled $427 billion, 
3 per cent less than in 1957. Since GNP was running 
at an average annual rate of $422 billion during January- 
September, this implies a seasonally adjusted annual rate 
of GNP in the last quarter about equal to the all-time peak 
in mid-1957. Measured in current prices, GNP in the 
fourth quarter was estimated to be running at a seasonally 
adjusted annual rate of $453 billion, some $7 billion in 
excess of its previous peak.

The Federal Reserve Board’s seasonally adjusted indus
trial production index increased 3 points in November, the 
largest gain since last'June. The index rose to 141, 15 
points above the recession trough and only 5 points below 
the all-time peak. Durable goods production jumped 
nearly 5 per cent, more than in any other month since 
recovery began. The doubling of auto output accounted 
for the greater part of this advance, but most other hard 
goods lines also showed gains. The steady rise in soft 
goods production, which began in April, also continued 
into November when output of nondurables reached a level 
more than 2 per cent above the pre-recession peak. In 
December there was a further increase in auto production, 
and steel output seems to have dipped somewhat less this 
December than it usually does at the end of the year.

Unemployment did not rise in November, when it 
usually increases substantially because of the curtailment

of outdoor activities. The seasonally adjusted unemploy
ment rate consequently dropped sharply, from 7.1 per cent 
to 5.9 per cent. Although this was a ten-month low, it 
was still substantially above the year-ago level (4.9 per 
cent) and the pre-recession rate of 4-4x/ i  per cent. As 
estimated by the United States Bureau of Labor Statistics, 
employment on nonfarm payrolls was actually no higher 
in November than in September, reflecting not only the 
absence of significant gains in the manufacturing sector, 
but also the fact that, after seasonal adjustment, there was 
little change in employment in government, finance, serv
ices, and trade. In the spring and summer, nonmanufac
turing employment had been rising strongly.

With consumer incomes at new highs by the end of the 
year, the stage was set for a record Christmas shopping 
season. In November, total personal income rose $2.5 
billion to a new high of $360 billion (seasonally adjusted 
annual rates) and the United States Department of Com
merce estimated that the 1958 total would be IV2 per cent 
higher than in 1957. Retail sales (seasonally adjusted) 
about equaled their pre-recession peak in November, when 
they increased slightly to $17.0 billion. In October and 
November, sales gains occurred mainly in durable goods 
lines, particularly autos, furniture, and appliances. Data 
on total retail sales for December are not yet available, 
but there are signs that more was spent on Christmas 
shopping than ever before. Department store sales were 
up sharply from November in seasonally adjusted terms 
and, in the four weeks ended December 27, averaged 8 per 
cent higher than a year earlier.

A major element in the increased consumer spending 
during the last two months of 1958 was a sharp pickup in 
auto sales from the very low levels to which they had 
fallen in September and October. Much attention has been 
focused on the reception of the new model cars, since it 
is the key to the trend of consumer spending for major 
durables in 1959. It is, of course, still early to tell how 
the public will respond to the 1959 models. After 
getting off to a late start, owing to the strikes, sales hit 
an 18,500 unit daily average rate in the last ten days of 

November, the highest for the year. During December 
1-20, sales dropped to an average of about 17,500 cars 
per day, compared with 18,600 a year ago. With one more 
selling day than in December 1957, however, it appeared 
that total sales for the month would about match the
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Chart I

GROSS NATIONAL PRODUCT IN CURRENT AND 
CONSTANT PRICES, 1957-58

Qua rter ly  totals, s e a s o n a l ly  adjusted  at annual rates
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Source: United States Department of Commerce.

year-ago level. After the turn of the year, new car sales 
are likely to compare more favorably with sales of last 
year’s models, which fell off sharply during the opening 
months of 1958.

The consumer price index rose in November to 123.9 
from 123.7, the level that had been maintained over the 
preceding three months. Although food prices declined 
once again, the drop was smaller than in the preceding 
three months and was insufficient to offset a large increase 
in the cost of new autos and smaller increases in most 
other items. The BLS wholesale price index increased in 
November for the first time in five months, as the decline 
in food prices slowed and prices of industrial commodities 
edged upward for the fifth successive month. Prices of 
industrial commodities other than food or farm products 
rose 0.3 per cent in November, bringing the increase since 
June to more than 1 per cent. Judging from weekly data, 
there was some further rise in December.

The decline in plant and equipment expenditures lasted 
longer and was somewhat sharper than businessmen had 
expected three months ago, according to the latest quar
terly survey of business capital spending plans conducted 
by the Commerce Department and the Securities and 
Exchange Commission (see Chart II). And while the 
fall in capital outlays appears likely to be shorter than 
in 1953-54 and no longer than in 1948-49, it was more 
severe than in the two preceding postwar recessions. 
Moreover, from businessmen’s present plans it appears that

the upturn in capital spending may be less marked than 
it was during the initial phases of revival after the 1948-49 
and the 1953-54 recessions. Instead of leveling off during 
July-September, as businessmen had anticipated three 
months ago, investment outlays declined a further $% 
billion to $29.6 billion (seasonally adjusted annual rates), 
22 per cent beneath the pre-recession peak. It was still 
expected that during October-December capital outlays 
would rise slightly for the first time since the third quarter 
of 1957, despite a 3Vi per cent downward revision in 
fourth-quarter spending plans from the earlier estimates. 
For the first quarter of 1959, businessmen anticipate a 
further modest rise in capital spending mainly as a result 
of increased outlays planned by durable goods manufac
turers, retail businesses, and construction firms.

As has been frequently pointed out, economic expansion 
vigorous enough to take up the slack in employment re
maining from the recession will heavily depend on a rise 
in business capital spending. Although recent surveys 
indicate that businessmen are not yet planning a substan
tial increase in plant and equipment expenditures in 1959, 
a continued strengthening of consumer demand might well 
induce businessmen to lift their sights somewhat higher.

Chart II
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The Business Situation

Although the usual post-Christmas “breathing spell” has 
slowed business activity in some parts of the economy, the 
vigorous upswing that characterized the last part of 1958 
has continued in early 1959. Record holiday sales left 
many merchants and some manufacturers with shelves 
bare, and reordering is said to be brisk. Rebuilding of 
automotive and steel inventories may have accelerated, 
and inventory accumulation appears to be beginning in 
several other lines. In addition, construction activity ad
vanced further (except as hampered by poor weather), 
reflecting the increases in housing starts and road-building 
contracts in late 1958. Moreover, the recent flow of in
dustrial and other business construction awards, and a rise

Chart I
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in machine tool orders, tend to indicate that the long de
cline in business outlays on plant and equipment may now 
be over, as was earlier suggested by surveys of business 
spending plans.

Most of the comprehensive measures of output and 
income closed the past year with rises to record or near
record levels. The total physical output of goods and serv
ices (real GNP) rose 3 per cent from the third to the 
fourth quarters, and reached a level nearly matching the 
previous peak in mid-1957 (see Chart I). Manufacturing 
and mining output, as measured by the Federal Reserve 
index of industrial production, increased 1 point further 
in December, the eighth consecutive monthly rise. The 
total index was still 3 per cent below its all-time high, 
largely reflecting the incomplete recovery in the capital 
goods industries and in mining, but output of nondurable 
goods was well ahead of its pre-recession peak. Privately 
financed housing starts jumped in December to a seasonally 
adjusted annual rate of over 1.4 million units, more than 
50 per cent above the February low and very close to a 
new record. Retail sales, which had been relatively sluggish 
for several months, also spurted in December, with auto, 
department store, and apparel store sales increasing 
sharply. According to preliminary data, total retail dollar 
volume (seasonally adjusted) set a new record by a sub
stantial margin.

While personal income dipped slightly in December 
from the record November rate, this was due to a largely 
statistical drop in the seasonally adjusted rate of dividend 
receipts, as year-end “extras” for the third straight year 
were substantially less than was usual in most earlier years. 
Receipts from government benefits also declined. Labor 
income continued to expand, however, mainly as the re
sult of rising pay-scales and more overtime. Meanwhile, 
corporate profits advanced by 16 per cent in the fourth 
quarter, according to early estimates, to reach a seasonally 
adjusted annual rate approaching that of the record years 
1955 and 1956.

As has been the case since late summer, gains in em
ployment failed to match the pace of expansion in output 
and demand. Nonfarm employment rose less than sea
sonally in December; trade and post office employment 
increased by the usual large amount, but construction 
employment dropped more than normally because of un
usually bad weather. In seasonally adjusted terms, the 
total number of nonfarm wage and salary workers was still
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13A  million below the July 1957 high. Moreover, the 
number of private nonfarm jobs was actually more than
2 million short of the pre-recession peak, government 
employment having expanded by 400,000 in the interim.

The poor weather in December was also a factor in 
the slight rise in unemployment, to 6.1 per cent of the 
labor force (seasonally adjusted) from 5.9 per cent in 
November. In 1958, as in 1957, the growth of the labor 
force (people at work or looking for work) was smaller 
than long-run population trends would imply. On the 
average, the total labor force in 1958 was about half a 
million persons larger than in 1957, compared with an 
average annual rise of one million during the preceding 
decade. The number of people not now looking for work 
who might re-enter the job market as employment oppor
tunities improve may therefore be relatively large.

Despite the slow improvement of the labor market, 
the exceptional buoyancy of consumer buying during the 
holiday season testifies to the strengthening of public con
fidence in the economic outlook. Consumption outlays 
increased in the fourth quarter by substantially more than 
the gain in disposable personal income (personal income 
less income taxes). A large part of the increased spending, 
moreover, went for autos, household durables, and other 
nonroutine (“discretionary” ) purchases. Such purchases 
were particularly strong in December. Since 1955, how
ever, sales have shown an unusually pronounced tendency 
to sharp, but short, spurts around holiday and vacation 
periods. This apparently occurred again in late 1958; in 
January 1959, according to partial data, auto and depart
ment store sales fell back from the high rates achieved 
during the December sales burst.

The reduction in the rate of personal saving, as outlays 
rose far more than income, naturally cannot be repeated 
indefinitely. At some point, any further substantial in
crease in consumer buying will be dependent on gains in 
real family income. It is significant that real per capita 
income after taxes is still about 2 per cent below the peak 
reached in mid-1956. Moreover, the portion of such in
come set aside for credit repayment and other fixed com
mitments has increased. Of course, even if per capita 
incomes did not expand but instead remained stable, the 
total volume of sales would expand along with the growing 
population. While there is no doubt that many businesses 
would prosper under these circumstances, there is general 
agreement that the economy is capable of providing not 
merely a stable, but a rising standard of living.

Given the rather ample capacity now existing in many 
industries, there is room for an appreciable increase in 
per capita income and consumption over the coming

months. But to achieve this without touching off another 
round of inflation, the gains in real income should be 
brought about through lower prices for at least some 
products, which would stimulate increases in the over-all 
volume of sales and hence in output, employment, and 
profits—a sequence which did much to launch the vigor
ous upswings that began in 1949 and 1954.

THE OUTLOOK FOR PRICES

During the second half of 1958, the consumer price 
index held virtually unchanged (see Chart II). Develop
ments during this period may be summarized as follows. 
Food prices were declining about seasonally, after having 
advanced sharply more than seasonally earlier in the year. 
Prices of manufactured goods were rising, probably some
what more than seasonally, after having declined about 
seasonally earlier in the year. Service prices, meanwhile, 
continued to advance, but at a distinctly slower pace than 
in the preceding two years.

Looking ahead, food prices—which represent some 30 
per cent of the cost of living (see Chart III)—seem to 
offer the best prospects for some decline. Some drop could 
occur merely if the weather in farm areas turns out to be 
better this year than in 1958. The harsh winter last year 
sharply reduced fruit and vegetable crops and resulted in 
a steep run-up in prices of fresh produce as well as sub
stantial price rises for some frozen and canned goods.

C h a r i  II

CONSUMER PRICES AND MAJOR COMPONENTS
1947 - 49=100

Per cent Per c e n »
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Hopefully, this pattern may not be repeated this year, 
although the reduced stocks of many frozen and canned 
goods may continue to exert some upward pressure. The 
other major source of higher food prices in 1958 was the 
sharp advance in meat prices; meat rose much more than 
seasonally in the first half of the year, and declined only 
about seasonally in the second half. Farmers have been 
sending fewer animals to market, partly because they have 
been building up their cattle herds. A period of increased 
marketings and lower prices is almost bound to follow 
eventually, however. Pork prices are expected to decline 
this year, while beef prices are likely to decline by 1960, 
and possibly sooner.

In contrast to the outlook for food prices, the rise in 
the cost of services and shelter (about a third of family 
budgets) seems likely to persist. This rise, which has con
tinued almost uninterruptedly since before World War II, 
has slowed down substantially since early 1958, however 
—from a rate of about 4 per cent annually in the previous 
two years to about 2 per cent currently. While fully 
detailed data are not available beyond September, the 
slowing-down apparently reflects partly a leveling-off in the 
cost of scattered items such as movie admissions, beauty 
shop charges, and some repair and maintenance services, 
as well as a decline of mortgage interest rates. Prices of

other services, such as utilities, transit fares, and medical 
services, continued to advance rapidly, although in some 
cases not so fast as before. Recent developments in the 
mortgage market suggest the possibility of some renewed 
increase in mortgage rates.1

The remaining part of consumer budgets—more than 
a third—consists of manufactured goods. With food prices 
possibly declining and service prices rising, the behavior of 
prices of manufactured goods may in effect determine the 
trend of consumer prices over the coming months. Price 
developments in this sector in 1957-58 contrast markedly 
with the changes that occurred in the previous postwar 
recessions. In 1948-49, retail prices of both durable and 
nondurable manufactured goods declined. In 1953-54, 
nondurable goods were more or less steady in price, but 
durable goods declined—reflecting the spread of the dis
count practice. In 1957-58, however, apart from seasonal 
fluctuations, both durable and nondurable goods prices 
were steady—except for automobiles, a major component 
of this group, for which prices increased.

As expansion continues, upward pressures on consumer 
goods prices may intensify. Since midyear, wholesale prices 
have increased for a number of key industrial products 
and the price rise, while slow, appears to be broadening 
somewhat. In addition, the most recent labor agreements 
have included wage increases that seem on the generous 
side, compared with the average gain in productivity in 
the economy as a whole (although to a lesser extent than 
in 1955-57), and profit margins also have been rising. 
Finally, the increases in various sales and excise taxes 
now proposed at all levels of government, if enacted, are 
likely to be passed along at the retail level.

On the other hand, there are also strong counterforces. 
Recent surveys of consumer attitudes and spending plans 
concur in reporting a ground swell of resentment at higher 
prices. The feeling that prices are high, some analysts 
believe, leads to the deferral of buying plans for durable 
goods—people may consider it cheaper to get maximum 
use out of what they already have than to pay prices they 
regard as exorbitant for new replacements. The price 
reductions put into effect by the large mail order firms, 
various press reports that some retailers plan to hold the 
price line, and the relatively strong showing of economy 
cars all suggest that the consumer is expressing his resist
ance to higher prices in the market place.

1 In principle, the consumer price index should not be affected by price changes which reflect simply changes in the quality of the product. Accordingly, the Bureau of Labor Statistics draws up detailed specifications in an effort to ensure that the products priced from month to month are of comparable quality. However, a completely satisfaaory adjustment for quality may not always be feasible, especially for some service items.
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Interpretation of recent developments in prices at the 
wholesale level is more difficult than of retail price changes, 
due to differences in the methods used to compile the offi
cial indexes. The consumer price index attempts to meas
ure the prices people are actually paying. Reporters are 
sent to the stores to note the prices marked on merchandise 
or to obtain quotations from salesmen or managers. The 
wholesale price index, on the other hand, relies to a very 
great extent on list prices and consequently may not fully 
reflect unpublicized discounts and other forms of price 
shading. Unquestionably, discounts on industrial goods 
were relatively common in early 1958, but have subse
quently narrowed considerably or disappeared. However, 
the size of the discounts and the proportion of transactions 
involved are not easy to ascertain.

According to the official wholesale price indexes, raw 
materials prices in 1958 as always were highly respon
sive to changing business conditions; on the other hand, 
prices of fabricated materials and finished goods, and par
ticularly of metal products, were relatively inflexible (see 
Chart IV). Prices of crude industrial materials and fuels 
dropped sharply during the business contraction, reflecting 
enlarged capacity, inventory liquidation, and reduced con
sumption. Following the business upturn in May, these

Cha rt IV
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prices advanced rapidly for a time, not only because of 
improved demand, but also because of measures to re
strict certain basic commodity imports and because of 
a strike that curtailed African copper production. More 
recently, however, the rise has come to a halt, with average 
prices still at a level below that of mid-1957 and consider
ably below the high reached during the Suez crisis in late 
1956. Prices of fabricated materials and especially of 
durable materials, on the other hand, responded only 
slightly to the recession (discounts aside) and have been 
advancing since the steel price increase in midsummer. 
Even though prices of many nondurable materials such as 
textiles, chemicals, and petroleum are still below earlier 
peaks, the average for all fabricated materials is back to 
the pre-recession high. Wholesale list prices of finished 
consumer and capital goods, like prices of semimanufac
tures, also remained virtually unchanged during the reces
sion, but have tended to rise in the last few months, 
principally reflecting higher prices on automobiles and sev
eral types of machinery.

PRICES AND FOREIGN TRADE

The contrast between the sharp drop in our exports 
during the recession and the steadiness of imports has led 
to some apprehension that United States producers may 
be pricing themselves out of the world market. Of course, 
factors other than prices have played the principal part 
in reducing our exports. These include the reopening of 
the Suez Canal and the fall in our petroleum exports, the 
decline in subsidized exports of surplus farm commodities, 
the decline in foreign demand associated with business 
recessions abroad, and the payments difficulties experi
enced by many underdeveloped countries as a result of 
price declines for their principal raw materials exports. 
However, foreign competition has certainly grown more 
intense, both at home and abroad. Furthermore, sales in 
international markets appear to be turning more and more 
on price. The advantage of large capacity and advanced 
techniques, held by the United States because of the war 
destruction in other industrial countries, has been largely 
whittled away, and foreign producers now are frequently 
able to offer the same quick delivery and high quality as 
United States firms. The increasing attractiveness of lower 
costs abroad also may tip the scales in cases where Ameri
can firms may be considering shifting overseas some of 
their manufacturing operations for foreign markets.

On the other hand, the fact that many countries still 
apply discriminatory restrictions to imports from the dollar 
area suggests that there are many products in which the
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United States retains a considerable competitive advantage. 
The recent extension by most West European countries 
of convertibility privileges to nonresidents was accompanied 
by the further relaxation of discriminatory import restric
tions on American goods only in France, which had lagged 
behind other West European countries in this respect. The 
relaxation of such restrictions more or less generally, how
ever, would appear to be a logical consequence of a suc
cessful transition to the new currency system. But even if 
our exports were to increase substantially, it must be 
recognized that the gradual freeing of restrictions on inter
national trade will tend to promote greater regional spe
cialization, in the same way as does the large market area 
within our own borders. While this is a process that con
fers important economic benefits—on an international just 
as on a domestic scale—it is also one that may have very 
uneven impacts on different industries and areas, favoring 
some and requiring painful adjustments in others. But this 
is probably an inevitable consequence of industrial growth,

and will have to be accepted if the United States is to share 
in the improvement of standards of living that the free 
world expects to achieve through freer trade and payments.

CONCLUSION

With the advent of the new year, the economy’s total 
output has once more begun to set new records, and the 
vigorous expansion in demand has of course also increased 
upward pressures on some prices. A major question mark 
in the outlook for 1959 is whether these pressures will 
become so strong as to disrupt the current stability in the 
cost of living. The outcome may well hinge on the many 
critical policy decisions, public and private, that must be 
taken during the coming months. The more general adop
tion by business and labor of policies aggressively aimed 
at “high volume at lower prices” would go far toward 
helping the nation to realize its full potential for economic 
growth.

Money Market In January

The money market retained a firm tone during January. 
System open market operations absorbed the seasonal re
lease of reserves by market factors and maintained a mod
erate degree of pressure on bank reserve positions. The 
effective rate for Federal funds generally held at the 2Vi 
per cent ceiling, although there were occasional reports 
of trading at slightly lower levels.

Government securities prices declined further over the 
month, extending the downward movement that had begun 
in December. Market sentiment was bearish over much 
of the period, reflecting both the uncertainties connected 
with the Treasury’s $15 billion February refunding opera
tion and the expectation that the continued improvement 
in business activity would lead to further tightening of 
credit. In mid-January the Treasury sold $3 Va billion of 
securities for cash, a somewhat larger amount than had 
been anticipated. Despite their initially attractive yield, 
the unfavorable market climate soon caused the two new 
securities to fall slightly below their original offering price. 
Toward the end of the month the market tone improved 
somewhat in response to rumors suggesting that the Febru
ary exchange offering, originally expected to include a 
longer bond, would be confined to shorter maturities.

Moreover, market opinion turned to the view that any 
credit-tightening measures in prospect for the near future 
had already been discounted. Yields on corporate and 
municipal bonds moved higher over the month in response 
to the influences affecting the Treasury market and to 
the substantial calendar of new municipal financing for 
the months ahead.

On January 29 the Treasury announced the terms of its 
February refunding operation. Holders of $14.9 billion of 
the maturing securities were offered a choice of a 334  per 
cent one-year certificate of indebtedness to be dated Feb
ruary 15 and due February 15, 1960 or a 4 per cent 
three-year Treasury note to be dated February 15 and 
maturing February 15, 1962. The maturing securities in
clude $9.8 billion of 2Vi per cent certificates of indebted
ness due on February 14 and $5.1 billion 1% per cent 
notes due on February 15. Holders of the certificates elect
ing to exchange into the new securities will be allowed a 
discount on the price of the new issues equivalent to one 
day’s interest. Subscription books for the exchange will be 
open on three days, February 2 through February 4. The 
exchange offering met with a favorable initial response in 
the market.
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The Business Situation

The forward momentum of business activity was appar
ently maintained in February. Steel output made a striking 
advance, while strike settlements cleared the way for 
stepped-up production in several other important durable 
goods industries. Construction activity was again a source 
of strength, continuing near-record levels in February. 
And an important additional stimulus to economic expan
sion seemed to be coming from business inventory rebuild
ing after the deep cuts made last year. The near-term 
price outlook has not changed much; consumer prices were 
virtually steady in January and wholesale prices, which had 
risen seasonally in January, tended to ease in the first two 
weeks of February.

In January, however, as in the preceding several months, 
there was little improvement in employment or unemploy
ment apart from the usual seasonal developments. Total 
employment, reported by the Census Bureau, dropped by 
1.3 million in January largely because of the customary 
post-Christmas cutbacks in retail trade and post office jobs 
and a further reduction in outdoor work. Since September, 
nonfarm employment (seasonally adjusted) as measured 
by the Bureau of Labor Statistics has risen at an average 
rate of about 50,000 per month, only about one-third as 
much as in the earlier months of recovery. Although 
manufacturing output increased in January, factory 
employment declined seasonally; since last September, 
manufacturing employment has risen only 1 per cent 
despite the more than 4 per cent advance in factory out
put. Outside of manufacturing there has been virtually 
no increase in employment in the past few months. 
After dropping off somewhat in seasonally adjusted terms 
in the fourth quarter of last year, nonmanufacturing em
ployment rose in January to about the September level. 
As measured by the Census Bureau, however, the increase 
in nonfarm employment over the past four months has 
been considerably larger. The differences between these 
two sets of employment data are discussed later in this 
article.

Since, as usual, most of the temporary holiday job
holders withdrew from the labor force in January, the in
crease in the number of unemployed persons was less than 
half the drop in total employment. The rise in unemploy
ment was about average for the month, leaving the season
ally adjusted unemployment rate virtually unchanged at
6.0 per cent, the level near which it has remained since 
November. Some 230,000 more persons were jobless in

January than a year earlier and about IV2 million more 
than in January 1957, when the unemployment rate was 
4.2 per cent. In January, the United States Labor Depart
ment shifted eight major labor market areas to categories 
signifying lower unemployment, but this still left more than 
half of the nation’s 149 industrial centers classified as areas 
of “substantial labor surplus”. The Department also re
ported that the gains in employment in February and 
March anticipated by employers in the major labor market 
areas were generally of modest proportions and partly 
seasonal in character.

Industrial production continued to advance in January; 
as in the preceding month, there was a one-point rise in 
the Federal Reserve Board’s seasonally adjusted index. 
After climbing steadily from its low point last April, indus
trial production in January was only IV2 per cent beneath 
the pre-recession level; durable goods production still had 
recovered only about two thirds of the recession drop, but 
soft goods output was 4 per cent above its 1957 high. The 
favorable trend of production was apparently maintained 
in February. Steel output scored further impressive gains, 
averaging 84 per cent of capacity during the month, com
pared with 74 per cent in January. And, in terms of actual 
tonnage, more steel was produced in February than in 
any month since May 1957. The demand for steel is 
reportedly being pushed up mainly by the rush of users 
to lay in stocks against the possibility of a strike in July, 
after the steel industry’s labor contracts expire. In 
addition, however, current steel consumption is up 
and users probably also desire to rebuild their inven
tories for normal business purposes. Lengthy strikes in the 
glass and other industries were ended in late January and 
February, making possible increased production in these 
lines and also in the auto industry, where production had 
been curtailed by the lack of glass. The trend of weekly 
figures for electric power production and freight carload- 
ings also suggested that output was increasing in February.

In January there was a continuation of the rise in con
sumer incomes that has contributed so importantly to the 
improvement in business. Personal income climbed to a 
record seasonally adjusted annual rate of $362.3 billion, 
$1.6 billion above the previous high reached last Novem
ber. Retail sales in January, after seasonal adjustment, 
held at the record December level according to the advance 
report; at $17.6 billion, total sales of retail stores were 5 
per cent higher than a year ago. Automobile sales declined
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Chart I
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about seasonally in January, and in the first twenty days of 
February the sales rate was slightly lower than a month 
earlier. During the first seven weeks of 1959 some 20 per 
cent more cars were sold than in the corresponding 1958 
period, when the recession was cutting deeply into car 
buying. But even though this year’s models have been 
faring better than last year’s, the recent sales pace seems 
to imply that the industry’s 1959 sales will not be as high 
as in 1956 and 1957 and will fall far short of the record 
1955 level.

Business inventory accumulation seems to have been 
making an important contribution to the strengthening of 
demand since the turn of the year. The slowing of inven
tory liquidation in the second and third quarter of last 
year and its cessation in the fourth quarter was a powerful 
factor in the recovery of production. As Chart I shows, 
total business stocks edged up in the last two months of 
1958, chiefly because auto dealers’ stocks increased as 
production of the new models was stepped up. Inventory 
liquidation at the manufacturers’ and wholesalers’ level 
continued in November and December, but the de
clines were very small. Moreover, by the end of last 
year inventory-to-sales ratios had declined to a point where 
businessmen had in the past considered their stocks inade
quate. In December the inventory-to-sales ratio in both

durable and nondurable goods manufacturing had fallen 
beneath the level at which producers had begun to rebuild 
their stocks following the 1953-54 recession. The ratio at 
the wholesale level was the lowest in three years, and re
tailers’ stocks had not been at such a low level in compari
son to sales since their shelves were emptied by the buying 
spree following the outbreak of the Korean war. Thus, 
the stage seemed to be set for inventory rebuilding this 
year. The speed and extent of the rise in inventories will 
be one of the major factors determining the strength of 
business in 1959.

MEASURING EMPLOYMENT

With the employment situation still responding only 
slowly to the strong expansion in business activity, more 
than usual attention is being accorded to the various statis
tics of employment. There are two major sets of labor 
market data, one gathered by the United States Census 
Bureau and the other by the Bureau of Labor Statistics 
(BLS). They are collected by entirely different methods 
and differ significantly in their coverage—and sometimes 
in their findings. Just as for other economic statistics, 
therefore, assessment of the employment data requires at 
times a balancing of apparently conflicting information.1

The most comprehensive body of labor force data is 
that compiled by the Census Bureau in its monthly labor 
force survey. This is the sole source of statistics for total 
unemployment, and also a principal source of data for 
total employment and for many other important aspects 
of the labor market, including among others the age and 
sex distribution of the labor force, employment in differ
ent occupations, and the amount of and reasons for part- 
time employment.2

Once each month Census Bureau enumerators interview
35,000 households in 330 sample areas of the country. 
Respondents are questioned as to the employment status 
of all household members fourteen years of age or over 
for the calendar week that contains the twelfth of the 
month. The statistical techniques by which the sample is 
selected make it possible to calculate mathematically the 
margin of error involved in estimating national totals 
from interviews covering only a small proportion of all 
the households in the country. (Other errors, such as 
those which might result from inaccurate answers by the 
respondents, cannot be evaluated mathematically.) For

1 Responsibility for the analysis and publication of the data is cur
rently divided between the two collecting agencies but is to be shifted 
wholly to the BLS in Ju ly.

2 The only other major source of unemployment data is the weekly 
count of the number of persons drawing unemployment insurance pub
lished by the Bureau of Employment Security.
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unemployment, the chances are about two out of three 
that the level as estimated for any month, and also the 
change from the month previous, will be off by no more 
than 100,000—quite a small error, when it is considered 
that unemployment has in recent years been in the range 
of 3-5 million.

Every person covered by the survey is assigned to one 
of three possible categories: “employed”, “unemployed”, 
or “not in the labor force”. A person is counted as 
employed if, during the survey week, he did any work 
for pay or profit, or worked fifteen or more hours without 
pay on a family farm or business. With a few exceptions, 
persons with a job but not at work (due to illness, vaca
tions, labor disputes, etc.) are regarded as employed. A 
person is considered unemployed if he was out of work 
and states that he was looking for work. However, per
sons who did not look for work because they believed 
that no jobs were available in their line or in their com
munity are also counted as unemployed. The sum of all 
the employed and all those unemployed constitutes the 
civilian labor force. Other persons, those not at work and 
not seeking work—housewives, students, retired people— 
are regarded as not in the labor force.

Of the large body of statistics gathered in the monthly 
labor force survey, the single figure most widely used by 
business analysts is probably the seasonally adjusted un
employment rate. This is the percentage of the total 
civilian labor force that is unemployed, i.e., the percentage 
obtained by dividing unemployment by the labor force. 
It must be noted, however, that the seasonal adjustment 
of this series—indeed, of all the Census laibor force data— 
presents unusually difficult problems that have not yet been 
satisfactorily resolved. The behavior of the seasonally ad
justed unemployment rate during the postwar recessions 
and recoveries is shown in Chart II, from which it is readily 
apparent why the concern over the unemployment situation 
during the current expansion has been so great. Regularly 
published figures from the monthly surveys show that, 
like total unemployment, long-term unemployment and 
unemployment among family heads also have been running 
higher in recent months than in other comparable postwar 
periods.

As contrasted with the information for unemployment, 
the employment data from the Census Bureau surveys are 
used less frequently in interpreting current trends, mainly 
because there exists an alternative set of statistics for non
farm employment, compiled by the BLS, which is much 
less subject to large irregular fluctuations. While the Census 
data are obtained through household interviews, the BLS 
data are compiled entirely from mail reports of payrolls

Chart II

THE UNEMPLOYMENT RATE IN THE POSTWAR 
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by about 180,000 cooperating establishments. Nonfarm 
employment as measured by the BLS thus excludes the self- 
employed, domestic servants, and unpaid family workers, 
all of whom are included in employment as measured by 
the Census Bureau. Persons on unpaid absences from 
work and therefore not on the payroll also would not 
appear in the BLS data. On the other hand, the BLS 
employment figures count twice anyone who happens to 
be on the payroll of two reporting employers. Other differ
ences in coverage between the Census and BLS data for 
nonfarm employment, while numerous, are of lesser 
importance. Both series, of course, are eventually “blown 
up” into estimates representing national totals.

The firms reporting to the BLS are the larger employers 
in their respective industries; in the aggregate, the par
ticipating employers provide about half of all nonfarm 
wage and salary jobs. Coverage is most complete for gov
ernment, railroad, and manufacturing employment, and 
least so for trade and services. Firms report once a month 
for the payroll period ending closest to the fifteenth. On 
the same form on which they report employment, it may 
be noted, cooperating firms also submit the data from 
which are derived the official estimates of average hours
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Chart III
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worked, average hourly earnings, and wage and salary 
incomes.

Once a year, data become available from a variety of 
sources giving a complete count of employment for nearly 
all the employers in each industry. Such “bench-mark” 
data are used to correct previously published figures 
(sometimes the revisions are large) and also in carrying 
forward the current estimates on the basis of the reporting 
sample.

Largely because the BLS series excludes the more vola
tile parts of employment, seasonal adjustment is rela
tively simple. Indeed, the seasonally adjusted series is 
remarkably free of erratic movements (except when special 
factors such as major strikes or unusual weather disturb
ances intervene). In recent years changes of direction in 
the seasonally adjusted monthly data (if of any magnitude, 
say as much as 200,000) almost invariably have reflected 
an underlying change in the general economic situation.

As Chart III shows, the Census Bureau and BLS statis
tics for nonfarm employment frequently move in opposite 
directions for short intervals, as might well be expected 
in view of the differences in coverage and compilation 
methods. An unusually wide and persistent discrepancy 
appeared, however, during the 1957-58 recession: BLS 
nonfarm employment declined by about a million more 
than Census nonfarm employment. Since the upturn, both 
series have recovered by about the same amount, so that

the gap between the two measures that opened during the 
recession still exists. Moreover, the discrepancy apparently 
is not due primarily to the differences in coverage; it re
mains substantial even when the Census data are adjusted 
to conform as closely as possible to the narrower BLS 
definition. While some of the divergence can probably be 
attributed to such factors as a drop in dual jobholders 
(who, it will be recalled, may be counted twice by the BLS 
and only once by the Census Bureau), the major part 
remains unexplained.

This contradictory behavior complicates the analysis of 
the present employment situation. In January, for example, 
total nonfarm employment on the (seasonally adjusted) 
Census basis was nearly back to the pre-recession peak, 
while on the BLS basis it was still IV2 million short and 
in fact no higher than in late 1955. Similarly, the Census 
figure for total nonfarm employment (without seasonal 
adjustment) in January was higher than a year earlier, 
while the BLS figure was lower. Even the more “opti
mistic” Census series, however, still supports the conclu
sion that the employment recovery since the business 
upturn in the spring of 1958 has been significantly slower 
than during the two preceding cyclical revivals—despite 
the fact that the current upturn has been the fastest with 
respect to output and income.

There is also an alternative series to the Census data 
for farm employment. Farm employment, as estimated by 
the Census Bureau from the monthly household survey, 
showed a significant decline during 1958. On the other 
hand, the alternative series prepared by the Department of 
Agriculture, based on mail reports and considerably 
different in coverage, shows no change for 1958. How
ever, because of the variable effects of such influences as 
weather and school vacations, and because so many farm 
laborers are not paid in money wages, short-run changes 
in statistics of farm employment often are not meaningful.

CONCLUSION

Total output and incomes have been expanding strongly 
so far in 1959. However, even measured by the most 
“optimistic” data, the accompanying recovery in employ
ment has been disappointing compared with that achieved 
during the previous postwar business upswings. Unemploy
ment, moreover, is still high for a period in which produc
tion is on the verge of, or even at, an all-time peak. 
A considerable further expansion of demand and output 
will be required to bring down the unemployment rate to 
its pre-recession level.
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The Business Situation

Economic activity rose at a somewhat more rapid pace 
in March, partly as a result of inventory rebuilding. Steel 
output advanced sharply, setting a new monthly record, 
while automobile production benefited from the end in 
February of an important suppliers’ strike. Construction 
activity remained on the record high plateau of recent 
months, and an advance in business capital outlays was 
indicated by the latest Commerce-Securities and Exchange 
Commission survey of capital spending intentions. Accord
ing to press reports of preliminary estimates by Govern
ment statisticians, based on incomplete data, gross national 
product rose in the first quarter by about $11 billion to 
the vicinity of $464 billion. Unemployment remained high 
in February, but weekly data on unemployment insurance 
claims suggest some improvement may have occurred in 
March. Consumer prices have remained steady, but sensi
tive industrial raw material prices rose in March.

Industrial production advanced by one point in February 
for the third successive month. This brought the Federal 
Reserve Board’s seasonally adjusted index back to 144, 
just one point short of the pre-recession levels of the sum
mer of 1957 (see Chart I ) . Output apparently ad
vanced further in March. Steel production, spurred by 
inventory buying, was at 92.9 per cent of capacity in the 
week ended March 29, compared with the 88.5 per cent 
achieved in the last week of February, and a similarly high 
level of operations is generally expected for the second 
quarter. The output of passenger cars bounced back 
in March as a major producer resumed full produc
tion after settlement of a labor dispute in the glass industry. 
There were, however, some cutbacks by other auto pro
ducers, as stocks in dealers’ hands climbed to over 800,000 
units. Other signs of rising industrial output in March 
were the weekly advances in freight carloadings and elec
tric power production.

Business inventories have been expanding. In January 
manufacturers’ stocks rose significantly for the first time 
since August 1957, after shrinking by $5 billion in the 
intervening months. Presumably most of this build-up was 
in steel, for which new orders rose sharply in January. 
Inventories also rose at the retail level, reflecting the fur
ther increase in dealers’ stocks of new cars; elsewhere in 
retail trade, however, and also in wholesale trade, inven
tories declined.

Consumers apparently entered 1959 feeling significantly 
better about their own prospects than in early 1958, ac
cording to the Federal Reserve Board’s annual survey of

consumer finances. Spending plans of the households 
taking part in this survey were moderately above the pre
vious year, and particularly strong in the case of houses 
and home improvements. In fact, actual housing starts 
in January and February were at a seasonally adjusted 
annual rate of over 1.3 million which, although about 
100,000 below the November-December rate, was 38 per 
cent higher than in January-February 1958. Retail sales 
in February apparently were again maintained close to 
December’s peak rate. Sales of ears have continued to run 
well ahead of last year’s depressed levels but through mid-
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March were considerably below the 1956-57 pace. Sup
port for retail buying continued to come from both in
creased consumer borrowing and rising consumer incomes. 
During January and February, consumer credit expanded 
at a rate approximately matching the record 1955 pace 
while personal income advanced to successive new peaks.

Employment, however, showed no significant improve
ment in February. In the five months since September, 
nonfarm employment (Bureau of Labor Statistics payroll 
data seasonally adjusted) has risen only 256,000, com
pared with an advance of 726,000 in the previous five 
months. The total number of jobless workers rose slightly 
in February to 6.1 per cent (seasonally adjusted) of the 
labor force. However, unemployment insurance claims 
appear to have declined more than seasonally in March.

FURTHER RISE SEEN FOR CAPITAL. OUTLAYS

Business spending on plant and equipment rose slightly 
in the fourth quarter of last year after having fallen $8 
billion (seasonally adjusted) from the peak annual rate 
achieved in the third quarter of 1957. More importantly, 
according to the latest Commerce-SEC survey of capital- 
spending intentions taken in February, businessmen were 
planning to increase their spending by $1.2 billion to a sea
sonally adjusted annual rate of $31.2 billion in the first 
quarter, and further to $32.0 billion in the second. The 
survey also showed sentiment to be more expansive than 
prevailed three months ago when expectations of first- 
quarter outlays were lower in nearly all lines of business. 
More than three fourths of the anticipated fourth- to 
second-quarter increase is expected to reflect higher invest
ment by manufacturers, with durable and nondurables con
tributing about equally to the rise. Higher outlays are also 
foreseen by both rail and other transportation firms with 
a sharp pickup in rail outlays from a very low level. 
Expenditures by public utilities and by commercial and 
other concerns, which were relatively stable in 1958, are 
expected to show little change, and in mining no pickup 
is envisioned from near-trough levels.

The turnaround in capital spending has come a little 
earlier this time than in the recovery of 1954-55 but later 
than in 1949-50, when capital spending and general busi
ness activity began to move up simultaneously (Chart II). 
The outlook of businessmen in the recent expenditures 
survey is for a somewhat less vigorous rebound in capital 
outlays than took place in the earlier postwar recoveries. 
In fact, total spending in 1959 is expected to be only

C h a r t  II

BUSINESS CAPITAL OUTLAYS IN THREE RECOVERIES
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4 per cent above 1958. In real terms this would mean 
only a small advance over 1958 when the physical vol
ume of purchases of producers’ durable equipment, the 
main component of capital outlays, was at the lowest level 
since 1946. The 1959 total also implies that second- 
quarter spending rates will be continued for the last half. 
However, in 1955 the annual survey also projected 
only a continuation of the second-quarter spending rate 
during the latter part of the year, but actual outlays rose 
sharply—even after lagging behind expectations in the 
second quarter. Business sales expectations are quite re
strained, according to the Commerce-SEC survey; full-year 
sales are expected to be only 1 to 1 Vi per cent above the 
current annual rate of manufacturers’ and retail sales (sea
sonally adjusted).

A further moderate upturn in manufacturing investment 
is also indicated by the National Industrial Conference 
Board survey for Newsweek of the capital appropriations 
of large manufacturing firms. Such appropriations rose in 
the last three months of 1958 for the second quarter in suc
cession, although total new appropriations remained below 
year-previous levels.
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The Business Situation

The month of April provided further evidence that 
business activity has been expanding along a broad 
front. Newly available data indicate that the nation’s 
output of goods and services, measured in terms of real 
gross national product, advanced beyond its pre-recession 
peak during the first quarter of this year, and further gains 
were apparently recorded in April. The Federal Reserve 
Board’s seasonally adjusted index of industrial production 
(as shown in Chart I) climbed to a record level of 147 in 
March, one point above the previous high reached in the 
winter of 1956-57. At the same time, a marked increase 
in personal income—the largest advance recorded for a 
single month since mid-1956—contributed to a quickening 
in the pace of consumer purchases of automobiles and 
other durables, and provided a solid underpinning for con
tinued record outlays on nondurable goods and services. 
Capital spending has registered further gains, though still 
of modest proportions, while the latest McGraw-Hill 
survey of capital spending intentions suggests that busi
nessmen are continuing to raise their targets for plant and 
equipment outlays during 1959. The consumer price index 
held a steady course in March, extending to nine months 
the period of virtual stability.

As advances in production and demand have become 
more widely diffused through the economy, the unemploy
ment situation has shown the first distinct improvement in 
a number of months. According to the Census Bureau, total 
employment advanced substantially in March while unem
ployment declined by nearly 400,000, almost twice the 
usual drop for the month. This reduced the seasonally 
adjusted rate of unemployment from 6.1 per cent of the 
labor force in February to 5.8 per cent in March, the 
lowest rate since January 1958. Particularly encouraging 
was the fact that the decline in seasonally adjusted unem
ployment was concentrated among men of twenty-five 
years and over, most of whom are heads of families.

Nevertheless, the March unemployment percentage was 
still well above the pre-recession average of about 4 per 
cent, and exceeded the rate for comparable stages of re
covery during the 1948-49 and 1953-54 recessions; the 
number of long-term unemployed (persons out of work 
for fifteen weeks or more), moreover, remained virtually 
unchanged. For many major industries, the recovery in 
employment has been slower than in previous postwar 
upswings, even though recent production gains have been 
more rapid (at least as compared with 1954-55). Steel out

put, for example, had risen to record levels in March, but 
employment in the steel industry (as measured by the 
Bureau of Labor Statistics) remained some 10 per cent 
below its previous peak. And in manufacturing as a whole, 
production in March was 17 per cent above the April 1958 
recession low, as against an employment gain of less than 
5 per cent; during a comparable period in the 1954-55 
upturn, manufacturing output advanced 13 per cent, while 
employment rose 6 per cent. However, with a rise of the 
average workweek in manufacturing to the relatively high 
level of 40.1 hours, prospects seem favorable that further 
expansion in output will now result in more active rehiring. 
The apparently more-than-seasonal decline in insured un
employment since mid-March suggests, in fact, that a 
further reduction in the jobless total is currently under way.

C h a r t  I
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The spate of favorable economic news in recent weeks 
appears to have strengthened business and consumer con
fidence in the economic outlook. It is widely recognized, 
nevertheless, that there are a number of uncertainties in 
the present situation which call for a cautious appraisal of 
current business trends. A key question, of course, is how 
much of the current expansion in productive activity can 
be attributed to precautionary inventory accumulation in 
anticipation of possible midyear strikes in the steel indus
try and some other industries, and thus merely represents 
“borrowing” from the future. Undoubtedly, “hedge” buy
ing has been a major factor in pushing the rate of steel 
production close to capacity limits during the past sev
eral months; in April, this rate averaged 93 per cent 
of capacity. Even in the steel industry, however, an im
portant share of the enlarged output was absorbed by a 
rising volume of current production in metal-consuming 
industries, as well as by an expansion in inventories to 
support improved sales. Moreover, while the spurt in 
primary metal output was a major factor in the two-point 
rise of the industrial production index during March, 
output gains were widely distributed throughout the range 
of industrial activities.

A second major source of uncertainty revolves around 
the question of whether the underlying forces of demand 
will be strong enough in coming months to permit a con
tinuation or acceleration of the current momentum of 
expansion, even if the cessation of current hedge buying 
in anticipation of midyear work stoppages should prove 
to have only a relatively minor impact on the over-all 
business trend. As Chart II indicates, the expansion in 
major areas of aggregate demand during the first quarter of 
1959 followed approximately the pattern set since the 
beginning of the current recovery. Changes in inventory 
investment, in line with the experience typical of the early 
phases of cyclical upswings, have provided a major stimu
lus to the expansion, while rising consumer expenditures 
for durables and housing, higher business outlays for new 
equipment, and continued advances in government spend
ing as well as in consumer purchases of nondurable goods 
and services have also made important contributions.

This pattern, however, is likely to change significantly 
over the coming year. To be sure, the rate of inventory 
accumulation during the first quarter was not so high as 
during comparable stages of other recent recoveries, and 
inventories are still quite low relative to sales in most in
dustries; thus, there appears to be room for a substantial 
further build-up of stocks. But even with rising stocks, 
the net stimulus to over-all activity provided by the inven
tory sector may, on balance, become smaller over the rest

C h a r t  II

CHANGES IN MAJOR GNP EXPENDITURE COMPONENTS
F i r s t  q u a r t e r  1 9 5 9  
c o m p a r e d  w it h  
f i r s t  q u a r t e r  1 9 5 8

Firs t  q u a r t e r  1 9 5 9  
c o m p a r e d  w it h  
f o u r t h  q u a r t e r  1 9 5 8
j I I I

G over nm en t

C o n s u m e r  d u ra bles  
a n d home buil d ing  
' I

C onsu me r no nd urable s  
an d s e r v ic e s  I

I
Business f ix e d  | 

investment I

In ve ntory
investment

Net e x p orts

I i I I I 
+2 +4  +6  +8  +10 +12

B i l l i o n s  of  d o l l a r s

i ! i i i i 
l !i i

M 1 h i

-2 0

I I
I I I
I I I
I I I

+2  +4 +6
B i l l i o n s  of d o l l a r s  

N o t e :  U n d e r l y i n g  d a t a  a r e  s e a s o n a l l y  a d j u s t e d  at  a n n u a l  r a t e s .  
S o u r c e s :  1 9 5 8  d a t a  f r o m  U n i t e d  S t a t e s  D e p a r t m e n t  of C o m m e r c e .  

F i r s t - q u a r t e r  1 9 5 9  d a t a  e s t i m a t e d  b y  the C o u n c i l  of  E c o n o m i c  
A d v i s e r s .

of the year. At the same time, a leveling-off in the pace 
of advance in government expenditures may well be in 
prospect. Thus, it seems likely that the primary spur to 
further advances in aggregate output will have to come 
from the consumer sector and from business capital 
spending.

C O N S U M E R  D E M A N D  A N D  H O U S IN G

Consumer demand has staged a marked revival in re
cent months. Retail sales rose substantially in March 
to $16.9 billion, a new record high in seasonally adjusted 
terms, and partial April data for department store and 
auto sales suggest a further gain. Moreover, the buoyancy 
of sales seems to be especially marked for durables and 
other postponable items—a sign that incomes are rising 
broadly and that people are confident about the future. 
Consumer credit growth speeded up during the first quar
ter to a seasonally adjusted annual rate of $5.5 billion, 
approaching the record pace of the 1955 boom. Signifi
cantly, however, the composition of this growth differs 
from that which occurred in 1955; more money is being 
borrowed for household items and home repair and on 
charge accounts and considerably less for automobiles.

The most vigorous gain in consumer demand, broadly 
interpreted, has been for housing. Plans to purchase homes 
and to make large outlays on home repair and improve
ments, as reported in the Survey of Consumer Finances, 
were sharply higher in early 1959 as compared with early 
1958. Beginning with November 1958, private housing
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starts have been at an annual rate of over 1.3 million units, 
as high or higher than during the 1955 housing boom 
and nearly matching the all-time record of 1950. Further
more, the pace of applications for Federal Housing 
Administration- and Veterans Administration-approved 
construction—which represents the most volatile part of 
the housing market, even though it accounts for a lesser 
proportion of the total than during the previous boom— 
suggests continuing strength in residential starts. (See 
Chart III.) A rather sizable share of recent building has 
consisted of apartment houses; in 1958, one out of every 
six dwelling units started was an apartment, the largest 
proportion since 1949. The fact that suburban land in a 
growing number of areas has become too expensive for 
single-family units has been cited as one reason for this 
trend.

As in the past the spurt in housing has helped to produce 
substantial sales gains for furniture and most household 
appliances. Output of major household durables has been 
running at record rates, although probably somewhat 
ahead of sales as inventories are gradually being rebuilt

C h a r t  III
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from the very low levels to which they had been cut in 
1958. Recent trends in the automobile market have also 
been encouraging. Sales of new domestic cars in March 
and April exceeded the February pace by about 12 and 16 
per cent, respectively. This would appear to represent a 
more-than-seasonal improvement and has led some manu
facturers to revise upward the sales forecast for 1959 to six 
million cars, of which perhaps 500,000 would be imports.

The reception of the smaller American cars now sched
uled to be introduced later this year may determine 
whether these sales forecasts turn out to be correct. The 
large gains recorded by the small cars already on the mar
ket and the active demand for used cars suggest a promis
ing market for the new “compact” cars. It remains to be 
seen, of course, whether the introduction of the smaller 
cars will lead to a net expansion in the over-all demand for 
automobiles. The smaller cars might establish their place 
in the market by drawing from the bigger models as well 
as by cutting into sales of used cars. To the extent that 
used-car sales are affected by the introduction of smaller 
cars, used-car prices and trade-in values would fall, and 
this, too, might exert a depressing effect on sales of the 
larger models; actually, the present strength of the used-car 
market has resulted in higher trade-in values which have 
made new cars attractive despite higher list prices and 
smaller discounts than in recent years.

T H E  C A P IT A L  G O O D S  S E C T O R

Business expenditures for capital equipment, while still 
15 per cent below the 1957 peak, advanced sharply in the 
first quarter of this year, and further advances are fore
shadowed by the marked rise in machinery orders as well 
as by recent studies of business capital spending plans. Ac
cording to the survey conducted by McGraw-Hill in 
March, businessmen now anticipate a 7 per cent rise in 
1959 capital outlays over the 1958 level; the Commerce- 
Securities and Exchange Commission study undertaken a 
month earlier had implied a lesser gain of 4 per cent. (If 
it is assumed that capital spending is now on a rising trend, 
the increase in the rate of outlays between the end of 1958 
and the end of 1959 may, of course, substantially ex
ceed 7 per cent.) Because of certain differences in cover
age (principally more extensive participation of smaller 
and medium-sized firms in the Commerce-SEC survey), it 
would be hazardous to attach too much importance to 
detailed comparisons between the McGraw-Hill and 
Commerce-SEC data; it seems likely, however, that a fair 
number of industries raised their spending targets between 
February and March. A perhaps more significant result of 
the new McGraw-Hill survey is the evidence of a sharp
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upward revision in the capital spending plans of business 
firms that McGraw-Hill had surveyed on a preliminary 
basis last fall, and which then anticipated almost no net 
increase in capital outlays during 1959 over 1958.

The McGraw-Hill report also contains an interesting 
analysis of the nature of the projected capital outlays. 
Nearly two thirds of new fixed investment planned by 
manufacturing companies for 1959-62 will be devoted to 
improvement and modernization of existing facilities; both 
the amount and the proportion to be spent for this purpose 
in 1959 will, in fact, be higher than in any year since 
1950. Conversely, planned outlays for expansion of facili
ties are relatively moderate, a fact which is reflected in the 
continuing lag in business construction (expenditures for 
this purpose showed no gain in April after declining for 
three successive months) and can be readily explained by 
the existence of idle capacity in most industries. At the 
end of 1958, for example, manufacturing companies on 
the average operated at 80 per cent of capacity, compared 
with a preferred operating rate of about 90 per cent; every 
industry surveyed, moreover, indicated that its rate of 
capacity utilization was below preferred levels.

While the prevalence of idle capacity places an impor
tant limit on the total volume of capital expenditures, it is 
quite possible that actual capital outlays during 1959 will 
exceed the volume projected in the latest McGraw-Hill 
survey. For one thing, business capital spending intentions 
appear to be subject to rather sharp shifts at cyclical turn
ing points, as pointed out in last month’s Review. Although 
the spending plans reported in the March McGraw-Hill 
survey already represent a substantial upward revision 
from those of last December, it is noteworthy that they were 
formulated against the background of over-all sales ex
pectations that were virtually unchanged; if the current 
quickening in the pace of economic activity should lead to 
a significant reassessment of over-all sales prospects, fur
ther upward revisions in investment programs also may 
result. Second, average capacity data do not necessarily 
provide a reliable guide to the impact of rising sales on 
the capacity requirements of individual industries and com
panies. Thus, half of the manufacturing industries surveyed 
by McGraw-Hill at the end of 1958 operated only slightly 
below the rates of capacity reported at the end of 1954, 
when the economy stood at the threshold of a capital in
vestment boom. Third, the rise in profits thus far this year 
may well have exceeded earlier expectations, thus providing 
a further stimulus to new investment. While precise data

are not yet available, a recent statement by the Secretary 
of the Treasury indicates that corporate profits reached a 
record level in the first quarter. In any event, a continued 
expansion in corporate cash flows (annual depreciation 
allowances, according to McGraw-Hill, are scheduled to 
advance by 21 per cent between 1958 and 1962) would 
seem to provide a broad financial base for additional capi
tal spending.

Recent advances in profit margins can be attributed to 
an important extent to the sharp rise in productivity which 
has taken place during the first year of recovery. Estimates 
of recent productivity gains vary widely, depending on the 
definition of productivity and the time periods used. There 
is little doubt, however, that increases in output per man- 
hour over the past year have been quite substantial; further 
advances may still be taking place at the present time, al
though very likely at an appreciably slower rate than in 
the latter half of last year. Of course, a major share of the 
productivity gain is attributable to the higher rates of plant 
capacity utilization as the economy emerged from the re
cession. Clearly, however, the large-scale modernization 
programs carried out during the recent capital spending 
boom as well as the record volume of business expendi
tures on research and development (which, according to 
McGraw-Hill, totaled $8.2 billion in 1958) must also re
ceive a large share of the credit for the improvement in 
industrial efficiency. To the extent that current increases 
in profit margins can be regarded as the fruits of the previ
ous introduction of new processes and more efficient equip
ment, they serve to dramatize the advantages of moderniza
tion and may thus give additional impetus to an upward 
revision in capital spending plans.

C O N C L U S IO N

Over-all production and spending have by now forged 
ahead of their pre-recession peaks, and there are encourag
ing indications that the pace of the advance may continue. 
However, the rate of unemployment, though significantly 
lower in March than in preceding months, still remains at a 
much higher level than during corresponding stages of 
other recent recoveries. A decline in joblessness to 
markedly lower levels is dependent on a considerable fur
ther expansion in final demand. The setting may now 
indeed be favorable for a substantial further strengthening 
in the demand for consumer goods as well as in business 
capital outlays.
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T h e  B u s in e s s  S itu a t io n

The vigorous advance in business activity is continuing 
on a broad front across the country. The industrial pro
duction index rose by two more points in April to reach 
a record level 18 per cent above the recession low of 
April 1958, and output and sales apparently expanded 
further during May. Personal income rose sharply in 
April to yet another record and, while official figures will 
not be available for some months, business profits prob
ably are also running at an all-time high.

As during the first quarter of the year, some of the 
recent gains probably reflect production increases for the 
purpose of building up inventories, most notably of steel 
and automobiles. The major part of the advance, however, 
appears to rest on substantial further increases in the cur
rent demand for consumer and capital goods. A more- 
than-seasonal expansion in sales of new cars and other 
consumer durables pushed total retail sales higher in April, 
and automobile and department store sales apparently 
scored further gains in May. Housing starts have been 
maintained near peak rates. And with sales and profits 
booming, business firms have been adding to their invest
ment programs and have stepped up their orders for capi
tal equipment.

Perhaps most encouraging is the substantial improve
ment in the employment situation over the last two months. 

From mid-February to mid-April, the seasonally adjusted 
rate of unemployment fell from 6.1 to 5.3 per cent, and 
some further drop is suggested by the decline of unemploy
ment insurance claims in subsequent weeks. Much of the 
reduction, moreover, has occurred among men in the 
“head-of-family” age brackets, and long-term unemploy
ment also has declined (although it still remains consider
ably larger than at any time in the postwar period prior to 
1958). With the length of the workweek restored to pre

recession levels, the further expansion of factory output 
was achieved mainly by adding workers rather than by 
lengthening hours. More jobs have also become available 

in construction and other outdoor work now that the 
winter is over. In recent months, moreover, hiring has 
been stepped up by the trade, finance, and service indus

tries and for “nonproduction” workers in manufacturing. 
Most of the expansion in private employment over the 

last few decades has occurred in these occupations, and 
they are the ones in which employment gains during the 
upswing have lagged most notably compared with pre

vious business recoveries.

With increased demand for labor, there has also been 
a more rapid rise in wage rates (partly reflecting an in
crease in overtime). In the six months following the trough 
in general business activity in April 1958, average hourly 
earnings of factory workers increased by less than IV2 per 
cent. Over the succeeding six months through April 1959, 
however, these earnings have advanced by more than 4 
per cent. Coinciding with the more rapid rise in average 
pay rates, wage costs per unit of factory output also 
appear to have turned upward (after tending to decline for 
more than a year), contributing to the upward pressures 
on prices. In April, industrial wholesale prices were more 
than 2 per cent above the year-earlier level (and also the 
pre-recession level), while retail prices for nonfood items 
were higher by over IV2 per cent (and by 3Vi per cent as 
compared with the pre-recession level).

During the past year, the rise in prices of nonfood items 
has been offset by the decline of food prices following two 
and a half years of uptrend. Now food prices are on 
the threshold of a seasonal rise, which is likely to result 
in some increase in the over-all price indexes. Of much 
more far-reaching significance for the prospects of price 
stability, however, will be the impact of the settlement 
ultimately reached in the steel industry, which may deter
mine whether the upward tendency in industrial prices will 

remain of limited scope or whether it will broaden out 
into an economy-wide advance.

D E V E L O P M E N T S  IN  F O R E I G N  T R A D E

A major exception to the broad upswing in business has 
been the absence of any recovery in exports. Exports of 
merchandise (exclusive of military-aid shipments), which 
at the first-quarter 1957 peak had been running at a sea
sonally adjusted annual rate of over $20 billion, fell 
sharply to $16 billion by the first quarter of 1958, and to 

only about $15 billion in the first four months of 1959 
(see Chart I). Over the same two-year period, the exports 
of the rest of the world also have declined but not nearly 
so sharply.

It is worth emphasizing, however, that roughly three 

fourths of the drop in the value of United States exports 
between the first quarters of 1957 and 1959 has been con
centrated in only five commodity groups: cotton, wheat, 

coal, iron and steel, and petroleum (see Chart II). Even 
in early 1957, when exports of these five products were 

at or close to their peaks for recent years, they accounted
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Chart I

UNITED STATES EXPORTS AND IMPORTS 
OF MERCHANDISE

Q uarte rly  values at season a lly  adjusted  an n u a l rates 

Billions of d o lla r s  B illion s of dollars

Note: Exports exclude shipments under m ilitary  grants.
Source: Un ited  States Departm ent of Commerce through 1958. Data for the 

first quarter of 1959 estim ated by the Federal Reserve Bank of N e w  York 
from prelim inary m onthly figures issued by the Department of Commerce.

for less than a third of total commercial exports. Further
more, the 1957 highs were achieved only through a co
incidence of temporary influences, among them the Suez 
crisis and the pronounced business boom abroad which 
was then approaching its peak. Cotton and wheat exports, 
for example, which are largely dependent on various Gov
ernment subsidy programs, were unusually high in early 
1957—more than two and one-half times the early 1956 
value. The subsequent decline in shipments (about three 
fourths for cotton and one fourth for wheat) has been 
chiefly a consequence of Governmental policies, har
vest fluctuations, and the world textile recession rather 
than of market competition. In the case of petroleum and 
petroleum products, our 1957 exports were inflated be
cause of the temporary closing of the Suez Canal in late 
1956, which cut off Europe from its normal sources 
of petroleum supply. United States exports of petroleum 
products nearly tripled between early 1956 and 1957, but 
with the return to more normal conditions they have now 
fallen even somewhat below the 1956 rate. Finally, as 
regards coal and steel, foreign demand in 1956 and 1957 

was buoyed by the boom in economic activity abroad. In 
the case of steel, foreign capacity and inventories were 

substantially expanded during the boom (as was the case 
in the United States), to the point where supplies abroad 
have become more nearly sufficient to cover currently 

prevailing needs.
But, even if much of the drop in United States exports 

can be explained by special factors, there are no grounds 

for complacency. Exports of a number of products other

than the five noted above— particularly of machinery— 
also have declined significantly, while there have been 
few important gains. The sluggish behavior of these other 
exports may in part be traceable to the foreign exchange 
difficulties recently experienced by many of the under
developed countries (difficulties that in turn are due partly 
to the fall in the prices of their raw material exports). 
The fact remains, however, that the manufactured goods 
exports of several other major industrial nations have 
been faring better than those of the United States.

To some extent, the misgivings concerning the com
petitiveness of our finished goods exports are confirmed by 
the developments in our import trade. While the season
ally adjusted rate of merchandise imports fell about 8 per 
cent during the 1957-58 recession, most of the drop re
flected the fall in world prices of raw materials; in terms 
of physical volume, imports barely declined at all. Follow
ing the upturn in business activity and the recovery of raw 
material prices, imports increased once more, achieving a 
new high in the last quarter of 1958 and again in the first 
quarter of 1959. About a quarter of the increase in im
ports from their low point, however, reflected a rise in 
imports of petroleum and petroleum products, partly in 
anticipation of the restrictions on such imports eventually 
imposed in early March; since then, oil imports have 
dropped sharply. The ratio of total imports to gross

Chart II

CHANGES IN THE PATTERN OF 
UNITED STATES EXPORTS

B illio n s of do llars B illions of do lla rs

Note: Exports exclude shipments under m ilitary grants.
* R a  w cotton, wheat, coal, petroleum  and products, and  iron and  

steel m ill products.
Source: United States Departm ent of Commerce.
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national product in the first quarter of 1959 was about the 
same as before the recession.

Most significantly, imports of finished goods did not 
decline during the recession and have expanded appre
ciably since. This has reflected chiefly the remarkable 
demand for foreign cars; imports of autos and parts more 
than tripled between the first quarters of 1957 and 1959. 
Demand for other imported consumer goods also has 
been relatively strong. But the behavior of capital goods 
imports is of particular interest. In the aggregate, these 
imports are small; in the first quarter of this year, for 
example, they amounted to perhaps 15 per cent of our 
capital goods exports and to perhaps 3 per cent of the 
total domestic market. It is noteworthy, however, that 
these imports did not decline during the recession despite 
the sharp drop in domestic outlays on producer goods;

indeed, they began to rise in 1958 while capital goods 
purchases by American business were still falling, and 
they were some 40 per cent higher in the first quarter 

of 1959 than in the same periods of 1957 and 1958.
In summary, much of the decline in our exports is 

attributable to special considerations not directly related 
to the competitive position of individual products. A num
ber of American products, however, notably capital goods, 
do appear to have become less competitive in world mar
kets. If this is so, the rapid rise in United States prices 
for these products (on the domestic market, capital goods 
prices have risen 20 per cent in the last four years) pre
sumably must carry at least part of the responsibility, 
although such factors as improved quality and better de
livery terms offered by foreign producers have probably 
also played important roles.

M o n e y  M a r k e t In M a y

Member banks were under generally steady reserve 
pressure during May, as bank loans continued to expand 
throughout most of the country. On a few occasions the 
money market developed a relatively easy tone, but for the 
most part this occurred as a result of temporary accumula
tions of reserves at the large New York City banks rather 
than because of an increased supply of reserves in the 
banking system. Effective May 29, the discount rates of 
the Federal Reserve Banks of New York, Chicago, Min
neapolis, St. Louis, and Dallas were increased to 3Vz per 
cent from 3 per cent. Earlier in the month, on May 15, 
major commercial banks throughout the country an
nounced an increase to AV2 per cent from 4 per cent in the 
“prime” loan rate, the borrowing rate for business bor
rowers with the highest credit rating.

Activity in the Government securities market in May 

centered in the short-term area, as the Treasury replaced 
a certificate issue and a special bill issue due on May 15 
and raised a small amount of new cash through the issu
ance of three new securities, all of one year or shorter 

maturity. The financing operation was unusual, involving 
an exchange offering of one-year certificates for the 

maturing certificates, cash redemption of the maturing 
bills, and the sale of two new special bills for cash. The 
latter issues were December 1959 tax anticipation bills 

and April 1960 special bills— the second quarterly issue 

in the Treasury’s new one-year cycle. In the face of pre
vailing uncertainties regarding the effect of the recent 
surge in business activity upon interest rates, the market

reception of the new offerings was generally restrained. 
The same influences affected the intermediate and long
term markets and, in limited trading, prices of Treasury 
notes and bonds declined further over the month, although 
less sharply than they had in April.

M E M B E R  B A N K  R E S E R V E  P O S I T I O N S

Net borrowed reserves averaged $278 million for the 
four statement weeks ended in May, somewhat larger 
than the $258 million average for April. Average excess 
reserves increased from $418 million to $446 million, 
while average member bank borrowings from the Reserve 
Banks rose from $676 million to $724 million.

Fluctuations in the weekly average level of net borrowed 
reserves were quite narrow until the last week. System 

securities operations, for the most part, replaced bank 
reserves lost largely through currency drains and gold 
outflows, which together absorbed nearly $400 million in 

the four weeks. Total System holdings of Government 

securities increased by $282 million between April 29 
and May 27.

The public’s demand for currency remained stronger 

than might have been expected on the basis of seasonal 
patterns, reflecting the quickening pace of the business 
expansion. Outflows of gold continued in May at a faster 
pace than in April. Float movements were sharp in the 
last two weeks of the month, but they left reserve positions 

unaffected over the month as a whole. In the third state-
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T h e  B u s in e s s  S it u a t io n

Rising sales, production, and employment have carried 
economic activity to new records through the first half 
of 1959, with no evidence of any general slackening 
in momentum. Measures of industrial production, per
sonal income, and retail sales all set new highs in May, 
and these levels appear to have been maintained or im
proved in June. Employment, which lagged in the earlier 
portion of the business recovery, has risen briskly in the 
past several months, while substantial progress has now 
been made in reabsorbing unemployed workers. Looking 
ahead, the latest United States Commerce Department- 
Securities and Exchange Commission survey suggests a 
firmly rising trend of business capital expenditures over 
the balance of this year. Broad price aggregates, mean
while, have held about unchanged in recent months— 
although there is no ignoring the possibility of stronger 
upward pressures emerging in some lines as rapid re
employment of industrial facilities and manpower brings 
economic limits on capacity into sight.

G A I N S  IN  O U T P U T ,  E M P L O Y M E N T ,  A N D  I N C O M E

The broad measures shown in Chart I dramatically 
attest to the economy’s strength in recent months. The 
Federal Reserve’s index of industrial production climbed 
another 2 points in May (seasonally adjusted) to 152 per 
cent of the 1947-49 average, 4 per cent above the pre
recession peak and 21 per cent above the recession low 
in April 1958. Recent gains have been distributed among 
a wide variety of industries— chiefly in durable goods man
ufacturing but in a number of nondurable lines as well 
and, most recently, in minerals. In May there were sig
nificant increases in output of machinery, automobiles, 
fabricated metal products, and crude oil. Production of 
primary metals also rose further, although steel output 
tended to level out after sharp advances in earlier months. 
This leveling-out, which continued through most of June, 
seemed to result essentially from economic limits on 
capacity and occurred despite reports of vigorous efforts 
by steel consumers to stockpile more of this vital com
modity against the possibility of a strike. In the last week 
of June, steel output decreased because of sporadic work 
stoppages associated with the approaching contract expira
tion date (now postponed for two weeks to mid-July). With 
the sharp rise of output in steel-using industries, some 
observers have questioned whether stocks would be suffi
cient to meet an extended shutdown.

Chart I
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Continuing production gains have been matched by 
fresh advances in employment and further cuts in jobless
ness. Employment in nonfarm establishments, as meas
ured by the Bureau of Labor Statistics, climbed by over
200,000 persons in May (after seasonal adjustment) fol
lowing a 400,000 spurt in April (see Chart I). The largest 
gains recently have been in manufacturing, accompanied 
by further increases in the length of the workweek, while 
most other lines of employment have continued expand
ing, too. At 52.1 million in May, nonfarm employment 
was more than 2 million above the recession low and 
only about 350,000 below the pre-recession peak. The 
more inclusive, and differently derived, estimates of non
farm employment by the Bureau of the Census also have 
shown solid increases in recent months.

Even more encouraging are the sharp cuts in unemploy
ment in the past few months. The Census Bureau’s esti
mate for May was that 3.4 million persons were out of 
work, a decline of more than 200,000 from April and 
of about 1 Vi million from the high level of a year ago. 
The rate of unemployment, seasonally adjusted, was 4.9 
per cent in May, down from 5.3 per cent in April and at
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the lowest point since November 1957. Indeed, the level 
of joblessness in May was not much above the 4 to 4Vi 
per cent range that prevailed over most of the 1955-57 
period of business expansion; unemployment remains high, 
however, in a number of major labor market areas, 
especially in the Great Lakes heavy industry region, in 
some New England centers that are dependent on textiles, 
and in the mining regions of Pennsylvania and West 
Virginia. Across the country, the number of persons out 
of work for half a year or more was about 600,000 in 
May, a drop of 120,000 from April. This group, compris
ing those hardest hit by the recent business decline, was 
still considerably larger than before the recession.

Largely because of expanding employment and longer 
workweeks, but reflecting higher pay rates and some other 
income sources as well, personal income has continued 
a strong upward trend. In May, the seasonally adjusted 
annual rate was $376 billion, up by $3 billion from April 
and by nearly $25 billion (7 per cent) from a year earlier. 
In turn, rising income has furnished the chief impetus 
behind expanding retail sales. Sales in May reached an 
estimated $181/4 billion (seasonally adjusted)— or $219 
billion at an annual rate, as shown in Chart I. The annual 
rate of sales in May was up about $3Vi billion from 
April and some $20 billion (10 per cent) from a year 
earlier. Sales of new domestic cars improved more than 
seasonally in May, and early reports indicate a continued 
good performance in June. Active department store trade 
in early June also points to a favorable showing for total 
sales in that month. In another area of consumer spending 
—outlays for housing— activity remains high but has not 
been rising further. In May, the seasonally adjusted annual 
rate of private housing starts slipped to 1,340,000 from
1,390,000 in the two previous months. The competing 
pressures for materials, manpower, and financing in other 
lines of activity—which have become stronger as business 
expansion has broadened out—make further increases 
above this high rate of residential construction unlikely.

The sharper relative rise in retail sales than in con
sumer income over the past year has been associated with 
greater use of consumer credit. In the first five months 
of this year, for example, consumer credit outstanding 
rose by $2.4 billion on a seasonally adjusted basis, in 
contrast to a decline of $0.2 billion in the same months 
of 1958. In May, the latest month for which figures are 
available, the rise was $545 million, of which $177 mil
lion was in automobile paper. The increases so far this 
year, averaging around $480 million, are still not up 
to the very rapid pace in the first three quarters of 1955, 
when the monthly increments averaged about $540 mil
lion. Nonetheless, viewed alongside the growth in all

other kinds of credit, and particularly in bank credit as 
described later in this Review , these recent magnitudes 
suggest that the increases may be close to the peak rates 
that the economy can support if over-all growth is to 
continue, at a substantial and fairly regular pace.

Business investment spending has also been moving 
upward. Apparently stimulated by rapidly rising sales, 
as well as by a determination to hold down cost increases 
through improved efficiency, businessmen now expect to 
invest $32.6 billion in new plant and equipment this year, 
compared with outlays of $31.8 billion anticipated on 
the basis of a survey several months ago and actual 
expenditures of $30.5 billion last year. Although actual 
spending in the first quarter of this year fell slightly short 
of earlier plans, the survey made by the Commerce De
partment and the Securities and Exchange Commission 
in April and May points to a continuing upward trend 
in the July-September quarter, as shown in Chart II. 
Anticipated increases in spending center in manufacturing 
but extend in some degree to other lines as well, including 
railroads, utilities, and the broad “commercial and other” 
group. The latest estimate of plant and equipment outlays 
for the entire year, moreover, implies some further rise 
through the final quarter; the previous survey had sug
gested a leveling-off in the latter part of 1959.

Total business inventories rose by $900 million in April, 
after seasonal adjustment, the largest monthly increase in 
several years and by far the largest since the rebuilding

Chart II
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of stocks began last November following liquidation dur
ing the recession. Most of the April increase was in manu
facturers’ stocks, and these holdings rose by another $400 
million in May. Despite the rather substantial increases 
in total inventories since the low point was reached late 
in 1958, the ratio of total inventories to sales has dropped 
to the lowest point in several years because sales have

been rising faster than stocks could be accumulated. Some 
considerable part of the April and May increases, and also 
of the rise that very likely occurred in June, no doubt 
represented a build-up of steel inventories in anticipation 
of a strike, although as mentioned earlier these accumula
tions may have been less than the steel users had hoped 
to achieve.

M o n e y  M a r k e t  in  th e  S e c o n d  Q u a r te r

Developments during the second quarter tended to con
firm that the business expansion had entered a new phase 
in which credit demands, already strong, would press with 
sustained vigor against the available supply of loanable 
funds. Commercial bank loans, after a quite modest show
ing in the first quarter, began to increase by record 
amounts and, as credit policy moved into a more re
strictive phase, pressures on bank reserve positions inten
sified. In meeting the mounting demands for new credit, 
banks both liquidated a large volume of securities and 
increased their indebtedness to the Reserve Banks. And 
on May 15, following a round of increases in several short
term money market rates, major banks throughout the 
country announced an increase to AVz per cent from 4 
per cent in their prime loan rate. The shift in credit 
policy during the quarter was reflected both in discount 
rates and in member bank borrowing. Between May 29 
and June 12, all twelve Federal Reserve Banks lifted their 
discount rates to 3 V2 per cent from 3 per cent, while in 
June net borrowed reserves averaged close to $500 million.

The Treasury, faced on the one hand with an unusually 
heavy financing schedule for this period and on the other 
with strong competition in the market for funds, confined 
its operations largely to the short-term sector. Interest 
rates rose sharply and most long-term rates reached their 
highest levels of the postwar period. By mid-June, how
ever, bond prices steadied, and during the remainder of 
that month fluctuations were relatively minor.

C O M M E R C I A L  B A N K  C R E D I T

Preliminary data for all commercial banks indicate that 
the loan increase in May was of record size for the second 
straight month. The total $3 billion expansion during 
April and May compares with a previous high for these 
two months in 1955 that was only about one half as large. 
Moreover, data for weekly reporting banks suggest that 
the loan advance has continued in the first three weeks 
of June, with particular strength in the business loan cate
gory which had been relatively sluggish during the first

quarter of the year. Business loans, which typically rise 
sharply during these weeks because of tax borrowing, 
rose by $1.0 billion at the reporting banks this year (see 
Table I), compared with an increase of $0.7 billion in 
the same weeks of June 1955 when the previous business 
expansion was in a roughly comparable stage.

The sharp expansion in bank loans during the second 
quarter occurred despite indications that member banks 
were less liquid than during similar phases of earlier 
business expansions. One commonly used measure of 
bank liquidity (or, more accurately, bank illiquidity) 
is the ratio of loans to deposits, which reached a level in 
May equal to or slightly higher than the previous postwar 
high of 53 per cent attained in October 1957.1 It is possi-

1 The May 1959 figure is a preliminary estimate, and is here being 
compared with earlier figures derived from the quarterly Member 
Bank Call Report.

Chart I

CHANGES IN LOANS AND INVESTMENTS AT ALL 
COMMERCIAL BANKS, 1955 AND 1959

Cumulated from beginning of year 
Bil l ions of dollars Bil l ions  of dollars

Note: Data  for 1959 are partly estimated and  ex c lude  structural changes  
that added $400 mil l ion to total loans and $200  mil l ion to investments.

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

July 1959



114 MONTHLY REVIEW, AUGUST 1959

The Business Situation

While the current economic picture is clouded by 
the steel strike, still unsettled at this writing, the new 
statistics released during the past month have made it 
increasingly clear that the economy entered the second 
half of 1959 on a strongly rising trend. The total output 
of goods and services as measured by gross national 
product (GNP) climbed to a seasonally adjusted annual 
rate of $483.5 billion in the April-June quarter, topping 
the first quarter of 1959 by $13.3 billion and the recession 
low point a year earlier by $52.5 billion. (See Chart I.) 
This new record level is one that many observers, as 
recently as half a year ago, did not expect the economy 
to achieve before the end of 1959. The impetus for re
cent gains, discussed in greater detail below, has been most 
pronounced in the area of consumer spending, but busi-

C h ort I
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ness investment in plant and equipment has also shown 
increasing strength.

A noteworthy feature of the rapid increase in the 
national product is that it has been almost wholly a reflec
tion of real gains, since the price level has been generally 
steady. In further demonstration of these real gains, the 
Federal Reserve’s seasonally adjusted index of industrial 
production (also shown in Chart I) set new records in 
each month of the second quarter, capped by a 2-point 
rise in June to 155 per cent of the 1947-49 average. 
(On the revised basis to be published shortly, this index 
reached an even higher level relative to the base period.) 
Nonfarm employment, as reported by the Bureau of Labor 
Statistics, also continued to gain during the quarter, 
rising by about 670,000 in April and May and by another
218,000 persons in June (after seasonal adjustment). 
Unemployment also increased in June, but the rise was 
in line with seasonal expectations as students entered the 
labor market upon completion of the school year. After 
adjustment for this and other seasonal influences, the rate 
of unemployment was unchanged from a month earlier 
at 4.9 per cent of the civilian labor force. This was con
siderably below the 6.8 per cent rate a year earlier, 
although still not quite down to the 4 to 4 Vi per cent 
range prevailing from 1955 to 1957.

The limited information available for July points to a 
continued high level of performance for the economy, 
except of course for declines in output and employment 
stemming directly from the steel strike that began in the 
middle of the month. Retail buying in the early weeks 
of the month apparently remained close to the record 
May-June level, with a strengthening in department store 
sales offsetting a largely seasonal letdown in new car sales 
from the high pace set in June. Motor vehicle production 
rebounded quickly after the holiday-shortened week of 
July 4, although output dipped slightly in the latter part 
of the month as some producers neared the end of 1959 
model runs. Business and consumer demands for bank 
loans remained strong.

By the end of July the impact of the steel strike 
appeared to be confined mainly to the steel industry itself, 
and to mining and transportation activities that directly 
support the steel-making process. Steel pourings in the 
few plants that remained in operation in the latter half 
of July came to about 12 or 13 per cent of the industry’s
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capacity, compared with rates of 90 per cent or more 
from March through most of June. Steel-consuming in
dustries, on the other hand, had not yet been significantly 
affected, having built up inventories beforehand that were 
reportedly ample for a number of weeks. Estimates vary 
widely as to how long a shutdown could be weathered 
without severely reducing total economic activity, but a 
number of observers feel that some appreciable effects on 
steel-using industries might show up before the end of 
August, if the strike lasts that long.

CHANGING PATTERNS IN THE EXPANSION

Typically, as business recoveries mature into expansion, 
the pattern of growth tends to change; some of the forces 
that set recovery in motion recede in relative importance 
and other forces become comparatively stronger. The 
estimates of GNP for the second quarter of this year, 
recently published by the President’s Council of Economic 
Advisers, suggest several changes of this nature—perhaps 
the outstanding ones being the surge in consumer buying, 
and the simultaneous tendencies for government spending 
and home-building activity to level off and for the rate 
of inventory accumulation to grow somewhat more slowly.

As may be seen in Chart II, expanded government pur
chases of goods and services (including Federal, State, 
and local government outlays) were fairly important in 
boosting aggregate demand in the earlier quarters of re
covery, but this type of spending tended to level off 
in the first two quarters of 1959. In the April-June quar
ter the slowdown in growth was most pronounced in the 
case of State and local outlays, reflecting especially a 
less-than-seasonal increase in highway construction. Fed
eral spending for goods and services was about the same 
in the second quarter as in the first quarter of this year, 
and slightly less than in the final three months of 1958 
when nondefense outlays (notably for agricultural-aid 
programs) had been unusually high.

The swing from inventory liquidation to accumulation 
was also a powerful stimulus through the first several 
quarters of recovery and, unlike government spending, 
this remained a source of considerable strength during 
the second quarter, although it has tended to lose some of 
its forward push. This recent decline in influence is some
what paradoxical in that the increase in stocks in the 
second quarter of 1959 was $9 billion (seasonally ad
justed annual basis), the fastest rate of build-up since the 
Korean war period. The pace of accumulation was already 
high in the first quarter, however, and as shown in Chart 
II the recent increase in spending on inventories was 
somewhat less than in the opening quarter of the year.

Chart II
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It is unlikely that inventories are being augmented at an 
annual rate of $9 billion in the current quarter, as some 
of the heavy build-up in the April-June period reflected 
the stockpiling of steel in anticipation of a strike. In fact, 
the pace of accumulation was beginning to recede even 
before the end of the second quarter. Thus, while total 
business inventories grew by about $1 billion in book 
value during April (seasonally adjusted), the increase 
in May was $600 million and in June possibly about 
the same. Nevertheless, rapidly rising sales provide a 
continuing incentive to add further to inventories as 
the ratio of stocks to sales for business as a whole (includ-
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ing distributors as well as manufacturers) has edged down 
in recent months to the lowest level since early 1951.

While the contribution of inventory accumulation to 
growth of GNP was slackening somewhat in the second 
quarter, business fixed investment outlays were rising a 
little more quickly. Virtually all of the increase in this 
type of investment has been in producers’ outlays for new 
equipment, partly reflecting the current emphasis on mod
ernization as distinct from expansion of capacity—which 
in some industries is still ample as a result of the plant 
and equipment boom in 1956-57. Commercial and indus
trial building outlays were rising in May and June, how
ever, and it may be that further increases in capital 
spending, anticipated during the balance of this year on 
the basis of recent surveys, will include gains in construc
tion as well as equipment spending.

Expenditures for home building increased relatively 
little in the April-June period following several quarters of 
vigorous advance that contributed significantly to the 
economy’s rapid recovery. Residential construction out
lays in June slipped for the first time in more than 
a year, as spending receded slightly to an annual rate 
(seasonally adjusted) of $22.7 billion from a record $23.3 
billion in May. No sharp downturn seems imminent for 
this area, however. New private housing starts in June 
were at a seasonally adjusted annual rate of 1,370,000, 
up from 1,340,000 in May and little changed from the
1,400,000 average of the preceding six months.

It may also be noted from Chart II that movements in 
the United States net export balance of goods and serv
ices continued to exert a contractionary influence on the 
economy during the second quarter of 1959. While the 
payments deficit widened somewhat further and enabled 
foreign countries to continue building gold and short-term 
dollar assets at a substantial pace, the gap did not increase 
so rapidly as in the two previous quarters, since a rise 
in United States exports partially offset the effects of fur
ther increases in imports.

ACCELERATION OF CONSUMER SPENDING

Consumer spending has been a major source of strength 
to the economy since the start of the recovery, and has 
tended to become more important as the expansion has 
proceeded (see Chart II). In the April-June quarter of 
1959 these outlays surged upward by about %1Vi billion 
at a seasonally adjusted annual rate, topping the increases 
in the two previous quarters by nearly $3 billion. Indeed, 
the recent rise is among the largest quarterly increases on 
record, outdistanced only at those times when consumer 
buying was stimulated by fears of shortages (as just after

the Korean outbreak in 1950) or by the lifting of con
sumer credit controls (as in 1952).

In large measure, the recent acceleration in consumer 
buying can be traced to the earlier increases in a variety 
of income-generating activities. The sharp expansion in 
home-building activity may have had particularly strong 
effects, not only boosting employment and income in the 
construction industry, but also leading to demand for a 
wide range of products to furnish and equip the new 
houses. Increased use of consumer credit has facilitated, 
and probably to some extent stimulated, the sharp advance 
in consumer outlays; the volume of consumer credit out
standing rose, after seasonal adjustment, by about $1.5 
billion in the second quarter of 1959 in contrast to a 
decline of some $300 million in the same months of 1958.

According to a recent survey of consumers’ attitudes 
and spending intentions, confidence in the economy has 
strengthened appreciably since late last year, and plans 
to buy major items—especially houses and used cars— 
have been reported more frequently. Indeed, the survey’s 
over-all measure of consumer confidence, which is based 
on attitudes toward the economy as a whole as well as on 
the individual’s appraisal of his own financial position, is 
nearly as high as in 1955. It is probably fortuitous, how
ever, that consumer buying has gathered new steam just 
at the time when some other forces, including inventory 
accumulation, government spending, and residential build
ing, have been losing some of their expansionary push. In 
any event, it cannot be taken for granted that the growth 
of such spending will (or can) continue at the robust rate 
of recent months.

Viewing the recovery period as a whole, the most 
prominent gains in consumer buying have been in the 
durable goods area, especially automobiles. As indicated 
in Chart III, from the first quarter of 1958 (the recession 
low point in sales) to April and May of this year, retail 
sales of automobiles, parts, and accessories increased by 
nearly 20 per cent after seasonal adjustment. This com
pares with a rise of roughly 11 per cent in total retail 
store sales and an increase of about 7 per cent in con
sumer spending for services over approximately the same 
interval. In June, while total retail store trade is estimated 
to have remained about unchanged from the record May 
level, sales of automotive goods increased appreciably 
further, according to preliminary indications. Dealers’ 
sales of new domestically made cars numbered 580,000 
during the month, the best rate since September 1955 and 
a more-than-seasonal improvement over recent months. 
New car sales declined in early July from the high June 
rate, but the letdown appeared to be largely seasonal and 
sales remained much higher than a year earlier.
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Sizable sales advances have been recorded in other 
retail lines, too, with the rise in some major categories 
tending to speed up in the past several months. Furniture 
and appliance store sales, for example, registered little 
net change (in seasonally adjusted terms) from early 1958 
through the end of that year, but have increased appre
ciably since then—perhaps partly as an aftermath of the 
spurt in home-building activity. In the soft goods area, 
sales at apparel stores have increased vigorously since 
early 1958, helping to account for the continuing sharp 
rise in production of textiles and apparel. General mer
chandise stores have also recorded large gains, reflecting 
increased sales of apparel as well as a variety of other 
goods. The rise in sales of food stores has been com
paratively modest during the interval covered in the chart, 
partly because of a net decline in prices during the period; 
in recent months, when food prices leveled out and then 
increased somewhat, sales at food stores expanded more 
quickly.

Since the increases in consumer and other spending 
over the past year have occurred against a background of 
virtual stability in broad price averages, the enlarged vol
ume of expenditure has represented a substantial increase 
in real goods purchased, outpacing population growth by 
a wide margin. In the second quarter of 1959, real per

Chart III
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capita disposable income climbed to a new high of $1,888 
in 1958 prices, exceeding the recession low point by 5 
per cent and surpassing the pre-recession peak for the 
first time.

It must be added, however, that the relative stability 
of prices since the start of the business upturn has come 
about partly because declines in prices for farm and food 
products have offset increases in some other lines. In the 
area of consumer goods and services, as shown in Chart 
IV, there was an almost uninterrupted decline in food 
prices from the middle of 1958 through the first quarter 
of this year, while costs of services rose steadily and non
food commodities moved slightly (though irregularly) 
higher. The decline in food prices was partly seasonal, 
however, and in any event could not have been expected 
to continue indefinitely. From March through May of 
this year, as food prices leveled out, the total consumer 
price index inched slightly higher, chiefly in reflection of 
increased costs for services. And in June, when food costs 
increased seasonally by about 1 per cent, and services 
and nonfood commodities continued edging up in price, 
the total index advanced from 124.0 to 124.5 per cent of 
the 1947-49 average. The over-all price stability achieved 
in the past year thus is no cause for complacency, although 
it is encouraging in view of the broad and vigorous ad
vance that has taken place in business activity.
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The Business Situation

The strikes in the metal industries, which began in mid- 
July in steel and spread to copper and some other metals 
in August, introduced a number of crosscurrents into an 
otherwise strongly advancing economy. The most imme
diately apparent effects have been on employment in the 
strike-bound industries themselves and in closely allied 
mining and transportation activities. The impact of the 
shutdowns on metal-using industries, and on the economy 
as a whole, was still relatively minor at the end of August, 
although reports of actual and immediately prospective 
cutbacks were becoming more frequent.

E F F E C T S  O F  T H E  S T R I K E

The fourteen-month climb in industrial output, which 
by June had pushed the Federal Reserve production index

Chart I
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23 per cent above the April 1958 cyclical low, was re
versed in July as a result of the steel strike (see Chart I). 
For the month as a whole, the index declined about 1 per 
cent (seasonally adjusted), dipping from 155 to 153 per 
cent of the 1947-49 average. The principal factor was, 
of course, steel output, which in July was only one half 
of the previous month’s level, bringing total output of 
metals down by one fourth. In August, steel output in 
the plants unaffected by the strike was about 12 per cent 
of the industry’s capacity, while the strikes that began 
in August cut the output of copper by an estimated 75 
per cent and also curtailed sharply the production of lead 
and zinc. Among activities that support the steelmaking 
process, the shutdown had already had an effect in July 
on coal and iron ore production. Coal output fell by 24 
per cent, metal mining by about 30 per cent, and total 
minerals production by 5 per cent. Also reflecting the 
strike was a substantial decline in freight carloadings, 
which continued into August.

As a consequence of the steel strike, wage and salary 
payments, which had risen uninterruptedly from last 
October’s seasonally adjusted annual rate of $242 billion 
to $262 billion in June, fell back by $500 million in July. 
This was almost entirely attributable to employment de
clines in the steel industry itself and in fields connected 
with the production and distribution of steel. At the end 
of July an estimated 500,000 persons were on strike in 
the steel industry, in iron mines, and on ore boats that ply 
the Great Lakes. Another 100,000 persons, it was esti
mated, had been laid off in other industries directly 
affected by the strike, including coal and railroads, and 
from construction projects in the steel industry. The 
strikes in the copper industry idled approximately 30,000 
more persons during August.

T H E  E C O N O M Y  A S  A  W H O L E

The latest figures available for the broader statistical 
series show that the economy was performing sufficiently 
well through July to be able largely to offset the impact 
of the strikes. Strength was particularly pronounced in 
durable manufacturing production, reflecting increases in 
fixed investment outlays by business and growing con
sumer demand. As can be seen in Chart I, machinery,
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transportation equipment, and glass-clay-lumber products 
were three industrial groupings where further gains in July 
continued the strong increases registered during the past 
year. The widespread advances in durables output were 
supported by new orders, which, the latest statistics show, 
had turned up strongly in June, following a dip the previ
ous month. Production of finished durable goods was 
hardly hampered by the steel strike, since most users 
reportedly had accumulated sufficient inventories to carry 
them into September or beyond. Output also advanced 
appreciably in July in a number of nondurable manu
facturing lines—among them rubber and leather products 
and textiles and apparel.

k Personal income continued its forward movement in 
July (see Chart II), although the seasonally adjusted an
nual rate of increase of $300 million was the smallest for 
any month this year. The reduced payrolls in the steel, 
mining, and transportation industries were partially offset 
by increased wage and salary payments in other industries. 
And advances in proprietors’ income and in interest and 
dividend receipts helped push total personal income be
yond that of June. The latest employment figures show 
that the week the steel strike began, seasonally adjusted 
nonfarm employment (Bureau of Labor Statistics) had risen 
to an all-time high of 52.6 million persons. This was 
about 160,000 more than in June and a rise of 2.2 million 
from a year earlier. Total employment (Bureau of Census 
figures) had also reached a record high in mid-July of 67.6 
million persons, or 2.4 million more than a year ago. 
However, the 250,000 rise from June was somewhat less 
than seasonal, partly because of bad weather that cut farm 
employment in the South, and unemployment as a per
centage of the civilian labor force rose slightly (seasonally 
adjusted) to 5.1 per cent from 4.9 per cent a month 
earlier. Long-term unemployment (fifteen weeks or more) 
declined by mid-July to 820,000, less than half that a year 
earlier, although it was still 320,000 higher than in July 
1957, at the height of the previous prosperity period.

Consumer spending also continued to show strength. 
Retail sales in July were at a record annual rate (sea
sonally adjusted) of $219 billion (see Chart II), up slightly 
from May and June. Department store sales in July were 
also at an all-time peak, rising 3.5 per cent above the 
June level; the latest figures suggest a further increase 
during the first half of August this year. Data for early 
August also indicate a rise in new car sales over the 
July level.

In contrast, outlays for new construction moved slightly 
downward in July and August on a seasonally adjusted 
basis, reaching a level 2 per cent below the April-May 
record but still 13 per cent ahead of a year previous.

Chart II
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The decline was almost wholly a result of a decrease in 
residential construction.

Prices, meanwhile, continued the general trends of the 
last few months. The consumer price index, which had 
been virtually stable between mid-1958 and March 1959, 
moved up in July for the fourth straight month, rising 
by %o of a point to 124.9 per cent of the 1947-49 aver
age. The increase was due partly to a seasonal rise in 
food prices, but other broad groups of goods and services 
also showed increases. Outstanding among the latter were 
recreation, medical, and transportation costs (including 
used cars). Average wholesale prices, on the other hand, 
declined slightly in July for the third consecutive month, 
primarily as the result of a further decrease, of 1.6 per 
cent, in prices of farm products and of a smaller decrease 
in processed foods. Average wholesale prices of other 
goods rose slightly following a small decline in June, 
reaching again the record high of 128.4 first touched in 
May. The divergence in the trends for food prices at the 
wholesale and consumer price levels, which is not unusual 
over a short period, is probably attributable to differences 
in the relative importance of particular items in the two 
indexes and to the timing of the surveys.
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The Business Situation

Chort I

SOME ECONOMIC INDICATORS
Seaso nally  adjusted  

Per c e n t __________  Per cent

150

140

130

In rlu&trinl n ro r lu r t io n
^  *

194 7-4 9=1 
__________ /

1 ! I 1 I 1 1 1 1 1 ! 1 1 1 ... 1. 1. 1.. 1- I,. L .

150

140

130

Billions of d o lla rs B illio ns of__dollars

380

B illio n s  of d o llars  
220

200

190
M illions of persons

53

Retail sales
A nnual ra tes %■

... I..I. i I_i_i _ J . J L .L l .  J...1...1__L_

52

51

50
Per

8

6

4

S  Nonfarm employment^

B illio n s of do llars  
220

210 

200 

190
M illions of persons

53

—L  |„. L ..L .
cent

L_.l__1_1__I.. 1__L, L ..I J  ...I .J .._L_.
Per

y -------------------------------  1 ^
*  Unemployment as a j ^  
ercentage of the labor force , | | , | | j

52

51

50
cent
8

6

4
1957 1958 1959

^ R e fle c ts  paym ent of re tro a ctive  sa la ry  increases to Federal G overnm ent  
em ployees.

^ U n ite d  States Bureau of Labor Sta tistics  series.
Sources: United States D epartm ent of Commerce and United Sta tes  

Bureau of Labor Statistics.

The steel strike, and to a lesser extent the strikes in 
other metal industries, increased their hold on the econ
omy in August and September, pulling production and 
employment appreciably below the record midyear levels. 
At the same time, underlying consumer and business 
demands appear to have remained strong, lending support 
to the view that settlement of the strikes will be followed 
by a marked rebound in business activity.

IM PA C T  OF THE STRIKES

Thus far, the main effect of the steel, copper, and other 
metal strikes has been to curtail output in the strike
bound industries themselves and in closely related mining 
and transportation activities. Since most metal-using firms 
had amassed large inventories prior to the strikes, only 
a few companies experienced shortages in August. More 
firms were pinched for supplies in September, but the 
over-all impact of the shutdowns still did not appear 
to be large. It is widely reported that by the end of 
September, however, many more steel-using concerns were 
nearing the point where sizable cutbacks will be required 
if the strike is not settled quickly. Indeed, some stringency 
is expected even in the event of a quick settlement as it 
may take several weeks to restore high production rates 
and refill distributive pipelines. Reports of substantial 
premium prices being paid for certain types of steel are 
further evidence of the growing scarcity. Steel output at 
the plants not affected by the strike, remaining at about 
1 Vi million tons in September, together with imports which 
have been running at about 400,000 tons monthly, have 
met only a fraction of current needs; stocks have been 
drawn down at an estimated monthly rate of around 5 
million tons from the 24-million-ton level reportedly held 
on the eve of the strike. Supplies of copper and other 
nonferrous metals affected by strikes are generally report
ed to be in better shape than steel, with no serious shortage 
in the immediate offing.

The deepening effect of the metal strikes may be seen in 
Chart I. In July, with the steel strike beginning halfway 
through the month, the industrial production index fell 
by 2 points (about 1 per cent) from the record June level 
of 155. The effects of a sharp drop in primary metals 
output and sizable cuts in mineral production were in 
good part offset by continuing gains in most other manu
facturing lines. Personal income, retail sales, and nonfarm 
employment— also shown in Chart I—continued to rise 
in July.

In August, with the steel strike in effect for the entire 
month and output of other metals also curtailed, the in
dustrial production index fell by another 4 points (nearly 
3 per cent) to 149 per cent of the 1947-49 average. Out
put of primary metals dropped sharply further, while 
metal users began to feel some impact, too; output of 
fabricated metal products dipped by 4 per cent from the 
July level. Production of machinery and transportation 
equipment also decreased in August, following increases 
in the first seven months of this year, although the reduc
tions appeared to stem chiefly from factors other than the 
metal strikes. Transportation equipment declined largely 
because of a sharper-than-usual drop in automobile out
put in preparation for model changes, while machinery
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Chart II
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output was affected by a cut in television set production— 
which often shows erratic month-to-month movements. 
Output of nondurables, on the other hand, held steady at 
the record level attained in July.

Appreciable effects on employment also began to show 
up in August. Approximately half a million workers were 
on strike in mid-August, while about 125,000 others had 
been laid off in steel-using and steel-servicing industries: 
in addition, unrelated to the strikes, there were larger- 
than-usual layoffs at automobile plants. These losses were 
only partially offset by gains in trade, construction, and 
government employment, so that total nonfarm employ
ment fell by 540,000 from the record mid-July level 
(seasonally adjusted Bureau of Labor Statistics series). 
Unemployment in mid-August was estimated by the 
Census Bureau at 3.4 million persons, a less-than-usual 
decrease from July’s 3.7 million, so that seasonally ad
justed unemployment rose from 5.1 to 5.5 per cent of the 
civilian labor force. (This did not include strikers, except 
in the relatively few cases where other work was actively 
sought.) It is estimated that by the middle of September 
approximately 35,000 more workers were idled because 
of the steel strike.

U ND ER LYING  STRENGTH IN D E M A N D

Despite the slowdown in certain major lines of activity, 
indications are that underlying business and consumer 
demands have remained strong and that production and 
employment will rebound rapidly once the strikes are 
settled. The latest United States Commerce Department- 
Seeurities and Exchange Commission survey of plant and 
equipment spending intentions is especially impressive in 
this regard. Taken in July and August, the survey pointed 
to a firm upward trend in outlays through 1959 and 
revealed significant upward revisions from plans reported 
earlier this year in nonmanufacturing lines. Total plant 
and equipment outlays were estimated to be at a seasonally 
adjusted annual rate of $34.3 billion in the quarter just 
ended, while a rate of $35.3 billion was anticipated for 
the final three months of this year, compared with $30.6 
billion and $32.5 billion in the first two quarters of 1959. 
As indicated in Chart II, the anticipated spending rate for 
the fourth quarter represents a recovery of about two 
thirds of the decline from the peak in 1957 to the recession 
low point in 1958. For all of 1959, the latest survey indi
cated spending plans of $33.3 billion, up 9 per cent over
1958 and 5 per cent more than was anticipated on the 
basis of a similar survey early this year.

Business demand for inventories has been strong, too, 
and of course will receive a further impetus once the steel

strike is ended. In July, total business inventories in
creased by $500 million (seasonally adjusted) despite the 
effects of the steel strike, as retail and wholesale establish
ments continued to build stocks. Manufacturers added to 
inventories at an average monthly rate of $500 million in 
the first half of 1959 (seasonally adjusted), reflecting the 
accumulation of steel stocks in anticipation of a strike, 
but their inventories rose by only $100 million in July 
and declined by $200 million in August as steel supplies 
were worked lower. By the end of July the inventory/sales 
ratio for all businesses had edged up slightly from the 
eight-year low reached last spring, but remained substan
tially below the level of recent years.

Consumer demand has also been holding up well, al
though temporarily dampened to some extent by income 
losses stemming from the steel strike. In August the 
seasonally adjusted annual rate of personal income dipped 
by $2.6 billion to $381.4 billion: a $3.0 billion cut in 
the annual rate of pay in manufacturing and a $0.7 
billion decline in farm proprietors’ income were only 
partially offset by gains in other types of income. Partly 
as a result of lower personal income and partly because
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of the unusually hot weather in eastern States, retail store 
sales slipped to a seasonally adjusted annual rate of about 
$218 billion in August from a record $220 billion in July, 
according to advance reports. The scattered available 
sales data for early September are inconclusive; new car 
sales declined more than seasonally from the August rate, 
while department store sales showed seasonal gains, 
assisted by the onset of cooler weather in some areas.

Home building continued strong in August, although 
the seasonally adjusted annual rate of starts, at 1,340,000, 
was not quite so high as in earlier months this year. The 
slight downward trend in the past few months partly 
reflects the strong competitive pull of credit demands 
from other sectors of the economy, which has limited the

supply of mortgage funds.
Average wholesale prices have shown little change 

during the strike period. Farm and food products prices 
declined in July and August but recovered slightly in the 
early weeks of September, while industrial prices held 
virtually unchanged on the average, at a level about 2 per 
cent higher than a year earlier. Consumer prices were 
down by y10 of 1 per cent in August to 124.8 per cent of 
the 1947-49 average, following four months of consecu
tive increase. This small reduction was attributable to 
seasonal declines in food prices. In spite of the decline, 
the consumer price index in August was still at the highest 
point on record for that month, and prices of most non
food goods and services continued to rise.

Money Market in the Third Quarter

Money market pressures became more intense over the 
summer months, as bank loans continued to expand at the 
near-record rate that had emerged in the second quarter. 
Major banks raised the rate of interest on loans to prime 
borrowers to 5 per cent on September 1 from the AV2 per 
cent level that had been established only last May 18. and 
other short-term money rates also adjusted rapidly upward 
in late August and early September. Subsequently, the 
twelve Federal Reserve Banks raised their discount rates 
to 4 per cent (from 3Vz per cent) in the period from 
September 11 to 18. Net borrowed reserves of member 
banks generally held in a rather narrow range around 
$500 million during the three months July through Sep
tember; borrowings from the Reserve Banks frequently 
rose above $1 billion.

Yields on short-term Government securities have fluctu
ated sharply during the past three months. Market rates 
rose rapidly in the first half of July, as the Treasury bor
rowed $5 billion through two issues of longer term 
Treasury bills, and then declined sharply in the last half 
of July as strong nonbank investment demand appeared 
for the new bills and for two high-coupon note issues the 
Treasury offered in refunding an August 1 certificate ma
turity. The pressures on the Government securities market 
then became quite severe during the period of interest rate 
adjustment in August and September. Yields on most 
issues moved into new ground, reaching successively higher 
postwar peaks during the first half of September. Market 
yields subsequently stabilized and tended to move slightly 
lower at all maturity levels in the last half of September.

In part, the decline in prices (or rise in yields) over the 
summer months stemmed from a widely held belief that 
the economy would enter a period of high level economic 
activity and strong credit demands after the steel strike had 
been settled, and that these credit demands, including 
additional seasonal borrowing by the Treasury, would 
create even more severe pressures in the credit markets. 
An important influence on short-term interest rates also 
was a combination of seasonal and special factors— 
including a drain of funds from New York, the September 
corporate tax and dividend dates, and cash needs of auto 
and steel companies that are major investors in short-term 
obligations—which at times placed the central money mar
ket under particularly acute pressure.

M EM BER  BANK  RESERVES

While net borrowed reserves of member banks tended 
to remain near the $500 million range that prevailed in 
June, there were pronounced shifts in the distribution of 
reserves during the third quarter. Reversing the trends in 
the second quarter, reserve positions of the reserve city 
and country member banks improved (see Chart I), while 
the New York central reserve city banks found it increas
ingly necessary to rely upon borrowed funds to replace 
reserves lost to other centers. In addition to making stead
ily large purchases of Federal funds, the New York City 
banks stepped up borrowings from the Reserve Bank.

Purchases of Government securities for the System 
Account provided the banking system with $0.5 billion of 
reserves over the third quarter, offsetting a reserve absorp-
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The Business Situation

The adverse effects on the economy of the strikes in 
steel and other metals industries increased further in 
October. Even if all the struck steel mills reopen in early 
November, which is still uncertain at this writing, curtail
ment of production by steel-consuming industries is likely 
to grow through the end of the month and perhaps on into 
December, since several weeks will be required to put 
iron- and steel-making equipment in good shape and to 
refill steel distribution channels. It is therefore still much 
too soon to assess the full effects on the economy of the 
nation’s longest steel strike. The heavy accumulation of 
inventories prior to the strike provided a sizable stockpile 
of steel, and it is only in recent weeks that steel-using firms 
have had to cut back activities sharply. Meanwhile other 
sectors of the economy have continued to operate at a high 
level. Despite the uncertainties arising from the strike, 
there has been little indication of a weakening in under
lying business and consumer confidence. A rapid resump
tion of activity in strike-affected industries seems the most 
likely prospect when steel again becomes available.

T H E  S T R IK E S  A N D  E C O N O M IC  A C T IV IT Y

In September, most economic indicators continued to 
decline from the generally high levels of midyear. The 
movements in industrial production, employment, and per
sonal income, however, were somewhat milder than in 
August (see Chart I). The figures for August, which was 
the first full month of the steel strike, reflected the immedi
ate direct impact of the strike on the steel industry itself 
and on steel-servicing industries such as mining and trans
portation. In September there was little further direct 
effect on these industries, while steel-consuming industries 
were able, in response to continuing high demand, to 
maintain or even increase production by living off the 
large steel inventories built up in anticipation of the strike.
During the course of October, however, the pinch of 
steel shortages and unbalanced inventories became much 
sharper, leading to rapidly increasing curtailment of pro
duction and employment. Indeed, layoffs of workers in 
steel-using industries are expected to continue well into 
November, even if steel production is resumed early in 
the month. Copper shortages resulting from the strike in 
the copper industry, which started in August, also were 
beginning to appear in October, and by the end of the 
month isolated instances of curtailment of production by 
copper users were being reported.

Chart I
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The liquidation of metals inventories during the third 
quarter of 1959 brought a substantial drop in the rate of 
accumulation of total business inventories and a small de
cline in the economy’s total output of goods and services 
(see Chart II). Beginning in the second quarter of 1958 
there had been a decline in the rate of inventory liquida
tion, which had reached its recession peak in the first 
quarter. And from late 1958 through the first half of 
1959 there had been an increasing rate of inventory accu-
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mulation. This trend had culminated in a seasonally 
adjusted annual rate of $10.4 billion in the April-June 
quarter, when the figure was swollen by pre-strike accu
mulations of steel. In the third quarter, the rate of invest
ment in inventories was estimated at only $1.0 billion. At 
the same time, total demand by consumers, business, 
government, and the foreign sector for services and for 
goods other than inventories continued rising—but more 
slowly than earlier. An advance of about $6 billion in final 
demand in the third quarter compared with increases of 
nearly $8 billion in the first quarter of the year and $10 
billion in the second quarter. In combination, the drop in 
the rate of inventory accumulation and the slower growth 
in final demand led to an estimated $3.5 billion decline in 
the gross national product from the all-time high of $484.5 
billion (seasonally adjusted annual rate) reached in the 
second quarter.

In September, the last month of the third quarter, the 
Federal Reserve index of industrial production, shown in 
Chart I, edged down by one percentage point, after a 
four-point drop in August. This brought the index to a 
level 4Vi per cent below the June 1959 peak. Production 
of durable goods, which had also dropped 4 points in 
August, was—like total production—off another point in 
September, ascribable partly to the decline in the output 
of nonferrous metals resulting from the strike in the copper 
industry. By the latter part of October, however, steel

Chart II
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shortages were obviously having a sharper effect on the 
production of durables than had been the case in Septem
ber or even early October. The nondurables index was 
also down one poiflt in September, after having remained 
unchanged in August at the July peak.

As with industrial production, the ramifying influences 
of the metals strikes on employment were less pronounced 
in September than in August, but to all appearances be
came more marked again in October. From mid-August to 
mid-September, the number of people idled in steel-using 
and steel-servicing industries rose by about 35,000, bring
ing the total to approximately 160,000. However, as steel 
shortages increased, the rate of layoffs accelerated, and 
by the end of October secondary layoffs may have totaled 
close to 500,000. These figures do not include the ap
proximately half million workers who were on strike. Total 
unemployment (excluding those on strike unless they were 
looking for other work) was estimated by the Census 
Bureau at 3.2 million persons in mid-September, compared 
with 3.4 million in mid-August. This represented a less- 
than-usual August-to-September decline, and the season
ally adjusted rate of unemployment moved up slightly from 
5.5 to 5.6 per cent of the civilian labor force—significantly 
above the post-recession low of 4.9 per cent reached in 
May and June of this year. The limited information avail
able on unemployment subsequent to mid-September sug
gests that a further rise in the ratio occurred in October.

Along with employment, personal income also receded 
in September, although here, too, the net drop of $400 
million in the seasonally adjusted annual rate was only a 
fraction of the August decline of $3.4 billion. As a con
sequence of both the decrease in personal income and un
seasonably warm weather in some parts of the country, 
retail sales continued to slip in September from the July 
peak, declining to a seasonally adjusted annual rate of 
$213 billion, or 3 per cent less than in July. Partial 
data on department store sales in October indicated some 
further weakening in demand early in the month but a 
marked strengthening thereafter; sales over the month as 
a whole may have equaled or bettered September’s show
ing, after seasonal adjustment. New car sales got off 
to a good start in October, bettering the comparable 
September and year-ago periods by wide margins and 
suggesting good initial response to 1960 models.

The impact of the steel strike was evident in a decline 
in construction outlays. Total outlays in September fell 
for the fourth consecutive month, and at a much more 
rapid rate than previously. The 3.5 per cent decline from 
August to a seasonally adjusted annual rate of $53.0 bil
lion brought construction expenditures to a level 6 per 
cent below the May peak. The September drop comprised
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virtually all categories of construction, including private 
nonresidential construction which had been moving gen
erally upward since last November. A special survey by 
the Department of Commerce revealed that the steel short
age impeded construction activity in September on projects 
for which contracts had already been awarded, and that 
uncertainty about future steel deliveries had interfered 
with the awarding of contracts in recent months.

On the other hand, manufacturers’ new orders, a rather 
volatile series, advanced again in September after having 
moved downward during the first two months of the strike. 
In August, new orders had amounted to a seasonally ad
justed annual rate of $348 billion, 8 per cent below the 
post-recession high of $377 billion reached in June. In 
September the index rose to $367 billion, possibly in an
ticipation of an imminent resumption of work in steel mills.

P R IC E  D E V E L O P M E N T S  D U R IN G  R E C O V E R Y

An important question raised by the steel and other 
strikes is whether the resultant interruption in production 
may generate upward pressures on the price level. The 
terms of the settlement that emerge from the steel dispute, 
as well as the duration of the strike, will of course be 
especially relevant in this regard. While these factors re
main in doubt, it may be useful as part of the essential 
background for any current appraisal of price prospects 
to review broad price developments since the start of 
the business expansion that began about a year and a 
half ago.

It is noteworthy, first of all, that average wholesale 
prices of all commodities, shown in Chart III, stood in 
September at exactly the same level as in June, before 
the metals strikes began. While some increases, such as 
those for fabricated steel in “gray markets”, may not have 
been reflected in the official index, it is doubtful that their 
inclusion would have had much effect on the broad aggre
gates. The total index in September was, moreover, only 
0.3 per cent higher than it had been seventeen months 
earlier in April 1958, when the economy turned from 
recession to recovery. It can be seen from the chart that 
the wholesale price index had remained similarly steady 
for an almost comparable period in 1954-55, although 
moving upward thereafter.

In both recovery periods, the prices of farm products 
and processed foods declined, helping to maintain over-all 
price stability by offsetting increases in other lines. In 
both cases a record output of livestock and other farm 
products against a background of comparatively steady 
demand contributed to the price declines. The subsequent 
upturn in prices in 1956 came about mainly because pro
duction of hogs and several important farm crops was re

duced. Increased demand, especially abroad, and strength
ened government support measures also helped to bolster 
prices.

Wholesale prices of goods other than farm and food 
products also followed somewhat similar paths in the two 
periods—moving up, however, rather than down. In the 
current period the rise has been much smaller than in the 
former; indeed, since April 1959 the index has held virtu
ally unchanged, after having risen a little more than 2 
per cent within the preceding eleven months. During the 
earlier recovery, on the other hand, there was a moderate 
rise in the first six months, followed by a half year of 
stability, then a sharp upward push (beginning in July 
1955). Seventeen months after the start of the earlier 
expansion, prices were already 5 per cent above the 
August 1954 level. The rise continued strong over the 
next year.

As shown in the chart, the rise in 1954-55 was espe
cially sharp for machinery and other producer finished 
goods. In the more recent recovery, the price pressures 
on such goods have been much less severe. Although the 
prices of these goods have nonetheless shown the largest 
rise of any important group in the recent recovery, they 
started upward only after a half-year lag, and by Septem
ber 1959 were 2.5 per cent above the April 1958 level. 
This contrasts with a 7 per cent rise in the first seventeen 
months of the previous recovery. The very steep price rise 
for producer goods in the earlier period was associated with

Chart III

WHOLESALE PRICES IN TWO RECOVERY PERIODS
August 1954=100; April 1958=100 
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an exceptionally rapid rise in demand for producer goods 
beginning in early 1955, which pressed hard against capac
ity in many lines. While such demand has also risen sharply 
in the recent period, output generally appears to have been 
well within capacity limits.

Wholesale prices of consumer finished goods drifted 
gently downward during the first year and a half of both 
recovery periods, moving in a direction opposite to those 
of producer goods. The mildness of the decline reflected 
the fact that the strong downward pull of food prices, men
tioned above, was largely offset by stability or increases 
in some other lines.

Average prices paid by consumers for all items, shown 
in Chart IV, were steady for a year after the recent upturn 
began in April 1958, but there has been a moderate rise in 
the past several months. In the earlier period, a marked 
rise began after about twenty months of relative stability. 
In both recoveries, the initial interval of stability cloaked 
significant divergent price trends for particular groups of 
commodities.

The principal price increases during the recent recovery 
have occurred in services and in consumer durables, each 
series showing a 3 per cent rise. In the earlier recovery, 
services had risen almost as much over a comparable 
period—both movements being segments of a longer term 
upward trend that carried through without interruption 
during the intervening recession. The rise reflected con
tinuing increases in rents and the pressures of rising wage 
and other costs in service industries. Productivity gains, 
which could help offset rising costs, appear to be typically 
small in service industries, although it is especially difficult 
to measure productivity in such industries.

The rise in 1958-59 in prices of consumer durables was 
in sharp contrast to a decline for an almost equal length 
of time in the earlier recovery, and largely reflected in
creased prices of automobiles. (It is worth noting, how
ever, that the price tags on most of the 1960 automobile 
models that were introduced in October were about the 
same as on 1959 models.) The downtrend during the 
earlier period had been the result of intensive price com
petition in the marketing of both automobiles and various 
household durables. In the case of the latter, the spread 
of “discount houses” was a particularly important factor.

Prices of consumer nondurables other than food have 
also moved up during the recent recovery period, although 
to a lesser extent than the prices of durables and services; 
in September the index was more than 2 per cent 
higher than it had been at the cyclical turn. In the pre-

Chart IV

CONSUMER PRICES IN TWO RECOVERY PERIODS
September 1954=100; April 1958=100 
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ceding recovery, the prices of this group of consumer 
goods had at first softened slightly, starting to rise only 
after about a year. Food has been the only large group 
of consumer goods to move downward during the recent 
recovery, in contrast to the previous period when durables 
also declined. Even so, there has been some net increase 
in food prices since the spring, but this has been pri
marily seasonal.

It is impossible at this juncture to foresee the further 
course of prices. If over-all indexes of wholesale and con
sumer prices were to parallel the developments in the later 
stages of the 1955-57 expansion, a period of rather sharply 
rising prices would be in prospect. However, pressures on 
productive capacity and on wage costs do not yet appear 
to be particularly strong. Increased competition from im
ports is another element in today’s picture that may tend 
to keep prices from rising. On the other hand, it is pos
sible that a pattern of wages could emerge from the settle
ment of the steel industry dispute that would contribute to 
a generalized advance in costs and prices. Moreover, the 
backlog in unsatisfied demand that has resulted from the 
interruption of the production of many kinds of goods 
because of the steel strike may well be building up price 
pressures which had no exact equivalent in the recovery 
period after 1954.
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The Business Situation

Steel output rebounded sharply beginning in the second 
week of November, as striking workers returned to the 
mills as a result of a Federal court injunction. By the end 
of the month, output of ingot steel had risen to an esti
mated 90 per cent of capacity— as against an average of 12 
per cent from mid-July to early November— and a start 
had been made in recalling workers in various steel-using 
lines. Most observers seem to expect that the economy’s 
pre-strike records in output, income, and employment will 
be regained and surpassed rapidly, assuming of course 
that the strike is not renewed after the injunction expires 
on January 26 and that transportation is not disrupted by 
a breakdown of labor negotiations in the railroad industry.

At least a part of the confidence in a quick return to 
high level activity is due to evidence newly available dur
ing the past month on such broad measures as total nidus- 
trial output, personal income, and retail sales, all of which 
have held up well despite the steel and other metals strikes. 
Cautious optimism is also suggested by a new survey of 
businessmen’s plans for capital expenditures in 1960, 
which points to a sizable increase over 1959 outlays—  
only partly reflecting the deferral of expenditures because 
of steel shortages.

Industrial production declined slightly in October, sea
sonally adjusted, after having remained steady in Septem
ber according to revised figures. (Earlier estimates had 
indicated that output was down one point during Septem
ber.) The estimated decrease of one point in October to 
148 per cent of the 1947-49 base was spread among many 
types of goods, embracing both durables and nondurables 
(see Chart I). At least in part, these declines reflected 
the direct effects of the metals strikes— for example, the 
further dip in the already low level of primary metals out
put and the decline in fabricated metals products. A major 
exception was the output of automobiles, which had 
dropped in September because of unusually early and 
extensive shutdowns for model changes, but which picked 
up rapidly in October as new models were introduced. 
By the end of October the pinch of steel shortages was 
being felt quite severely, and in November auto assemblies 
were far short of scheduled levels. Toward the close of 
the month, however, production of component parts be
gan to increase again with the renewed, though still 
limited, availability of steel.

Output in the steel industry itself rebounded more 
quickly than had been expected. Damage to furnaces

Choril I

MEASURES OF ECONOMIC ACTIVITY
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proved to be rather slight despite the long shutdown, and 
production of ingots— the first stage in the flow of proc
essed steel— jumped to about 45 per cent of rated capacity 
in the first week after the injunction had taken effect, 
and to 90 per cent of capacity by the end of the month. 
Deliveries of finished steel were also made quickly in 
those cases where the steel had been in process when the 
strike began or where mills were supplied by customers 
with steel for final conversion. While long delays in the 
output and delivery of particular types of processed steel 
meant continued curtailments for many steel users, even 
a small increase in supplies helped some of those firms that 
had been adversely affected by unbalanced inventories.
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Although industrial production was in general remark
ably well sustained during the metals strikes, construction 
activity declined in October for the fifth consecutive 
month on a seasonally adjusted basis. Shortages of struc
tural steel seem to have played a direct role in the recent 
declines in private nonresidential construction, which first 
turned down in September, and in public projects such as 
road and bridge building. On the other hand, more than 
two fifths of the $1.5 billion drop in the seasonally ad
justed annual rate of construction in October reflected a 
slower rate of private residential building— in large part 
stemming from the continued successful competition of 
other borrowers for funds that might have gone into 
mortgages.

The repercussions of the shutdown in steel continued to 
depress nonfarm employment which declined from mid- 
September to mid-October by about 160,000 persons to 
52.0 million (seasonally adjusted Bureau of Labor Statis
tics series). The decline centered in manufacturing, par
alleling the slight dip in industrial output, while construc
tion employment also decreased and changes in other 
lines were mixed. The estimated number of persons out 
of work rose only slightly, but the increase— about 40,000 
to a total of 3.27 million— was contrary to the usual 
decline from September to October; this was reflected in 
a rise in the seasonally adjusted unemployment rate 
(number of unemployed as a proportion of the civilian 
labor force) from 5.6 to 6.0 per cent (Chart I). Unem
ployment was probably higher at the end of October 
due to the accelerated rate of layoffs in steel-using indus
tries. The number of people out of work because of the 
strike had risen to V2 million (not counting the strikers) 
by the beginning of November and had presumably risen 
further just before the injunction took effect. The return 
of the steelworkers to the mills, however, signaled the 
rapid recall of approximately 100,000 employees in indus
tries closely related to steel— particularly railroads and 
coal. In other industries, recalls of laid-off workers were 
also proceeding, although more gradually, and a few firms 
were still announcing new layoffs in November because 
of steel shortages.

Despite the edging-down of industrial production and 
the rise in unemployment, personal income (after seasonal 
adjustment) rose in October for the second consecutive 
month, regaining half the ground lost between June and 
August (see Chart I). Half of the billion dollar increase 
in October, at an annual rate, came from a rise in agri
cultural income following declines in August and Septem
ber. There were also increases in transfer payments 
(including social security and unemployment compensa
tion) and personal interest receipts which more than offset

a $200 million decline in wages and salaries.
The strength of personal income has helped to sustain 

consumer demand. Following slight declines in August 
and September that were traceable in large part to a 
weakening in automobile sales as the old model-year 
ended, retail sales in October rose about 3 per cent above 
the September rate and very nearly regained the July peak 
as shown in Chart II. Again, the volatile automobile 
component was largely responsible for the advance, as 
1960 models were introduced. Toward the end of October 
and in early November, however, new car sales were taper
ing off, largely because steel shortages held down produc
tion. Industry sources have estimated that dealers would 
have only 445,000 new cars in stock at the end of 
November— down from about 960,000 earlier this year 
and likely to rise only slowly in the near future owing to 
current limitations on production.

Sales of consumer goods other than autos have de
creased slightly since July, but have remained well ahead 
of year-ago levels. The decrease was mainly in non- 
durables lines, some of it apparently attributable to un
usually warm weather in August and September, while 
the slight decreases in income as a result of the steel strike 
also may have played a part. In the case of durable goods 
other than autos, some of the recent contraction in sales 
may relate to the decline in home building, which may 
have reduced the demand for household durables. The 
estimated decline in sales of all consumer goods other than
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autos was smaller in October than in preceding months.
According to a recent survey by McGraw-Hill, business

men quite generally expect 1960 sales to show appreciable 
gains over 1959, and are planning to increase their out
lays for new plant and equipment by 10 per cent next 
year. Some of this increase represents expenditures post
poned from the latter part of 1959 by steel shortages but, 
even after allowance for this special factor, these plans 
point to a further rise in investment demand. While third- 
quarter corporate earnings apparently declined from the 
very high second-iquarter rate in many lines, earnings for 
the first three quarters are still substantially above year- 
ago levels— thus expanding internal sources which, ac
cording to McGraw-Hill, are expected to provide the bulk 
of the financing for planned investment.

Recent price developments have been mixed. At the 
wholesale level, average prices declined slightly in October 
and November as the prices of farm and food products 
decreased sufficiently to more than offset the upward pres
sure from strong demand and short supplies in some indus
trial commodity markets. Consumer prices, however, 
continued to climb in October, with the index moving up 
three tenths of a point to 125.5 per cent of the 1947-49 
average, almost two points above a year ago; Over half of 
the increase in October reflected higher prices paid for 
newly introduced 1960 automobile models. Although list 
prices on these cars were about unchanged, the 1959 mod
els had been available at substantial discounts in recent 
months. Rises also occurred for all other major groups of 
goods and services except foods, which declined slightly.

Money Market in November

Tightness continued to characterize the money market 
during most of November. The effective rate for Federal 
funds held firmly at the 4 per cent ceiling on each day of 
the period, with demand often exceeding the supply. More
over, the rates at major New York City banks on new and 
renewal loans to Government securities dealers rose early 
in the month to 5 per cent and remained continuously at 
that level. Member bank reserve positions, country-wide, 
continued under steady pressure during most of the month, 
with average net borrowed reserves of all member banks 
at around $420 million. New York central reserve city 
banks were under increased pressure and made substan
tial purchases of Federal funds on most days of the period 
and maintained their borrowings from the Federal Reserve 
Bank at a relatively high level.

Prices and yields in the Government securities market 
moved irregularly through most of the month, with a 
general tendency toward higher yields and lower prices. 
Frequent changes in short-term expectations had a parti
cularly marked effect on the Treasury bill market. Rates 
on most bill issues moved higher over the month in short 
but pronounced spurts, and the average issuing rate for 
91-day bills reached new peaks in the November 16 and 
November 30 auctions. The skittish behavior of bill yields 
during the period was traceable in part to the resumption 
of steel production and its possible implications with 
respect to the liquidation of Treasury bills by industrial 
concerns as well as with respect to increased credit de
mands. Short-run rate expectations were also affected by 
the Treasury’s refunding operation early in the month and,

in the latter part of the period, by its $2 billion cash 
financing and its proposed offering of 4%  per cent notes 
maturing May 15, 1964 to holders of $1.6 billion of non- 
marketable securities maturing in 1960. Bidding in the 
November 24 auction for the $2 billion new 320-day bills 
was cautious, and although the market rate on the bills 
declined for a few days, it closed the month at about the 
5 per cent level.

After the close of business on November 30, the Board 
of Governors of the Federal Reserve System announced 
that a portion of the vault cash holdings of member banks 
would become eligible for meeting required reserves.

M E M BER  BANK  RESERVES

Net borrowed reserves of all member banks averaged 
$421 million for the four statement weeks ended in 
November, compared with a $471 million average in the 
four statement weeks ended in October. Average excess 
reserves declined $13 million to $432 million, while aver  ̂
age borrowings from the Federal Reserve Banks decreased 
$63 million to $853 million.

Regular market factors withdrew reserves, on the 
average, in each week of the period except during the third 
week when the usual midmonth expansion in float led to 
a small increase in reserve availability. Over the four 
statement weeks, the absorption of reserves was due 
primarily to a seasonal increase of about $400 million in 
average currency in circulation, with the effects of other 
market factors tending to cancel out. Required reserves 
declined on the average by $141 million over the period
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