
Chapter 3

Economic Developments in 1956

AS THE YEAR 1956 OPENED, an expansion of some eighteen months'
- duration had carried total production, income, and employment to new

high levels. The over-all expansion proceeded at a more moderate rate in
the early months of the year, and the small rise in gross national product
was due to higher prices rather than to further increases in the physical
output of goods and services. The slowing down in the pace of the expan-
sion was largely attributable to reduced automobile sales and production,
lower residential construction, and smaller additions to inventories. Al-
though these downward movements persisted through the spring and
summer months, over-all business activity continued to advance because of
strength elsewhere, notably the rapidly rising volume of expenditures for
plant and equipment. In the final quarter automobile production and
sales turned upward, and additions to business inventories increased. The
result was a substantial rise in business activity which, combined with the

TABLE 1.—Changes in gross national product and its major components, 1954-56

[Billions of dollars, seasonally adjusted annual rates]

Item

Gross national product

Personal consumption expenditures.

Automobiles and parts.
All other expenditures..

Gross private domestic fixed investment..

Residential construction (nonfarm)-..
Other construction _
Producers' durable equipment

Change in business inventories

Net foreign investment

Government purchases of goods and services-

Federal (excluding Government sales) .
State and local

Fourth
quarter
19561

424 0

271.2

15.4
255.8

64.4

14.9
18.0
31.5

4.0

2.4

82.0

48.3
33.7

Change

Third
quarter
1954 to
third

quarter
1955

37.4

20.0

6.0
14.0

7.3

3.0
2.0
2.5

8.2

.9

.9

—1.1
1.9

Third
quarter
1955 to
third

quarter
1956

17.0

9.0

- 4 . 8
13.8

4.6

- 1 . 7
1.7
4.5

- 1 . 7

1.5

3.7

.6
3.1

Third
quarter
1956 to
fourth
quarter
19561

10.2

4.4

1.7
2.7

1.3

- . 6
—.1
2.0

2.0

.7

1.8

1.1
.7

1 Preliminary estimates by Council of Economic Advisers.

NOTE.—Detail will not necessarily add to totals because of rounding.

Source: Department of Commerce (except as noted).
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smaller increases earlier in the year, carried gross national product to an
estimated annual rate of $424 billion in the final quarter of 1956 (Tables
1 and 2). For the year as a whole gross national product was $412 billion.
About half of the increase of $21.5 billion over 1955 represented a gain in
real output, and the remainder reflected moderately higher prices. The
number of persons employed in 1956 averaged 65.0 million, an increase of
1.8 million above the preceding year. In view of the very high levels of
activity that had already been reached in 1955, the advance last year was
substantial (Chart 8).

T H E PATTERN OF THE EXPANSION

Foremost among the sources of strength in the economy during 1956 was
the continued expansion in outlays for new productive facilities. Capital
outlays rose to an annual rate of $37 billion by the end of 1956, almost
20 percent above the level prevailing a year earlier. The strength of
investment, which was particularly notable in expenditures on equipment,
was all the more remarkable since the increase came after a similar rise
during 1955. These unprecedented provisions for new and improved pro-
ductive facilities were the enterprise system's response to continued high
sales in most sectors, favorable long-term business expectations, rising funds
from depreciation charges, and competitive pressures to use new technologi-
cal developments.

TABLE 2.—Changes in production, employment, and personal income, 1954-56

Item

Percentage change»

Third
quarter
1954 to
third

quarter
1955

Third
quarter
1955 to
third

quarter
1956

Third
quarter
1956 to
fourth
quarter
1956 3

PRODUCTION

Gross national product (constant prices).
Industrial production

EMPLOYMENT

Total civilian employment3 _._
Nonagricultural employment3

Employees in nonagricultural establishments *
Employees in manufacturing establishments ~

PERSONAL INCOME

Personal income disbursements 8_.
Disposable personal income 6

13.8

4.6
4.5
4.5
6.0

8.0
7.8

1.1
.7

2.2
2.9
2.3
A

5.7
5.3

1.3
3.5

- . 5
.4
.9

1.9

1.9
1.7

i Quarterly changes based on seasonally adjusted data.
* Based on preliminary data for fourth quarter 1956.
* Based on Bureau of the Census data. See Table E-17 for definition.
* Based on Bureau of Labor Statistics data. See Table E-22 for definition.
8 Total personal income plus personal contributions for social insurance.
6 Total personal income less personal taxes.

Sources: Department of Commerce, Board of Governors of the Federal Reserve System, Department
of Labor, and Council of Economic Advisers.
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Capital outlays rose in virtually all branches of production, transporta-
tion, and trade. The increase during 1956 was most marked in manufac-
turing, followed by public utilities. Within manufacturing, producers of
automobiles^ chemicals, steel, and petroleum products accounted for most
of the gain. Investment by commercial enterprises continued to rise, but
at a much slower rate than during the preceding year.

Larger expenditures by State and local governments added substantially
to demand in 1956. State and local governments increased their spend-
ing on goods and services almost $3 billion, as outlays on schools, high-
ways, and various community facilities continued to rise. The expenditures
of State and local government units exceeded their revenues, and their
borrowings in the capital markets were again large. The Federal Govern-
ment's fiscal operations helped to moderate the inflationary pressures that
resulted from the larger volume of business activity. Although Federal
expenditures on goods and services were higher in the second half of the
calendar year, as was the sum of social security and other transfer payments,
tax revenues increased in response to the advance in private incomes and
yielded a surplus in both the conventional and cash budgets.

Growing foreign trade and investment was another expansionary factor.
Merchandise shipments abroad (excluding military aid transfers), which
comprised approximately three-fourths of our exports of goods and services,
were nearly $3 billion greater than in 1955 and at a record high of $17 bil-
lion (Table 3). Almost three-fourths of these shipments consisted of manu-
factured industrial goods, mostly finished goods. Export activity was
especially marked for a number of industries confronted by heavy domestic
demands; machinery exports rose about 24 percent and with iron and steel
products and chemicals accounted for about one-third of the $3 billion
increase. Expansion of bituminous coal exports provided an important
additional market for that industry.

Merchandise shipped to this country, which comprised almost two-thirds
of our imports of goods and services, rose more than $1 billion, to a new

TABLE 3.—United States exports and imports of goods and services, 1952—56
Excluding transfers under military grant programs

[Billions of dollars]

Year

1952
1953..
1954 . . -
1955
1956»

Exports

Total

18.1
17.1
17.9
19.9
23.1

Goods

13.3
12.3
12.8
14.3
17.0

Services i

4.7
4.8
5.1
5.7
6.1

Imports

Total

15.7
16.6
16.1
17.9
19.7

Goods

10.8
11.0
10.4
11.5
12.7

Services2

4.9
5.7
5.7
6.4
7.0

Export
surplus of
goods and
services 2

2.4
.4

1.8
2.0
3.4

1 Includes income on investments.
2 Includes income on investments and United States military expenditures abroad.

3 Preliminary estimates by Council of Economic Advisers.

NOTE.—Detail will not necessarily add to totals because of rounding.

Source: Department of Commerce (except as noted).
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CHART 8

Economic Activity, 1954-56
Economic activity rose in 1956 . . .
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high of nearly $13 billion. Half of our merchandise imports consisted of
finished and semimanufactured industrial goods. Larger inflows of such
items as structural steel, machinery, nonferrous metals and ferroalloys, and
iron ore and concentrates reflected the high level of our industrial activity.
Notable increases also occurred in imports of automobiles, paper, cotton
and woolen textiles, and, prior to the blocking of the Suez Canal, crude
petroleum.

The excess of exports over imports was made possible in part by greater
private capital investments abroad. These investments, which were almost
$1.2 billion in 1955, more than doubled in 1956. Most of the increase con-
sisted of investments in foreign branches and subsidiaries of United States
corporations in Canada, Western Europe, and Latin America. The volume
of sales of Canadian securities to United States investors was larger than in
1955. United States Government loans to foreign countries, and invest-
ments of foreigners in the United States, also increased. The net result
of all these transactions, with private remittances and nonmilitary Govern-
ment grants virtually unchanged, was an addition of almost $2 billion of net
foreign investment to gross national product.

Consumer expenditures on all goods and services continued to rise.
But the gains were not as large as during 1955, reflecting a smaller increase
in incomes and a greater volume of savings. A larger amount of tax pay-
ments further limited the gain in personal disposable income, which was
about $16 billion, whereas in 1955 the gain had been more than $20 billion.
Personal savings accumulated at an annual rate of $22 billion in the final
quarter of 1956, compared with less than $19 billion in the same period of
1955. Nonetheless, consumers in the final quarter of the year bought non-
durable goods at an annual rate more than $6 billion higher than a year
earlier, and added at a similar rate to their spending on services. They
also spent more on durable goods, with the exception of automobiles.

Outlays for automobiles and home building, which had risen to unusually
high levels through the third quarter of 1955 and had been a major expan-
sionary factor during that year, were a moderating influence in the economy
through most of 1956. That total economic activity could continue its
upward course when there was substantial downward pressure in these two
important industries was one of the notable features of the year.

In the third quarter of 1956, consumer and business purchases of auto-
mobiles, together with expenditures by automobile manufacturers and re-
tail dealers incident to changes in inventories, were one-third below those
in the same quarter a year earlier; in the fourth quarter, however, these
expenditures rose substantially. Consumer purchases of automobiles and
parts, after a decrease from an annual rate of $18.5 billion in the third
quarter of 1955 to $13.7 billion in the third quarter of 1956, increased to a
rate of about $15.5 billion in the last quarter, as new models were introduced.
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Housing starts, which had declined during 1955, continued generally
downward as home builders were faced with reduced availability of funds,
higher costs of land and construction, and more selective demand. Ex-
penditures for residential building followed a similar pattern, although they
declined more slowly, until their annual rate in the fourth quarter of 1956
was $2.3 billion below the peak rate in the third quarter of 1955. Despite
the relatively large declines in both housing starts and expenditures, 1.1
million dwelling units were built in 1956 and residential construction
expenditures were higher than in any year except 1955.

Additions to inventory played a less important part in the expansion of
1956 than in the recovery and expansion of 1954-55, although they re-
mained substantial. During the first half of the year, production was cut
back and inventories were reduced in a number of industries related to auto-
mobiles and housing. However, there were large increases of purchased-
materials inventories by durable goods producers generally, of work-in-
process inventories by manufacturers of producer equipment, and of stocks
of such nondurable goods as synthetic fibers, cotton and synthetic fabrics,
and gasoline. Total business inventory accumulation during the first half
of the year was at an annual rate of $3.8 billion, compared with $6.1 billion
in the final quarter of 1955. The over-all rate of accumulation was smaller
in the third quarter, as metal fabricating industries used up inventories
during the steel strike and automobile dealers further reduced their stocks.
This movement was reversed, however, in the closing months of the year,
when automobile manufacturers and dealers and some of their suppliers
rebuilt their stocks and manufacturers of producer equipment continued
their accumulations; these additions more than offset reductions in the rate
of inventory accumulation by most industries manufacturing nondurable
goods.

Changes in industrial production reflected the year's shifting pattern of
major demands (Table 4) . Early in the year, industries affected by lower
automobile sales experienced substantial declines. Lumber production
was adversely affected by the reduction in residential building. However,
industries that benefited from the high capital outlays expanded their
output almost without interruption throughout the year. The output of
the stone, clay, and glass industries, influenced by heavy nonresidential con-
struction demands, moved up moderately to a high in May. Production of
nondurable manufactures rose slightly during the latter part of the year,
after edging downward through July. Soft coal production rose 6 percent
above that in 1955 as a result of strong domestic and export demand. At the
year-end, the Middle East crisis led to new high output of domestic crude
oil.

Despite this diversity in individual industry experience, total industrial
production, which had receded slightly during the first half of the year

* and sharply in July as a result of the steel strike, advanced again in the fall.
At the end of the year, total output was 2 percent above that of December
1955 and at an all-time high.
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T A B L E 4.—Changes in industrial production, 1955—56

Industry

Industrial production

Durable manufactures

Primary metals __
Fabricated metal products...
Nonelectrical machinery
Electrical machinery
Transportation equ ipmen t -
Instruments and related

products _
Stone, clay, and glass

products
Lumber and products
Furniture and fixtures
Miscellaneous manufactures.

Nondurable manufactures

Textiles and apparel
Rubber and leather products-
Paper and printing
Chemical and petroleum

products
Foods, beverages, and

tobacco

Minerals

Coal
Crude oil and natural gas
Metal, stone, and earth

minerals

Index, 1947-49=100,
seasonally adjusted

December
1955

144

161

150
138
146
199
212

159

154
126
123
146

130

112
125
140

166

113

129

87
151

123

July
1956

136

148

*68
129
152
210
191

167

159
125
124
145

127

106
111
147

166

110

122

77
149

100

December
19561

147

166

149
138
154
217
219

173

159
120
120
143

131

107
120
148

169

113

130

80
155

129

Percentage change

December
1955 to

July 1956

- 5 5
- 7

4
6

-10

3
- 1

1

-2

- 5
-11

5

0

- 3

- 5
-11
- 1

-19

July 1956
to Decem-
ber 1956

12

119
7
1
3

15

0
- 4
- 3
- 1

December
1955 to

December
19561

i Preliminary.
* Steel strike.
Source: Board of Governors of the Federal Reserve System.

HIGHER EMPLOYMENT AND INCOME

The expansion of over-all business activity in 1956 created ample job
opportunities in most occupations, and incomes rose for all major groups
of income recipients (Chart 9) . Sizable employment gains were made in
trade, construction, finance and other services, public utilities, and State
and local governments. For the year as a whole, the gain in civilian employ-
ment was 1.8 million. Since agricultural employment declined more than
100,000, total civilian nonagricultural employment was about 1.9 million
greater than a year earlier. Average employment for the year reached a
high of 65 million.

In manufacturing, the production adjustments necessitated by the decline
in automobile sales and housing construction involved reductions in hours
of work and in the number of persons employed in the affected industries.
Most of the reductions in working force, however, were less than the de-
clines in output, since firms retained many of .their experienced workers.
Employment continued to increase in those industries in which output was
expanding, notably in machinery. Also, the employment of nonproduction
workers in manufacturing continued to rise appreciably during the year,
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CHART 9

Employment and Income, 1955-56

Increases in employment and wage rates . . .
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even in some sectors where production workers were laid off. For manu-
facturing as a whole, total employment by the end of the year had reached
a level above that at the end of 1955.

Unemployment remained relatively low throughout 1956. During most
of the year the average duration of unemployment was shorter than in 1955,
and unemployment for men with family responsibilities was low.

Improvements in income were widely shared among the major groups of
income recipients. Compensation of employees in the final quarter of the
year was approximately 6^4 percent above that received in the fourth
quarter of 1955. The largest relative gain was made by employees of
private nonmanufacturing concerns. Despite slightly lower hours of work,
average weekly earnings in manufacturing increased by $3.65, to $82.89,
in the final quarter of 1956. Total business and professional income
advanced almost 7 percent. Dividend payments remained large during
1956, and for the year as a whole were somewhat higher than in 1955.
Rental incomes fell slightly. Total personal incomes rose $19 billion,
compared with a rise of $23 billion during 1955.

DEVELOPMENTS IN AGRICULTURE

After declining since 1951, agricultural prices and income both increased
moderately during 1956. In the first six months, prices of farm products
moved distinctly upward, and about half of the increase was held during
the harvest months. Net realized farm income was about 5 percent higher
than in 1955 (Chart 10). After adjustment for the change in farm in-
ventories, net income was the same as in 1955, although it rose after the
middle of the year. There were further increases in the value of farm land
and in the net worth of farm proprietors.

Total farm output in 1956 was at a new high, despite conditions of
extreme drought in a region stretching from South Dakota to the Mexi-
can border. As yields per acre for some crops were the largest ever
recorded, the index of crop production was for the second successive year
at the peak that had been attained in 1948. The corn crop was the second
largest in history, produced on the smallest acreage in over 60 years, with
corn yields per acre at an all-time high. Soybeans, for which market
prospects were excellent, were produced in unprecedented volume. The
wheat crop was slightly larger than in 1955, but a little below prospective
domestic and export disposition. With carry-over stocks at excessive
levels, lower production of cotton, tobacco, rice, and feed grains other
than corn represented adjustments in the direction of a better balance
between output and market requirements.

Changes in output of livestock products also were for the most part in the
direction of needed adjustments. Hog slaughter late in the fall was below
the rate that had seriously depressed prices a year earlier. There were
large shipments of cattle at relatively firm prices. The prolonged rise in the
number of cattle and calves on farms apparently came to a halt. For milk
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CHART 10

Farm Income and Price Developments, 1950-56

Farm income stabilized/ after having declined since 1951. Farm

proprietors' equities remained roughly constant during 1952-56.
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and dairy products, the year was marked by a combination of higher prices,
larger output, near-record cash receipts from marketings, and reduction
in stocks.

Exports of farm products in the year ended June 30, 1956 were substan-
tially larger than in the preceding fiscal year; in terms of physical volume,
they were the highest in 29 years. Government export programs played an
important role in this increase in shipments. In addition, feed grains
benefited from an expansion in livestock numbers in Europe; tobacco, from
generally increasing consumer incomes and improved foreign exchange
positions overseas; oilseeds, from a short olive crop in the Mediterranean
countries; and wheat, from enlarged import needs in Northwestern Europe
to compensate for winter wheat lost in the 1956 freeze. Exports have con-
tinued to rise so far in fiscal 1956-57.

However, major problems of adjustment remain. Neither the volume
nor the composition of farm output has as yet been brought into proper
balance with combined domestic and export requirements. United States
carry-overs of a number of crops have continued to mount (Chart 11). For
certain key commodities, the excess of stocks is world-wide. The grain stocks
carried into the 1956-57 marketing year by the principal exporting countries
were higher than ever before. World carry-over stocks of cotton about
doubled between mid-1951 and mid-1956, and the proportion held in the
United States increased. However, the Commodity Credit Corporation
(CCC) has already sold more than 6 million bales for export in 1956-57,
and reductions in the domestic carry-overs of wheat and rice are also in
prospect for 1957.

Federal price-support activities were a major factor in sustaining farm
prices and income despite burdensome supplies. Of the 1955 crops, almost
half the rice and cotton, two-fifths of the grain sorghums and rye, and one-
third of the wheat were afforded direct price support by CCC loans and
purchases. The CCC investment in price-support loans and inventories
declined through the third quarter of the year, from a peak of $8.9 billion
reached in February, but losses realized in disposing of surpluses have been
running higher in the current fiscal year than in fiscal 1956. Price-
support levels for 1956 crops were raised in April above those originally
announced; dairy farmers in certain areas benefited from suspension of
seasonal price reductions under Federal milk-marketing orders; and special
purchase programs were undertaken for several perishable commodities in
exceptionally heavy supply. Government payments in excess of $235 million
under the Soil Bank Program made a sizable addition to farm income,
especially in the fourth quarter.

MOVEMENTS IN PRICES, COSTS, AND PROFITS

Prices of most commodities and services rose during 1956. Industrial
prices, which had begun to increase in the second half of 1955, continued
their upward movement into 1956. Prices of investment goods and semi-
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CHART 11

Carry-Overs of Selected Crops, 1952-57
Surpluses of cotton and rice are expected to be lower in 1957, but

increased carry-overs of corn and tobacco are in prospect.
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manufactured materials and components rose quite rapidly, reflecting heavy
pressure of demand relative to supply. Manufacturers' prices of consumer
goods advanced slowly. During the spring and early summer, however,
reduced outlays on automobiles and housing resulted in price declines for
a number of important raw materials and a pause in the upward movement
of prices of materials, components, and supplies. Prices of consumer
finished goods also ceased to increase. The only major group of industrial
commodities whose prices continued to rise during this period was pro-
ducer finished equipment, the demand for which was especially insistent
(Chart 12).

Although the advance in industrial prices ceased for a while, rising costs
became an increasingly pervasive factor. After the middle of the year, and
especially after steel prices were raised following the strike settlement,
industrial prices advanced again on a broad front. The combination of
heavy demands from the investment goods sector of the economy, rising
labor costs, and renewed advances in prices of many raw materials resulted
in price increases for a broad range of semimanufactured materials, com-
ponents, and supplies. And these price increases became cost increases to
producers of finished goods, many of whom were also experiencing rising
labor costs. The increase in machinery and equipment prices was accel-
erated; manufacturers' prices of consumer appliances, which had been
under severe competitive pressure for several years, were raised moderately;
and automobile prices increased with the introduction of new models. By
December, prices of producer equipment had risen 13 percent above those
at mid-1955, intermediate materials for durable goods manufacturing 10
percent, construction materials prices 7 percent, consumer durables 6 per-
cent, consumer nondurables 3 percent, and the average of all industrial
prices 8 percent.

Farm prices joined the advance of industrial prices during the first half
of 1956. Between December 1955 and June 1956 wholesale prices of farm
products increased 10 percent, and by September prices of processed foods
had risen 6 percent. Although these prices fell moderately thereafter, they
remained well above prices a year earlier. Thus, all three of the major
groups of wholesale prices—industrial, farm, and processed foods—contrib-
uted to an average rise in wholesale prices of more than 4 percent between
December 1955 and December 1956.

Reacting to developments in both the farm and industrial sectors, and
to the continued increase in rents and in costs of services, all major cate-
gories of consumer prices rose in 1956, the first significant general rise since
1952. After farm prices started to increase at the turn of the year, con-
sumer food prices moved up with a few months' lag. And prices of many
other consumer commodities, which had been stable or declining for sev-
eral years, rose gradually as retail distributors were confronted with higher
manufacturers' prices. By December 1956, the average of all consumer
prices was 2.7 percent above the average at the end of 1955 (Chart 13).
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CHART 12

Wholesale Prices, 1954-56
AH three major groups of wholesale prices rose in 1956.
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CHART 13

Consumer Prices, 1954-56

In 1956 prices of foods and other commodities joined the

rise of service prices and rent.
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The general rise in costs during 1956 was in response to high raw material
prices and advancing labor costs. Even though many raw material prices
receded somewhat from the peaks reached at the turn of the year, they
remained high throughout 1956. Wage and salary rates advanced during
the year in industries producing both finished goods and parts and com-
ponents, and also in many nonmanufacturing lines. For example, average
hourly earnings of production workers in manufacturing and building con-
struction rose 6 percent and in retail trade 4 percent. While the increases
in wage and salary rates were only slightly greater than those in 1955, the
improvement in productivity appears to have been substantially less. Thus,
wage and salary costs per unit of output, which had been stable during most
of 1955, rose significantly last year.

It would appear that the improvement in output per employee man-hour
which occurred in 1956 was not only less than the rise in 1955 but less than
the average recorded for the postwar period. Total employment is esti-
mated to have increased between 1955 and 1956 by about as much as the
physical output of goods and services. Even after account is taken of
changes in hours worked, only a very small gain in over-all productivity is
indicated. In interpreting these developments, however, it must be borne
in mind that productivity improvements are irregular from year to year
and vary from industry to industry. Nonetheless, the smallness of the 1956
gain contributed to the rise in unit labor costs and, in turn, to the increase
in prices.
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In some industries the 1956 rise in prices matched or more than matched
advancing costs; but in others, especially during the first three quarters of
the year, costs rose relative to prices, and profit margins fell. This cost-price
relationship contrasted with that which characterized 1955, when prices
generally rose more rapidly than costs and profit margins of most industries
recovered from their 1954 recession lows. The reduction of profit margins
in 1956 was especially noticeable in the motor vehicle, lumber, stone, clay,
and glass, and electrical machinery industries. The renewed rise in indus-
trial wholesale prices after midyear reflected in part an effort by many
sellers to preserve profit margins.

Total corporate profits before taxes fell from an annual rate of $45 billion
in the second half of 1955 to $43 billion in the first half of 1956 and, partly
because of the steel strike, to $41 billion in the third quarter. There are
indications that corporate profits improved substantially in the closing
months of the year, and that for the year as a whole they were slightly
larger than in 1955.

PRESSURES ON FINANCIAL RESOURCES

Financial markets were subject to continuous and heavy pressures in
1956. The financial requirements of business concerns increased sharply,
mainly because of the rapid rise in business capital outlays and to some
extent because of inventory accumulation and larger investment abroad.
At the same time, substantial demands for credit continued in other sectors
of the economy. Mortgage debt rose about $15 billion, an increase ex-
ceeded only in 1955. State and local governments issued more than
$5 billion in securities for new capital, only moderately less than in 1955.
Outstanding consumer credit rose about $3.4 billion, compared with an
increase of $6.4 billion in 1955 (Chart 14).

Two circumstances were primarily responsible for the strong demand of
business concerns for external funds. First, the internal funds available
to corporations in the form of retained earnings and depreciation charges
grew at a slower rate than plant and equipment expenditures and inven-
tory investment. A small decline in retained earnings, which occurred
because of higher dividend payments, was more than offset by rising depreci-
ation charges but not sufficiently to finance the increased expenditure re-
quirements. Second, as the year progressed, business concerns found it
increasingly difficult to finance expenditures by further reductions in their
holdings of liquid assets.

These conditions led to a substantial increase in corporate security issues
and to large bank borrowings by business firms. Despite a smaller volume
in the first quarter, new money security issues totaled $9.6 billion in 1956,
or $1.7 billion above 1955 (Table 5). The rise in corporate security offer-
ings was largely concentrated in manufacturing and mining, public utility,
and communications concerns. The reduced availability and higher cost
of funds in the capital markets led many concerns to resort to bank borrow-
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CHART 14

Demand for Funds, 1954-56
Business required large amounts of outside financing in 1956 . .
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TABLE 5.—Security offerings, 1953-56

[Millions of dollars]

Security 1953 1954

6,969

9,516

7,488
816

1,213

7,490

6,780

5,110
1,670

709

1955

5,977

10, 240

7,420
635

2,185

8,821

7,957

5,333
2,624

864

19561

State and municipal securities (principal amounts)

Corporate securities (gross proceeds) __

Bonds
Preferred stock..
Common stock.

New capital from corporate security offerings 2 .

New money

Plant and equipment.
Working capital

Other purposes..

5,558

7,083
489

1,326

8,495

7,960
5,647
2,313

535

5,409

10, 950

7,910
660

2,380

10,370

9,620
6,670
2,950

750

1 Preliminary.
2 New capital is net proceeds less amounts applied to retirement of securities.

NOTE.—Detail will not necessarily add to totals because of rounding.

Sources: Securities and Exchange Commission and The Bond Buyer.

ing to meet at least part of the requirements that would otherwise have been
financed on a long-term basis.

This large interim financing added to the usual working capital require-
ments led to heavy business demand for bank credit in 1956. Business loans
at commercial banks rose $5.5 billion, somewhat less than in 1955, but some
sectors of the business community, notably the capital goods industries, made
use of bank funds at a greatly increased rate. Borrowings of metal and
metal products companies from weekly reporting member banks were over
three times as much as in 1955, absorbing 39 percent of the increase in
loans to manufacturing firms and accounting for more than one-fourth of
the total rise in business loans at these banks. The increase in the borrow-
ings of petroleum, coal, chemical and rubber companies as a group exceeded
by more than 50 percent the increase of their borrowings in 1955. Loans to
public utility and transportation concerns also rose considerably. Borrow-
ings of food, liquor, and tobacco companies, which had been reduced in 1955,
increased substantially in 1956. Loans to commodity dealers also expanded.
Sales finance companies and construction firms reduced their bank borrow-
ings, in contrast to the sharp increases of the previous year. Real estate and
consumer loans by banks rose somewhat less than in 1955, reflecting declines
in residential construction and automobile sales. Security loans declined.
The net result of these divergent demands was an increase of about
$8 billion in the total loans of all commercial banks, following the increase
of nearly $12 billion during 1955 (Table 6).

To supply the funds needed to meet the demands, financial institutions
sold substantial amounts of securities, in many instances at a loss. Com-
mercial banks, whose reserve position was under continued pressure, reduced
their holdings of United States Government securities by about $3 billion,
following a reduction of $7 billion in 1955. Accordingly, liquidity consid-
erations became increasingly important in bank lending policy (Chart 15).
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T A B L E 6.—Changes in commercial bank holdings of loans and investments, 1953—56

[Billions of dollars]

Loans or investment

Loans (excluding interbank) and investments-

Loans (excluding interbank)

Business
Real estate
Consumer
Security _ _
Agricultural
Allother _

Investments

TJ. S. Government securities
Other securities _

Net change during

1953

4.1

3.4

- . 7
1.0
1.5
.4

1.0
.2

.6

.1

.5

1954

10.2

2.9

- . 3
1.7
.9
.2
.6

7.2

5.6
1.6

1955

4.6

11.6

6.4
2 4
2.3
.6— 7
.9

- 7 . 0

- 7 . 4
.4

19561

4.3

7.9

5.5
1 8
1.6

—.8

.1

- 3 . 6

- 3 . 1
- . 5

1 Preliminary estimates by Council of Economic Advisers.
2 Less than 50 million dollars.
NOTE.—See Table E-38 for data including interbank loans.
Detail will not necessarily add to totals because of rounding.
Source: Board of Governors of the Federal Reserve System (except as noted).

The sales of United States Government securities by commercial banks,
augmented by sales by insurance companies and mutual savings banks,
exerted considerable pressure on bond prices. The effect of these sales on
prices was moderated, however, by the use of the Federal budget surplus
to reduce the Federal debt, and by increased holdings of United States

CHART 15

Bank Loans, Investments, and Deposits, 1954-56

Bank loans continued to increase sharply in 1956, but investments

declined and demand deposits rose only moderately.
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securities by Government trust funds. In addition to proceeds from the
sale of securities, the supply of funds was enlarged by the rise in personal
savings.

The limited availability of funds relative to demand was also reflected in
the mortgage market, where downpayments on federally-underwritten
loans were increased and maturities were shortened as credit standards of
lenders became more exacting. Conventional mortgages claimed an increas-
ing share of mortgage investment funds, since their interest rates more
nearly reflected changing market conditions, whereas the rates on VA-
guaranteed and FHA-insured mortgages were fixed during most of the year
at 4 / 2 percent. Insured and guaranteed mortgages, accordingly, were
sold in the secondary market at increasing discounts from par.

Interest rates rose sharply in both the short-term and long-term credit
markets (Chart 16). The prime loan rate at leading banks was raised in
April and again in August; and the rate on new Treasury bills, which aver-
aged 1.753 percent in 1955, reached a high of 3.331 percent in the week
ended December 22, 1956. Yields on long-term Government and corporate
securities moved steadily upward, passing the 1953 peaks and continuing to
higher levels. Yields on high-grade State and local government bonds also
surpassed their 1953 highs. Although interest rates rose generally, the in-
crease was more pronounced in the short-term than in the long-term market,
with the result that the spread of yields between the shortest and longest

CHART 16

Bond Yields and Interest Rates, 1953-56
Interest rates rose sharply in 1956, particularly in the second half.
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maturities of United States Government obligations was narrower than at
any time since early 1930.

PUBLIC AND PRIVATE RESPONSIBILITIES IN

A HIGH-EMPLOYMENT ECONOMY

In view of the pressures on prices, costs, and financial resources, there
was clear need for continuing in 1956 the fiscal and monetary restraints
initiated in the preceding year. The Federal Government's major con-
tribution to this end was a budget surplus (Chart 17). This achievement
was the culmination of persistent efforts since 1953 to bring the Federal
budget into balance without impairing national defense or other essential
Government services. Total Federal expenditures remained below those
of 1953; their increase during the past year was held to modest proportions,
with the result that the larger tax revenues flowing from higher incomes
yielded a sizable surplus in the calendar year 1956. On a cash basis, receipts
of the Federal Government exceeded payments to the public by §5.5 billion,
against an excess of payments over receipts of $0.7 billion in 1955 (Table 7).
The gross public debt was reduced from nearly $281 billion at the end of
1955 to $277 billion, the first substantial decline in eight years.

These results were accomplished despite reductions in tax rates and other
adjustments of taxes that became effective in 1954, and in the face of neces-
sary increases of expenditures during 1956. They were made possible by
the postponement of reductions of corporate and excise taxes scheduled first
for April 1, 1955 and then for April 1, 1956. Without these postpone-
ments, Federal tax receipts would have been reduced about $3 billion a
year. While tax reduction should continue to have high priority, achieve-
ment of a budget surplus was of greater urgency under recent conditions.
Fiscal policies during the past year prevented the additional strains on
the economy that would have occurred if taxes had been cut and private
expenditures had increased further.

The intensive use of resources and upward pressures on prices during
1956 required a monetary policy designed to prevent an undue expansion
in bank credit. A large over-all expansion of bank credit would not have
resulted in a significantly higher national output, but would instead have
led to a greater rise in prices. In pursuing a policy of restraint, Federal
Reserve authorities maintained pressure on the reserve position of banks
through open market operations and discount rate actions. Because the in-
crease in bank reserves was relatively small, the rise in the total loans and
investments of commercial banks was held to about $4*4 billion, or 2.7 per-
cent; and the money supply (demand deposits adjusted and currency)
increased only about 1 percent.

The discount rates of Federal Reserve Banks were raised twice in 1956,
following four such increases in 1955. The rates were increased in April
from 2)/% percent to 2% percent at ten Banks and to 3 percent at two, and
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CHART 17

Federal Receipts and Expenditures, 1953-58

Budget surpluses have helped restrain pressures on financial

and productive resources.
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TABLE 7.—Consolidated cask statements of Federal and State and local governments,
calendar years 1952—56

[Billions of dollars]

Receipts or payments

Total Government:
Cash receipts
Cash payments-

Total cash surplus or deficit (-)_

Federal Government:
Cash receipts
Cash payments

Federal cash surplus or deficit (—)_

State and local governments:
Cash receipts _
Cash payments

State and local cash surplus or deficit (—)

1952

94.6

- 1 . 6

71.3
73.0

- l .C

21.7
21.6

.1

1953

93.3
99.2

- 5 . 9

70.0
76.2

- 6 . 2

23.3
23.0

.3

1954

93.2
95.1

- 1 . 9

- 1 . 1

24.7
25.5

1955

98.0
100.0

-2.0

71.4
72.2

- . 7

26.5
27.8

- 1 . 3

19561

108.9
105.1

3.8

80.2
74.7

5.5

28.7
30.4

-1.7

i Preliminary.
NOTE.—Federal grants-in-aid have been deducted from State and local government receipts and payments

since they are included in Federal payments.
Detail will not necessarily add to totals because of rounding.
Sources: Treasury Department, Bureau of the Budget, and Council of Economic Advisers.

in August the rate became 3 percent at all Banks. These increases re-
aligned the discount rate with market rates and exerted an independent
influence on the cost and availability of funds. Member bank borrowings
at Reserve Banks continued to be greater than excess reserves during 1956,
except for three weeks, although the volume of borrowed reserves tended to
decline in the latter part of the year (Chart 18).

In the course of the year it became increasingly apparent that tighter
credit conditions affected unevenly different sectors of the economy and
different types of businesses. New and smaller business firms appeared to
find it more difficult to satisfy their financing requirements than established
and larger concerns. Also, the changes in the cost and availability of credit
exerted especially severe effects on home building. Consequently, the
Administration took steps to moderate the adverse impact of credit strin-
gency in certain areas but sought to do this without impairing the effec-
tiveness of the general policy of credit restraint.

By early 1956 there was a distinct increase in applications to the Small
Business Administration (SBA) by qualifying small concerns that could not
obtain financing elsewhere. A supplemental appropriation of $20 million
to this agency's revolving fund was requested and approved by the Congress
in the fiscal year 1956. An additional $50 million was appropriated for the
fiscal year 1957. These actions enabled SBA to increase its lending to small
concerns. At the same time, efforts to increase the participation of private
financial institutions in the loan program of SBA were intensified.

Some of the restraints in the field of home building that had been initiated
in 1955 by Federal agencies were eased as the danger of local excess supplies
of new houses was moderated in most areas. In January, the maximum
maturity of Government-underwritten home loans was restored to the legal
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CHART 18

Member Bank Reserves, 1954-56

Member bank reserves rose slightly in 1956.
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limit of 30 years. In April and again in September, the Federal Home Loan
Bank Board relaxed its earlier limitations on ordinary borrowings by savings
and loan associations from the Federal Home Loan Banks. In September
the 1955 increase in minimum downpayments was revoked by the Federal
Housing Administration for homes appraised at $9,000 or less.

Additional actions were taken in the late summer to soften the cumu-
lative impact of the credit stringency. In its secondary market operations,
the Federal National Mortgage Association (FNMA) reduced the re-
quired subscription to its stock by sellers of home mortgages and raised the
price at which it issues advance commitments. By increasing the cash
proceeds from sales of mortgage loans, these measures facilitated access of
lenders to FNMA, whose purchases increased rapidly during the second
half of 1956. Finally, action was taken in December to help remove a
more basic impediment to home building and home financing. The maxi-
mum interest rate permitted on FHA-insured loans was raised administra-
tively to place them in a better competitive position in the capital market
and thus to encourage a greater flow of funds into mortgage investment.

Economic developments in recent years show the basic role that monetary
and fiscal restraints must play if the excesses that often accompany pros-
perity are to be avoided. At the same time, this experience suggests that
fiscal and monetary policies must be supported by appropriate private poli-
cies to assure both a high level of economic activity and a stable dollar.
When production, sales, and employment are high, wage and price increases
in important industries create upward pressures on costs and prices gen-
erally. To depend exclusively on monetary and fiscal restraints as a means
of containing the upward movement of prices would raise serious obstacles
to the maintenance of economic growth and stability. In the face of a
continuous upward pressure on costs and prices, moderate restraints would
not be sufficient; yet stronger restraints would bear with undue severity on
sectors of the economy having little if any responsibility for the movement
toward a higher cost-price level and would court the risk of being excessively
restrictive for the economy generally.

These are not acceptable alternatives to stable and balanced economic
growth. The American economy possesses the potentials for expansion
and improvement. If these potentials are supported by proper fiscal and
monetary policies on the part of Government, and by appropriate private
policies, our economy can achieve and maintain high levels of production,
employment, and income with stable prices.

T H E CURRENT ECONOMIC SITUATION

The level of economic activity was high as 1956 ended. Business capital
outlays were still increasing in volume. Nonagricultural employment and
payrolls were growing, and unemployment was low. Retail sales were
rising during the final quarter of the year. Foreign trade and investment
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remained high, and agricultural exports were particularly large. The steady
rise of expenditures by State and local governments was continuing, and
expenditures of the Federal Government increased moderately.

On the other hand, outlays for residential building, and the output of
some products dependent on it, were continuing their already extended
decline, although housing starts remained above an annual rate of 1 million
during the final months of the year. Prompted by persistent and heavy
competitive pressures, adjustments in output were being made by manu-
facturers of some of the major household appliances. The demand for
funds was generally heavy relative to the supply, and business concerns and
financial institutions were in a less liquid position as a result of the heavy
financing requirements they had met during the year.

Business inventories increased during the closing months of 1956, largely
reflecting additions to stocks by automobile dealers and manufacturers,
further acquisitions by the machinery and equipment industries, in which
output and sales were rising, and enlargement of stocks by steel users
generally. On the whole, however, inventories did not appear to be
excessive relative to sales.

How economic activity will move in the coming months cannot be con-
fidently foreseen, but the likely direction of movement of certain major
categories of expenditure and demand is suggested by facts now available.
First, present indications are that business capital outlays will rise moderately
during the months ahead. Orders for durable goods have been exceeding
sales for some time, so that unfilled orders, particularly those for industrial
and electrical machinery, have continued to rise. Surveys of business plans
for capital expenditure in 1957 also point to some further increase above
current levels. However, these surveys suggest a lower rate of increase than
in 1956. Some of the unusually large expansion programs begun a year or
two ago are scheduled to be completed this year. Financing considerations
have prompted the postponement of some projects. And further increases
in the output of capital goods will inevitably be limited by the fact that some
of the industries producing capital goods are themselves operating at or near
capacity rates.

Second, the long-extended increase in State and local government ex-
penditures—nearly $3 billion per year in recent years—can be expected to
continue as these units endeavor to meet the rapidly rising requirements for
their facilities and services. Federal spending also is expected to be some-
what higher during the calendar year 1957, because of defense needs and
obligations for essential civilian services.

Third, planned expansions in public projects, together with the large
capital outlays of businesses and increases in institutional building, favor a
high rate of total expenditure for new construction in the months ahead.
Home builders' plans for the new season, however, appear to have been
affected by the limited availability of mortgage investment funds, though
recent Government actions should help cushion the impact of credit re-
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straints on home building. The reduced supply of new homes tends to
create market conditions favorable to the absorption of additional
construction.

Fourth, while the factors influencing our markets abroad are complex
and diverse, foreign trade and investment on balance appear likely to remain
high.

Finally, the positive elements in the current economic situation augur
well for high employment which, combined with good earnings, should
provide consumers with the means to spend more in the months ahead.
The confidence of the American people in the strength of the economy
remains high, favoring continued large consumer expenditures. The per-
sistent drive of our people to improve their levels of living and their willing-
ness to work hard to achieve this purpose are important for the near-term
economic outlook as well as for the vitality of our economic system in the
long run.

Uncertainties are always present, however, and allowances must be made
for them. One of the most important stems from the present international
situation. A second relates to the movement of prices. While the moder-
ate upward drift of the price level may not yet have run its course, enlarged
output, improved productivity, and vigorous competition, supported by
appropriate public and private policies, can help counteract the forces
making for higher prices.

A third element of uncertainty pertains to the various factors that affect
the initiation of new programs of capital outlays by businesses. Although
there were indications of improvement at the close of 1956, profit margins
and total profits in many industries were reduced by rising costs. In some
cases, declining profits tend to accelerate capital outlays, as businesses seek
to reduce costs through the installation of more efficient productive facilities;
in others, capital outlays are adversely affected, as lower profits reduce both
the incentive and the financial ability to maintain or augment these expendi-
tures. Finally, while the flow of new savings available for investment should
remain large, meeting the prospective heavy private demands for funds and
those of State and local governments will continue to pose problems of tim-
ing and balance in the capital markets.

These and other uncertainties and problems which inevitably arise in a
dynamic economy present a challenge to Government and to individuals and
economic groups to meet their respective responsibilities for maintaining
stable economic growth. If all live up to these responsibilities, there are
grounds for confidence that the over-all prosperity which the Nation has
been enjoying will be extended into the months ahead, and that the capacity
of our economy to provide the high levels of employment, production, and
purchasing power envisaged by the Employment Act will be further en-
hanced. Favorable attention by the Congress to the economic program
outlined in the next chapter can make a major contribution to achieving
these objectives.
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