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Bu s i n e s s  cycle analysts are keeping their 
fingers crossed; they are increasingly con
fident tha t the cu rren t expansion will last 

longer than  any since the m assive K orean 
W ar expansion, bu t they still cannot point 
with certainty to the forces that will p ropel the 
econom y to higher ground in  1964. Some p o r
tents have developed in this, the thirty-first 
m onth of the expansion, to suggest th a t busi
ness investm ent m ay provide the driving force 
tha t was earlier supplied by consum er and 
governm ent spending. There is still m uch un 
certainty, how ever, regarding the underlying 
strength of the factors tha t will determ ine the 
shape of the 1964 econom y— prim arily  such 
factors as business investm ent decisions, the 
consum er’s appetite fo r new cars and new 
apartm ent space, and governm ent tax and ex
penditure decisions.

The changing mix
D etailed analysis of the second-quarter ad

vance in gross national product m ay suggest 
a possible line of developm ent. The $7.8 bil
lion increase, which raised G N P to  $579.6 
billion at a seasonally-adjusted annual rate, 
occurred in  response to a considerable shift 
in the p a tte rn  of expenditures. In  contrast to 
the pattern  prevailing during the preceding 
three quarters, w hen the gains in G N P were 
due entirely to increases in consum er and 
public-sector outlays, the prim ary factor con
tributing to the m ost recent gain was a $4 bil
lion rise in private fixed investm ent. A t an an
nual rate of $80.7 billion, to tal investm ent 
outlays reversed a succession of three quar
terly declines to attain  a new record high.

The rise reflected both a $ 1.7 billion gain in 
producers’ durable equipm ent and a gain of 
over $2 billion in construction. (T he latter, 
however, partly  reflected a rebound from  the 
m ore-than-seasonal declines w hich occurred 
in each of the two preceding q u a rte rs .) Inven
tory accum ulation, which had been a m od-
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quarters, m eanwhile receded som ew hat to an 
annual rate of $4.3 billion.

N otw ithstanding a $6.0 billion rise in per
sonal incom e and a  $5.5 billion gain in dis
posable (afte r tax ) incom e, personal con
sum ption expenditures increased by only $3.0 
billion during the second quarter, to an an
nual rate of $370 billion. This was the sm all
est quarter-to -quarter increase since the third 
quarte r of 1961. B ut in spite o f the sm all rise 
in total consum er spending relative to the 
gain in personal incom e— which, incidentally, 
perm itted  personal saving to rise to  7.5 per
cent of disposable incom e from  a figure of 
6.9 percent —  consum ers financed a m uch 
larger proportion  of their expenditures 
through the accum ulation of debt. A t $1.4 
billion (seasonally ad ju sted ), the rise in con
sum er instalm ent debt outstanding was equal 
to about one-half of the second-quarter in
crease in consum er spending; this proportion  
was twice as large as the corresponding debt- 
spending ratio  in 1962.

W ith a net increase of $800 million, gov
ernm ent purchases of goods and services con
stituted m uch less of an expansionary factor 
than  at any o ther tim e in the past year. StateDigitized for FRASER 
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and local expenditures actually showed a 
slight decline, for the first tim e in the past 
four years. Net exports of goods and services, 
on the other hand, increased by slightly over 
$ 1  billion during the second quarter, because 
of a substantial recovery in export trade oc
curring in the wake of a m ajor dock strike.

How much staying power?

Business cycle analysts are now watching 
the various leading indicators with particular 
interest, to  see if they can provide any clues 
concerning the staying pow er of the current 
expansion. The optim ists am ong them  can 
take some cheer from  the 6  percent year-to- 
year gain (first-half 1962 -  first-half 1963) 
in building contract awards. B ut although this 
indicator presages a continuing high level of 
construction activity in the m onths ahead, 
construction spending at its recent July peak 
exceeded the ra te  attained during the last 
quarter of 1962 by no m ore than  3 percent. 
Optim ists can find further support in the July 
im provem ent in new orders received by 
m anufacturers of durable goods —  but the 
July figure, while 8  percent above m id-1962 
levels, was still som ewhat below the level at
tained in M arch-M ay of the current year.

P lant and equipm ent spending appears to 
be holding fairly close to the levels contem 
plated in surveys earlier this year. If the en
visioned rise in expenditures materializes 
(from a second-quarter rate of $38.0 billion 
to a fourth -quarter ra te  of about $41.1 bil
lion ), the present period would provide a 
striking contrast to  the declines which oc
curred in the com parable periods of the two 
preceding cyclical expansions. The to tal gain 
would still be sm aller than  tha t of other post
w ar recoveries, b u t this can be understood 
in the light of the relatively m odest dimension 
of the preceding cyclical decline.

Inventory-sales ratios recently have re
m ained at levels below those which prevailed 
during the com parable period of the two pre
ceding postw ar recoveries. Since the third

quarter of 1962, total business inventories 
have exhibited a m axim um  quarter-to-quar- 
te r change of slightly m ore than $ 1 billion, a 
stability which reflects such factors as busi
ness efforts to effect closer control over costs, 
generally shortened delivery schedules, and 
the absence of price pressures sufficient to in
duce speculative inventory accum ulation. In 
view of the relatively low level of stocks, 
therefore, any substantial increase in final de
m and should lead to increased inventory 
spending as well.

The consum er played a  sm aller than  usual 
role in 1963’s first-half expansion. Because of 
this, but also because of the crucial im por
tance of the one sector on which he has re
cently lavished attention— autom obile spend
ing— the consum er’s intentions will be closely 
watched in the m onths ahead. D uring the first 
seven m onths of this year, his enthusiasm  for 
the autom obile im parted  considerable buoy
ancy to an otherwise restrained dem and for 
durable goods, and, directly and indirectly, the 
dem and for automobiles in turn  accounted for 
a  significant p a rt of the rise in industrial pro
duction and in em ploym ent and income. Con
sum er reception of the 1964 auto models thus 
promises to  be a significant factor in determ in
ing the duration, as well as the strength, of the 
current econom ic expansion.

Weakness in the West?
Twelfth D istrict observers are particularly 

interested in the forces m aking for further ex
pansion, since the pace of D istrict business 
activity during the second quarter generally 
fell short of the nation’s perform ance. By the 
end of the quarter, em ploym ent fell m ore—  
and unem ploym ent rose m ore— in the Dis
trict than  in the nation. In  relation to the Dis
trict’s past cyclical perform ance, meanwhile, 
em ploym ent showed substantial gains, but so 
too did the unem ploym ent rate.

In  the im portant defense and space sector, 
the volume and proportion of D istrict defense 
and space procurem ent awards showed some 129Digitized for FRASER 
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weakness, as did em ploym ent in these indus
tries. In  the construction sector, employm ent 
in alm ost every D istrict state1 was lower in 
June than in M arch (seasonally-adjusted ba
sis), but otherwise construction activity was 
m aintained at a high level. Leading indicators, 
in fact, point to continuing high levels of con
struction activity in most District states in 
the months ahead.

Consum er spending, as reflected in retail 
store sales and auto registrations, exhibited 
less buoyancy in the District than in the na
tion. A m ong other developm ents, District 
farm  receipts posted a good gain over the 
year-ago level, in contrast to a decline in farm  
receipts nationally, and agricultural em ploy
m ent increased during the quarter while regis
tering a fairly sharp drop in the nation as a 
whole. Em ploym ent in the crucial m anufac
turing sector meanwhile declined— partly  be
cause of a lum ber strike but also because of 
cutbacks in most of the m ajor m anufacturing 
sectors.

How much for defense?
The dollar volume of prim e contracts 

aw arded by the D epartm ent of Defense to 
D istrict firms in the second quarter of 1963 
appears, on the basis of partial data, to have 
am ounted to less than half of the $ 2  billion 
total of the preceding quarter. Consequently, 
the D istrict share of Defense D epartm ent 
awards, which had recently been over 30 per
cent of the national total, dropped far below 
that figure and was not offset by any increase 
in procurem ent contracts let by the N ational 
A eronautics and Space A dm inistration.

The N A SA  budget is only about one-third 
as large as the D O D  procurem ent budget, but 
its past— and projected— growth trend has 
been m uch steeper. D istrict firms have shared 
heavily in N A SA  business, receiving about 
50 percent of direct procurem ent awards of 
$25,000 and over during calendar 1962.

1Not including Alaska and Hawaii, for which comparable data 
130 are not available.

However, prelim inary estimates indicate that 
D istrict firms are receiving a m uch sm aller 
share of new business in this area also.

O ther question m arks in the outlook in
clude the second-quarter em ploym ent decline 
in defense-oriented industries and a reduction 
in m ajor firms’ o rder backlogs. On the other 
hand, W estern electronics m anufacturers an
ticipate a rising level of activity in coming 
months and a 1963 sales total of $4 billion 
— 8  percent above the 1962 figure.

High building, speedy autos
Construction activity in the D istrict gen

erally rem ained at a high level during the 
second quarter, despite a slight decline in in
dustry em ploym ent. Private housing starts 
in the 13-State West posted a 20 percent year- 
to-year gain during the first half of 1963, sub
stantially exceeding the 7 percent gain in 
starts nationally. M ore im portant, various
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indicators now point to a continuing high level 
of construction activity in most D istrict states 
in the m onths ahead. F o r exam ple, construc
tion awards rose 2 2  percent (on a cum ulative 
basis) during the first half of the year, far 
surpassing the 6  percent gain nationally. P er
form ance was not uniform  am ong individual 
states, however. The cum ulative gain in con
struction awards ranged from  a low of 3 p e r
cent o r less in A rizona, W ashington, and 
Idaho to gains of 17 percent in O regon, about 
26 percent in C alifornia and U tah, and 47 
percent in N evada (F . W. Dodge d a ta ) .

Consum er spending in the D istrict has risen 
in recent m onths, but m ore slowly than in the 
nation as a whole. In  the second quarter, large 
retail stores selling soft goods posted an in
crease of about 3 percent over the year-ago 
level, but those trading in hard  goods (p a r
ticularly autom otive p roducts) experienced a 
decline in sales. F o r the entire first half, how 
ever, new car registrations recorded a 7 per
cent year-to-year gain, as com pared with an
11  percent gain for the nation as a whole 
(Automotive News d a ta ) . W ithin individual 
D istrict states, the auto registration gains 
ranged from  a low of 5 percent in Tdaho to  a 
high of 13 percent in A rizona.

Farm, factory activity
M arketing receipts of D istrict farm ers in

creased by 2  percent between the second quar
te r of 1962 and the com parable period of 
1963. The D istrict bettered the national per
form ance, prim arily because of a 5 percent 
year-to-year gain in crop m arketings; nation
ally, crop receipts declined. T he bulk of the 
rise in D istrict crop returns occurred in the 
wheat-growing states of the Pacific N orthw est 
and California. Inasm uch as average prices 
for both crops and livestock were below year- 
ago levels, the rise in farm  receipts in the D is
trict reflected a heavier volum e of marketings. 
The relative buoyancy of agricultural activi
ties in the D istrict also was reflected in a 
better than  seasonal gain in agricultural em 

ploym ent, in contrast to a decline nationally.
D istrict petroleum  processing facilities o p 

erated  at 82 percent of capacity during the 
second quarter of the year, com pared with 
an estim ated operating rate of 8 6  percent of 
capacity in the rest of the country. Oil refin
eries in both areas were operating at a higher 
level than  a year ago, bu t the gain was re la
tively greater for D istrict facilities. To support 
the expanded level of refining activity, in
creased supplies of crude oil were obtained 
from  domestic sources outside the D istrict and 
from  foreign sources, as well as from  within 
the D istrict.

The upswing in steel production which be
gan in the fourth q u arte r of 1962 continued 
into the second quarter of this year, as o u t
put in the D istrict and the nation attained 
levels 34 and 39 percent, respectively, above 
the ou tpu t levels of a year ago. (T he com pari
son is inflated, however, by the fact that an 
inventory build-up dom inated the recent pe
riod, in contrast to the severe cutbacks of the 
year-ago period .) Following the labor con
tract agreem ent of June 20, production began 
to decline as steel consum ers, in an effort to 
liquidate stocks, canceled and deferred o r
ders placed p rio r to the settlem ent. A t their 
m id-August levels, Tw elfth D istrict and na
tional steel production still exceeded year-ago 
output by approxim ately 19 and 8  percent, re
spectively. The declines in production this 
year have been less sharp  than  those which 
followed the labor settlem ent in M arch of 
1962, partly  due to the high level of steel 
consum ption by the autom obile and construc
tion industries.

A  lum ber strike and lockout in the D istrict 
dom inated m arket developm ents in th a t in
dustry and im parted fu rther strength to an al
ready rising price structure for lum ber and 
wood products. The dispute was settled on 
A ugust 15 with contract agreem ents p rovid
ing for an increase of 30.5 cents an hour in 
wage and fringe benefits over a three-year 
term . A s production resum ed, lum ber pricesDigitized for FRASER 
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D istric t e m p lo y m e n t  rises slowly, 
jobless rate rises cyclically

Million* of Persons

Source: Federal Reserve Bank of San Francisco

lost p a rt of their strike-induced gains and fell 
from  a peak  of $82.21 to  $77.35 per thou
sand board  feet; this quotation, however, rep
resented a 2 . 6  percent gain over the year-ago 
figure.

Jobs and the jobless
The slowdown in  the D istrict’s growth rate 

has been reflected in the em ploym ent statis
tics. C alifornia, A rizona and N evada each 
registered a sm all gain in em ploym ent during 
the second quarter; the gains were not suffi
cient to offset declines in U tah and the N orth
west States, however, and total em ploym ent 
in the D istrict1 declined betw een the end of 
M arch and the end of June. A concom itant 
rise in the labor force m eanwhile resulted in 
an increase, from  5.4 to  5.8 percent, in  the 
D istrict unem ploym ent rate. This rate was 
only slightly above the June figure fo r the 
nation, bu t the gap tended to widen in July,

1Not including Alaska and Hawaii, for which comparable data 
1 3 2  are not available.

since the D istrict then  recorded a  6.0 percent 
rate as opposed to  a 5.6 percen t rate for the 
nation.

The rise in unem ploym ent during the sec
ond quarter prim arily stem m ed from  a decline 
in em ploym ent in m anufacturing, and, to  a 
lesser extent, in construction. W hile m anufac
turing em ploym ent, which accounts for about 
20 percent of to tal em ploym ent in  the D istrict, 
declined in every D istrict state  except A ri
zona, and by slightly over 2 percen t in the D is
trict as a whole, the drop  was particularly  
sharp  in the N orthw est, w here losses ranged 
from  about 7 percent in Idaho  to  9 percent in 
Oregon and W ashington. In  part, these de
clines stem m ed from  cutbacks in  defense-re
lated industries, b u t fo r the m ost p a rt they 
were attributable to the lum ber strike and 
lockout which reduced  em ploym ent in the 
Pacific Coast lum ber and w ood products in
dustries by alm ost 30 ,000 (o r som ew hat over 
17 percen t).

Between m id-1962 and m id-1963, how 
ever, the D istrict labor m arket exhibited 
som ew hat m ore buoyancy than  the national 
labor m arket; area em ploym ent increased by 
2.7 percent, twice the rate of gain nation
ally, and the rise in unem ploym ent was less 
than that in the nation  as a whole. California, 
which accounted for alm ost 91 percent of the 
net increase in D istrict em ploym ent betw een 
m id-1962 and m id-1963, sustained over 60 
percent of the rise in unem ploym ent in the 
D istrict and m ade no progress in  reducing 
its unem ploym ent ra te  (6.1 percen t in Ju ly ). 
U tah, W ashington, and Idaho all recorded 
higher rates of unem ploym ent than  a year 
ago, ranging from  5.1 percent in  U tah  to  6.0 
percent in W ashington and Idaho . W hile an 
absolute decline in m anufacturing  em ploy
m ent accounted fo r the w eakened perform 
ance of some of these areas, the problem  de
veloped in  m ost D istrict states sim ply be
cause the num ber of job  seekers grew at a 
faster pace than  the labor m arke t could ab
sorb.

P»icont
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UNEMPLOYMENT RATE

Trough 9 Quarters after Trough
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The jobless data suggest why businessmen 
in the Twelfth District are particularly inter
ested in the strength of the forces tha t will 
determine the future size and shape of this 
cyclical expansion. If danger signals continue

to appear in the fields of consum er and gov
ernm ent spending, future strength must be 
sought elsewhere. In  the District as in the na
tion, therefore, business investment decisions 
may provide the missing clue.

Three Years Back-to-Back?

S
e v e r a l  times during the current expan
sion, the economy has developed a threat

ening knock in its m otor, but D etroit’s “inso
lent chariots” came along on each occasion to 
give the economy a push and help keep it 
moving forward. In the process, the autom ak
ers effectively demolished the myth that a 
poor sales year m ust inevitably follow a good 
one, since they sold $19.5 billion of autos and 
parts in the 1962 model year and then sold 
about $ 2 2  billion in the model year just end
ing.

Now, having proved its ability to pu t two 
strong sales years back-to-back, can the in
dustry confound the skeptics and post its third 
straight record? The industry claims that it 
can and the steel-rubber-glass complex of 
supplying industries fervently hopes so, but 
outside observers are prone to  withhold judg
ment until the underpinnings of the boom can 
be examined under the pressures of a new 
model year.

Bumper-to-bumper crops
The answer is im portant because the fate 

of the current business expansion will depend 
— at least partly— on D etroit’s ability to re
peat its success with its bum per-to-bum per 
crops of ’62 and ’63 models. General business 
activity has been able to advance in the face 
of some poor auto years— for example, 1956 
— but changes in auto sales have contributed 
to every recession and every full-blown busi
ness expansion of the past decade.

Autos, on the other hand, have not contrib
uted substantially to the secular growth of

Source: Department of Commerce

gross national product since the middle of the 
last decade. The trend of auto sales in the first 
half of the postw ar period hewed fairly close 
to the G N P trend, but passenger-car output 
since then has failed to approach the 5 per
cent share of total output recorded in 1955. 
This fact reinforces the optimism of the auto
makers, who feel that the 7-million-plus unit- 
sales records of 1955 and 1963 represent a 
norm that will be m aintained throughout the 
m id-1960’s. But the same fact fails to impress 
many skeptics, who argue that the consum er 
today does not need to restock as he did in 
the early postw ar period, and that he has a 
wide choice of alternatives on which he can—  
and will— spend his discretionary dollars.

Do-it-yourself transportation
There may be disagreement about the slope 

of the growth trend for auto spending, but 133

A u to  sa le s  e x p a n d  more evenly 
than in previous cyclical upturns
Billions of Dollar*
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