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IN sharp contrast to the brightly optimistic 
picture currently being drawn, the nation’s 

economic outlook a year ago was dark and 
gloomy. In the opening months of 1958 em
ployment, personal income, and production 
continued the downward course that had been 
under way since the previous July. Economic 
activity sank under the weight of a record 
run-off in inventories and there was also a 
large decline in business capital outlays. Con
sumer demand for durables such as automo
biles weakened further, and private construc
tion activity slackened. The main impact of 
these adverse changes in demand was felt in 
durable goods industries, where activity was 
cut sharply, but nearly all sectors of the econ
omy— except agriculture— suffered.

Because of the recession 1958 will not be 
remembered for having fattened the record 
books. Nevertheless, the year is distinguished 
for having brought a dramatic reversal in 
business activity. Even as the recession had 
carried far enough to establish itself as the 
worst since World War II, spring brought 
greater-than-seasonal increases in nearly all 
major indicators. This turnaround appears to 
have been the result of a number of forces. 
While order placements for defense goods 
began to climb after Sputnik, actual outlays 
for military weapons continued to decline 
through the first quarter. Nearly all other 
Government payments increased, however, 
including unemployment and social security 
benefits, construction outlays, and interest 
payments to the public. The net impact of 
Federal fiscal operations was more expan
sionary than the increase in payments indi
cates, for tax revenues had declined more 
than proportionately to the fall in profits and 
income in the private sector of the economy. 
Also in the first quarter, consumers stepped 
up purchases of nondurables and services,

1 Our Chinese friends inform us that 1959 will be the year of 
the pig, but it is doubtful that these symbols can be used for 
predictive purposes.

and there was a significant easing of mone
tary and credit policy, which will be reviewed 
briefly below. Somewhat later, construction 
activity joined the list of expansionary forces 
as residential building received special stim
ulus from a liberalization of credit for Gov
ernment-insured housing.

Economic activity approaches 
pre-recession levels

In the fourth quarter of 1958, a number of 
indicators were close to or above pre-reces
sion levels. Indeed, personal income and con
sumer spending surpassed previous highs in 
the third quarter. Further gains for these in
dicators are certain in the closing months of 
the year and it is also likely that Gross Na
tional Product rose to a new record above the 
$446 billion mark attained in the third quar
ter of 1957.

One major indicator— total nonfarm em
ployment— has responded sluggishly to the 
recovery. Nonfarm payrolls were reduced
2,790,000 in the downswing (after seasonal 
adjustment) and only 30 percent of this loss 
had been recovered by November. Thus, em
ployment in November was still 2 percent 
short of the year-earlier total. Consequently, 
unemployment has remained relatively high. 
As is typical during a recovery, output gains 
in commodity-producing industries have been 
achieved without a corresponding increase in 
the number of workers. Average workweeks 
have lengthened, but there has also been a 
substantial increase in output per man-hour. 
While it portends an upturn in corporate 
profits, and perhaps increased price stability, 
the gain in productivity has also helped to ac
count for the failure of unemployment to fall 
significantly.

In addition to the stimulus that may be 
gained from increases in production and sales 
of consumer durables, the recovery is cur
rently benefiting from a reduced rate of de-
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dine in business investment. Manufacturing 
inventories leveled in October for the first 
time in over a year. This suggests that the in
ventory run-off was drawing to an end. Inven
tory accumulation may now be imminent, 
giving a further boost to the total demand for 
goods. The fourth quarter may show a slight 
increase in plant and equipment spending, fol
lowing the improvement in corporate profits 
in the last half of 1958.

Credit demand slack in 1958
Credit demands in the private sector of the 

enonomy for the first eleven months of 1958 
lacked the vigor demonstrated in 1957. On 
December 3 total loans at reporting banks in 
the nation had risen only $147 million over 
the same week in 1957. At the same time, 
commercial and industrial loans stood $1,067 
million below the corresponding week a year 
ago. Weakness in business loans was evident 
throughout the year in line with reduced 
spending for both inventories and fixed in
vestment. Real estate loans and agricultural 
loans demonstrated consistent strength dur
ing the year, however, reflecting activity gains 
registered in both of these sectors. Loans to 
consumers increased moderately after March, 
but only a little more than enough to offset 
the decline of the first quarter.

Corporate demands for long-term credit 
also declined, with a 10 percent drop from 
the record level of $9.4 billion in the first 
three quarters of 1957. Preliminary estimates 
for the entire year are for $10.8 billion of 
securities offerings, down about 13 percent 
from 1957 but still the third highest level ever 
attained. This year the proportion of issues 
in bonds, notes, and preferred stock— rather 
than common shares— increased. While most 
issues were designed to finance acquisition of 
new plant and equipment, considerably more 
of the proceeds from new issues was slated to 
retire outstanding securities than was the case 
last year.

Because of increased spending and reduced 
revenues, the largest demand for funds came 
from the United States Treasury. About $19 
billion of new money issues were floated in 
calendar 1958, half of which were acquired 
by commercial banks. In line with expanded 
programs for the construction of highways 
and public buildings, state and local bond is
sues are expected to top the $7.1 billion of
fered in 1957 by 10 percent.

Monetary policy aids recovery
Monetary policy during the past year has 

reflected the changing economic picture. The 
policy of credit ease that led to stepped-up 
open market operations and cuts in the dis
count rate in late 1957 was accelerated in the 
first quarter, Four successive cuts in the dis
count rate brought it down from 3 Vi to 13A 
percent by April. The proportionate amount 
of reserves that member banks are required 
to hold against their demand deposits was re
duced three times between February and 
April of this year, thereby freeing about $1.5 
billion of reserves.

In spite of the fact that some reserves were 
lost through the outflow of gold, monetary 
policy made possible a substantial expansion 
in the money supply. In the face of a reduc
tion in overall spending, the money supply 
continued to expand through November at 
an annual rate of 4 percent on a seasonally 
adjusted basis. Demand deposits and cur
rency held outside the banking system rose 
about $5.4 billion from the beginning of the 
year, compared to a contraction of $1.2 bil
lion in the same period in 1957. The very 
rapid growth in time deposits at commercial 
banks through 1957 and the first half of 1958 
slowed in the third quarter of the year.

During the latter part of 1958 there was a 
shift toward less ease in the nation’s credit 
markets. This began with a speculative upset 
in the Government bond market in June when 183
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it was realized that a recovery was under way 
and that higher interest rates almost certainly 
would result. As investors and speculators 
sold securities, bond prices dropped and in
terest rates rose. Following a swift rise in 
short-term open market rates, the discount 
rate was raised in August and again in Oc
tober and now stands at 2 Vi percent. In Aug
ust, the Federal Reserve System cautiously 
began to permit a tightening of the reserve 
position of member banks. Total free reserves 
(excess reserves minus borrowing from the 
System), which had averaged around $500 
m illio n  du rin g  th e  M arc h -Ju ly  p e rio d , 
dropped close to the zero mark by Decem
ber. In addition, margin requirements were 
raised over the year in order to restrain the 
use of credit in a booming stock market.

Twelfth District Recovers More 
Rapidly Than Nation

Although it had not fallen so far, business 
activity turned up at approximately the same 
time in the Twelfth District as in the nation 
and has since risen more rapidly. At the start 
of the fourth quarter, total nonfarm employ
ment in District states had advanced 3 per
cent from the April low— a gain approxi
mately twice as large as that of the nation. In 
the Twelfth District, two-thirds of the em
ployment loss over the recession has been re
covered, compared with one-third nationally. 
The West has not enjoyed a significantly 
more favorable unemployment record, how
ever. In Pacific Coast states, for which such 
data are available, the civilian labor force 
grew 2 percent in the first ten months of 1958. 
This rate of growth exceeds that in the same 
period in 1957 and has permitted only a 
nominal drop in unemployment. The jobless 
numbered 6.5 percent of the Coast civilian 
labor force in October (after seasonal adjust
ment) compared with 7.1 percent in the na
tion. According to preliminary estimates, un- 

1 84 employment in the nation as a whole, as well

as in Pacific Coast states, dropped in Novem
ber to about 6 percent— still above January 
1958 levels.

For individual industries, employment 
changes engendered by the recovery in the 
District from April to October are similar in 
direction but relatively greater in magnitude 
than those in the nation. Commodity-produc- 
ing industries show the largest gains as man
ufacturing payrolls rose 47,000 (3 percent) 
followed by construction with 45,000 (11 
percent). Government employment rose by
35,000 (3 percent), service industries in
creased payrolls by 24,000 (3 percent), and 
net hirings at retail and wholesale establish
ments amounted to 21,000 (2 percent). 
Changes in other industries have been neg
ligible.

Durables pace recovery 
in manufacturing

According to employment figures for Pa
cific Coast states, and in contrast to national 
developments, activity in durable goods man
ufacturing rose 5 percent from April to Oc
tober, while nondurables slipped about 2 per
cent. All durables shared in the gain. Lum
ber output, following the nationwide boom 
in construction (particularly in residential 
building) jumped 7 percent. Other durables, 
the category which contains industries receiv
ing contracts for the new weapons, such as 
ordnance and instruments, shows an employ
ment expansion of 10 percent. Similarly, ris
ing defense outlays have helped account for 
a 5 percent growth in aircraft employment 
and a 3 percent gain in machinery payrolls. 
The latter includes electrical machinery (and 
electronics), which has grown very rapidly in 
recent months.

The lack of employment expansion in non
durable manufacturing reflects primarily the 
early curtailment of canning activity. Other 
nondurables such as apparel, paper, and 
printing show moderate recovery.
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Construction contract awards increase

A boom in construction activity since June 
has more than made up for weakness that was 
evident in the opening months of 1958. Cum
ulatively, contracts awarded in the eleven 
western states during the first ten months of 
1958 were up 6 percent from those of the 
same period in 1957. Although street and 
highway awards ran 28 percent higher this 
year, total heavy engineering contracts were 
down 17 percent. For the most part, this re
flects a sharply reduced level of utilities con
struction. While the West shows less strength 
than the nation as a whole in heavy engineer
ing projects, the boom in residential construc
tion has been more pronounced. Awards for 
apartment buildings and for one- and two- 
unit dwellings are up 33 and 21 percent, re
spectively, compared with 33 and 7 percent 
for the nation as a whole. The West also 
chalked up a 4 percent gain in nonresidential 
construction awards, including a 6 percent 
gain in commercial awards and a 40 percent 
loss in manufacturing buildings. Nationally, 
nonresidential awards ran 3 percent below 
1957 during the first ten months of 1958.

Production declines from 1957 levels
Although an aggregate measure of indus

trial production is not available for the 
Twelfth District, it is clear that losses from
1957 have been quite substantial. Most of the 
declines that appear when cumulative totals 
for 1958 are matched with those of 1957 
overstate the impact of the recession since 
comparisons between the worst months of
1957 and the final or best months of 1958 
are not yet possible.

Production of refined petroleum in the first 
three quarters of 1958 fell 8 percent below 
that of a comparable period in 1957. While 
dem and has show n le s s - th a n -e x p e c te d  
growth, the accumulation of residual fuel in
ventories reflects primarily the loss of mar
kets to competing products.

In the District’s lumber industry, a strong 
showing by housing starts has brought a de
mand and price situation more favorable than 
that which existed at the close of 1957. Pro
duction has not completely made up for 
losses that occurred early in 1958, however, 
so that at the ten-month mark output of 
Douglas fir, western pine, and redwood lagged 
3, 2, and 9 percent from their respective 
totals in the comparable period in 1957.

Through November, steel production of 
the three largest District producers was down 
about 20 percent from the 1957 figure. This 
difference is certain to shrink as operating 
rates are expected to have risen in Decem
ber, whereas they were falling at the end of 
1957.

Man-hours worked in Pacific Coast manu
facturing firms— a measure that tends to un
derstate manufacturing production when pro
ductivity changes are substantial— cumulate 
to a total for the first three quarters of 1958 
that is 10 percent less than the sum for the 
same period in 1957. Durables were hardest 
hit by the recession (particularly aircraft, ma
chinery, and metals) showing a drop in man- 
hours worked of 12 percent. Nondurables, 
reflecting the relatively strong retail move
ment of soft goods, fared better with a loss of 
5 percent from 1957. As is the case with 
other indicators, gains registered in the clos
ing months of 1958 are certain to reduce 
these margins of loss.

Sales of hard goods drop
Sales of retail establishments in the Dis

trict (based upon data for stores operating 
from one to ten retail outlets) in the first nine 
months of the year recorded a loss of 3 per
cent from the same number of months in 
1957. This compares with a drop of about 1 
percent for the nation as a whole.

The largest declines are found for stores 
selling hard goods. Automobile establish
ments suffered a sales decline of 15 percent 185
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and furniture and appliance sales were off 6 
percent. By contrast, sales of lumber, build
ing materials, and hardware recorded a gain 
of 2 percent.

The expansion in total sales of soft goods 
in the District amounted to about 1.4 percent, 
compared with a 4 percent national rise. At 
general merchandise stores, sales registered 
the biggest gain— 6 percent. Food stores and 
service stations followed with increases of 3 
percent, while drugs recorded a 2 percent 
advance. Faring less well were eating and 
drinking establishments, apparel stores, and 
“other” retail firms— all experienced sales de
clines. However, preliminary indications in 
early December point to record-breaking 
Christmas sales in department stores, a pick
up in automobile sales, and a general im
provement in retail trade in the Twelfth Dis
trict. These year-end gains will eliminate a 
substantial part of the loss between 1957 and
1958 totals.

Agriculture fares well
Cash receipts of District farmers for the 

first three quarters of 1958 were up 5 percent 
above those for the first nine months of 1957. 
This gain, about half as large as that nation
ally, narrowed steadily as the year advanced. 
Receipts from livestock sales have held up 
relatively well and have been running about 8 
percent above year-ago levels because of 
higher prices. Crop revenue, while still 2 per
cent ahead of 1957, has been under pressure 
from lower prices for wheat, apples, and po
tatoes. Consequently, District producers have 
delayed marketings of those crops. The cot
ton harvest is about 7 percent larger than 
last year’s and may cause some improvement 
in crop receipts in the final months of 1958 
in spite of lower prices.

Although no overall gain in crop produc
tion was reported, this year’s canning pack 
was up slightly from that of 1957. Because of 

1 86 smaller crops the fruit pack was reduced, but

a near-record volume of tomato products 
brought an increase in the vegetable pack.

Outstanding loans expand 
at District banks

The demand for loans held up better in the 
Twelfth District than in the nation. By the 
last week of November total loans at weekly 
reporting banks had recorded an increase of 
$215 million or slightly less than the expan
sion in a comparable eleven-month period in 
1957. There are sharp contrasts in the com
position of total loans, however. Business 
loans, which accounted for most of the 1957 
gain, were the chief source of weakness in
1958 with a decline of $113 million. From 
the end of June to the end of November, 
business loans actually advanced by $145 
million but this has not been sufficiently large 
to offset losses in the first half of 1958. Net 
repayments by sales finance companies and 
retail firms were mainly responsible for first 
half losses while food and liquor processors 
and commodity dealers account for the rise 
that has occurred since June.

Real estate loans, which fell $58 million 
in the first 11 months of 1957, rose $301 
million in the same period in 1958, provid
ing the main basis for an expansion of total 
bank credit in this district and supplying 
funds for the increase in construction activ
ity. Agricultural loans gained $78 million this 
year compared with a slight fall in 1957.

Time deposits at District member banks 
rose $880 million in the first 11 months of 
the year compared with a $727 million gain 
in 1957. Most of the growth occurred before 
midyear. In contrast, demand deposits in
creased $391 million, with most of the gain 
occurring after mid-year. Consequently, total 
demand deposits recently moved ahead of 
time deposits. Holdings of United States se
curities at District reporting banks grew by 
$1,256 million, with the major part of this 
increase accounted for by bonds and notes.
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