
1957 IN BRIEF REVIEW
Al t h o u g h  the nation’s most recent boom car- 

- ried strongly enough into 1957 to lift most 
annual indicators to new highs, signs of recession 
appeared in the last half and became unmistak
able during the last quarter of the year. After 
rising spectacularly for more than two years, 
over-all business activity in the nation held to 
an all-time high level during the second and third 
quarters and then began to lose altitude. By Sep
tember nonfarm employment, personal income, 
and retail sales had retreated a short distance 
from the record peaks reached during the sum
mer. These declines followed earlier downturns 
in industrial production and manufacturers’ sales. 
Tw o developments stand out in the events of the 
year: a downturn in military spending after mid
year, and a leveling in plant and equipment ex
penditures in the second half.

By the fourth quarter there were also some 
indications that inflationary pressures on prices 
had begun to ease. In the nation’s primary mar
kets the index for 22 basic commodities fell 8 
percent from January to November with most 
of the decline occurring after July. A  month later, 
in August, wholesale prices began to slip though 
they are still about 1 percent higher than at the 
beginning of the year. Meanwhile, the prices of 
goods and services purchased by consumers re
corded another gain from October to November. 
However, the rate of rise in recent months has 
not been as great as during the first half of 1957.

It is clearly evident that until recently employ
ment and output adjustments occurring in the 
economy have been largely centered in durable 
goods manufacturing industries. Early in the 
fourth quarter production of durables had reced
ed to a level about 7 percent lower than the record 
achieved in December 1956 (after seasonal ad
justment) in response to a substantial fall in the 
flow of new orders and a drop in the build-up of 
manufacturers’ inventories of finished goods. 
Production of nondurables reached a record high 
in September and then slipped moderately. Dur
able goods industries also account for three- 
fourths of the drop in manufacturing employment 
during the first 10 months of the year.

Capital spending slowed as capacity 
outpaced demand

One of the principal factors accounting for the 
downturn in activity in recent months has been 
the leveling off of business outlays for plant 
and equipment as increases in capacity out
stripped demand. After increasing by 25 percent 
last year, spending on fixed capital increased by 
less than 5 percent between the end of 1956 and 
mid-1957 and recorded very little gain in the sec
ond half of this year. The expansion in capacity, 
underway since early 1955, was based in part on 
expected long-run growth but relied to some ex
tent on the short-run expansion in demand by 
consumers and government. As is often the case 
when projections are made, results do not al
ways match anticipations. During the early part 
of this year it became apparent that capacity was 
exceeding demand in a wide range of industries. 
Nonferrous metals and steel provide prominent 
examples since the rate of capital spending by 
primary nonferrous metal producers was almost 
four times as large in 1957 as in 1955, and the 
steel industry doubled its capital outlays in the 
same period. During the same interval sales of 
primary metals producers rose 7 percent from
1955 to 1956 and have been declining throughout 
1957. The rate of increase in capital spending 
during the second half halted in a large number 
of lines, and declines were recorded in a number 
of durable manufacturing industries.

While the easing in plant and equipment ex
penditures can be attributed to the fact that de
mand failed to keep pace with capacity, the 
leveling off of capital outlays also contributed to 
a decline in demand. Part of this interaction is 
evident from the sharply reduced rate of orders 
for machine tools and other types of machinery 
and equipment. In addition, contract awards for 
factory building fell behind those of last year by 
9 percent in the first 10 months of the year.

Most other types of fixed investment did not 
show significant strength during the year. Resi
dential construction was off from a year ago, and 
the total units started may fall slightly below 1 
million compared with 1.1 million in 1956 and
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1.3 million in 1955. Contract awards for nonresi- 
dential building except factories increased about
2 percent during the first 10 months of the year, 
but public utility and public works awards rose 
5 percent.

Inventory spending more moderate in 1957

Business investment in inventories during the 
first three quarters of 1957 was approximately 
a fourth as great as in the same period last year. 
There was an actual decline in the first quarter, 
principally among durable manufacturing indus
tries. Cautious inventory policies were main
tained throughout the year as ordering times 
were reduced and the function of storing inven
tories was passed backwards to primary produc
ers. In the fourth quarter signs of an over-all in
ventory liquidation reappeared. In the steel in
dustry, for example, consumers were paring 
stocks. Consequently, steel production was less 
than consumption. The situation was in sharp 
contrast to the closing quarter of 1956 when 
steel consumers were accumulating inventories 
and the industry was operating at near full- 
capacity levels.

Government demand for goods and services 
contributed to change of pace in 1 957

Despite an increase for the year as a whole, 
government spending gave rise to some of the 
adjustments which appeared in the second half. 
State and local government demand for goods 
and services rose in 1957 at about the same rate 
as in 1956. Outlays for the construction of edu
cational facilities, public buildings, and highways 
showed sizable increases and provided a consid
erable fillip to the nation’s heavy construction in
dustry. Federal spending advanced in the first 
half of 1957, hitting a peak in the second quarter 
of the year. Nearly all of the second quarter gain 
was centered in outlays of the Defense Depart
ment, which, with a determined effort, succeeded 
in reducing cash outlays during the July-October 
period. Most of the savings achieved directly 
affected durable goods manufacturing industries, 
primarily aircraft and parts. In May the Defense 
Department ordered that $500 million of con
tracts be postponed until the beginning of the new 
fiscal year in July. Actually, no new contracts for

military items were awarded until late Septem
ber. The economy wave also led to the elimina
tion of overtime work at firms producing defense 
materials, to production stretchouts, and to some 
contract cancellations, all of which tended to re
duce activity in firms manufacturing defense 
hardware. In addition, stockpiling goals were ex
tended, and both civilian and military payrolls 
were curtailed.

Consumer demand expands, but 
durable spending sluggish

Total consumer outlays during 1957 will prob
ably exceed those in 1956 by 5 percent, but about 
half of the increase can be attributed to higher 
prices. Most of the gain is concentrated in serv
ices and nondurable goods. The rise in spend
ing for nondurables was particularly strong in 
the spring and early summer. Outlays for food 
in the third quarter were 7 percent above a year 
ago reflecting price increases as well as greater 
consumption. A  rise of 4 percent in spending on 
apparel represents primarily an increase in real 
purchases, as prices rose only slightly. In the 
fourth quarter, however, consumer spending for 
goods declined from the advanced levels earlier 
in the year (after seasonal adjustment), and most 
nondurables other than food and gasoline shared 
in the drop.

Consumer purchases of durable goods ran 
ahead of 1956 in dollar terms during the first 
nine months of the year. After a sharp increase 
in the first quarter, consumer outlays for dur
ables fell back toward the level of the fourth 
quarter of 1956. Since prices were up from a 
year ago, particularly for automobiles, the in
crease in real terms was quite negligible; and 
declines in physical terms have occurred in some 
household durable lines, particularly major ap
pliances. The sluggish movement of hard goods 
has been a disappointment to many producers 
and has contributed to the weakness in the out
put of durables generally.

Credit demands show marked change in 1957
The total private demand for credit continued 

to rise in the first three quarters of this year. The 
gain was smaller than in the same period in 
1956, and its composition was appreciably 
changed. In the long-term capital markets the
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volume of new corporate issues was $1.2 billion 
above that of the first three quarters of 1956, 
while state and local government flotations were 
about $1 billion larger. On the other hand, the 
increase in mortgage credit outstanding during 
the same period was $3 billion less this year than 
last. The swollen demand for long-term capital 
funds, especially pronounced in the first two 
quarters, is generally associated with the record 
volume of plant and equipment expenditures in 
the case of corporate issues and with enlarged 
construction programs in the case of nonfederal 
government issues. The smaller increase in 
mortgage credit reflects the reduced volume of 
residential construction this year.

In contrast to developments in the long-term 
markets, the demand for bank loans was less 
vigorous this year. At the end of September 
loans outstanding at all commercial banks had 
risen $2.5 billion from the end of December,
1956. This compares to a gain of more than $5 
billion in a comparable period last year. In O c
tober and November repayments have exceeded 
borrowings, running contrary to usual seasonal 
developments. A t weekly reporting member 
banks in large cities, loans outstanding at the 
end of November were actually down $448 mil
lion from the figure for December 26,1956. This 
decline in loans largely resulted from a $700 
million reduction in loans connected with pur
chasing or carrying securities, though agricul
tural and real estate loans also declined. Com
mercial and industrial borrowings registered a 
net gain of $245 million during the first 11 
months contrasted with an increase of over $3 
billion in the same period in 1956. This year’s 
slower growth in commercial and industrial 
loans is associated with a lower rate of inventory 
accumulation as well as increased reliance on the 
long-term markets as a source of investment 
funds. “ Other”  loans, a category which includes 
loans to consumers, rose at about half of the 
1956 rate.

The Treasury’s relatively greater need for 
funds in 1957 than in 1956 more than offset the 
somewhat smaller private demand, with the re
sult that the total demand for funds during the 
first three quarters of this year was substan
tially larger than a year ago.

The entire structure of interest rates re
sponded to the greatly increased demand for 
funds by rising to the highest levels since the 
early thirties. By November the long-term capi
tal markets began to evidence marked changes. 
Municipal bond yields began to decline in early 
September, and the rise in corporate bond yields 
was halted. Moreover, a 0.5 percent reduction 
in the discount rate at Federal Reserve Banks 
in November strengthened the belief that long
term interest rates had reached a peak and re
sulted in a further drop in bond yields. Short
term rates also declined significantly.

Twelfth District Business Activity 
Slackens in Final Quarter

Carried by the momentum of the 1956 boom, 
business activity in the Twelfth District con
tinued to expand during the early months of the 
year. After a leveling during the summer a no
ticeable tapering off occurred, and by the fourth 
quarter it had become evident that economic ad
justments underway in the District were some
what more severe than in the nation as a whole.

A t the beginning of the fourth quarter total 
nonfarm employment had slipped back to the 
December 1956 level (after seasonal adjust
ment). As a corollary to the absence of over
all employment growth, unemployment as a per
centage of the labor force in Pacific Coast states 
rose from 3.4 in January to 5.1 in October after 
seasonal adjustment. The relative scarcity of new 
job opportunities also contributed to a smaller 
growth in the labor force in Pacific Coast states. 
In the first ten months of 1957 an expansion of 
1.2 percent occurred, about one-third as great as 
the percentage growth registered in the same pe
riod in 1956. By contrast, labor force growth in 
the nation as a whole continued at a rate approx
imately equal to that of 1956, and unemployment 
as a percent of the labor force did not reach 5 
percent until November.

Crosscurrents in the District economy sketched 
by employment data parallel those in the nation, 
but they are considerably more pronounced. 
Losses in com m odity producing industries 
over the year were exactly counterbalanced by 
additions to state and local government pay
rolls, the continued expansion of finance and
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service industries, and a 1 percent gain in em
ployment in wholesale and retail trade. Employ
ment in transportation, communication, and pub
lic utilities showed no change from the December 
1956 figure. The greater percentage growth of 
service industries can be traced to the District’s 
more rapid population growth and a higher aver
age level of per capita income. Among commod
ity producing industries, the drop in mining ac
tivity reflects the relatively greater importance 
of nonferrous metals in District industry. Pro
duction of these ores has been adjusted down
ward in line with a reduced level of demand.

District manufacturing employment also shows 
a larger percentage drop from last December 
than the loss for the nation as a whole. Prin
cipally, this is due to the reduced demand for 
military goods, particularly for aircraft. Also 
affected are supporting firms in electronics, ma
chinery, and fabricated metals. In aircraft, em
ployment advanced by 19,000 from December to 
June and then fell 22,000 by October. Additional 
employment cuts are expected. Curtailment of 
defense spending for military goods has con
verted the main propellant of the 1956 rise in 
business activity to the most significant contract
ing force operating in the District economy in
1957.

The District construction boom slows in 1957

Through October the total value of building 
permits issued in District states was running 
more than 6 percent less than that for a com
parable period in 1956. Residential valuations 
were down 8 percent, while nonresidential au
thorizations were off 5 percent.

Since permit coverage excludes building in 
nonmetropolitan areas and since valuation fig
ures understate actual dollar outlays when con
struction costs are rising, contract award series 
present a slightly more favorable picture of con
struction activity in the District. Total awards 
in the first 10 months of the year increased 3 
percent over the same period in 1956, largely be
cause of a 16 percent jump in utilities and public 
works contracts. Nonresidential awards show 
no change, while residential contracts fell 2 per
cent. A  smaller increase in total awards is re
ported for the nation as a whole, though gains

occurred in both residential and nonresidential 
contracts. The main part of the difference be
tween the District and the nation is accounted 
for by an increase of 5 percent in public works 
and utility awards in the nation.

Production declines reported in a number 
of District industries

A  comprehensive measure of industrial activ
ity in the Twelfth District is not available. What 
information does exist, however, indicates that 
losses have occurred in a number of lines since 
1956. Total production of crude and refined pe
troleum products in the first three quarters fell
3 percent below that of a comparable period in
1956. Demand, particularly from the military, 
has shown a large decline in recent months. In 
the District lumber industry, continued weakness 
in the nation’s residential housing industry led 
to further price reductions during the year and 
sizable cuts in production. Output of Douglas 
fir and redwood in the first 10 months of the year 
fell 10 percent from the 1956 level, while produc
tion of Western pine suffered a cut of 12 percent. 
Douglas fir plywood, however, shows a gain of 
more than 4 percent.

Through October, steel production in the 
Western Steel District registered a gain of 10 
percent from the comparable period a year ago. 
This margin is threatened by the fact that the 
operating rate is expected to slip further in the 
closing months of the year. By contrast, opera
tions in the fourth quarter of 1956 were at full- 
capacity levels.

Man-hours worked in Pacific Coast manufac
turing firms— a rough measure of manufacturing 
production— cumulate to a total through Sep
tember 1957 that is 4 percent greater than the 
sum for the first 3 quarters of 1956. By October, 
however, all industries were at levels below O c
tober 1956. Declines from year-ago months first 
appeared in August and by October measured 6 
percent. Prospects as of this writing were that 
greater-than-seasonal declines would continue 
in the closing months of the year.

Retail trade shows marked changes from 1 956

Sales at retail establishments in the District 
(based upon data for stores operating from one
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to ten retail outlets) in the first nine months of 
the year show a growth of 3 percent from the 
same number of months in 1956. Not only was 
this increase smaller than the 4 percent gain for 
the entire nation, it was also only half as great 
as the 1955-56 percentage gain. Preliminary 
data indicate that sales during the fourth quarter 
were down slightly from those of the final quar
ter of 1956. At District department stores, cumu
lative sales for the year through November were 
about the same as sales for a comparable period 
a year earlier.

The largest sales gains were reported by fur
niture and appliance stores and automotive es
tablishments, both of which suffered substantial 
losses from 1955 to 1956. Gains this year were 
12 and 10 percent, respectively. Auto registra
tions in District states through October were 2 
percent greater than for the same period in 1956.

Not all stores selling durables fared as well, 
however. The dollar volume of sales at lumber, 
building materials, and hardware establishments 
fell 15 percent. Apparel stores reported no gain 
from the 1956 level, while food sales increased 
only 1 percent in spite of continued population 
growth and price increases that have occurred. 
District consumers, however, increased spend
ing at eating and drinking establishments by 5 
percent, and sales of gasoline service stations rose 
more than 6 percent.

Cash farm income drops slightly in the District

Gross income received by District farmers ap
pears to have dropped moderately in 1957. Total 
cash receipts from farm marketings in the first 
three quarters were down about 1 percent from 
those for the same period in 1956. Marketings of 
crops continued at about the same physical vol
ume, but lower average prices produced a 4 per
cent drop in cash receipts. Marketings of live
stock and livestock products were about 5 per
cent lower. Because of higher average prices, 
however, receipts rose more than 3 percent. This 
gain was not sufficient to offset the decline in 
income from crops. Government payments about

equalled those for the January-September period 
in 1956.

Bank credit expands at a reduced rate

Loans outstanding at weekly reporting mem
ber banks in the District rose $226 million dur
ing the first 11 months of 1957, approximately 
half the amount of the 1956 gain over the same 
period. Although a very large proportion of this 
year’s increase in total loans occurred in commer
cial and industrial borrowings, this category rose 
only a third as much as in 1956. Among business 
borrowers, retailers, public utilities and trans
portation firms, and “ Other”  manufacturing and 
mining firms increased their indebtedness by a 
greater margin than in 1956. In contrast to de
velopments in 1956, firms manufacturing lum
ber and forest products, commodity dealers, con
struction companies, and firms engaged in whole
sale trade reduced net borrowings. The largest 
business borrowers in 1956, food and liquor proc
essors and firms manufacturing metal products, 
increased indebtedness at reporting member 
banks by relatively small amounts this year.

Real estate loans, reflecting reduced activity in 
types of construction financed by commercial 
banks, fell $61 million from January to the end 
of November this year in contrast to a gain of 
$432 million in the same period in 1956. Loans 
to security brokers and dealers rose slightly, 
while loans to non-dealers for the purchase or 
carrying of securities fell. Both of these changes 
were different in sign from 1956. “ Other”  loans 
— a category that includes loans to consumers-—- 
expanded at a rate 30 percent less than in 1956, 
while agricultural loans changed only slightly.

District reporting member banks extended an 
additional $275 million of credit by increasing 
their security portfolios in the first 11 months of
1957. Most of the gain represents increased hold
ings of state and local government issues. In 
1956 when the demand for loans expanded 
sharply, $830 million of United States govern
ment obligations and $109 million of other se
curities were sold off.
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