
Jan u ary  1956 Volume X X X V I I I N um ber 1

conowHc o/ !955...
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T-R- HE YEAR 1955 was one of remarkable achievement from which, without making Rnal 
judgments, helpful inferences can be drawn about economic behavior.

An impressive economic lesson of 1955 was the great regenerative power of the 
economy, evidenced by remarkable increases in the gross national product and industrial 
production. Inspection of the major categories of income-generating expenditures reveals 
that a small portion of the increase in GNP was attributable to inventory investment and 
an unusually large portion to the increase in consumer outlays. Of various explanations 
of the boom in consumer spending the most plausible seemed to be rising incomes, san
guine expectations, and rapidly growing consumer debt.

It has been generally assumed that agriculture would be well off in times of rapid 
industrial expansion, but the resurgence of 1955 did not assure a prosperous farm sector. 
Agricultural prospects were not without a few bright spots, but booming industry did 
not secure adequate resource transfers out of farming.

The year's evidence also attested to the proposition that monetary policy can be an 
effective tool in helping to maintain economic stability. Federal Reserve policy during 
1955, one of slowly increasing restraint, seemed achieve its immediate objectives. 
However, it was too soon to tell whether Ultimate ^nds of policy had been attained.
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I N  T H E  ECO N O M IC  H ISTO RY of the United  
States most years fade into a quiet mediocrity which 
makes them scarcely worth remembering. A few  
years stand out, however, because of the association  
with them of bad or good perform ance of the econ
omy. Eighteen eighty-four, 1893, 1907, and more 
spectacularly 1932 and 1933, w ere years of almost 
unrelieved depression and hardship. Then there have 
been the years of inAection in which output turned 
sharply upward or downward, years like 1896, 1920, 
1929, 1953, and 1954. But perhaps most clearly etched  
in everyone's memory are the years of ever-increas- 
ing prosperity, of boom without letup. Such were 
the years of American participation in W orld W ar I 
and W orld W ar II and the remarkable years of 
1906, 1928, and 1952.

)NDUSTR!AL PRODUCHON

In this latter category must now be included 1955. 
The year just ended cam e as close to being one of 
uninterrupted prosperity as one is likely to find, 
except for the farm sector. Scarcely a time series 
took an adverse turn during the year, and when for 
a little while there was a sign of faltering in some 
particular line of production, recovery almost invari
ably set in. Nineteen fifty-five was, in short, a 
year of pulsing, throbbing activity.
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Aside from so broad a characterization, how shall 

the perform ance of the cconomy during 1955 be 
assessed? Contemporary observers of a shifting 
scene are notoriously unreliable historical witnesses, 
and what seems relevant and important today may 
not seem so even a few months from now. No one 
today has the perspective of the historian who writes 
two decades hence. Nevertheless, judgments about 
the meaning of recent events must be made, for 
purposes of 1956 decision-making, in the here and 
now. Morever, it is always possible to draw from a 
year's experience certain inferences about economic 
behavior which, though not altogether new, may 
come as sudden, helpful insights.
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An economic lesson of 1955, impressed upon even 

the least optimistic economic observers, was the tre
mendous regenerative power of the economy. This 
regenerative power is not the same thing as recu
perative power. The economy has always been able 
eventually to rebound from declines; w hat was 
of especial interest in 1955 was the recovery to 
about 100 per cent of potential in so short a time. 
The em ergence from the 1948-49 recession, though 
accomplished by early 1950, has always been cloud
ed by the possibility that the Korean W ar strongly
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affected the outcome. No similar doubt could be 
raised about the emergence from the recession of 
1953-54. Only a tremendous, spontaneous vitality 
of the economy could account for it. A quick look 
at the figures is convincing.

. . .

The gross national product, which for 1953 
amounted to $365 billion, and in one quarter reached 
an annual rate of almost $370 billion, dropped in 1954 
to $361 billion. But in the second and third quar
ters of 1954 the annual rate of gross product was 
down to a little more than $355 billion, some $16 
billion or more than 4 per cent below the peak of a 
year earlier. The drop was not serious, but it was 
enough to cause some concern because it meant 
that the economy was operating below its growing 
potential. Then the upturn in the annual rate of gross 
product in the fourth quarter of 1954 amounted to 
more than $8 billion. It was followed in the first 
three quarters of 1955 by successive quarterly in
creases in the gross product of $8 billion, $10 bil
lion and $8 billion. Although the fourth quarter 
increase was somewhat smaller, preliminary esti
mates of the gross national product for 1955 indicat
ed a figure of approximately $387 billion, up $27 
billion or nearly 8 per cent in a year.

Changes in the physical volume of industrial pro
duction were equally remarkable. From a low point 
of 123 in July and August of 1954 the Board's seas
onally adjusted index rose to 144 late in 1955, an 
increase of one-sixth. At year's end increases in out
put were still possible in many lines, though some 
key industries had rammed up against capacity.

. .  .

There is no questioning the fact that in 1955 
the economic machine accelerated with smoothness 
and power. As the year wore on economists looked 
intently behind the great economic aggregates 
which were making the headlines to see how they 
might account for the steady upward sweep. To 
which of the major categories of income-generating 
expenditures could the recovery be attributed? Cer
tainly not to government purchases of goods and 
services. Outlays of the Federal Government actu
ally fell a little from the 1954 figure, a slight in
crease in state and local expenditures just about off
setting the drop. Increases in private investment 
(i.e., outlays on new capital goods) and greatly en
larged consumption expenditures accounted for the 
great 1955 addition to income.

. . .

Changes in business expenditures generated some
thing less than half the $27 billion worth of new 
gross product for the year. Outlays for business con
struction rose gently during the year, while amounts 
spent on producers' durable equipment moved up 
sharply from the first quarter low. The increased 
investment in inventories was just slightly greater 
than the advance in investment in fixed plant. It 
will be remembered that much of the rapid increase 
in gross national product in 1952 and the first half 
of 1953 was largely the result of two spurts in in
ventory accumulation. But rapid accumulation in 
these months meant ultimate liquidation, which 
came in the latter part of 1953 and in 1954. Accum
ulation in 1955 has been quite moderate relative to 
sales. Indeed, the rate of inventory investment ac
tually fell in the third quarter to below the level 
of the second quarter, only to rise in the fourth 
quarter to an estimated seasonally adjusted rate above 
$3 billion. But since in every major manufacturing in
dustry sales advanced at a more rapid rate than in
ventories, inventory-sales ratios in the latter months 
of the year were lower than for the corresponding 
months a year ago and in some durables lines were 
at the lowest level in four years.

BUSiNESS !NVESTMENT
Annua! Rates

Source: Based on D epartm ent of Com m erce quarterty estim ates, 
adjusted for season a! v ariation . Business construction  
exciudes residentia) and private institutiona! buitding. 
Totat business investm ent inctudes com ponents shown.
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Purchases of final products rose in each succeed
ing quarter throughout the year, the most noteworthy 
advances occurring in the consumer-expenditure cat
egory. Well over half the $27 billion gain in gross 
product during 1955 was accounted for by the phe
nomenal increase in consumer outlays, which ac
tually out-ran the increase in disposable personal 
income for the year. Budgets of American house
holds were expanded to accommodate almost all ma
jor items, durable and nondurable goods and servic
es as well, but increases in outlays on durable goods 
were most pronounced. In the third quarter of the 
year nearly 15 per cent of the consumer dollar was 
being expended on durables, and though the well 
publicized increase in purchases of automobiles was 
the major influence, outlays on furniture and other 
equipment for the home also rose sharply.

. . .

Explanations of the boom in consumer spending 
were various, ranging from the assertion that there 
had been a deep-rooted change in psychological at
titudes of the American people to the contention 
that high pressure sales efforts—especially in the 
automobile business—could achieve any desired 
goals. Advocates of the view that Americans were 
changing their basic attitudes towards consumption 
could point for evidence to the facts that the pro
portion of income saved fell in 1955 and that the pro
portion of income spent on durables was some five 
percentage points higher than was usual in the years 
before World W ar II. Yet swings of a point or two 
in percentage of income saved in any year are not 
unusual; and in the postwar period there seems to 
have been a persistent tendency on the part of 
households to budget more for durables. And to 
the contention that salesmanship had done the job 
it could be rejoined that many times in the very 
recent past the jnost heroic selling efforts have had 
their limitations in persuading consumers to buy.

. . . î 77?C6? /O

The common-sense answer to the why of soaring 
consumer expenditures seemed to be in rising con
sumer incomes and increasingly sanguine expectations 
of most urban families regarding future prospects. 
The combination of uptrending incomes and rosy an
ticipations led in turn to an unprecedented willingness 
of many consumers to go into debt. Total consumer 
credit outstanding at the end of the year according

to preliminary estimates amounted to about $36 
billion, of which nearly $28 billion was instalment 
credit. An increase of more than 20 per cent in 
instalment credit (or about one-sixth in total con
sumer credit) has greatly exceeded all estimates made 
at the end of 1954. Scarcely less noteworthy was 
the increase in mortgage debt outstanding on non
farm one-to-four family properties of about 18 per 
cent to nearly $89 billion.

The fact of moderate accumulation of business in
ventories during 1955 has been remarked. The ques
tion then arises: has there not been a relatively large 
oifsetting accumulation of "inventories"—particularly 
of durable goods and more especially of automobiles 
—in American households? Those who insist on a 
strict usage of economic terms would say that the 
growing stock of consumer goods should be construed 
as a part of capital formation in general, and there is 
much to be said for taking this point of view. But 
periods of rapid capital formation, whether at the 
producer or consumer level, have in the past been 
followed by periods of retardation in the rate of ac
cumulation. In the minds of a good many people 
there are serious doubts that the present rate of accu
mulation can be sustained, for the service Rows which 
the present stock of durables yields to consumers are 
enormous. But the question of sustainability of pres
ent outlays on consumer durables is one which can
not be answered as the year 1955 comes to an end.

/73 ^#3^ <7̂
. . .

Since Civil W ar days agriculture has had its trouble 
in a great many more years than not. Indeed, it is 
not too much to say that, outside war years, the 
American farmer has enjoyed few more than thirty 
years of genuine prosperity out of the last eighty. 
Recent economic analysis has suggested, however, 
that so long as industrial output was expanding at a 
rapid rate agriculture would be well off; for rising 
incomes in the nonfarm sector meant increasing ex
penditures for food and Rber, and more jobs in indus
try and commerce meant that there were places for 
outmigrating farm workers to go. Certainly this was 
true during the years 1896-1915, the "golden age" of 
agriculture, a period when farm exports were not a 
strongly stimulating inHuence. During the half dozen 
years immediately following World W ar II it ap
peared that the booming American economy was as
suring a healthy agriculture, save perhaps during the 
brief recession of 1948-49. Hindsight enables us to 
see, however, that expenditures for food and Rber 
were maintained in the immediate post-war years at
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a level higher than they might otherwise have been 
because of the inability of many families to obtain 
scarce durable goods. W hat was probably more im
portant, enormous exports of agricultural products 
during the half decade or so following World W ar II 
were made possible by loans and gifts.* These ex
ports slackened considerably with the recovery of 
European agriculture and declining foreign relief 
programs. By 1953 world agricultural output was 
approximately equal to prewar, and foreign countries 
either needed less imports or could get them cheaper 
from America's foreign competitors, despite the fact 
that U.S. export prices are usually lower than domestic 
prices.

. . .  7933 Mo;

W ith a persistently declining foreign market, the 
hope of agriculture lay in a great domestic boom. Yet 
the resurgence of 1955, as great as anyone could rea
sonably expect to witness in peacetime, did not assure 
a prosperous farm sector. On the contrary, at 
mid-December, 1955, farm prices were 7 per cent 
lower than they were at mid-December, 1954, and 29 
per cent below the peak of February, 1951. The net 
income of farm families declined again in 1955, per
haps as much as 10 per cent from the 1954 level, con
tinuing the drop which has been under way since 
1951. Moreover, migration out of agriculture seemed 
to have slowed in 1955 with the result that an antici
pated rise for the year in per capita farm income prob
ably did not materialize in spite of some improvement 
in the nonfarm income of people living on the farm.

4 . . .

The prospects of American agriculture were not 
altogether gloomy. Unquestionably, a prosperous 
overall economy was of some benefit to the farmer. 
Consumer demand for farm products was certainly 
strong in 1955, exceeding that of 1954 by a margin of 
perhaps 4 per cent. Producers of cereal grains, cotton, 
and other storable commodities were concerned, how
ever, as record or near record output more than offset 
positive shifts in demand. But producers of perish
able foods—especially garden truck, milk, poultry, and 
eggs—were assisted by an improving demand at both 
farm and retail levels. And for the year a smaller 
proportion of agricultural production went into Gov
ernment stocks.

1 At the peak of the foreign aid program in 1948-49, 60 per cent of 
agricultural exports were financed by United States foreign aid programs. 
By 1953 the proportion had fallen to only 15 per cent; it turned upward 
in 1954 and 1955 but remained well below the 1948-49 high.

The not altogether encouraging lesson of 1955 re
mained, however, and there was little question that 
it will color the thinking of those who will have 
to wrestle with the farm problem in 1956. Even in 
a year of unprecedented boom, demand increases 
were insufficient to keep up with the increased output 
made possible by rising farm productivity per acre 
and per man. And though the nonfarm income of 
farmers was benefited by the boom, more jobs and 
higher wages in industry and commerce did not bring 
about anything like the resource transfers essential 
to a permanent solution of the farm problem.

T&e d/so

w

Although Rnal lessons could not be gleaned from 
inspection of the Rnancial series, another year s evi
dence at least attested to the proposition that mone
tary policy can be a strong, effective tool in the main
tenance of economic stability. Throughout 1955 the 
Federal Reserve System pursued its object of con
tributing ". . . to sustainable economic growth and to 
maintenance of a stable value for the dollar."

The gains to consumers which were discussed 
earlier in this article haye been real gains as con
sumer prices remained practically the same through
out 1955. There was almost as much stability in the 
index of wholesale prices, the index of all commodi
ties rising less than 2 points during the year. How
ever, the rather severe downward movement of farm 
prices and the somewhat less pronounced fall in the 
prices of processed foods exerted a drag on the whole 
index which was deceptive. From June through Oc
tober industrial prices rose by approximately one index 
point per month, and at year's end industrial prices 
were up perhaps as much as 4 per cent for the year, 
with some further increases threatening in industries 
which had reached capacity output.

The broad outlines of Federal Reserve policy dur
ing 1955 are by now familiar. When the magnitude 
of the recovery in the fourth quarter of 1954 became 
apparent in December of that year, the Federal Re
serve shifted away from a policy of active ease.

Free reserves of member banks, the difference be
tween the excess reserves of member banks and mem
ber bank borrowings from the Federal Reserve, had
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been as high as $1 billion during the months of ex
treme ease in 1954, and for the year 1954 averaged  
about $.7 billion. F ree reserves during the first half 
of 1955 fell to roughly $.2 billion and shortly after 
midyear becam e negative as more restraint was im
posed on the banking system. Negative reserve 
levels of from $.3 billion to $.5 billion prevailed 
throughout most of the remaining months of the 
year, sufficient reserves being furnished to the 
market toward y ears end to provide for seasonal 
needs of business.

Member bank borrowings were made progressively 
more costly as the discount rate was raised four times 
from 1/2 per cent in April, to 2  per cent in August, to 
2M per cent in September, and finally to 2% per cent in 
November. Short-term interest rates generally fol
lowed the discount rate upward.

The policy of monetary restraint seemed to achieve 
its immediate objectives, at least so far as the stand
ard criteria of judgment were concerned. The money 
supply increased by less than 3 per cent in 1955; in 
fact, unless preliminary figures are sharply revised, 
the final figure may well be only 2% per cent. Such a 
slow growth in the money supply during a boom pe
riod would not of itself guarantee the abatem ent of in- 
Aationary pressures, but taken in conjunction with 
other data it was a good sign. The relative scarcity  
of money was evidenced in part by a moderate in
crease in deposit turnover, an indication that a given

MEMBER BANK EXCESS RESERVES, BORROWiNGS 
AND FREE RESERVES

M o n th ty  A v e r a g e  o f  D a i !y  F igu re s

amount of money was being put to more intensive use. 
A more significant indicator of the restraint imposed 
upon the commercial banking system was the de
creasing liquidity of member banks. As total assets 
and total deposits rose slightly during the year, banks 
disposed of liquid assets, so that the ratios of liquid 
assets to total assets and of liquid assets to total de
posits continued a decline which has been going on 
with only minor interruptions since 1952.

^ MW /CO

But if 1955 could demonstrate effectively the ways 
in which monetary policy works, at year's end it was 
too soon to tell whether or not the ultimate ends of 
policy were successfully attained. To be sure, from  
the market place cam e reports that lenders and their 
customers were feeling some pinch of credit restric
tion. M ortgage lenders required higher nominal 
rates and lenders in the Federallv underwritten 
m ortgage market were at year's end making funds 
available at discounts of from 2 to 4 per cent. Rates 
on commercial loans had risen, and there seemed lit
tle question that marginal loans were being restrict
ed and that established customers were being asked 
to pare their requirements. Even lenders to con
sumers reacted to restraints; the progressive reduc
tion of down payments and lengthening of terms 
appeared to have ceased, and reports of rate increases 
were common. The question remained, however, had 
the purchase of final products by businesses and con
sumers, in large part made possible by credit ex
tensions in 1955, gone on at a rate which could not 
be sustained in succeeding months?

tNTEREST RATES

GOVERNMENT BONDS 
-  (LONC TERM)

FEDERAL RESEjRVE 
DtSCOUNT RATE
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