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Chapter 2

Performance of the American Economy

THE PAST YEAR was marked throughout most of the free world by
new advances in production, general price stability, salutary readjust-

ment of the international pattern of trade and payments, and further re-
moval of the emergency controls instituted during World War II and its
aftermath. In the United States and Western Europe effective monetary
policies have been established. Domestic price controls and rationing have
disappeared almost everywhere. In nearly all countries monetary inflation
has been stopped and restrictions on foreign trade relaxed. The gold and
dollar reserves of the free world outside the United States have increased
sharply. Further liberalization of international trade and unrestricted con-
vertibility of currencies have become subjects of serious and lively discussion.
Such a conjunction of favorable developments has not existed for some
years. But the dislocations wrought by war and inflation have not yet
vanished, and they are likely to continue to harass the world for some time.

The upsurge of production and employment, which has been sustained
with but brief interruptions in the United States for about a dozen years,
continued in 1953. New records were established in industrial activity, em-
ployment, and the disbursement of incomes. Unemployment reached the
lowest level of any peace-time year in recent decades. The average level of
prices was remarkably steady. The fruits of expanding production and
enterprise were shared widely. Perhaps never before in their history have
the American people come closer to realizing the ideal of high and expand-
ing employment, without price inflation, than in 1953. But some sections
of industry, notably farming, failed to participate in the widespread pros-
perity. The index of consumer prices inched a little higher in spite of
some decline in food prices. And economic activity, taken as a whole,
receded somewhat toward the close of the year.

BROAD CHARACTERISTICS OF RECENT YEARS

How far and in what general directions the American economy has
traveled in recent years is attested by the summary table in Appendix G.
Between 1939 and 1953, commodity prices, wages, and taxes increased
sharply. The gross national product expressed in current dollars, which
includes these inflated price elements and taxes as well as physical outputs,
quadrupled. But a considerable expansion occurred also in the real output
and over-all efficiency of the economy. While population rose 22 percent
and total employment 35 percent, unemployment dropped 84 percent,
and the gross national product (adjusted for changes in the price level)
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increased 95 percent. Practically all major branches of industry shared in
the advance. Agricultural output rose 35 percent, mining production 71
percent, construction 78 percent, manufacturing output 139 percent, and
electric power production 244 percent.

Over much of the period since 1939 the course of external events has
propelled or twisted the Nation's economic life. First came a protracted
war which severely tested our industrial strength, piled up a huge Federal
debt, wiped out unemployment, and swelled private incomes that could not
be easily spent. The end of the war brought military demobilization and
a rush by consumers and business firms to make good their accumulated
shortages. To the astonishment of many, still under the spell of the theories
of economic maturity that darkened the thirties, the expansion of private
spending quickly compensated for the sharp decline of governmental
expenditure. Then came the extension of Marshall Plan aid to foreign
countries—and, more recently, the Korean problem and the superimposi-
tion of a huge defense program on an expanding civilian economy. While
these events, together with the great inflation of credit and prices that
followed in their path, dominated public attention, powerful forces of
growth were quietly gathering strength within the economy—expressed in
the upsurge of population, the onrush of technology, the innovations of
finance, the intensified pace of business competition, the rapid obsolescence
of business plant and equipment, the industrialization of the South, the rapid
development of the West, the widening of the middle class, the diffusion
of home ownership, and the development of mass markets for a host of new
consumer goods. (See Table 1.)

The history of recent years has disclosed the remarkable power of the
American people to adjust to unsettling influences and to operate under
burdensome governmental restraints. The lull in 1945-46, the contraction
in 1948-49, and the slight dips in 1951 and again in 1952 were, by and large,
pauses of an expanding economy seeking, as it must from time to time, to

TABLE 1. Output of New Products

Year

1946
1947
1948
1949
I960
1951
1952
1953*

Room
air con-

ditioning
units

Tele-
vision
sets

Clothes
dryers

Waste
food

disposals

Freezers,
farm
and

home

Thousands of units

30
43
77
96

195
238
365

1,075

6
179
975

3,000
7,464
5,385
6,096
7,250

W68
r92
106
319
492
635
684

0)
100
175
155
320
352
260
350

210
607
690
485
890

1,050
1,140
1,150

Frozen
foods

Synthetic
deter-
gents
(soap)

Synthetic
fibers
other
than
rayon

Millions of pounds

1,317
968

1,163
1,516
1,994
2,554
2,900
3,300

300
400
600
800

1,200
1,350
1,550
1,900

56
50
75
92

145
210
263
275

»Not available.
* Estimates based on incomplete data.

Sources: Department of Agriculture, Tariff Commission, National Electrical Manufacturers Associa-
tion, Radio-Television Manufacturers Association and Textile Organization.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



bring its tools or inventories into closer adjustment with what it sells and
how much it sells. The resourcefulness of individual enterprise and the
new horizons that have recently opened up for the consumer will serve our
economy well in the more normal environment that, it may be hoped, will
be ours in the years ahead.

THE NATION'S OUTPUT AND ITS DISPOSITION

The gross national product, which expresses the market value of all the
goods produced and services rendered, increased from 348 billion dollars in
1952 to 367 billion in 1953, or 5.5 percent. Since prices rose a little
between the two years, the expansion of physical output was 3.7 percent
(see Chart 1). The largest advances were made by durable goods manu-
factures, which in the aggregate rose 13 percent; the output of nondurable
manufactures increased 4 percent and of minerals 2 percent. (See Tables
2 and 3.) The steel industry completed a record year, turning out 112
million tons of ingots and castings, which was 6 million more than in
1951 and 18 million more than in 1952 when a strike severely curtailed
output. The automobile industry produced more than 6 million passenger
cars and 1 million trucks, a total of 7 million units—the highest since 1950,
when 8 million units were produced. The output of major household ap-
pliances and instruments was substantially above the 1952 level, but the
volume of the major lines—television sets, refrigerators, washing machines,
cooking stoves—was below the record 1950 totals. Furthermore, some
branches of the capital goods industry—notably, the output of farm ma-
chinery, including tractors, certain types of industrial machinery, machine
tools, and office machines—experienced a decline from their level in 1952.

The general increase of the Nation's output in 1953 was achieved partly
through additions to employment, partly through gains in productivity.
The average length of the work week in manufacturing, for example, was
about the same in 1953 as in 1952, while the number employed was 5 percent
larger; but output was 8 percent larger. Productivity increased also in

TABLE 2. Changes in Physical Output

Type of output
Percentage
change, 1052

to 1953 i

Gross national product, constant prices..

Industrial production: total

Agricultural production

Electric power

New construction, constant prices

Freight carloadings

+3.7

+8.1

.0

+10.6

+4.4

+.9

i Estimates based on incomplete data.
Sources: Department of A griculture, Department of Commerce, Federal Power Commission, Interstate

Commerce Commission, and Board of Governors of the Federal Keserve System.
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TABLE 3. Changes in Industrial Production

Industry jjroup

Industrial production: total

Manufactures^ total . ._

Durable manufactures: total ... _
Primary metals
Metal fabricating: total _ .

Fabricated metal products
Electrical machinery
Nonelectrical machinery. . .
Transportation equipment _ _ ̂  _ ̂  T _
Instruments and ordnance

Clay, glass, and lumber products
Furniture and miscellaneous manufactures....

Nondurable manufactures: total
Textile and apparel
Rubber and leather products
Paper and printing ._
Chemicals and petroleum products
Foods, beverages, and tobacco

Minerals

1947-49=1001

1952

124

125

136
116
146
121
167
136
154
142
118
118

114
105
107
118
133
106

114

1953

Year*

134

136

153
133
167
136
195
143
189
155
125
131

119
107
114
125
142
108

116

July

137

139

157
136
171
142
200
145
196
156
127
134

121
111
116
126
146
107

120

Decem-
ber*

128

129

144
118
157
128
177
133
181
155
123
126

115
97

104
122
142
108

113

Percentage
change

1952 to
1953

8.1

8.8

12.5
14.7
14.4
12.4
16.8
5.1

22.7
9.2
5.9

11.0

4.4
1.9
6.5
5.9
6.8
1.9

1.

July
to De-

cember
1953

-6.6

-7.2

-8.3
-13.2
-8.2
-9.9

—11.5

-7.7
-.6

-3.2
-6.0

-5.0
-12.6
-10.3
-3.2
-2.7

.9

-5.8

i Monthly data are seasonally adjusted.
' Estimates based on incomplete data.

Source: Board of Governors of the Federal Reserve System.

agriculture and some other branches of production. Since 1946 the outlays
for new plant and equipment by American business firms, excluding agri-
culture, have totaled over 180 billion dollars. This enormous expenditure
for the expansion and modernization of productive facilities provided the
basis for the large increase in output of the Nation's factories, mines, and
construction yards.

The increased output of 1953 generated a larger flow of incomes to indi-
viduals, corporations, and the several levels of government. The sum
of personal incomes increased from 269.7 billion dollars in 1952 to 284.6
billion in 1953, with both workers and investors sharing in the increase. On
a percentage basis, the share of total personal income received by investors
(that is, dividends, interest, and net rentals) was 11.5 percent in 1953,
or virtually the same as in other recent years, while the share received by
workers for wages or salaries continued to increase and reached close to 70
percent. The income of proprietors declined both in dollars and relatively
to other groups—very largely a reflection of the decline in farmers' incomes.
(See Table 4.) Since direct taxes paid by individuals in 1953 were 36.6
billion dollars, or 2 billion more than in 1952, the disposable personal
income rose from 235 billion dollars in 1952 to 248 billion in 1953, or 5J4
percent. This rate of increase was apparently exceeded by corporate profits,
whether before or after taxes. Of course, the several levels of government
derived revenue from excises and other sources, as well as from income tax
receipts. They in turn transferred a portion of their massive receipts to
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CHART 1

GROSS NATIONAL PRODUCT
CURRENT AND CONSTANT DOLLARS

BILLIONS OF DOLLARS
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;ONSTANT (1939) DOLLARS
(Left Scale)
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SOURCES: DEPARTMENT OF COMMERCE AND COUNCIL OF ECONOMIC ADVISERS.

individuals in the form of subsidies, pensions, interest on debt, or other
payments not directly related to production. The income and expenditure
accounts of the Government in recent years are set out in Appendix D.

The bulk of the Nation's huge output in 1953 passed into the hands
of consumers, who spent 229.9 billion dollars on goods and services, exclu-
sive of new residential structures which cost (apart from farm residences)
another 11.8 billion dollars. Government took a large slice of the Nation's
output, Federal purchases of goods and services amounting to 58.1 billion
dollars and State and local purchases to 25.2 billion. Business firms ac-
quired new plant and equipment costing close to 40 billion dollars and at
the same time added 3.9 billion dollars' worth of inventories. These
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takings amounted in all to 368.9 billion dollars. The excess over the gross
national product of 1.9 billion dollars represents a net deficit of American
claims on foreign countries. Table 5 shows that the relative disposition
of the gross national product among consumers, business firms, and the
Government was nearly the same in 1953 as in 1952. But whereas the
increment of the gross national product between 1951 and 1952 was
devoted largely to governmental use, the expansion of the defense program—
which has dominated governmental outlays of late—virtually ceased by
1953. The increment of the gross national product between 1952 and 1953
was devoted principally to civilian uses.

TABLE 4. Percentage Distribution of Personal Income

[Percent]

Period

1939

1946
1947
1948
1949

1950
1951
1952— .. .
1953 i

Total
per-

sonal
income

100.0

100.0
100.0
100.0
100.0

100.0
100.0
100.0
100.0

Labor income and transfer
payments

Total

66.9

68.9'
70.2
69.8
71.2

71.3
72.0
73.3
74.7

Wage
and

salary
receipts

62.1

61.5
62.8
63.1
63.7

62.9
65.4
66.8
68.2

Other
labor

income

0.7

1.1
1.3
1.3
1.5

1.7
1.7
1.7
1.8

Trans-
fer

pay-
ments

4.1

6.4
6.2
5.4
6.0

6.7
4.9
4.8
4.8

Propri-
etors'

income

15.6

19.9
18.5
19.0
16.7

16.3
16.4
15.2
13.7

Investment income

Total

17.5

11.1
11.3
11.2
12.0

12.4
11.6
11.5
11.5

Rents

4.8

3.7
3.7
3.6
3.7

3.7
3.6
3.7
3.7

Divi-
dends

5.2

3.3
3.5
3.5
3.6

4.0
3.6
3.4
3.3

Interest

7.4

4.2
4.1
4.2
4.7

4.6
4.4
4.4
4.5

i Estimates based on incomplete'data; by Council of Economic Advisers.
NOTE.—Detail will not necessarily add to totals because of rounding.
Source: Department of Commerce (except as noted).

TABLE 5. Percentage Distribution of Gross National Product Among Major
Components

[Percent]

Year

1947
1948
1949

1950 _
1951
1952 .
1953*

Total
gross

national
product

100.0
100.0
100.0

100.0
100.0
100.0
100.0

Personal
consump-

tion
expendi-

ture

71.0
68.7
69.9

67.9
63.1
62.7
62.6

Gross
private

domestic
invest-
ment

12.9
16.5
13.0

18.3
17.8
15.1
15.2

Government purchases of
goods and services

Total i

12.3
14.1
16.9

14.6
19.1
22.3
22.7

National
security 2

5.7
6.2
7.5

6.5
11.3
14.1
14.1

Other 3

7.1
8.2
9.6

8.3
7.9
8.4
8.7

Net
foreign
invest-
ment

3.8
.7
.2

-.8
.1

-.1
-.5

1 Government sales have been subtracted from total Government purchases but not from the components
shown in:,this table. See Appendix Table G-l for amounts of Government sales.

2 See Appendix Table G-l, footnote 3, for items included.
»Expenditures by the Federal Government for other than national security plus expenditures by

State and local governments.
« Estimates based on incomplete data.
NOTE.—Detail will not necessarily add to totals because of rounding.
Sources: Department of Commerce and Council of Economic Advisers.

16

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



CHART 2

PERSONAL CONSUMPTION
EXPENDITURES BY MAJOR CATEGORIES
BILLIONS OF DOLLARS
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SOURCES: DEPARTMENT OF COMMERCE AND COUNCIL OF ECONOMIC ADVISERS.
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CHART 3

PERSONAL CONSUMPTION
EXPENDITURES FOR SELECTED GOODS
AND SERVICES
B I L L I O N S OF DOLLARS* BILLIONS OF DOLLARS*
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SOURCES: DEPARTMENT OF COMMERCE AND COUNCIL OF ECONOMIC ADVISERS.
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The manner in which consumers have utilized their disposable income
is shown for a span of years in Table 6. The effects of World War II and
of the Korean war on consumer spending and saving stand out clearly.
So, too, do recent trends in consumer buying habits and attitudes. (See
Charts 2 and 3.) Services have taken an increasing share of the consum-
er's dollar since 1946, largely because housing has gradually moved toward

TABLE 6. Percentage Distribution of Disposable Personal Income
[Percent]

Year

1929

1940 . .

1946 .
1947
1948 ..
1949

1950 -—
1951 -_- _.
1952
1953 •

Dispos-
able
per-

sonal
income

100.0

100.0

100.0
100.0
100.0
100.0

100.0
100.0
100.0
100.0

Less: Personal consumption expenditures

Total

95.5

95.2

92.4
97.7
94.4
96.5

94.6
92.5
92.8
92.7

Dur-
able

goods

11.4

10.4

10.4
12.6
12.2
12.7

14.2
12.1
11.4
12.2

Nondurable goods

Food'

23.9

22.6

26.2
28.2
27.4
27.2

25.8
26.9
27.1
26.5

Cloth-
ing
and

shoes

11.2

9.8

11.7
11.3
10.7
10.1

9.2
9.0
8.8
8.2

Other

10.6

17.3

16.1
16.6
15.5
15.7

14.9
14.5
14.7
14.2

Services

Hous-
ing

13.8

12.2

8.2
8.6
8.8
9.7

9.8
9.7

10.2
10.5

Other

24.5

23.0

19.8
20.4
20.0
21.0

20.7
20.2
20.7
21.1

Equa
Per-
sonal
saving

4.5

4.9

7.6
2.3
5.6
3.6

5.5
7.5
7.2
7.3

i Excludes alcoholic beverages.
* Estimates based on incomplete data; by Councillor Economic Advisers.
NOTE.—Detail will not necessarily add to totals because of rounding.
Source: Department of Commerce (except as noted).

its former place in consumer budgets. Even so, expenditure on services was
only 31.6 percent of disposable income in 1953, in contrast to 38.4 percent
in 1929. Expenditure on food has not shown a definite trend in relation
to income since the war, but it has been running well above the prewar
level—26.5 percent of disposable income in 1953, in contrast to 23.9 percent
in 1929 and 22.6 percent in 1940. Expenditure for clothing and shoes,
on the other hand, has taken a diminishing part of income—11.2 percent
in 1929, 11.7 percent in 1946, then a continuous decline to 8.2 percent in
1953. Relative spending on other nondurables has likewise diminished,
although gasoline and oil are outstanding exceptions. The proportion
of income spent on durable goods has been very irregular since the war, but
it has been running considerably higher than in prewar years. The recent
shifts in consumer spending are worth noting with some care, because they
facilitate understanding of the economic changes within the past year—
to which we now turn.

THE MINOR CONTRACTION OF RECENT MONTHS

At the beginning of 1953 the economy advanced rapidly, but not with-
out some signs of impending change. The real income of farmers, which
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had started to fall during 1947, was continuing to shrink. Stock prices
began drifting downward after the turn of the year. The average length
of the workweek in manufacturing (adjusted for seasonal variations)
started to decline in the spring. So, too, did the orders for durable goods
received by manufacturers. Retail trade continued on an impressive scale
but failed to expand, while consumer debt and business inventories kept
rising. Business failures, while relatively few, increased in number and
average size. Interest rates rose at an accelerated rate, as they usually do
toward the close of a general business expansion. These and other develop-
ments were closely watched by the Government and they influenced public
policy, as the next chapter will describe. True, some decline from the hec-
tic pace of extensive overtime operations might well prove salutary in the
long run. But it was important that the transition, if there was to be one,
be carried through without shock and that the readjustment be moderate
and not cumulate. The once fashionable theory that a sharp liquidation
was good for the economy could not be trusted.

As the year wore on, the economy continued to be prosperous but under-
went some contraction, the extent of which may be judged from movements
of broad composites of economic activity. Thus the gross national product
reached its highest volume during the second quarter, then fell 1.5 percent
by the fourth quarter. Personal incomes proved steadier, continuing to rise
until the third quarter, then dropped 0.4 percent in the last quarter. On
a monthly basis personal incomes reached a peak in July and declined 1.0
percent by the year's end. Nonagricultural employment, adjusted for sea-
sonal variations as are the preceding series, fell by 1 million or 2 percent,
after reaching a peak in July. Unemployment, which reached a low of 1.2
million or 1.8 percent of the civilian labor force in October, rose to 3.0 per-
cent in December. (See Chart 4 and Appendix E.) Industrial produc-
tion reached a crest between May and July, and then declined 6.6 percent
in the following months. On the average, commodity prices changed very
little. The index of wholesale prices was at its highest point of the year in
September, and in December was only 0.8 percent lower. The index of con-
sumer prices in turn reached its highest value in October and fell a mere
0.4 percent by December. The precise movements of several of these indi-
cators of the condition of the economy are displayed in Chart 6. Of course,
broad composites fail to convey the degree to which the decline has been
diffused over the economic system. It is clear, however, from the behavior
of the components of these indexes that a large portion of the economy was
undergoing readjustment toward the close of the year, and some evidence
to this effect is presented in Table 3.

ANALYSIS OF THE TURN DURING THE YEAR

The immediate cause of the contraction, which became visible after mid-
year, was an imbalance between production and sales that developed earlier
in the year. After the settlement of the steel strike on July 25, 1952, the

20

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



advance of production was swift, especially in the durable goods industries.
Within a month the steel industry was operating at over 2 million tons
per week, partly to meet the large demand for current use, partly to enable
fabricators and dealers to rebuild their stocks. The steel-using industries,
whose operations had been seriously affected by the strike, followed suit.
Business inventories, especially those held by makers and sellers of consumer
durables, were generally low—in the sense that businessmen sought to
expand them. Even before the steel strike, inventories of civilian goods had
been much reduced from their embarrassing 1951 peaks. Of course, the
strike led to further depletion of stocks. On a wide front, therefore, pro-
ducers now faced a need of meeting the requirements of distributors for
restocking as well as for larger sales to customers whose incomes and bor-
rowing propensity, were both high and rising. And if conditions appeared
favorable on the side of demand, they were also satisfactory on the side
of supply. Materials were more readily available than a few months earlier,
and the relaxation of governmental restrictions on their use permitted
a rising volume of output, particularly of automobiles. Hence production
moved forward rapidly. Employment expanded, hours of work lengthened,
hourly earnings rose, and weekly earnings rose faster still. With incomes
rising, consumer expenditures expanded briskly. Indeed, from the fall of
1952 through the first half of 1953 the increments of consumer spending,
which were being bolstered by growing indebtedness, exceeded the incre-
ments of disposable personal income. Private investment expenditure and
Government spending, propped by expanded borrowing, added to the rising
monetary demand.

Nevertheless, production and sales gradually fell out of balance in the
early months of 1953. The reason was partly that business requirements
for additions to their inventories had been fairly well met by the beginning
of the year, when it became clear that quicker deliveries could be counted
on. The reason was partly that, while demand was high, business firms had
apparently expected it to be higher still. The reason was also that after
the turn of the year consumer spending turned more in the direction of
services than of commodities. (See Chart 2.) The gap that opened up
early in 1953 between purchases at retail stores and consumer incomes,
though not between consumer spendings of all types and their incomes, is
shown by Chart 7. Since personal income rose with production, while
retail sales moved sluggishly, inventories soon piled up in all hands. (See
Charts 8, 9, and 10.) The annual rate of nonfarm inventory investment
rose from 4 billion dollars in the first quarter of 1953 to 7 billion in the
second quarter, with the highest rate of accumulation concentrated in a
few major durable goods industries—motor vehicles, other transportation
equipment, and primary metals.

The sluggishness of retail sales in the early months of 1953, together with
excessively sanguine production schedules, brought about a condition that
could not long continue. The reshaping of the defense program also
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affected inventories, which here and there became redundant in relation
to the reduced military production rates in prospect. By mid-year, manu-
facturers in numerous industries were curtailing operations, so as to bring
output and inventories into better adjustment with their orders and sales.
First, overtime was reduced or eliminated, then some workers were laid
off. Meanwhile, the rise in hourly earnings was checked, and average
weekly earnings stopped rising. But the declines in production were gen-
erally moderate and there were few signs of distress selling. In all, manu-
facturing employment (adjusted for seasonal) decreased by about 950,000
between June and December, with 70 percent of the decrease occurring in
the durable goods sector. The decrease in manufacturing employment
was nearly as large as the decrease in total nonagricultural employment,
since other areas of employment—construction, wholesale and retail trade,
transportation, and so on—experienced little change in the aggregate.
(See Chart 5.) Basic wage rates in these fields of employment also con-
tinued, in general, to move upward. This fact, combined with fairly stable
over-all employment, goes far to explain the approximate steadiness of per-
sonal income in the second half of 1953.

The contraction since last June or July has thus far been largely in the
nature of an inventory adjustment, as Chart 11 and Table 7 indicate. Apart
from the reduced expenditure by business firms on additions to their inven-
tories, total expenditure has been nearly unchanged since mid-year. Fur-
ther, the major categories of final expenditure have themselves remained
remarkably stable. There have been shifts within the total of consumer
expenditure, but little change in the total itself. Similarly, there have been
shifts within the total of governmental expenditures, with Federal outlays
declining since the second quarter and State and local outlays increasing,
but again approximate stability in the whole. There apparently was a very
slight dip in consumer spending, as well as in business outlays on fixed capi-
tal investment, toward the end of the year. However, other categories of
final expenditure offset these diminutive declines. The sum of final ex-
penditure expressed as an annual rate, which was 363.6 billion dollars in the
second quarter and 364.5 billion in the third, came to 365.0 billion in the
fourth. But the figures for the last quarter are still uncertain and, such
as they are, indicate an inventory readjustment in the second half of 1953
and little else.

Thus far the decline of inventory additions has been largely a corrective
movement, designed to bring production into better balance with sales. It
appears from the information at hand that, apart from the defense-goods
industries, the inventory adjustments have been largely responses to current
sales rather than protective movements geared to unfavorable forecasts of
future sales. It is well to recognize, however, that an inventory readjust-
ment can affect other types of spending and communicate itself to the stream
of business and consumer spending as a whole. The next chapter will
consider this possibility at some length.
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CHART 4
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CHART 5

EMPLOYMENT IN NONAGRICULTURAL
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CHART 6
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CHART 7
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CHART 8
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CHART 9

WHOLESALE INVENTORIES AND SALES
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CHART 10
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TABLE 7. Gross National Product or Expenditure During 1953

[Billions of dollars; seasonally adjusted annual'rates]

Expenditure group

Gross national product: total. . _ _ .

Change in business inventories
Final expenditures* total

Personal consumption expenditures: total
Durable goods. __ _. .. ._ _
Nondurable goods
Services

Gross private fixed investment: total
New construction _ .
Producers' durable equipment _

Net foreign investment

Government purchases of goods and services: total
Federal _ _ ___
State and local

First
quarter

363.4

4.3
359 1

227.7
30.2

121.2
76.3

51.1
25.0
26.2

-2.1

82.4
57.4
24.9

19

Second
quarter

370.7

7.1
363 6

230.4
30.7

122.1
77.6

52.2
25.3
26.9

-2.5

83.5
58.9
24.6

53

Third
quarter

368.8

4.3
364 5

231.0
30.4

121.3
79.2

52.0
24.9
27.1

—2.1

83.6
58.4
25.2

Fourth
quarter J

365.0

.0
365 0

230.5
29.5

120.5
80.5

51.5
25.0
26.5

-1.0

84.0
57.7
26.3

i Estimates based on incomplete data; by Council of Economic Advisers.
f NOTE.—Detail will not necessarily add^to^totals because of rounding.
[ Source: Department of Commerce (except~as~noted). •
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It is also important to recognize the broad teaching of history that, in the
course of a protracted economic expansion in which monetary inflation has
played a large role, some distorting speculative movements and some mis-
allocations of resources are bound to develop. An economy that has
reached a point where it must operate extensively on an overtime basis,
as ours did in 1953, cannot easily increase physical output, but can very
readily diminish it. Such an economy is sensitive even to minor disturbances,
especially when inflation is kept in check, as it was during the first half of
1953. Unfavorable cost-price relations in some sectors of the economy
doubtless contributed to the imbalance between production and sales that de-
veloped in the early months of the year. The cost-price "squeeze" in agri-
culture, of which much has been heard recently, continued in 1953, as Chart
12 shows. A similar situation developed in the lead and zinc industries, as
Chart 13 indicates, and the list of such cases could be lengthened. It does
not seem, however, that unprofitable business situations had developed on
any scale by the middle of 1953. Further, one of the outstanding features

CHART 12
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of the latest phase of the expansion since 1939 has been its comparative
freedom from speculation. In recent years, the behavior of security mar-
kets has been rather subdued. And while there was a strong speculative
surge in commodities right after the invasion of Korea, it had spent itself
before 1953.

CHART 13
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CREDIT AND MONETARY DEVELOPMENTS

The changing pace of general business activity during the past year was
closely reflected in developments in the sphere of money and credit. The
demand for all kinds of credit, which had been strong in the second half
of 1952, continued to be active in the first half of 1953. After the removal
of Regulation W in May 1952, consumer instalment credit increased by
the record amount of 4.6 billion dollars in the year ended June 1953. A
huge increase occurred also in long-term corporate debt, State and local
debt, and real-estate mortgage debt. Business loans at banks increased
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vigorously in the closing months of 1952, and declined less than seasonally
in the first half of 1953. An exceptionally high rate of saving made it
possible to carry through this vast expansion of credit despite a policy of
monetary restraint by the Federal Reserve System, but not without a rise
of interest rates, which was sharp after mid-April. (See Chart 14.) A
long-term, 3*4 percent Treasury bond announced in April, first went to a
premium, then broke par in May. The volume of new private flotations
continued at a very high level, but some difficulties were encountered at
that time in marketing securities and placing mortgages.

By late spring it became clear that credit markets were characterized
by excessive tension. With inflationary pressures abating, the Federal
Reserve System provided additional reserve funds to the commercial banks.
As it turned out, the demand for credit by mortgage borrowers and issuers
of corporate, State, and local securities remained high in the second half of
the year. The Federal Government was also a heavy borrower. The
increase in consumer credit tapered off, however, and the increase in busi-
ness loans at banks was much less than seasonal. Member banks were
therefore able to reduce their discounts at the Federal Reserve Banks, as

CHART 14
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CHART 15
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well as to expand total loans and investments, and to meet a gold outflow
and the usual currency drain. By late fall these developments eased the
credit market as a whole. Yields on all classes of securities declined,
especially the short-term rates.

The increase in total loans and investments of commercial banks was
considerably smaller in 1953 than in 1952. A rather sharp decrease in
holdings of Government securities in the first half of the year was approxi-
mately offset by purchases in the second half. The increase in bank loans
was also smaller than in 1952. For the year as a whole, the increase in de-
mand deposits and currency in the hands of the public was considerably
less than, while the increase in time deposits was about the same as, in 1952.
(See Charts 15 and 16.)

CHART 16
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PRICES AT WHOLESALE AND RETAIL

The differential between the costs of industrial raw materials and prices
of finished industrial commodities, which narrowed ominously soon after
the invasion of Korea, continued to widen in 1953. In general, industrial
prices rose somewhat during 1953. On the other hand, the prices of indus-
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trial raw materials and farm products (whose decline started early in 1951)
continued to fall, though at an irregular and much reduced pace. The
over-all index of wholesale prices covered up these divergent movements
and changed very little: it stood at 109.6 (1947-49=100) in December
1952, at 109.5 in June 1953, at 111.0 in September (the peak for the year),
and at 110.1 in December 1953. (See Charts 17 and 18.)

The outstanding development in primary markets during the year was
the decline in the prices of the major farm products. Record supplies and
sharply curtailed exports more than offset the supporting influence of a
strong domestic demand. In mid-December, grower prices of farm prod-
ucts averaged 6 percent below prices a year earlier. Beef cattle prices were
down nearly a fourth as the huge slaughter, induced partly by the drought,
moved into consumer markets. Potato prices were less than one-half of the
December 1952 level. Price declines were registered for most of the grains,
cotton, oil seeds, and milk and poultry products. In mid-December, prices

CHART 17
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CHART 18
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of farm products averaged 91 percent of parity, compared with 96 in
December 1952.

The decline in farm prices might have been expected to lead to a fall
in the cost of living. This did not happen. Indeed, the consumer price
index for 1953 averaged a trifle above the 1952 level. During 1953 the
index moved within a very narrow range, yet it had a slight upward tilt—
the net increase from December 1952 to December 1953 was seven-tenths
of one percent. Some increase occurred in most major classes of consumer
prices, except foods, which showed a net decline of 1.3 percent over the
year.

The lack of close parallelism between wholesale and consumer prices is
due to various factors. (See Chart 6.) In the first place, the consumer
price index includes such items as housing and other services that have
no place in the wholesale price index. In the second place, the consumer
index reflects a much higher degree of commodity processing than does the
wholesale index. In the third place, even the prices of identical commodi-
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ties are ordinarily more sluggish in retail than in wholesale markets. The
decline in farm prices of food products is not fully reflected in the prices
of foods at retail, partly because the processing of raw foodstuffs has been
increasing, partly because labor and transportation costs have been rising,
and partly because retailers often set their prices on the basis of what they
have actually paid rather than on current wholesale quotations.

But it is not the behavior of food or apparel prices that explains the slight
upward tilt of the consumer price index during the past year. The upward
push of the index can be traced largely to three categories—rents, medical
care, and transportation (see Chart 19). Rents are and have been for
some time in a stage of decontrol, with most States and municipalities not
seeing fit to continue the controls. Rents, moreover, are often based on
long-term contracts. Prices of medical service are heavily governed by
custom rather than market conditions. The prices of transportation serv-
ices are usually regulated by public service commissions and respond slowly
to changes in costs. In short, the things that have been sending the con-

CHART 19
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sumer price index up relate to markets that are still in process of adjusting
to the price revolution of the past ten to fifteen years. (See Chart 20.)
While the dynamic portion of the price system is no longer showing any
over-all increases, the more passive portion—the part governed by contract,
custom, and governmental regulation—is still in process of catching up.
The notion that an inflation can be stopped all at once is naive. What can
be stopped is the injection of new inflationary fuel—not the consequences
of inflationary fuel already pumped into the system. The fact, however,
that the index of consumer prices rose very little during 1953 is an indication
that most of the earlier inflationary fuel has already burnt itself out.

CHART 20
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WAGE MOVEMENTS

The removal of controls early in February 1953 had apparently as little
effect on the year's wage movements as on its price developments. A fairly
substantial number of wage increases and changes in fringe benefits that
were awaiting official approval were put into effect shortly after controls
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CHART 21
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CHART 22

AVERAGE WEEKLY EARNINGS IN
SELECTED INDUSTRIES
DOLLARS PER WEEK

100

90

80

70

60

50

— BUILDING CONSTRUCTION

\

DOLLARS PER WEEK

100

90

,.-'••

i t t t i i I t i i i

/^g^v
CLASS I RAILROADS

~. X^\^
^ /

MANUFACTURING

• RETAIL TRADE

/^\/

100

80

70

60

50

40

100

- 90

80

I960 1951 1952 1953

* REFLECTS WORK STOPPAGE.
NOTE: DATA ARE FOR PRODUCTION WORKERS OR NONSUPERVISORY EMPLOYEES.

SOURCE: DEPARTMENT OF LABOR.

41

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



were discontinued. However, the monthly rate of increase in average
hourly earnings for factory workers (excluding premium pay for overtime)
during the period from mid-January 1953 to the end of the year was some-
what below that during the period of controls and was less than half the
monthly rate of increase during the second half of 1950, before controls
were imposed.

General wage increases granted in the larger manufacturing settlements
during the eleven months after the removal of controls averaged about
7 cents an hour. However, substantial groups of workers, notably in the
textile and lumber industries, received either no general wage increase
or adjustments (up or down) of 1 or 2 cents resulting from the operation
of cost of living escalator clauses. On the other hand, the apparel indus-
tries put into effect the first widespread wage increase since late 1950.
The average rise in hourly earnings of all factory wage earners was about
6 cents or 3.6 percent, excluding the effect of premium pay for overtime.

Wage trends among nonmanufacturing industries also varied. In con-
struction, where activity was extremely high throughout the entire year,
wage increases were widespread; union scales in urban areas rose an
average of 4 percent between January and October 1953. Rates of pay
in coal mining remained unchanged as the parties to the collective bar-
gaining agreements failed to serve notice of a reopening of these contracts
in the fall of 1953. The average level of gross hourly earnings rose in
wholesale and retail trade, local transit, electric and gas utilities, and some
other nonmanufacturing industries. (See Chart 21.)

Hours of work in manufacturing began declining in the spring and were
lower at the end of 1953 than late in 1952, mainly because of reductions
in the amount of overtime work. Average weekly earnings at the end of
the year were almost the same as at the beginning of the year, since an
increase in hourly earnings offset a shorter workweek and a drop in overtime
payments. In building construction and most of the service industries,
weekly earnings rose. (See Chart 22.)

CORPORATE PROFITS

From their low point in the third quarter of 1952, corporate profits after
taxes (seasonally adjusted) rose sharply in the fourth quarter, then more
gradually through the first two quarters of 1953. With the easing of activ-
ity in many industries after midyear, profits turned downward. But avail-
able information suggests that the total for the full year 1953 was higher
than the 1952 figure and perhaps not much different from 1951. Profits
after taxes for the first three quarters of 1953 were, in terms of seasonally
adjusted annual rates, a little over 20 billion dollars, compared with 18^2
billion in 1952 as a whole. (See Chart 23.)

Corporate profits before taxes expanded more than after-tax profits. In
the first nine months of 1953 profits before taxes were approximately 15
percent above the corresponding period of 1952. The sharpest advances
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were recorded in general by the manufacturing industries, where profits had
suffered most from the 1952 inventory readjustment and the work stoppages
in steel. In manufacturing as a whole, before-tax profits were about one-
fifth above the first three quarters of 1952. The communication and pub-
lic utility group recorded increases of around one-sixth. Experience in
other industries was mixed but in most cases better than in the correspond-
ing part of 1952. Profits, however, are a peculiarly volatile type of in-
come. Full-year comparisons of 1953 with 1952 are expected to be less
favorable than for the first nine months, since profits were moving up in
late 1952 and down in late 1953.

The figures cited on corporate profits are, of course, not comparable
with those for wages. The former relate to total profits of the corporate
world; the latter relate to average earnings per hour or week. To facili-
tate comparisons, Table 8 shows, separately, labor income, dividends, and
undistributed corporate profits in the form of aggregates for recent years.
It does not appear from these figures that corporate profits have risen at the
expense of labor income or vice versa.

CHART 23
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TABLE 8. Relation of Labor Income to Dividends and Undistributed Corporate Profits

Period

1946
1947
1948 _ _
1949

1950
1951
1952 _
1953 2

1953: First quarter.
Second quarter
Third quarter
Fourth quarter J

Labor
income l

Corporate profits after taxes

Total Divi-
dends

Undis-
tributed
corporate
profits

Billions of dollars

111.1
122. 3
134.9
134.2

146.5
170.7
184.9
199.1

13.9
18.5
20.7
16.3

22.7
20.1
18.6

(3)

5.8
6.6
7.2
7.5

9.1
9.2
9.1
9.4

8.1
12.0
13.5
8.8

13.6
10.9
9.5

(')

Seasonally adjusted annual rates

195.8
199.3
201.9
199.3

20.3
20.8
19.6

0)

9.2
9.4
9.6
9.6

11.1
11.4
10.0

(8)

Ratio of labor income to:

Dividends
and un-
distrib-

uted cor-
porate
profits

8.0
6.6
6.5
8.2

6.5
8.5
9.9

(')

9.6
9.6

10.3
(')

Divi-
dends

19.2
18.5
18.7
17.9

16.1
18.6
20.3
21.2

21.3
21.2
21.0
20.8

Undis-
tributed
corporate
profits

13.7
10.2
10.0
15.2

10.8
15.7
19.5

(»)

17.6
17.5
20.2

(»)

i Wage and salary receipts plus other labor income. (See Appendix Table G-9, footnote 1.)
* Estimates based on incomplete data; fourth quarter by Council of Economic Advisers.
»Not available.
NOTE.—Detail will not necessarily add to totals because of rounding.
Source: Department of Commerce (except as noted).

FARM INCOME AND EXPENDITURE

The principal adverse shift in incomes during 1953, as in other recent
years, occurred in farming. A decline in farm prices was offset by an
increase of marketings but not sufficiently to maintain cash receipts at the
1952 level. Production expenses also declined but not nearly so much as
gross income, with the result that the realized net income fell 7.4 percent.
This unfavorable development was severest in the case of cattle raising. It
was experienced, however, in many types of farming and was widely diffused
among the States.

There is no clear evidence that rural purchases of general merchandise
were lower in 1953 than in 1952 although, in common with the rest of the
economy, some decline in rural purchases was apparent in the second half
of the year. Nonetheless, the reduced income of farmers, following as it did
earlier declines, led to smaller purchases of farm equipment, machinery, and
building materials. Retail sales of farm equipment and machinery ran
about 17 percent less than in 1952. Gross investment in farm buildings,
motor vehicles, and other machinery and equipment declined by about 600
million dollars, or 11 percent. But even in 1953 gross farm investment was
larger than the normal wear and tear on the existing farm plant and
equipment.
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INTERNATIONAL ECONOMIC TRANSACTIONS

The outstanding international development of the past year was the
achievement of a broadly balanced pattern of trade and payments, at high
and growing levels of economic activity. This has been accomplished in an
environment of general monetary stability and diminishing controls, both
within and among the nations of the free world. Some countries, however,
still depend in part on United States military expenditures abroad, as well
as on a variety of restrictions on dollar transactions.

There was little change between 1952 and 1953 in the export balance of
the United States, when military grant-in-aid shipments are included with
exports and military expenditures abroad are counted with imports. The

CHART 24
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past year witnessed, however, an important shift in the balance on current
transactions between the United States and foreign countries, the broad
features of which are displayed in Chart 24. Excluding transfers of military-
aid goods, which require no dollar financing by the recipient countries, the
United States had an estimated deficit of 700 million dollars on current
account in 1953. This contrasts with a surplus of 1.7 billion in 1952, 10.7
billion in 1947, and about 5.5 billion in 1948 and 1949.

Thus, the free world has continued to make progress toward economic
and financial strength. In the postwar period, taken as a whole, foreign
economies have been able to adjust to a sharp reduction of United States
economic aid (including loans), and still maintain a high level of imports
from the United States. Their gold and dollar holdings have increased by
about 8 billion dollars in the last five years and are now 50 percent higher
than in 1937. Official monetary reserves outside the sterling area are prob-
ably better distributed today than ever before, from the standpoint of their
relation to the volume of imports and the different needs of foreign countries
for liquid balances to meet fluctuations in export earnings.

Numerous factors have contributed to the great improvement in the
dollar position of foreign economics. The outstanding fact is the great
increase in their productive power, which has enabled them to increase
exports to the United States while meeting their own enlarged domestic
requirements. Some part, of course, of the current dollar earnings of
foreign countries arises from our Government's expenditures abroad for
military goods and services. These amounted to an estimated 2.5 billion
dollars in 1953, which is equal to about 15 percent of our total payments
for foreign goods and services and about equal to the increase in foreign
holdings of gold and dollar balances during the year.

Changes since 1947 in the current account balances of major trading
areas with the United States are shown in Chart 25. The most notable
improvement was recorded in the transactions of Western Europe, which
closed with an estimated surplus of 1.5 billion dollars in 1953, in contrast
to a deficit of over 5 billion in 1947. The industrial production of
Western Europe is now running about 40 percent above 1938, and the
volume of exports has risen by some 60 percent, while imports—including
raw materials processed for export—are only slightly above their prewar
level.

The recovery of the sterling area from the post-Korean deficits began in
mid-1952 and continued in 1953 with the accumulation of a surplus of
about half a billion dollars in its current transactions with the United States.
The growth of economic activity throughout the free world sustained the
volume of exports of the independent sterling area countries and facilitated
the adaptation of their economies to the collapse of the raw materials price
boom in 1951. The same was generally true of raw material exporting
countries.
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CHART 25

CURRENT ACCOUNT BALANCES
WITH THE U. S.1

BILLIONS OF DOLLARS

+ 5
BILLIONS OP DOLLARS

-5

-10

-15

WESTERN EUROPE AND DEPENDENCIES

STERLING AREA

1947 1948 1949 1950 195) 1952

-10

1953^
-15

jy EX PORTS EXCLUDE MILITARY TRANSFERS. IMPORTS INCLUDE NET UNILATERAL TRANSFERS
OTHER THAN U.S. GOVERNMENT GRANTS.

^JANUARY-SEPTEMBER DATA AT ANNUAL RATES.

SOURCE: DEPARTMENT OF COMMERCE.

The current account deficit of the Western Hemisphere in 1953 is
traceable entirely to Canada whose deficit was offset by United States
private investments and by net exports to other countries. The countries
of Latin America, taken as a whole, were close to a balance in their 1953
current account; but it should be noted that this resulted partly from the
tighter import controls imposed by some of them. Difficult readjustments
are still in prospect in Far Eastern countries whose normal trade patterns
were distorted by the Korean war and other political disturbances.
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SUMMARY

This chapter has attempted to present and interpret the salient economic
developments of the year, from the viewpoint of the American economy,
with only the minimum of detail needed to grasp the meaning of what has
occurred. To help others to arrive at their own interpretations, extensive
statistical tables are presented in Appendix G.

In the interest of balanced judgment, it will be useful to keep in mind
the following facts and considerations about the past year: (1) The year
was very prosperous with output at a record level, incomes widely distributed,
unemployment low, and prices stable on the average. (2) In the first
half of the year the economy used much of both its manpower and equip-
ment on an overtime basis. (3) If the buoyant demand for business credit
in the early months of the year had not been restrained, prices would
have risen more than they did, since production was at a practical maximum
for the time being. (4) Our economy is a system of interdependent parts.
When it operates at overtime, it is sensitive to even minor disturbances, such
as always keep occurring in the sphere of both private and public action.
(5) In a free economy a perfect balance between production and sales is
an ideal that, at best, can only be approximated. (6) Although retail
sales remained high, they failed to match production in the first half of
the year. Meanwhile expenditures on services (quite apart from housing)
increased considerably, and personal holdings of liquid assets were much
enlarged. (7) The letdown of economic activity in the second half of the
year was slight. (8) Apart from businessmen's purchases of additions to
inventories, expenditure in the last quarter of 1953 was substantially at the
same rate as in the second quarter. (9) The year closed with our economy
at a very high level of activity when judged by any reasonable historical
standard. (10) On the international front, monetary inflation was generally
stopped, and foreign reserves of gold and dollars were greatly augmented.
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Chapter 3

Governmental Policy in a Year
of Economic Change

THROUGHOUT 1953 the Federal Government was guided by the
broad objectives outlined in Chapter 1—the stimulation of output and

employment, the protection of the purchasing power of the dollar against
further shrinkage, the wide distribution of the fruits of expanding activitv.
and the extension of international trade and investment.

PREVENTING INFLATION

Economic activity increased rapidly during the early months of the
year. Production and employment kept rising, while unemployment de-
clined to ever-lower levels and reached 1.8 percent of the civilian labor
force in October—the lowest recorded rate of unemployment since World
War II. Although prices remained fairly stable on the average, the prices
of many individual commodities reflected ominously the increasing pressure
of demand. Under the circumstances, wages could be expected to move
upward—and to some extent they did. The possibility of an upward
spiral of prices and wages was enhanced by certain steps taken by the
Government to broaden the scope of private enterprise—especially the re-
moval of price and wage controls. There was talk in these early months of a
"confidence boom," as the American people saw themselves free to embark
on new productive enterprises.

Economic life in a dynamic society is in constant flux. As the economy
undergoes changes, first one problem, then another, comes to the surface
and requires attention. During the first months of the year, when the
economy seemed to be entering a new phase of inflation, the immediate
concern of the Government was the protection of the value of the people's
money. Both credit policy and fiscal policy were aimed at this objective.
The Federal Reserve System allowed the buoyant demand for credit to
adjust itself to the restricted market supply. In January the discount
rate was raised from 1% percent to 2 percent, thus bringing it into line
with other rates and discouraging member bank borrowing at the Reserve
Banks. In response to their tight reserve position, commercial banks early
in 1953 reduced their holdings of Government securities. The Treasury
harmonized its policy with that of the Federal Reserve System, by seeking
to obtain from investors other than banks the funds that it needed to finance
the Government. Interest rates of all sorts rose steadily and the rise, up
to a point, was salutary. It served to check the effective demand for pri-
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vate loans, made lenders more discriminating in extending new credits, and
thus not only restrained the growth of credit but also prevented the quality
of the outstanding debts from deteriorating, as is their wont when business
booms. At the same time, a Presidential Tax Message to the Congress, on
May 20, 1953, recommended that the excess-profits tax, which was scheduled
to expire on June 30, 1953, be extended for another six months. Although
this tax was injurious to enterprise and hurtful to new firms trying to grow,
it seemed imprudent to cut any tax at a time when the Government
was operating at a deficit and when there was still a latent danger of
inflation.

The restrictive monetary and debt management policies pursued in the
early months of the year had, however, a more potent effect than was
generally expected. It was not that the policies were of themselves highly
restrictive. At its peak the open-market commercial paper rate was only
2.75 percent, and the yield on high-grade corporate bonds only 3.40 per-
cent. But the business and financial community, having become accus-
tomed over many years to credit policies that facilitated the monetization
of the Federal debt, no longer clearly remembered the discipline of mone-
tary management aimed at preventing inflationary booms, with which
an earlier generation had had experience. A new 30-year Treasury issue
at 3% percent, a lifting of the maximum interest rate chargeable on FHA-
insured and VA-guaranteed mortgages to 4/2 percent, a generally rising
yield on Government bonds and other securities—all these developments,
combined with neutrality on the part of the Federal Reserve authorities,
were new and startling to many bankers, mortgage lenders, and businessmen
who, while gravely fearing inflation and wishing to see it curbed, apparently
underestimated the practical adjustments that its containment would
require.

The demand for credit that developed in May and June was not, there-
fore, confined to the funds needed for current operations. Part of it was
anticipatory, generated by fears or expectations that interest rates would
rise higher, perhaps considerably higher, while new credit might become
difficult to obtain. In a modern money market, the forces that shape
expectations of borrowers are bound to influence lenders as well. At the
very time when the demand for credit was rising insistently, some lenders
became reluctant to commit funds for future use at existing interest rates,
and their hesitation added perceptibly to the strain on the money and capital
markets.

CONTROLLING THE READJUSTMENT

The Federal Reserve authorities responded to the incipient, and possibly
dangerous, scramble for liquidity with a degree of promptness and vigor
for which there is no close parallel in our central bank history. Between
early May and early July the Federal Reserve System increased its holdings
of United States Government securities by 1.2 billion dollars. By pur-
chasing securities the System augmented the reserves of member banks,
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reduced their need for borrowing, and improved their ability to extend
credit to consumers, farmers, and business firms. A further, and System-
wide, step was taken on June 24 when the Federal Reserve authorities an-
nounced a reduction of reserve requirements from 24 to 22 percent on
demand deposits in central reserve city banks, from 20 to 19 percent in
reserve city banks, and from 14 to 13 percent in country banks. This action
promptly released reserves to every member bank of the System, ended the
current tightness of the credit market, and gave assurance to the business
community that the needs for private credit and Treasury financing during
coming months could be readily met by the banks.

The easing of tension in the money markets was speeded by the realiza-
tion that the Treasury would coordinate its management of the public debt
with the easier credit policy of the Federal Reserve System. Between
August and December the System again added substantially to its holdings
of Government securities, partly to meet seasonal requirements for currency
and credit, and partly to strengthen further the lending power of the mem-
ber banks. In the meantime, the Treasury, while adhering to its policy of
lengthening the maturities of the outstanding Federal debt, brought out
issues that competed to a minimum with the demands for long-term credit
by business firms and State and local governments. Interest rates began
declining in June, and in the following months mortgage credit, as well as
credit for other needs, became more plentiful.

FLEXIBILITY IN CREDIT AND FISCAL POLICIES

The maintenance of a high and expanding level of output and employ-
ment is a definite objective of our society. So also is the maintenance of a
reasonably stable level of consumer prices. The pursuit of these twin ob-
jectives involves the Government in difficult, yet inescapable, responsibili-
ties. The road of reasonably full employment without price inflation is
narrow. There is always the danger that our economy, by moving a little
too far to one side of the road, will enter the zone of inflation, or by moving
too far to the other side, will slip into the zone of contraction. What we
plainly need and want to do is to stay firmly on the road, which means that
we must moderate economic movements before they acquire large momen-
tum. Our ability to do so is limited, however, partly because the economy
is subject to the shifting moods and modes of human behavior, partly also
because the makers of policy cannot predict with scientific closeness the
strength of the responses which their actions may generate. Under the
circumstances, governmental policies must either be flexible, adjusting to
new and unforeseen developments, or run the peril of courting disaster.
But flexible policies, adapted with promptness and vigor, require courage
and candor on the part of Government officials. The success with which
flexible monetary and debt management policies were used in 1953, first to
prevent inflation and later to avert credit stringency, should inspire confi-
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dence among all citizens in the capacity and readiness of Government to
respond promptly to changes in economic circumstances.

Fiscal policy is a less flexible instrument than either monetary or debt
management policy for keeping the economy on the narrow path that
separates inflation from recession. But Federal operations are now so large
a factor in our economy that their variations, whether on the revenue or
expenditure side, are bound to have a significant impact on our economy.
The deliberate use of fiscal policy, in the interest of maintaining a sound
economy, bears great promise for the future, and the actions taken in 1953
reflected this concern. Early in the year, when inflation was still a real
danger, it seemed reasonable to expect that in another six or twelve months
the boom might recede and that at such a time some reduction in taxes
would become appropriate. In the meantime, the only proper course was to
maintain taxes while seeking to curtail expenditures. The Tax Message,
submitted to the Congress on May 20, 1953, therefore called for full main-
tenance of all taxes during 1953, but suggested that taxes might be reduced
in January 1954.

As the year wore on, tax policy was continually reviewed by the Treasury,
not only from the viewpoint of moving toward a budgetary balance, but also
in the light of the economic situation at large and the part that fiscal policy
could play in contributing to economic growth and stability. By late Sep-
tember it was clear that the existing danger of inflation had passed, and that
the prospective reduction of Federal expenditure would justify some tax
reduction. The Secretary of the Treasury therefore announced in the plain-
est possible language that the Administration, besides relinquishing the
excess-profits tax, would not seek to postpone the reduction of the personal
income tax, averaging approximately 10 percent, scheduled for January 1,
1954. This unequivocal promise of tax relief to both families and business
firms bolstered confidence at a time when trade and employment were slip-
ping slightly. In coming months these well-timed tax reductions are likely
to give substantial support to consumer and investment markets.

Another significant step taken in 1953 was to broaden the scope of credit
policy as a stabilizing tool, by extending its role to the housing industry.
When the Congress originally gave authority to the Federal Housing Admin-
istration to insure mortgages, the law specified maximum terms of insurable
loans rather than mandatory terms. As it turned out, the broad powers
conferred by the Congress were, with few exceptions, used over the years
to reduce interest rates on mortgages, to reduce the down payments required
of purchasers, and to lengthen the maturities of the mortgages. The conse-
quence has been that the housing market augmented the total demand for
credit when general economic conditions justified it, and also when they
did not. Last year, when the Congress considered further liberalization
of FHA mortgage credit, the Administration recommended that the liber-
alization be made permissive, that is, that it be allowed only at the direc-
tion of the President. The Housing Amendments of 1953, as passed by the
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CHART 26
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Congress, created a new and highly useful stand-by authority. Instead of
stimulating an increased flow of credit at a time when it was not needed—
as in recent months (see Chart 26), when the annual rate of housing starts
(seasonally adjusted) has been running above one million units—they
permit stimulation at a time when it will aid the economy. How great may
be the stimulating power of the newly gained authority, should economic
conditions justify its use, may be judged from the fact that, on an owner-
occupied dwelling costing, say, $12,000, the required down payment under
an FHA-insured mortgage may be reduced from $2,400 to $600, while ,
the period for amortizing the mortgage may be simultaneously extended
from 25 to 30 years.

AIDING AGRICULTURE

A very difficult problem facing the country during the past year was the
readjustment of agriculture. The net income of farmers, which began
declining in 1947, continued to fall during 1953. The restoration of agri-
culture in foreign countries sharply curtailed American exports, while our
statutory price support levels served to augment accumulating surpluses of
many farm products. Widespread drought added to the agricultural troubles
of the year, especially of cattle farmers. Confronted with these difficulties,
the Government took steps to aid the farm economy. The commitments
of the Commodity Credit Corporation increased by approximately 3 billion
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dollars during the year. Relief was extended promptly to the farms in
drought-stricken areas. Extensive governmental purchases of beef were
undertaken, with a view to checking a collapse of cattle prices and at the
same time benefiting the school-lunch program. A large gift of wheat was
made to Pakistan, and a program of famine relief to friendly nations was
instituted.

While these and other acts of Government have aided the farmers, it is
well to recognize that they do not provide a permanent solution of the
problems facing American agriculture. To adjust to their new technology
and the altered world economic situation, farmers will need the continued
assistance of Government. But even more important than what the Govern-
ment does specifically to help the farmer are the policies that it pursues to
help maintain an expanding domestic market. And what is true of agricul-
ture is equally true of other industries. As long as employment and pro-
duction in the entire economy are at high levels, the adjustment required of
individual industries by shifts in demand or technology can normally be
carried through with greatly reduced hardship. Therefore, an essential
part of the solution of the problems of agriculture, as well as of other indus-
tries undergoing structural readjustment, lies in moderating the fluctuations
and promoting the growth of general business.

LOOKING AHEAD

The Federal Government has a special responsibility to use its powers to
curb both inflationary or depressive tendencies of the economy. To dis-
charge this responsibility, it must be in a state of readiness to cope with new
situations that can never be fully foreseen. For this reason, the Council of
Economic Advisers was instructed early in the year to design plans for deal-
ing with a business depression, although none was in sight.

The Council's continuing studies have covered a wide range of private
and governmental measures for preventing and curbing recession. One of
them, devoted to the expansibility of public works, pointed to the need for
developing a continuous inventory of sound projects, classified—among other
ways—according to their cost or divisibility, so that some speed and flexibility
might be gained in a public works program. The study concluded that, al-
though ample engineering plans are now in existence for expanding public
works if that should become desirable in the near future, it would be prudent
to take steps to insure a continuous flow of carefully drawn and sifted plans.
Accordingly, the Bureau of the Budget, despite strenuous efforts to enforce
governmental economy and bring expenditures into line with revenues, on
July 9, 1953 informed the heads of all executive departments and estab-
lishments as follows on the budget policy for the fiscal year 1955: "In-
creased emphasis will be given to the development of plans for authorized
high priority projects to a stage where these projects could qualify for con-
struction at a time when new construction starts would be consistent with
a less restrictive budgetary policy."
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FOSTERING INDIVIDUAL ENTERPRISE

In this review of governmental policy during the past year, emphasis has
been placed on the steps taken to keep the economy from veering either
toward inflation or toward contraction. Economic stability, as the first
chapter of this Report has brought out, is not only essential for the well-
being of the American people and of the entire free world, but is one of the
basic requisites of continued progress toward the greater national security
and higher living standards to which our citizens aspire. The American
people will not be long content with employment opportunities that are
merely stable, or with a stationary standard of living. Nor do they wish or
expect their Government to give them jobs and thereby gain control over
their individual lives. But if there is to be expanding private employment,
there must be employers. Their prospect of reward may not need to be
so large as an earlier generation believed, but it must be sufficient to impel
men to assume the risks of enterprise and innovation.

These precepts guided the Government during the past year. One of
the first steps taken was to remove the direct controls of prices, which inter-
fered with the normal function of markets to adjust supply to demand, and
the direct controls of wages, which then needlessly restricted collective bar-
gaining between employees and employers. The Government has also
taken careful and significant steps to redraw the line separating public from
private activities, so that Government could divest itself of functions that
private enterprise can perform more efficiently. Thus provision was made
to dispose of the Government's rubber plants, to liquidate the Reconstruc-
tion Finance Corporation, to sell the unprofitable Federal barge lines, to
remove Federal roadblocks to the development of electric power by local
enterprise, private or public, and to encourage—under proper governmental
safeguards—private experimentation with industrial uses of atomic energy.
At the same time., the Federal Government has sought to broaden the scope
of home ownership and of the social security system, so that more people
might gain a greater measure of security in a dynamic environment. To
these important problems, reference is made later in this Report.

INTERNATIONAL ECONOMIC POLICY

The aim of the Federal Government during the past year was to maintain
stability in the field of commercial policy, pending a broad survey of all as-
pects of our international economic relations. At the President's request
the Congress extended for one year the Reciprocal Trade Agreements pro-
gram without major amendment, and set up a Commission on Foreign
Economic Policy to recommend appropriate means for the improvement of
international trade—"consistent with a sound domestic economy, our for-
eign economic policy, and the trade aspects of our national security and total
foreign policy." In line with the President's recommendation, the Con-
gress also enacted the Customs Simplification Act designed to simplify, and
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to remove the inequities of, customs regulations. The United States par-
ticipated in international efforts to stabilize the markets for wheat and sugar.
Extensive military and economic assistance to foreign countries was con-
tinued, but with the improvement in the economic strength of Western
Europe, the economic aid program was curtailed. Emphasis was also con-
tinued on fostering improvements in the industrial productivity of friendly
countries, in the interest of stimulating their economic development and
raising the living standards of their people.

THE FEDERAL BUDGET

The key to governmental planning for economic growth is, of course,
the Federal budget. Generally speaking, it sums up every activity under-
taken by the Government for the people, and every payment by the people
to the Government. The average rate of taxation, by all levels of govern-
ment, on individual and corporate incomes is now about as high as at the
peak of the war effort against the Axis (see Chart 27), and the total tax
revenue is even higher, since the national income has grown. If economic
incentives are to prove adequate, some reduction of taxes—provided it
does not occur at the cost of weakening the Nation's security—is necessary.
The Government has therefore set about energetically to bring down the
rate of expenditure and thus pave the way for tax reductions, so that
people may have more of their own income to spend instead of having the
Government spend it for them.

Initial efforts have met with success. New obligational authority for
the fiscal year 1954, which was estimated at 71.8 billion dollars in the
Budget Message of January 9, 1953, has been reduced to an estimated 60.7
billion dollars. Budget expenditures were originally set at 77.9 billion
dollars for the fiscal year 1954, or 3.9 billion more than in the preceding
fiscal year. As it now appears, expenditures will be 70.9 billion dollars, or
3.1 billion less than in fiscal 1953. This curtailment of expenditures, com-
bined with higher receipts, has brought the Federal budget within sight of
a balance. The budget deficit, which reached the disconcerting magnitude
of 9.4 billion dollars in the fiscal year 1953, is now estimated at 3.3 billion
dollars for the fiscal year 1954. The improvement in the cash budget for
fiscal 1954 is even more impressive, involving a shift from a cash deficit of
5.3 billion dollars to an estimated cash deficit of about 200 million. The
effort to reduce the scale of governmental expenditure, and with it receipts
from taxation, will be continued in the months and years ahead (see Ap-
pendix D), though the precise rate of both the one and the other may need
to be varied according to general economic conditions and the state of our
international relations. In a rapidly changing world, such as we live in,
there is no simple fiscal formula that will be suitable under all conditions.

It must also be recognized that, while it is desirable to bring down the
scale of Government, our society has become so complicated that, quite
apart from the large and continuing needs for defense, the Government now
properly assumes obligations unknown to earlier generations. The im-
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CHART 27
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provement in the health, security, and industrial efficiency of the population
is a large and growing concern of Government. So also is the maintenance
of sound banking, competition, and the general conditions of stable eco-
nomic prosperity. So, too, is the promotion of scientific knowledge—which
is the most important of all factors in the marvelous rise of our industrial
productivity. Thus during the past year, while Federal expenditures were
being cut in many directions, the outlays on research and development—•
including those connected with national security activities—were allowed
to grow. They came to about 2.5 billion dollars out of a total national ex-
penditure on research of 4 billion (see Appendix F). The building of new
knowledge must continue, for it is our surest promise of expanding economic
opportunities in a growing America.
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Chapter 4

Appraisal of the Current Economic Situation

A> WE TURN from 1953 to the current year, we must first of all
recognize the limitations of attempts at prevision. Despite the great

improvement of statistical knowledge, it is impossible to deduce the future
from statistics of the present, or to infer it from records of the past. Only
those who adhere to a mechanistic view of history and of human behavior,
or who are enamored of forecasting formulae, can entertain such illusions.
The best we can hope for is to minimize errors of miscalculation through
making full use of available data, and to give due recognition to those
elements of uncertainty that attach to both the present and the future.

The settling of economic activity during recent months has not caught
American industry by surprise. Long before last summer, alert business-
men were aware that the stimulus of rising business activity from defense
expenditures was likely to lessen. They recognized that a readjustment of
this character, in which a decrease in Federal Government expenditure would
be accompanied by a reduction of taxes, would provide a more durable basis
for business enterprise. The generally prosperous level of economic activity
during 1953 facilitated the corrective process that has been under way in
many lines. Instead of culminating in a single climax of activity, and then
going into a general and abrupt decline, the economy has displayed a con-
siderable diversity of movement, so that continued strength in some quarters
has allowed time for adjustment in others.

The slight decreases of production since mid-summer reflect primarily
a decline in the rate of inventory accumulation. Final purchases of output
by business, consumers, and Government have kept up very well. Thus far
at least, the readjustment process has been largely a matter of reducing
excessive inventories, especially of consumer durable goods. While com-
petition has become keener, business firms have shown little disposition
to liquidate their excess stocks in ways that might aggravate the situation.
By granting more favorable terms, by adjusting prices here and there, and
by applying more effort to selling, businesses should be able to ease their
inventory situations and achieve a better balance between production and
sales during the next few months—providing final expenditures continue at
their recent high and stable level. Such a corrective process seems clearly
to have gone some distance. Over the last two months of 1953 inventories
declined generally, while retail sales were generally sustained. Should this
development continue, the moderate contraction now under way would
come to a halt soon.
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Within the over-all movement of the wholesale price index, the pattern
of recent changes has been significantly different for farm products, indus-
trial raw materials, and industrial finished goods. The prices of industrial
raw materials dropped sharply from a peak in the spring of 1951, and con-
tinued to decline thereafter. The prices of other industrial commodities
declined very moderately from early 1951 through late 1952 and then rose
very moderately through 1953. As a result of these diverse movements,
there existed a sounder price relationship between raw materials and finished
goods at the end of 1953 than in the immediate post-Korean period. Some
downward adjustments in manufacturers' prices for finished goods may
occur during the next few months, reflecting the earlier price decline of
raw materials.

During the recent series of prosperous years, and in contrast to earlier
periods, purchasers of corporate securities have capitalized earnings on
a basis that neither caused a prolonged advance in prices nor absorbed
large amounts of credit. Stock prices pursued a slow downward move-
ment during the first three quarters of 1953, followed by an upturn begin-
ning in September. This change of direction would appear to register
favorable expectations of investors. Although changes in security prices
are not always reliable guides to subsequent business developments, security
market movements sometimes reflect changes before they are recorded in
other statistics.

Economic readjustments require time for completion. Those we have
considered so far have been facilitated by the high level of aggregate
spending throughout the past year. In considering the future, the basic
question concerns the level of final expenditure. To the prospects of the
major classes of expenditure—those by business, consumers, and Govern-
ment—attention is now directed.

PLANT AND EQUIPMENT EXPENDITURES

Recent surveys indicate that business firms have little disposition to change
their planned capital outlays because of the mild decline in output since
last summer. A survey conducted two months ago by the Department of
Commerce and the Securities and Exchange Commission disclosed that
businesses expected to maintain the average 1953 rate of capital spending
during the first quarter of 1954. Plans of electric utilities and commercial
enterprises pointed to an increase over 1953 and, with the exception of
railroads, other major industry groups expected their spending early in 1954
to be close to 1953 rates. The McGraw-Hill survey of investment plans
for 1954 indicated that businesses intended to spend for plant and equipment
about 5 percent less than the unprecedented 28 billion dollars spent in 1953.
Statistics on contracts for-commercial and industrial construction likewise
indicate a high level of investment expenditure in the early months of 1954.

In evaluating the outlook for fixed investment, it is also well to examine
"norms" provided by past experience. Historical data indicate a steady
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growth in the physical stock of capital from 1910 to about 1930, a virtual
flattening out of the curve during the depression of the thirties, and a
pronounced growth since the end of World War II. The stock of capital
expressed as a ratio to output shows no definite trend in the two decades
prior to the Great Depression; it rises considerably with the underutili-
zation of resources during the thirties, and drops sharply during the war
years. (See Chart 28.) An upward adjustment in the capital-output ratio
took place as a result of heavy postwar investment, but the ratio is still low
by historical standards. It is important to note, however, that the low
current ratio is traceable solely to plant. The equipment ratio rose steadily
between the end of the war and 1949; since then, it has remained at about
the level that prevailed in the 1910-29 period. Thus, on the basis of these
uncertain historical yardsticks, it does not seem that productive facilities
in the aggregate are excessive at the present time relative to current rates
of output.

Profit expectations are, of course, a key determinant of the rate of invest-
ment. Throughout the postwar period, investment has been higher than
would be expected from the relationship that existed in earlier years between
profits and investment. This persistent postwar excess represents in part
a catching-up process, and it also reflects the unusual stimulus of Federal
provisions for accelerated depreciation. In part it may also represent a
change in the relationship between profits and investment—as a result of
lower interest rates, the more liquid position of businesses, and the increased
pace of technological change and obsolescence. But whether or not there
has been a shift in the long-term relationship between profits and investment,
it is clear that the termination of the excess profits tax on January 1, 1954
will give some support to investment.

The generally strong financial position of business firms will likewise
help to support a high level of investment expenditure. In nonfinancial
corporations, the ratio of cash and Government security holdings to all
current liabilities was substantially higher in mid-195 3 than before the war,
partly because of the increase in accrued tax liabilities. In 1953 the ratio
was 57 percent, compared with 29 percent in 1929 and in 1936. While the
ratio of total assets to total debt in 1953 was not appreciably higher than in
prewar years, this ratio understates the financial strength of business, since
a considerable volume of business assets is still being carried on the books
of corporations at prewar prices.

Research and development activities of industry, nonprofit institutions,
and Government are steadily enlarging the opportunities for new investment.
As already stated, these expenditures reached 4 billion dollars in 1953.
Over one-third of this amount originated in industry; and a still larger
proportion, about 70 percent, represented work done in industrial estab-
lishments either on their own account or for the Government. While much
of the research outlay of recent years has been oriented to defense needs, the
results of the new knowledge are largely adaptable to civilian uses. Defense
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CHART 28
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research expenditure is creating opportunities for private investment on
numerous fronts—for example, scientific instruments, electronic computers,
electronic and other process controls, communication equipment, radioiso-
topes, atomic energy, heat- and corrosion-resistant metals and alloys, high-
speed cutting tools, and heavy forge presses. Furthermore, defense research
programs have trained thousands of scientists and engineers whose skills
are facilitating the adaptation of new techniques to civilian uses (see
Appendix F).

The emergence of a long-range outlook among business firms promises
well for the future, the magnitude of industrial expenditures for research
and development being merely one evidence of this outlook. Another is
the long-range planning of investments, partly to assure growth, partly to
meet the competition of other enterprising firms. The urge or need to cut
costs is reflected in an active demand for automatic controls and materials-
handling, inspection, and office equipment. It also is accelerating outlays
for the modernization of existing plant and equipment. Despite heavy
postwar installations, a substantial volume of productive facilities is ap-
proaching "normal" retirement age or has become obsolete as a result
of recent technological advances.

HOUSING

Housing construction, which has played so important a role in the rapid
rate of increase of investment expenditures since World War II, may be
expected to continue at a level close to that of 1953. Despite the record
volume of home building in recent years, we are still confronted by a good
housing market. Vacancies in our cities are, with few exceptions, below
the level regarded as necessary for a healthy, competitive housing market.

During the next few years, the rate of formation of new families and
households is likely to diminish as a result of the lower birth rate of the
depressed thirties. Other factors on the side of demand are likely, how-
ever, to press for a high volume of residential construction. These include
the continued movement of the city population toward the suburbs, the
high birth rate of recent years, and the improvement of incomes during
the past decade. The recent easing of funds in the mortgage market will
strengthen the forces of supply as well as of demand. Further, in contrast
to earlier times, many of today's builders have considerable overhead
expenses to reckon with, and they will not be averse to making price
concessions if this will help to keep their organizations intact. The rental
housing market, especially in the medium-price ranges, has been neglected
of late and could offer investment opportunities. Finally, if the volume
of housing showed persistent signs of declining, the terms of FHA-insured
mortgages could at once be liberalized under existing law.

Taking a longer view, it is well to recognize that the housing industry
has become less vulnerable to recessionary influences and is less likely in
turn to contribute to economic instability, as the result of a number of in-
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stitutional changes during the past twenty years. The introduction of the
long-term, amortized mortgage, and the establishment of a system of mort-
gage insurance and guaranties, also the establishment of the Federal Home
Loan Bank System and of the Federal Savings and Loan Insurance Corpora-
tion, have greatly strengthened the home mortgage market. While facili-
tating the maintenance of high levels of residential building, they have also
provided more protection against possible economic setbacks.

CONSUMER EXPENDITURES

The influences determining consumer spending are many and, to a dis-
concerting degree, unpredictable. Such factors as personal income, liquid
assets, size and age of stocks of durable goods, new consumer credit, and the
repayment burden of outstanding debt must be included in any list of
elements governing consumer expenditures in 1954.

During the next four to six months, the disposable income of individuals—
that is, personal income after taxes—may well approximate the rate of the
last quarter of 1953. The cut in personal income taxes of about 10 percent,
effective January 1, may amount to about 3 billion dollars for 1954. Al-
lowing for an increase of 700-800 million dollars in employee and self-
employed contributions for old-age and survivors insurance, there will
still be a substantial net reduction in taxes, which will tend to act as a sup-
port to disposable personal incomes. Further support could come from a
moderate rise in Government transfer payments, such as unemployment
compensation and the pensions to elderly workers retiring from the labor
force in a more competitive market.

The proportion of income spent for consumer goods is of considerable
significance in the evaluation of the economic outlook. In terms of cur-
rent levels of disposable income, a change of 1 percent in the spending rate
means an increase or decrease of about 2.5 billion dollars in consumer ex-
penditures. The saving rate in the past three years has been exceptionally
high, averaging about 7.3 percent, compared with 4.5 percent in 1929
and an average of 4.3 percent in 1947-50 (see Chart 29). This suggests
that businessmen who push new or improved products, who produce estab-
lished goods at lower costs, or who practice more aggressive salesmanship,
will find that their markets are expansible.

The latest survey of consumer attitudes, made in October 1953 by the
University of Michigan Survey Research Center, indicates that the number
of consumers finding market conditions favorable for the purchase of major
durable goods is slightly larger than at the time of any other survey since
the outbreak of the Korean war. A cause of the more favorable view is
the belief that prices have been leveling off and will remain more or less
stable for some time. Although consumer attitudes may have changed
somewhat because of the recent slight drop in production and employment,
the results are significant in showing that American consumers are alert
to conditions favorable to the improvement of their living standards.
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CHART 29
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Favorable also for the maintenance of consumer demand is the large and
widely distributed volume of liquid assets. Personal holdings of currency,
bank deposits, shares in savings and loan associations. United States Gov-
ernment securities, and equities in trust funds exceeded 200 billion dollars
at the end of 1953. The effectiveness of liquid assets in maintaining con-
sumer demand in a period of readjustment will depend, of course, in part on
the amounts held by consumers whose incomes are curtailed, and in part
on the response of other holders to prices and other incentives to purchase.
Many consumers have virtually no resources as a cushion to a decline of
income; but it is a significant and encouraging fact that the holdings of
liquid assets have shown a tendency toward wider distribution in recent years.

One determinant of the level of consumption expenditures is the size and
burden of consumer debt. The heavy borrowing of recent years to finance
the purchase of homes and all sorts of durables has raised the ratio of debt
service charges to consumer incomes. Last year, the payment of interest
and required repayment of principal on mortgages and consumer debt
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amounted to about 15 percent of disposable income. In addition to debt
service, most consumers were paying premiums for private insurance or
pension plans, amounting to another 5 percent of disposable income in
1953. Other contractual obligations, such as contract rents and the operat-
ing costs of home ownership, claimed still another tenth of income. All told,
debt service, insurance premiums, and contractual costs of home operation
took about three-tenths of consumer incomes last year. This represented
a considerable increase over recent years, but was at about the pre-World
War II level.

It is well to note that the bulk of postwar borrowing for the purchase
of homes and durable goods has been undertaken by younger family units—
those with greater family pressures to buy, lower reserves for financing
expenditures, but more favorable income experience and better future
prospects. In a period of mild contraction of national income, the em-
ployment and incomes of this group are likely to hold up better than the
average.

An important influence on the volume of purchases of durable goods is
the level and age distribution of consumer stocks. Information available
for automobiles reveals that, despite the large demand for new cars in recent
years, about 27 percent of the passenger cars in use in mid-1953 were 10
years old or older, in contrast to 17.5 percent in 1939. Experts in the
industry generally agree that the volume of sales may well be smaller in
1954 than in 1953. However, if scrappage should amount to about 3.5
million units, a basis would exist for a level of sales in 1954 not much
below that of last year; for one may expect a moderate further growth
in the total number of motor vehicles in use, reflecting such factors as
an increase in the number of households and the popularity of suburban
life—which often creates a demand for more than one car even in families
with modest means.

The slackening in the rate of expansion of outstanding consumer instal-
ment debt in recent months has been the result of a moderate decline in the
rate of credit extended and a gradual rise in the rate of repayments-—devel-
opments that have been dominated by changes in automobile credit (see
Chart 30). A downturn in outstanding consumer debt during the next
few months does not seem unlikely. But in recent years consumers have
demonstrated a remarkable indifference to what business analysts have to
say. In our high-income economy, many millions of consumers may, on the
one hand, spend more than their income by drawing down savings or going
into debt or, on the other hand, spend appreciably less than their income and
still live well. This volatility of consumer markets is, however, a short-run
phenomenon. The urge to improve living standards exercises a strong
and fairly continuous pressure in our society.
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CHART 30

CONSUMER INSTALMENT CREDIT
BILLIONS OF DOLLARS BILLIONS OF DOLLARS

1950

SOURCE: BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM.

1953

GOVERNMENT EXPENDITURES

Federal expenditures for goods and services reached a rate of slightly
over 58 billion dollars in 1953. A moderate decline in Federal expendi-
tures may be expected in 1954. Most of the anticipated reduction will take
place in national security expenditures, which reached an annual rate of
51.8 billion dollars in 1953, but in addition a slight drop may occur in outlays
for nondefense programs. By mid-1954 these changes may bring the annual
rate of total Federal expenditures for goods and services about 2 billion
dollar below the rate at the end of 1953. Yet Federal expenditures will
continue to be a strong sustaining factor.

The small prospective decline in Federal expenditures will probably be
counteracted in large part by a rise in State and local purchases, which in
1953 reached a level of slightly over 25 billion dollars. (See Chart 31.)
In recent years the annual increase in these expenditures has been close to
2 billion dollars, and there is still an immense backlog of demand for schools,
highways, hospitals, and sewer, water and other facilities (see Chapter 10).
Public pressure for the expansion and improvement of local facilities is
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CHART 31
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mounting, and it seems entirely reasonable to expect that State and local
expenditures will continue to increase.

The financial situation of State and local governments is favorable to
a continued rise in their expenditures. State and local receipts have
increased by roughly 2 billion dollars a year in the postwar period, with the
total rising from 13.2 billion dollars in 1946 to almost 28 billion in 1953.
Preliminary estimates indicate that receipts and expenditures were in
balance during 1953. Further evidence of the financial strength of State
and local governments is the size of their cash and U. S. security holdings,
which reached 23 billion dollars in mid-1953. Some part of this amount
is committed, but the uncommitted portion is undoubtedly large relative
to current expenditures.

Despite the strong financial position of State and local governments,
the principal source of funds for additional capital outlays will have to be
from borrowing. The increase in State and local debt in the postwar
period has been substantial. However, the cost of carrying this debt has
not changed appreciably relative to total State and local expenditures.
Interest charges have increased moderately since 1946, but the requirements
on account of interest and debt retirement are not likely to be an important
impediment to bond financing in the near future. (See Appendix D.)

THE CONDITION OF AGRICULTURE

Agriculture, which is beset with more problems than any other major
part of our economy, will continue to be confronted in 1954 with problems
growing out of excessive supplies of some of the major farm products—
notably wheat, cotton, and corn. (See Chart 32.) By July 1954, the wheat
carry-over may be about 800 million bushels, more than three times its
mid-1952 level and well in excess of a year's domestic use. By August 1954,
the cotton carry-over may reach 9.6 million bales, also more than three times
its level two years earlier and the equivalent of a year's domestic mill
consumption. By October 1954, stocks of corn are expected to reach about
900 million bushels, nearly twice their 1952 level. Stocks of food fats
and oils, already at a record high, are expected to be moderately larger
by October 1954. The price-depressing effects of these stocks will, however,
be substantially offset during 1954 by Government price-support operations,
acreage restrictions, and other measures.

In recent months, agricultural prices have shown signs of stabilizing.
This has been true not only of the major crops moving under Government
price-support programs but of the unsupported prices of livestock products
as well. While export demand for farm products has fallen substantially
during the last year, it appears unlikely to weaken further during 1954.
Domestic demand for farm products continues to be a source of underlying
strength, with consumer incomes and food expenditures remaining near
record level.
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CHART 32
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If the domestic demand for foods and fibers continues at about its present
high level, average prices received by farmers should hold near to their
current levels during 1954 and cash receipts from farm marketings be
close to the estimated 31.2 billion dollars received during 1953. Production
costs may also show a further slight decline. Hence, the prospects are that
farm operators' realized net income will be close to its estimated 1953 level
of 12.5 billion dollars.

Even when measured in constant dollars, agriculture's financial assets
today are 94 percent higher than in 1940 and only 11 percent less than in
1947. Farm debts are now estimated to stand at only 11 percent of total
assets and 76 percent of total financial assets. Combining these facts with
those on income, it seems that, despite recent readjustments, American agri-
culture as a whole remains financially able to sustain a fairly good rate of
purchasing.

INTERNATIONAL DEVELOPMENTS

Large military expenditures abroad, particularly in the form of troop-
pay and offshore procurement, played a substantial part in other countries'
dollar earnings in 1953. The over-all level of these expenditures is not
expected to decline in 1954, in view of already existing contracts and
commitments.
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Although the moderate letdown in United States economic activity in
the second half of 1953 was accompanied by a slight decline in imports
during the closing months of the year, the recent and substantial increases
in the gold and dollar reserves and in the economic activity of other coun-
tries have somewhat improved the prospect that any moderate change in our
imports from them will not have a significant influence on our exports to
them.

BASIS FOR CONFIDENCE

It has been noted earlier that developments in the American economy
during the second half of 1953 were due largely to inventory adjustments.
A review in this chapter of the major fields of expenditure and of the
condition of agriculture suggests that outlays in most areas are likely to be
well maintained in the visible future. This justifies some confidence in
the view that the adjustments now in process will not initiate a cumulative
downward movement of the economy.

There are additional grounds for confidence. One of them is that our
financial institutions are fully capable of meeting all deserving credit
demands, and are in a condition successfully to withstand any strains to
which they may be exposed as a result of business readjustments. Credit
demands are not expected to tax the available supply of funds over the
coming months. Business loans generally decline seasonally in the early
months of the year. Nor do developments in the consumer credit field or
in the mortgage market suggest unusual levels of demand for funds. Com-
mercial banks are in a highly liquid position, with two-fifths of their large
holdings of Government securities maturing within one year, with their
indebtedness to the Federal Reserve System much reduced, and with in-
creased power on the part of the System to lend to individual banks or
otherwise augment their reserves, if this should be necessary. Similarly,
other financial institutions—insurance companies, savings banks, and sav-
ings and loan associations—are in a sound condition and equipped to meet
all reasonable demands in those areas of the market for investment funds
in which they function.

Many factors contribute to the strength and resilience of our financial
institutions. Broadly speaking, the reserves held by commercial banks
against potential losses on loans and investments are substantial, bank
capital has increased, and funds are readily available to member banks
from the Federal Reserve System, in case of need. Large segments of the
mortgage portfolios of banks and other lending institutions are insured or
guaranteed by Federal agencies. The ready availability of funds to all but
a small minority of depositors in commercial banks and savings banks, and
of the funds of most shareholders of savings and loan associations, is amply
protected by Federal insurance. From the viewpoint of its capacity to meet
the needs of the economy for credit and its ability to withstand the strains
that may be engendered by economic adjustments, our financial system was
never stronger.
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The prosperity of the past dozen years has not been characterized by
extensive speculative developments in the commodity, security, or financial
markets. There has been no manifestation of a dangerous speculative rise
in urban and farm land values, despite a record volume of residential
building. This has not been a period of reckless financial adventure, either
at home or abroad, such as characterized the twenties.

In evaluating the economic future it is also well to recall the structural
changes in our economy that serve to bolster consumer income as a key
support of prosperity. The social security programs supplemented by pri-
vate pension systems mitigate the effect of any decline in earnings. The
unemployment compensation system especially operates as a stabilizer, since
benefit payments rise while payroll tax receipts decline in a time of increasing
unemployment. The Federal tax structure, which is based mainly upon
individual and corporate income taxes for sources of revenue, also operates
in ways to cushion the effects of recessionary influences. As incomes move
downward, tax collections likewise decline—relatively more than incomes—
and thus help to sustain both consumer expenditures and business invest-
ment. In addition to rising social security payments and declining income
taxes, which serve to cushion economic decline, agricultural price supports
help to protect farm incomes.

NEED FOR ECONOMIC PREPAREDNESS

Impressive as are the factors which justify confidence that the current
settling of business activity will stay within relatively narrow limits, it should
be recognized that periods of readjustment always carry risks with them.
Continued imbalance could result in cumulative effects, as one sector of
the economy reacts upon another. Such reactions are partly psychological
in character, but they are nonetheless real. A relatively slight fall in the
level of activity, if interpreted as a harbinger of further declines, could lead
consumers whose incomes have remained unchanged to start curtailing their
purchases because they either fear a loss of income or hope for bargain prices
later. If businessmen regard the first dropping off in orders as an occasion
for curtailing their programs of capital investment, they could spread and
intensify the difficulties they fear.

These possible attitudes are illustrations of what are sometimes referred
to as psychological repercussions. Whether they take one form or another,
they could become impediments to smooth adjustment. To avoid the ad-
verse consequences that existing uncertainties might generate, the Govern-
ment should, and can, make clear its ability to face them and to take the
steps necessary to deal with them.
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