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Down Tax-Cut Lane
WT  s e e  a n o t h e r  tax cut a few years down the

X  road,” President Johnson recently told a 
dinner meeting of business leaders in W ash
ington, but most observers at this stage were 
still concentrating on the traffic directly ahead, 
in an effort to determine how much speed 
could be generated by consumer and business 
spending on the basis of the high-octane 1964 
tax cut. Indeed, viewing the scene from the 
perspective of the first-quarter GNP statistics, 
they found that a fairly good rate of speed had 
already been attained.

The 1.4 percent first-quarter advance in 
the nation’s total output (to  $608 billion) 
lagged somewhat behind the gains recorded 
in the second half of 1963. Nonetheless, the 
gain in final demand— GNP less inventory 
change— was greater in the initial months of 
1964 than at any other time in the last several 
years. The prim ary reason was an $ 8-billion 
jump in consumer spending— the largest quar
terly advance since the panic buying of the 
early Korean W ar period. (All figures are sea
sonally adjusted annual rates.)

Biggest gain  since Korea
The sharp rise in consumer spending was 

considerably greater than the rise occurring in 
any quarter of 1963; perhaps significantly, 
it also kept pace with the tax-cut-induced in
crease in disposable income. The close rela
tionship between rising take-home pay and 
rising consumer spending thus supports the 
belief that consumers consciously increased 
their spending in early 1964 in anticipation of 
the tax cut. Yet, this assessment is complicat
ed by the fact that retail sales, after rising 
sharply in February, declined somewhat in 
M arch and April, the first months in which 
the tax cut actually put more money into con
sum ers’ hands.

Increased spending by Federal, state, and 
local governments also contributed to the

first-quarter GNP gain; the $ 1-billion increase 
was less, however, than that recorded in each 
of the several preceding quarters. Net exports 
of goods and services showed a rise of like 
magnitude, partly in response to the special 
wheat sales abroad.

Construction spending posted a small in
crease during the quarter while producers’ 
durable-goods spending posted a similar gain; 
by way of contrast, both sectors registered 
substantial gains in all but the first quarter 
of 1963. However, the principal development 
in the business investment sector was a sharp 
drop in the rate of inventory accumulation, 
from $5.4 to $2.0 billion at annual rates. 
But this decline, especially when viewed 
against the sharp rise in final sales, implies an 
involuntary slowdown of stock buying in some 
industries and thus could suggest a future 
strengthening of dem and from the inventory 
sector of the economy.

Modest production gains
Industrial production increased from 126.9 

to 128.2 between December and M arch 
(1957-59 =  100), on the basis of small in
creases in materials output and in consumer 
home goods production, which were partly 
offset by declines in equipment production 
and automobile assemblies. The comparative
ly modest gain in total production, which was 
practically in line with the fourth-quarter in
crease, can be related to rather modest in
creases in new orders and order backlogs. In 
M arch, the level of unfilled orders was virtu
ally unchanged from  the 1963 peak reached 
last May; in fact, backlogs in some industries 
(such as m etals) were down substantially 
from last spring’s levels. (The April scene 
appeared much stronger, however, since the 
production index jum ped a full percentage 
point in that m onth .)

Future production gains will depend on
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D e fe n se -sp a c e  job decline 
accelerates in 1964
Theutands of Ptno n s

Source: Various state employment reporting agencies.

developments in such key sectors as business 
plant-equipm ent spending and consumer 
automobile spending. The latest Commerce 
Departm ent survey of business capital spend
ing plans indicates a 6-percent gain in this 
category in the second half of this year, and 
its optimistic findings are supported by the 
more recent McGraw-Hill survey. A utom ak
ers’ production schedules, meanwhile, reflect 
the expectation that the 8-million first-quar
ter sales pace can be sustained. (The total in
cludes about 400,000 im ports.)

Developments in these and other sectors 
suggest a broadening of the expansion during 
this and succeeding quarters of the year. The 
capital spending surveys indicate a strong in
crease in business investment, although not so 
substantial an increase as the one that char
acterized 1956, for example. The high level 
of housing starts suggests continued buoy
ancy in construction expenditures, and the re
lationships among sales, new orders, and 
backlogs would seem to imply at least a con
tinuation of the recent rate of inventory ac
cumulation. A nd consumers, who accom
plished a great deal in the marts of trade while 
awaiting the tax cut, may well continue their

heavy spending perform ance now that in
creases in their take-home pay have m ate
rialized at long last.

Bump in the road
In the W est, businessmen throughout the 

first quarter happily followed the national 
economy down tax-cut lane, but in the proc
ess they encountered a m ajor bum p in the 
road— the consequence of the scattered cut
backs in Federal spending that have accom
panied tax cuts in Federal fiscal planning. The 
concentration of defense and space activities 
in Twelfth District states has forced them to 
take the brunt of the cutbacks, so District busi
ness recently has failed to outpace national 
business, as it did so notably throughout 1963. 
Thus, because of first-quarter reductions in 
defense-related employment, total District 
employment failed to exceed the 1-percent in
crease reported for the nation as a whole.

District firms last year received roughly $8 
billion in prime contract awards from the D e
partm ent of Defense (about one-third of the 
national total of aw ards), and they also re
ceived roughly $2 billion in procurem ent 
awards from the National Aeronautics and 
Space Administration (about one-half of the 
total placed by the space agency.) By way of 
contrast, in 1953— the last year of the Korean 
W ar— these firms received about one-fourth 
of DOD awards. The overall increase in this 
period reflected a significant shift in the Pen
tagon’s product mix from conventional mili
tary hardware, such as tanks and artillery, to 
missiles and associated equipment as well as 
to research-and-development activities.

This shift in emphasis, plus the birth of the 
space age, was accompanied by a considera
ble employment expansion in the D istrict’s 
defense and space industries-—ordnance, air
craft and parts, electrical equipment, instru
ments, and shipbuilding. Em ploym ent in 
these activities jumped 75 percent between 
December 1953 and December 1962, and
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this increase in turn  represented almost 60 
percent of the net gain of 436,000 in District 
factory employment during the period. But 
from a peak of 658,000 in December 1962, 
District defense-space employment declined 
26,000 by the following December, and then 
dropped another 20,000 in the first quarter 
of this year— despite substantial stability in 
defense spending. The declines have centered 
in California’s aircraft and electrical-equip- 
ment industries and in W ashington’s aircraft 
industry, but cutbacks have also occurred in 
A rizona’s and U tah’s defense activities.

Complete answers are still lacking to ex
plain the reduction of jobs in the face of the 
relative stability in the volume of procure
ment awards. But the decline in labor require
ments probably reflects (in varying degrees) 
the following factors: (1 ) stretchouts on work 
contracts, (2 ) increased productivity or shifts 
in the product mix, (3 ) increased subcon
tracting outside the District, and (4 ) pros
pects of sharp reductions in fiscal-1965 
awards for procurem ent and R&D (12 per
cent, according to the House’s defense appro
priations b ill) . W hatever the reasons, the ac
tual and prospective cutbacks have made 
W estern business leaders fully aware of the 
contractionary as well as the expansionary ef-

UNEMPLOYMENT RATES
(Seasonally adjusted)

March December
1964 1962

United States . . 5.4^ 5.5
Twelfth District . . 5.6 5.5

Arizona . 5 1 4.9
California . . . 5.71 5.7
Idaho . . . 5 7 5.1
Nevada . . . 4 9 4.5
Oregon . . . 4 6 4.7
Utah . . . . 5 0 4. 5
W ashington . 6 .4 ’ 5.3

1 A pril data

Em ploym ent uptrend offset 
by continuing jobless problem

fects of Federal fiscal activities.
The District’s relatively modest first-quar

ter growth in total employment, along with its 
greater-than-national labor-force growth, 
brought about a 2.5 percent increase in un
employment in the January-M arch period—  
in contrast to a decline of almost 2 percent 
elsewhere. The District jobless rate, at 5.6 
percent in M arch, thus was virtually un
changed from the year-ago level, whereas 
the rate declined from 5.7 to 5.4 percent na
tionally. In fact, both the level and the rate of 
unemployment in virtually every District state 
were at least as high this M arch as they 
were a year ago.

Bright skies, except for farms
In nondefense activities, first-quarter de

velopments were somewhat brighter. Con
struction work, especially in California, main
tained a vigorous pace during the quarter. 
Private housing starts increased about 2 per
cent above the fourth-quarter rate, but this 
gain could be attributed partly to exception
ally favorable construction weather, and it 
may also have reflected the starting of a large 
num ber of multiple units for which permits 
were issued late in 1963. In this connection, 
several advance indicators of construction ac
tivity presaged a possible future weakness;

DISTR ICT
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Sources: Bureau of Labor Statistics; Federal Reserve Bank of 
San Francisco.
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Steel production surges upward 
in West as in rest of nation
1957-59 = 100

Sources: Board of Governors of the Federal Reserve System; Fed
eral Reserve Bank of San Francisco.

the num ber of new permits issued during the 
January-M arch period dropped 4 percent be
low the fourth-quarter rate, and the dollar 
volume of total construction awards also de
clined on a seasonally adjusted basis.

Steel production in the District, respond
ing to increased demand for structural m ate
rials and aided by mild winter weather, regis
tered first-quarter gains comparable to those 
reported for the nation as a whole. In  April, 
moreover, District mills continued to exceed 
the high output levels achieved in the strike- 
hedge buying period of a year ago. In the 
nonferrous metals industries, District produc
ers also recorded a buoyant level of activity 
during the quarter.

M arket conditions in the lumber and ply
wood industries remained extremely favora
ble during recent months. Wholesalers and 
retailers placed a heavy flow of orders with 
mills in response to the high level of winter 
construction and in expectation of more to 
come this spring. A slowdown in orders oc
curred in M arch, but all m ajor indicators—  
production, shipments, unfilled orders, and 
prices— remained well above year-ago levels. 
Domestic mills were particularly encouraged 
by their ability to double their year-ago levels

of waterborne shipments to the A tlantic Coast 
market, and thereby to reduce the penetra
tion of British Columbia mills in that market.

In the farm  sector, the picture was less 
favorable. M arketing receipts of District farm 
ers during the January-M arch period dropped 
0.6 percent below the record level of returns 
received during the early months of 1963, 
while cash receipts elsewhere in the nation 
increased slightly above year-ago levels. But 
future prospects raised more questions, espe
cially in regard to spring field crops. The re
cent passage of farm legislation should exert 
a considerable influence on plantings, particu
larly wheat; in fact, District wheat producers 
would have to reduce their planned acreage 
by almost 400,000 acres to become eligible 
for benefits under the new wheat bill. M ore
over, the lower levels of price support in
cluded in the wheat and cotton legislation are 
slated to reduce income from those crops be
low their 1963 levels. Since those two crops 
normally account for about one-fourth of the 
District’s total crop receipts, their projected 
decline obviously would tend to lower total 
farm income in this area.

Receipts of D istrict livestock producers 
dropped slightly below the year-ago total in
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the first quarter despite a 2-percent year-to- 
year gain in M arch. This recent strengthening 
is difficult to understand; prices generally re
mained below year-ago levels while m arket
ing volume appeared unchanged. But this de
velopment may have stemmed from increased 
sales within the beef-cattle sector; that is, the 
purchase of animals from ranchers by cattle 
feeders. The num ber of cattle placed on feed 
during M arch was unusually large— 190,000 
head in California alone, com pared with 131,- 
000 head in M arch a year ago.

Like spring weather
The Western business scene in the early 

spring period, all in all, was about as variable 
as the early spring weather. Cutbacks in de
fense jobs and in crop acreage cast some dark 
clouds over the scene, but in most other sec
tors activity appeared quite brisk. Western

consumers generated much of this activity by 
spending— in anticipation or in actuality—  
their one-sixth share of the total $ 8-billion in
crease in consumers’ actual take-home pay.

First-quarter data from a num ber of 
sources— retail and departm ent store sales, 
trade employment, new-car registrations, and 
consumer credit— show that W estern con
sumers have been heading down tax-cut lane 
with as much enthusiasm as their counter
parts elsewhere. Auto salesrooms in particu
lar have seen a heavy flow of traffic; the West 
managed to keep abreast of the fast national 
sales pace throughout most of the quarter. 
But now that consumers have received some 
extra dollars in their take-home pay, the 
question is whether they will spend those dol
lars with the same abandon that they did 
while in the happy state of anticipation.
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