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I. Employment and Earnings
Recession and recovery in 1957 and 1958 were clearly reflected in the

Nation's labor markets. Employment declined sharply in late 1957 and
early 1958. Recovery began in May and continued through the end of the
year. Unemployment, which had increased to the highest levels since World
War II, declined significantly after August 1958. Unemployment benefits,
particularly in view of the longer duration of eligibility made possible by
special temporary legislative action, played a major part in counteracting the
reduction of wage income. Despite the fall of employment and the rise of
unemployment, wage rates and hourly earnings continued to advance.
Real weekly earnings declined through April, but recovered as the workweek
was lengthened and as prices stabilized. Though infrequent for most of
the year, labor disputes increased sharply in late autumn.

EMPLOYMENT

Total employment in nonagricultural establishments, as estimated from
employers' payroll records, began to recede in August 1957, and by April
1958 it had fallen by 2.4 million, seasonally adjusted. Four-fifths of the
reduction was in manufacturing, mining, and transportation, although these
industries account for only two-fifths of nonfarm employment. The decline
was halted in April, and employment began to rise moderately in May. The
expansion continued to the end of the year, although delayed in October and
November by labor disputes. In December, employment on nonfarm pay-
rolls was 50.7 million, an increase of 700,000 from the April low figure.

Part of the decline of nonfarm payroll employment during the recession
was due to less extensive dual jobholding and to reduced labor turnover,
as well as to the fall in the number of employed persons. Monthly esti-
mates of the Bureau of the Census based upon household sample surveys
indicated a drop of 1.3 million from July 1957 to April 1958 in the number
of persons having nonfarm wage and salary jobs as their primary activity,
compared with a total reduction of 2.4 million estimated by the Bureau
of Labor Statistics from employer payroll records. All of this difference
cannot be accounted for, but part of it is doubtless due to the fact that
persons holding two jobs, or moving from one job to another and therefore
receiving pay from more than one employer, are counted only once in the
household surveys but twice in the payroll records. The smaller decline of
the Census estimates thus in part reflects the lessened dual jobholding and
reduced labor turnover shown by other surveys.
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Employment began to recede in several important industrial sectors
before the general downturn in business that started after the middle of
1957. Moderate reductions commenced in the construction industry, in
transportation, and in nondurable manufacturing as early as the middle
of 1956, and in durable goods manufacturing after the end of that year.
However, until mid-1957, these declines were more than offset by con-
tinued increases in nonmanufacturing sectors, especially in trade, in State
and local government, and in financial and service industries. But in the
late summer of 1957, reductions appeared in mining, communications, and
trade, and the downward trend in employment in construction continued.

TABLE C—1.—Changes in nonagricultural employment since December 1956

[Thousands of persons, seasonally adjusted data]

Change

Major industry group

Nonagricultural employment: 2 . _ .

Manufacturing

Durable goods

Ordnance and accessories
Lumber and wood products (except furniture) _ -
Furniture and fixtures
Stone, clay, and glass products
Primary metal industries. _ _ ... . ._ _ .. . .
Fabricated metal products (except ordnance, machinery,

and transportation equipment)
Machinery (except electrical)
Electrical machinery. .. _ . ._. .._ . _ . _ _ . .
Transportation equipment
Instruments and related products... . ... _ ... .
Miscellaneous manufacturing industries

Nondurable goods

Food and kindred products
Tobacco manufactures-. _. . . _ . _ . .
Textile-mill products
Apparel and other finished textile products .
Paper and allied products
Printing, publishing, and allied industries . ._ .. . ..
Chemicals and allied products
Products of petroleum and coal. . . ._
Rubber products
Leather and leather products

Mining .
Contract construction
Transportation and public utilities

Transportation
Communication
Public utilities . .

Wholesale and retail trade

Wholesale trade -
Retail trade. . . . . . . - ... .

December
1956 to

July 1957

213

—217

-157

— 6
-29

0
— 16
-37

3
— 17

20
— 77

o
— 5

— 60

—39
-7

— 11
7

-3
14
-3

A

—6

17
— 70
-12

-32
14
6

122

59
63

Julv 1957
to April

1958

-2,410

— 1 633

— 1,327

—7
-68
— 40
-48

-252

-143
-244
-157
-302
-26
—40

—306

-32
-1

-87
-69
-19
-4

-30
-9

-28
-27

-105
-223
-273

-241
-29
-3

-318

-77
-241

April 1958
to Decem-
ber 1958 »

682

424

374

13
38
18
29

. 82

49
—23

56
98
7
7

50

—22
-3
11
31
3

-1
— 1
-4
13
23

-15
—74
-26

10
—36

0

50

-12
62

Finance, insurance, and real estate
Service and miscellaneous
Government . . . . .

Federal
State and local .

i 24
. 1 170

1 179

13
. 166

7 28
-43 94
178 201

-58 62
236 139

1 Based on preliminary data for December.
2 See Table D-22, footnote 1, for type of workers included.

Source: Department of Labor.
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By the fourth quarter, the contraction had become quite general, and
it was accelerating in most manufacturing industries, with particularly
sharp reductions in firms producing primary metals, transportation equip-
ment, and machinery. Steeper declines took place in the first quarter of
1958 in transportation and in construction. In financial and service in-
dustries, on the other hand, the hitherto steadily rising employment trend
merely leveled out for several months, and in State and local governments,
the strong employment uptrend was completely unaffected by the recession
(Table C-l).

Employment cutbacks were heaviest for hourly-rated production jobs in
manufacturing industries. The number of such jobs declined by 1.5
million, or 12 percent, from July 1957 to April 1958, while "nonproduction"
or salaried jobs declined by 100,000, or about 3 percent. The recovery of
manufacturing employment since late spring has been due almost entirely
to an expansion of production work; salaried employment has risen only
slightly since that time.

The occupational groups in general civilian employment that were most
affected by the recession were operatives and related workers, and crafts-
men and foremen (Table C-2). The employment of professional and
technical personnel, which has followed a strong upward trend in recent
years, continued to increase, rising by 400,000, or around 7 percent, between
1957 and 1958.

Contraction of employment was very rapid in the early months of 1958,
and was aggravated by especially unfavorable weather in February and
March. Some signs of recovery appeared in April, however, as the number
of jobs began to increase in construction and firmed in nondurable manu-
facturing. In late spring and summer, the recovery spread to durable
goods manufacturing, trade, and service and financial enterprises, and by

TABLE C-2.—Civilian employment, by major occupational group,
1947, 1957, and 1958

[Thousands of persons 14 years of age and over]

Major occupational group

Emplovment- - .. .-. . _ ..-

Professional, technical, and kindred workers
Farmers and farm managers
Managers, officials, and proprietors, except farm
Clerical and kindred workers
Sales workers - - -
Craftsmen, foremen, and kindred workers
Operatives and kindred workers
Private household workers
Service workers, except private household
Farm laborers and foremen
Laborers, except farm and mine

1947

57, 843

3,794
4,995
5,795
7, 200
3,394
7,754

12, 274
1,730
4,256
3,124
3,526

1957

65, 016

6, 468
3,329
6,703
9, 152
4,128
8,664

12, 530
2,098
5,534
2,730
3, 680

1958

63,907

6 893
3,128
6,727
9 124
4, 105
8,487

11 464
2,210
5,571
2 529
3,669

Change,
1957 to 1958

— 1, 109

425
— 201

24
— 28
—23

-177
— 1 066

112
37

— 201
— 11

Note—Annual figures shown above are averages of data for January, April, July, and October, since data
prior to 1958 are available only for these months. The data represent total employment of the civilian labor
force and, therefore, include proprietors and self-employed persons. See Current Population Reports,
Series P-57, Xo. 193, Table 15, for list of workers included in each group.

Detail will not necessarily add to totals because of rounding.

Source: Department of Commerce.
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August employment was expanding moderately in most of the principal
sectors of the economy.

Extensive work stoppages in the automotive and other hard goods manu-
facturing industries retarded the increase of employment in the final quarter
of the year. The number of employees involved in labor disputes, which had
remained very low until September, rose abruptly to more than 500,000 late
in that month, rose further to 525,000 in October, and was 300,000 in
November. These stoppages substantially afTected the recovery of employ-
ment in the final quarter of the year through their indirect effects on sup-
plying industries, as well as by their immediate impact on the workers and
firms directly involved.

Employment in agriculture, where trends are especially difficult to
estimate over short periods, appears to have been unaffected by the
recession. The Department of Agriculture estimates that total employment
on farms was virtually unchanged in 1958. The Census Bureau, using
different definitions and procedures, reports farm employment reduced by
6 percent from 1957 to 1958 (Tables D-17 and D-65).

UNEMPLOYMENT

Unemployment, which for two years had fluctuated narrowly around
2.8 million, or 4.2 percent of the civilian labor force, began to rise mod-
erately, after adjustment for seasonal factors, in the third quarter of 1957.
As employment fell more sharply toward the end of the year, and as the
labor force continued to grow, unemployment increased more rapidly and
in April 1958 exceeded 5 million. This high level of unemployment, sea-
sonally adjusted, persisted until September, when substantial reductions
began. By December 1958, unemployment had declined to 4.1 million, a
seasonally adjusted rate of 6.1 percent of the labor force.

The 4.0 to 4.4 percent ratio of unemployment to the civilian labor
force that prevailed from the summer of 1955 to the third quarter of 1957
was considerably higher than that which prevailed before the onset of the
1953-54 recession, and was somewhat higher than before the downturn in
1948. The reductions of employment in 1957 and early 1958 resulted^
therefore, in rates of unemployment higher than those reached in the two
prior recessions since World War II. However, both the recovery of
employment and significant reductions of unemployment commenced rela-
tively earlier than in 1949 or in 1954; in December, the rate of unemploy-
ment was not much different from that in the corresponding period of the
1948-50 recession and recovery, although still above the rate of the 1953-54
period.

A large part of the unemployed are a swiftly changing group, during
recession as well as in more prosperous times. Although total unemploy-
ment rose steeply from December 1957 to April 1958, an average of a
million or more previously jobless workers were able to find work each
month. However, about three-fifths of those unemployed in any month
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were still unemployed in the following month, and slower rates of hiring
and rising layoffs rapidly increased the number of those out of work 15
weeks or more, from 490,000 at the outset of the recession to 1.9 million
in April 1958. In September 1958, the recall of workers who had been
laid off in manufacturing industries brought the first significant reduction
of long-term unemployment. Substantial reductions, after allowance for
seasonal factors, continued in the final months of the year.

Because the decline in unemployment was most severe in durable goods
manufacturing and related industries, the impact upon the working popu-
lation was quite uneven. Of the total increase of 2.4 million jobless persons
from April 1957 to April 1958, by far the greater part were men, their
numbers rising by 1.7 million, or 93 percent. Men from 20 to 34 years of
age were especially affected, and the rate of unemployment for married
men living with their families—that is, for those most likely to be strongly
attached to the labor force—rose from 2.3 percent in July 1957 to.a peak
of 6.5 percent in March 1958. In the spring and summer, employment op-
portunities improved, and the rate of unemployment diminished for heads
of families to 4.8 percent by the end of the year. Unemployment among
women also rose substantially, but not to the same extent as among men.

Durable goods manufacturing industries accounted for about one-third of
the total rise of the jobless, and rates of unemployment among durable goods
workers reached 12 percent in April 1958; they were especially high in
industries manufacturing primary metals and transportation equipment,
rising to 13 percent and 14 percent, respectively. Large increases also
occurred in the railroad industry, in mining, and in construction. Service
industries, government, and public utilities were least affected.

The uneven effect of the recession on the different areas of the country
is shown by the statistics of insured unemployment (Table C-3). By April
1958, rates of insured unemployment were 7 percent or more in New Eng-
land, many of the Middle Atlantic and North Central States, and Cali-
fornia, and were more than double the rates in the previous year. In Mich-
igan, Ohio, and West Virginia, the rates had at least tripled. In several
Southern and Western States, however, insured unemployment remained
below 5 percent of covered employment. Of the Nation's 145 principal
labor market areas, the number having "substantial labor surpluses" in-
creased from 21 in July 1957 to 86 by July 1958 and then declined to 80
in November, according to surveys by the Bureau of Employment Security.
However, reduced unemployment and an improved employment outlook
were evident in ?1 labor market areas during the second half of the year.

More than four-fifths of nonagricultural wage and salary workers are
covered by the system of unemployment insurance. Consequently, benefit
payments increased rapidly during the recession and partially compensated
for the wage loss to the employee and his family. While the provisions of
the unemployment insurance system still fall short of the President's recom-
mendations, unemployment benefit payments rose from an annual rate
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TABLE C—3.—Insured unemployment under State and Federal employee programs,
April 1957 and April 1958

State

Insured unemployment'

Week
ended

April 13,
1957

Week
ended

April 12,
1958

Insured unemployment
as percent of covered

employment

Increase, Week
1957 to ended
1958 2 April 13,

19573

Weei:
ended'

April 12,
1958*

Thousands

United States 1,486

Alabama 23
Arizona 6
Arkansas 19
California 125
Colorado 6

Connecticut 21
Delaware 3
District of Columbia 5
Florida 13
Georgia _ 27

Idaho 5
Illinois 68
Indiana 37
Iowa 10
Kansas _ 11

Kentucky _ 37
Louisiana 16
Maine 12
Maryland 14
Massachusetts 57

Michigan 87
Minnesota 35
Mississippi 17
Missouri _ 31
Montana 9

Nebraska 7
Nevada — 3
New Hampshire 7
New Jersey 75
New Mexico 4

New York 184
North Carolina 46
North Dakota 4
Ohio 65
Oklahoma 14

Oregon _ 21
Pennsylvania ___ 167
Rhode Island 19
South Carolina 15
South Dakota 3

Tennessee _ 39
Texas.. 34
Utah 5
Vermont 3
Virginia 12

Washington 28
West Virginia _ 13
Wisconsin _ 24
Wyoming _ 2

3,333

48
13
30

325
14

63
7
9

35
52

7
178
93
17
20

67
30
30
48

124

297
57
24
65
13

16
153

7

223
28

32
347
27
24
3

62
80
11
6

32

52
52
53

4

1,877

24
7

11
200

8

42
4
4

22
25

2
110
56

210
22
6

33
4

2
4
9

78

215
22
2

158
15

11
180

8

Percent

3.7

4.4
3.1
7.1
3.5
2.1

2.8
2.4
1.2
1.9

4.8
2.5
3.3
2.5
3.0

7.8
2.9
6.0
2.0
3.7

4.5
5.4
7.3
3.3

3.5
3.8
4.9
4.9
2.9

3.8
5.6
6.3
2.5
3.6

5.9
5.1
7.6
3.9
3.7

6.1
2.0
2.7
4.0
1.8

4.5
3.7
2.9
3.3

8.1

8.3
6.4

1.1.2
8.6
4.3

8.1
5.5
1.9
4.5
6.7

6.1
6.4
8.2
3.8
5.2

14.0
5.2

14.3
6.5
7.9

15.2
8.6
9.2
6.5

10.5

4.2
9.0

11.0
9.7
4.7

7.8
7.9
8.3
8.4
6.9

8.5
10.6
10.6
5.7
4.0

9.2
4.4
5.6
8.1
4.4

8.1
13.6
6.2
6.8

1 Represents the number of unemployed workers covered by unemployment insurance programs who havo
completed at least 1 week of unemployment. Excludes territories.

2 Based on unrounded data.
s Based on average covered employment for 12 months ended June 1956.
4 Based on average covered employment for 12 months ended June 1957.
NOTE.—Detail will not necessarily add to totals because of rounding.

Source: Department of Labor.
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(seasonally adjusted) of $1.7 billion in July 1957 to $4.3 billion in April
1958, thus directly offsetting nearly one-third of the decline in total wage
and salary payments, and providing benefits for the laid-off employee aver-
aging $30 to $37 per week in the principal industrial states. Private sup-
plementary unemployment benefit plans, which raised the level of benefits
for the unemployed in certain industries, also helped to maintain incomes.

As in earlier recessions, the number of beneficiaries exhausting their
regular entitlement to benefits began to rise rapidly a few months after the
onset of recession. Starting at 82,000 per month in September 1957, these
exhaustions increased to a peak of 285,000 in July 1958. Legislation rec-
ommended by the President and enacted by the Congress provided, by
means of agreements with the States, for the payment of benefits for addi-
tional periods to persons still unemployed who had exhausted their regu-
lar benefits. States participating in the program, or otherwise extending
the duration of benefits, accounted for 70 percent of covered employment.
Unemployed persons claiming benefits under this temporary program
reached a maximum of 658,000 in August 1958, and then declined to less
than 400,000 by the end of the year. Extended unemployment benefit
payments amounted to approximately $390 million during 1958.

The months of recession also affected other social security and public
assistance programs, even though these are less closely related to employ-
ment trends than unemployment insurance. Total recipients of aid to
dependent children increased more sharply than in previous years. Cases
of "General Assistance"—relief provided from State and local funds where
applicants are not eligible for federally assisted programs—also increased
more in late 1957 and early 1958 than would be expected for seasonal
reasons.

HOURS WORKED AND EARNINGS

The average workweek of production workers in manufacturing indus-
tries declined moderately during the first half of 1957, and sharply from
September 1957 through February 1958. It then turned upward and
advanced through the rest of the year. Gross average hourly earnings,
which had leveled out at $2.11 in the final months of 1957, remained prac-
tically unchanged through April 1958, but then rose at a quickening pace
during the second half of the year, reaching $2.19 in December. Hourly
earnings, excluding premium pay for overtime, continued to rise through-
out the year. Average weekly earnings, reflecting both changing hours
and changing rates, declined from September 1957 to February 1958, but
by June they had recovered all of their lost ground, and at $88.04 in
December were $5.30 above earnings a year earlier. In terms of real
purchasing power, weekly earnings continued to decline through April
1958, but recovered sharply by the end of the year, as the workweek was
lengthened and as consumer prices stabilized.

The manufacturing workweek and the amount of overtime worked
began to recede early in 1956 from the high levels of 1955, and declined
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gradually until September 1957, when the contraction became sharper.
The low point was reached in February 1958 when average hours of work
were lower (seasonally adjusted) than at any time since World War II.
An upturn occurred in March, before the beginning of the recovery of
employment. This development is typical of periods of recovery. When
demand improves, production is first increased by lengthening the work-
week, and later by adding employees.

Reduced overtime tends somewhat to counteract, in recession periods,
the continued rise of basic wage rates. In February 1958, when overtime
had been minimized and the workweek was shortest, gross average hourly
earnings in manufacturing were 2.4 percent above the level of February
1957, while average straight-time earnings were 3.5 percent higher. The
continued rise in basic wage rates in 1958 is reflected in the index of hourly
earnings excluding premium pay for overtime and adjusted for interin-
dustry shifts of employment (Table C-4).

Reduced hours of work and less overtime, and the continued rise of con-
sumer prices, resulted in a persistent decline of real weekly earnings in 1957
and through April 1958, despite the rise of basic wage rates. However,
this tendency was reversed by the increase in hours of work and by the
tendency of prices to stabilize after the middle of 1958. By the end of the
year, real weekly wages had recovered nearly all of the ground lost since
the record rates of late 1956.

Pay rates of armed forces personnel, and of salaried civilian employees
of the Federal Government, which had been unchanged since early in 1955,
were increased by about 10 percent, on the average, during 1958. The
increases were made retroactive to January 1958 for civilian employees,

TABLE C-4.—Index of average hourly earnings, adjusted for overtime and inter-
industry employment shifts, selected periods, 1948-58 *

[1947-49=100]

Month

January
February
March

April... .
May
June _

July
August .
September

October
November
December .

1948

97.4
98.2
98.1

98.4
99.4

100.5

102.1
103.2
104.5

104.4
104.8
104.8

1949

105.4
105.3
105.5

105.9
105 9
106.2

106.5
106.1
106.4

105.8
106.2
106.5

1953

128.2
128.8
129.1

129.4
129 8
130.4

131.4
131.4
133.3

132.6
133.3
133.5

1954

134.3
134.2
134.4

134.5
135.0
135.0

135.1
134.8
136.3

136.3
136.4
136.3

1957

151. 3
151.7
152.4

152.6
153.1
154.0

154.5
155. 1
155.5

156.4
157.2
157. 6

1958

158.4
158.7
159.2

159. 6
160.1
160.4

161.1
160.9
161.fi

*16L4
» 162. 9
(3)

1 For production workers in manufacturing. See note below.
2 Preliminary.

j-3-Not available.

Average hourly earnings of production workers in manufacturing are affected by changes in pre-
-mium pay for overtime, by changes in the industrial composition of employment, and by other factors, as

ll as by general changes in hourly wage rates. This index excludes the effects of premium pay for over-
erindustry employment shifts, and better reflects the movements of wage rates. Employ-

industries are based upon average 1954 production man-hours.

DJBpiSStjjnent of Labor.
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resulting in lump-sum cash payments of about $332 million in June and
July. In all, about 3.4 million persons are receiving higher salaries under
this legislation, and the total rise of income amounts to about $1.4 billion
per year.

Faim wage rates, according to the index compiled by the Department of
Agriculture, increased by about 3 percent between July 1957 and July 1958.

COLLECTIVE BARGAINING DEVELOPMENTS

Basic wage rates, established in major collective bargaining situations,
continued to rise in 1958. As in 1957, the over-all average wage increase
was about 12 cents an hour, and increases were negotiated or put into
effect for 6.8 million workers—about 85 percent of those covered by major
collective bargaining contracts (Table C-5). Improvements of supple-
mentary benefits continued to characterize three out of every four settle-
ments.

TABLE C—5.—Distribution of employees receiving wage increases under major labor
agreements, 1956-58 *

Size of increase (cents per hour)

Employees receiving wage increases:

Number (millions)

Percentage distribution: Total

Under 5 cents
5 and under 9 cents ^ „ _ _ , ^ „ , . _
9 and under 13 cents ,. _ „ _ „ . „ _ ..„ _
J3 and under 17 cents
17 cents and over _
Not specified or computed. . _ _

1956

7.5

100

1
19
62
8
7
3

1957

7.6

Percent

100

2
21
30
38
5
2

19582

6.8

100

3
21
32
22
19
2

1 Includes cost of living, deferred, and newly negotiated wage increases received under collective bargain-
ing situations affecting 1,000 or more employees and coming to the attention of the Department of Labor.
Excludes construction, services, finance, and government.

2 Preliminary.
NOTE.—Detail will not necessarily add to totals because of rounding.
Source: Department of Labor.

At the outset of 1958, about 3.3 million employees were covered by labor
agreements providing for specified wage increases during the year, and in
most cases for cost of living adjustments as well. In addition, at least
one cost of living wage review was scheduled for about 1 million workers
before expiration of their contracts in 1958. Employees in the steel, alumi-
num, meatpacking, and railroad industries received total increases ranging
from 12 to 19 cents per hour, as a result of both deferred and escalator
adjustments. Automobile workers received total increases of approximately
13 cents per hour in 1958 under both old and newly negotiated contracts.
The continued advance of the consumer price index until August, and the
record number—4 million—of employees with wages subject to cost of living
escalator clauses, were major factors in the continued rise of wage rates.
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Wage increases were negotiated for 3.5 million employees in 1958. Ne-
gotiated increases tended, on the whole, to be slightly smaller than in 1957,
with 7 to 9 cents per hour being the most common, compared with 9 to 11
cents in 1956 and 1957. About 7 percent of workers affected by negotia-
tions received no wage increase.

After delayed negotiations, three-year settlements in the automobile in-
dustry were concluded with major firms in September and October. Wage
increases of 2.5 percent at 13-month intervals, extra increases for skilled
employees, continued cost of living adjustments, and improvements of sev-
erance pay, pensions, and supplemental unemployment benefits were pro-
vided. An agreement reached in the coal mining industry in November
increased wages by $2 per day, effective in 1959, and provided higher vaca-
tion pay and other benefits.
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II. Prices
Prices of most manufactured industrial goods in both retail and wholesale

markets have been fairly stable over the last 18 months. On the other hand,
prices of other types of goods—farm products, industrial raw materials,
foods, and services—have changed by relatively large amounts, some fluctu-
ating over a wide range and others rising steadily.

In wholesale markets, farm prices rose during most of the period of
contraction, and then declined in the last nine months of 1958. Prices of
industrial raw materials, on the other hand, moved in the opposite direction,
falling as economic activity receded and rising during the recovery. Re-
flecting these offsetting price movements and the stability of prices of most
manufactured goods, the wholesale price index has been roughly unchanged
since mid-195 7.

Prices of consumer services have continued to advance steadily; food prices
rose sharply in early 1958, and despite some modest declines in recent
months they have remained above 1957 levels. Together with higher
prices for new and used automobiles, these developments accounted for
almost all of the 2.6 percent increase in the consumer price index between
July 1957 and November 1958.

FARM AND FOOD PRICES

Farm prices rose irregularly throughout 1956 and 1957 from the ab-
normally low levels of the winter of 1955-56, and the rise was accelerated in
early 1958. During the first three months of 1958, wholesale prices of farm
products rose 9 percent above prices in the same quarter of 1957, while the
volume of marketings, particularly of price-supported crops, rose 5 percent.
Marketings of livestock, however, were smaller than in the preceding year,
and unfavorable weather during the winter and early spring reduced the
supply of fresh fruits and vegetables. Although the maintenance of con-
sumer income undoubtedly contributed to the rise in food prices during the
recession, these changing supply conditions played the major role. As food
supplies increased in the summer and fall of 1958, food prices declined;
nevertheless, they remained above 1957 levels. During most of the period
of rising farm prices, marketing margins continued to advance. The higher
manufacturing, transportation, and distribution costs resulted not only from
higher wage rates, freight charges, and the like, but also from the costs
incurred in continually adding to the quality, variety, and "built-in" services
incorporated in prepared and packaged foods. A large part of the rise in
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margins came in the second half of 1958, when the fall in farm prices was
accompanied by a much smaller decline in food prices. In November,
retail food prices were still about 2 percent above mid-1957 levels.

CONSUMER SERVICES

Ever since World War II, prices of consumer services have been rising
steadily, through economic expansions and contractions. They have in-
creased not only absolutely but also in relation to prices of commodities.
Because of their relatively small rise during the war years, however, the
increase since then has only recently brought service prices, excluding rent,
back to their 1939 relationship to nonfood commodity prices. Rents are still
well below their prewar relationship to other prices. While the prewar
relationship between prices of services and other prices is not necessarily
normal for the current period, some of the relatively sharp increase in prices
of services during the past ten years may reflect an attempt to achieve in
these industries the real income gains attained earlier in other segments of
the economy.

Consumer services cover a wide variety of economic activities, ranging
from the highly industrialized and regulated public utilities to domestic
service. They also include such items as real estate taxes and property
insurance premiums, which have little immediate connection with the state
of business activity. It is not surprising, then, that there have been signifi-
cant differences among the various categories in the timing and magnitude
of price changes.

Prices of services provided by the regulated public utilities tend to adjust
to inflationary pressures with some time lag. During the nine months
following the conflict in Korea, for example, when other prices were rising
sharply, prices .of most of these utilities increased moderately. In the
succeeding two years, on the other hand, they rose fairly rapidly while
commodity prices were falling. Similarly, the prices of this group of services
advanced quite gradually from 1956 to mid-1957, but since then they have
risen at a much more rapid rate. The recent increase is more a delayed
reaction to cost increases that occurred earlier than a reflection of inflation-
ary forces currently at work. Since the end of World War II, prices of
some of these services—gas, electricity, and telephone—have risen substan-
tially less than prices of other services. A major reason for the smaller
increase is that these services are very highly industrialized and have
achieved substantial efficiencies of operation through large investment pro-
grams, rapid expansion of operations, and the introduction of new technol-
ogy. Certain other utilities, particularly local public transit, although rela-
tively large users of capital equipment, have faced problems peculiar to their
industry, which have tended to raise their costs and prices even more than
for services in general.

For another large group of services included in the consumer price
index, prices are influenced by governmental and administrative factors not
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closely related to the current state of the economy. The most important
items in this group are real estate taxes, auto registration fees, postage rates,
mortgage interest, and automobile and property insurance premiums.
Some of these items have been included in the consumer price index only
since December 1952. Since then, prices for this group have risen faster
than service prices generally. While property taxes, insurance rates, and
other items of a similar nature tend, in the long run, to be influenced by
general economic conditions, the specific timing of changes is usually deter-
mined by noneconomic considerations.

For consumer services other than the regulated utilities and the mis-
cellaneous group discussed above, a common characteristic is that a large
part of their total cost is payment for labor services. They normally
cannot achieve the efficiencies made possible by heavy capital investment
and new technology to the same extent as the commodity producing and
public utility industries. For this group of "other" services, prices have
risen steadily since the end of the war, and substantially more than the
prices of services provided by the regulated utilities. In many instances,
an advance in prices for this group when other prices are stable reflects an
adjustment of wages and salaries to increases in living costs which occurred
at some earlier period. Also, wage and salary gains often lead to cost and
price increases in many of the service industries, in contrast to the industrial-
ized sectors where there is greater opportunity for wage and salary increases
to be offset by improvements in productivity.

Taken altogether, service prices, excluding rent, rose 3.9 percent between
mid-1957 and mid-1958, and another 0.7 percent in the second half of 1958.
Since March of last year, however, the rate of increase has been somewhat
slower than during most years since the war. Rent has risen about 2.5 per-
cent in the 18 months since the middle of 1957. While this is about the rate
of increase which has persisted since 1953, it is well below the annual in-
creases of 4 to 5 percent in earlier postwar years.

INDUSTRIAL MATERIALS

A number of important crude or slightly processed materials used by
American industry, such as lead, zinc, copper, tin, and natural rubber, are
supplied in whole or in part from abroad. In most instances, the United
States purchases a significant part of the world supply, but other industrial
nations are also heavy buyers. Hence, prices of these materials were deter-
mined during the recession not only by the course of economic activity in the
United States but also by the leveling of industrial production and the reduc-
tion in inventory purchases by other industrialized nations. Prices of these
materials have also been affected in recent years by the termination of large-
scale stockpiling, and by supplies from new sources which have been de-
veloped since the post-Korean defense mobilization began. The changes in
industrial production and inventories in the United States were, nevertheless,
major factors determining the movement of prices of crude and slightly
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processed materials, not only prices of domestic materials but also those of
foreign supplies on which the United States relies heavily.

Prices of this group of commodities tend to be much more volatile than
those of fabricated materials. After reaching a peak in December 1956,
prices of crude materials, exclusive of farm products, declined irregularly to
mid-1957, as industrial production leveled and purchases for inventory
receded. In the succeeding nine months, the decline was more rapid, as
industrial consumption of materials decreased sharply and inventories were
reduced. Prices moved upward in the summer of 1958, shortly after indus-
trial production began to recover. Since stocks of copper, lead, and zinc had
risen during the recession, the increased consumption of these materials
was at first achieved by drawing down inventories; subsequently, purchases
from primary producers increased. Later in the year, the restoration of
tariffs on copper and the imposition of import quotas on lead and zinc
strengthened the tendency for the prices of these commodities to rise. Prices
of steel scrap, rubber, and tin also advanced sharply as the recovery pro-
gressed. Prices of crude and slightly processed industrial materials as a
whole began to rise in June, and by the end of the year they had almost
reached the level recorded prior to the recession.

SEMIFINISHED AND FINISHED PRODUCTS

With some notable exceptions, prices of fabricated industrial products
(intermediate materials and finished goods) changed little during 1958
(Table C-6). Prices tended to decline in the first half of the year, but
subsequently they rose enough to erase these declines. Prices of steel and
of many intermediate steel-using products advanced significantly in both
1957 and 1958. Steel prices were raised on the average by 4.2 percent in
July 1957 and by 2.6 percent in August 1958. Both price increases were
put into effect shortly after substantial upward adjustments of wage rates
in the industry. On the other hand, prices of nonferrous metal products,
along with those of basic copper, lead, and zinc, declined during the reces-
sion. Although prices of these products have increased in recent months,
they are still below their pre-recession peaks. Prices of building materials
were relatively stable during 1956 and 1957 and then declined slightly in
early 1958. In the second half of the year, however, the rapid increase
in residential building and in public construction was accompanied by a
recovery in the prices of construction materials. Prices of semifinished
nondurable commodities, which had risen only moderately during the over-
all price advance in 1956 and 1957, fell throughout 1958. For all inter-
mediate materials, components, and supplies as a group, prices at the end
of 1958 differed little from those prevailing at mid-195 7. A small rise
occurred in the last half of 1957, a modest decline during early 1958, and
an equally modest recovery in the latter part of the year.

During the two years preceding the recession, prices of machinery and
equipment rose 15 percent, the sharpest increase for any major group of
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TABLE G—6.—Changes in wholesale price indexes since June 1955

Commodity group

All commodities.

Farm products
Processed foods _
Other than farm products and processed foods

(industrial) _

Crude materials *_

Intermediate materials, supplies, and compo-
nents3

Materials for durable manufacturing.
Materials for nondurable manufacturing...
Components for manufacturing
Materials and components for construction.

Finished goods:

Producer finished goods
Consumer durable goods _
Consumer nondurable goods (other than

food).

Special index: All manufactured products

June 1955
to

July 1957

7.2

1.1
3.2

8.7

11.3

9.0

12.1
3.3

15.7
7.3

15.2
6.8

4.5

8.0

Percentat

July 1957
to

December
1957

0.3

-.2
.2

.3

-7.3

.2

.3

.0

.7
-.3

2.5
1.8

.4

.4

je change

December
1957
to

June 1958

0.6

3.2
5.7

-.6

—1.2

-1.0

-.8
-1.2

.1
-.6

-.1
-.2

-1.4

.3

June 1958
to

December
1958>

0.0

—5.1
-4.1

1.5

4.8

1.0

2.4
.0
.9

1.5

1.3
1.2

1.0

.4

1 Based on preliminary data for December 1958.
2 Excludes a number of partially processed materials, such as copper, lead, and zinc, which are discussed

in the text along with crude materials. In this table, these materials are included in intermediate materials,
supplies, and components.

3 Includes groups not shown separately.
Source: Department of Labor.

finished products. Even during the last half of 1957, when machinery orders
and sales were falling rapidly, prices advanced another 2l/z percent. After
November 1957, prices stabilized and remained so for most of 1958. Late
in the year, however, there were a number of small increases on particular
lines of equipment, notably agricultural and construction machinery.

With the principal exception of automobiles, the average increase in
prices of finished consumer goods, at wholesale and retail, was slight in the
past 18 months. Prices of new automobiles were raised in 1957 and 1958
when new models were introduced. However, a comparison of published
indexes at the end of 1958 with those in mid-1957, covering changes for two
model years, tends to exaggerate the increase, since discounts were larger at
the beginning of this period than at the end. The changes in prices of con-
sumer goods, both as published and as adjusted to eliminate the essentially
seasonal changes in prices of automobiles, are shown in Table C-7. The rise
in prices of used cars was particularly marked in the past 18 months, con-
tinuing the advance begun in the period of very low prices in early 1956.
Over the past three years, almost half of the 9 percent increase in the prices
of consumer durable goods was due to the rise in prices of new cars, and
another third to the rise in prices of used cars.
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Prices of appliances, which had fallen for many years, continued to de-
cline after mid-1957, but the decreases tended to be small. Furniture prices
also fell slightly; apparel prices declined after a moderate seasonal in-
crease in late 1957; and prices of gasoline, fuel oil, and textile house-
furnishings moved lower. On the other hand, increases occurred in prices of
tires, prescriptions and drugs, cigarettes, newspapers, soaps and detergents,
and many other miscellaneous products. On balance, as can be seen from
Table G-7, when automobile prices are excluded, the indexes of prices of
consumer durable and nondurable commodities advanced very slightly.

TABLE G-7.—Changes in consumer price indexes since 1957

Item

Ml items

Food
Other commodities

Durable goods _

New automobiles .... _ ..
Used automobiles
Other durable goods 8

Appliances .
Furniture and bedding

Nondurable goods

Services including rent -

Relative
importance

in index,
December

19571

100.0

28.6
36.4

13.6

3.0
1.6
9.0

3.1
1.7

22.8

34.2

Percentage change,
July 1957 to

November 1958

Based on
published

data

2.6

1.7
2.0

4.3

13.6
9.0
.7

4-1.9
4 -.9

.7

4.0

Based on
adjusted

data 2

2.5

1.7

3.4

9.3

1 Detail will not add to total because a small number of items could not be allocated to any individual
group.2 Indexes for July 1957 for groups containing new automobiles were adjusted to eliminate, so far as pos-
sible the effect of changing discounts during the model year.

3 Includes groups not shown separately.
4 Change from June 1957 to September 1958.
Sources: Department of Labor and Council of Economic Advisers.

The index of prices of consumer goods rose 2.6 percent, mainly be-
cause of increases in the prices of three groups of items—foods, services,
and automobiles. The over-all index of wholesale prices, in contrast,
changed very little in the recession and during the recovery to date. This
index includes prices of very few service items, but it does include prices of
industrial raw materials. In general, the prices of these materials moved
in the opposite direction from prices of farm products and processed foods,
falling in the early part of 1958, when farm prices were increasing, and rising
in the latter part of the year, when farm prices were declining. Price
changes in these two major groups tended to offset each other, while prices
of semifinished and finished industrial products moved within a very narrow
range. The rise in the consumer price index relative to the wholesale price
index therefore reflects not an increase in retail margins, but rather the
substantially different composition of the two indexes.
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COMPARISON OF DOMESTIC AND FOREIGN PRICE DEVELOPMENTS

The United States was not the only country to experience an increase in
the general level of prices during the past several years (Table C-8).
In fact, the average change in United States prices between 1953 and 1957
was somewhat less than the change in many Western European countries,
though nearly as much as in Germany and Italy. In the United States,
wholesale prices of nondurable goods and of farm products behaved in sub-
stantially different fashion from those of durable industrial products. De-
spite their rise in 1956 and 1957, farm prices in the United States were lower
at the end of the 1953-57 period than at the beginning, while in most West-

TABLE C-8.—Price changes in the United States and selected other industrial nations,
1953 to 1957

Price series

Gross national product deflators: 1

Total

Consumption
Gross domestic fixed Investment- .

Producers' durable equip-
ment ..

Consumer price index:

All items

Food

Selected wholesale price indexes:

Textile products
Building materials
Machinery _

Index of prices received by farmers

Percentage change, 1953 to 1957

United
States

9

6
15

17

5

2

-4
9

21

-6

United
King-
dom

16

14
14

14

16

5

2
13
15

2

France

11

11
13

7

»6

33

4
7

(2)

15

Ger-
many.
Federal

Republic

9

7
11

5

6

9

3
(')

6

16

Italy

8

8
8

6

10

11

-1
3

(2)

« 6

Norway

21

14
13

(8)

i2

13

(2)
11
4

15

i Implicit deflators for gross national product and specified components. For Germany (1956-57) and
France (1953), deflators for producers' durable equipment were not available; estimates, based on other data,
were used.

* Not available.3 Based on data for Paris only.
< Based on wholesale price index of farm products.
Sources: Based on data from various agencies of the U. S. Government and international organizations.

ern European countries they had increased substantially. Prices of many
nondurable goods in the United States also were more stable than those
abroad, and prices of most consumer goods rose less than in Western Europe.

The increase in prices of durable goods for industrial use, on the other
hand, seems to have been greater in this country, both relative to other
prices here and to prices of similar goods produced abroad. Prices of
machinery and equipment rose at a particularly rapid rate; scattered evi-
dence from a comparison of prices of processed durable materials indi-
cates that the rise in prices in this country was greater than the increase
abroad. The over-all price behavior in the United States, compared with
other industrial nations, thus conceals significantly divergent trends among
different commodity groups.

97

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



III. Agriculture
For American agriculture, 1958 was a year of exceptionally favorable

weather and marked prosperity. Outstanding developments were record
yields and output of many crops, increased livestock prices, and a sharp rise
in farm income. The demand for food remained strong throughout the
year as personal incomes fell only moderately and briefly. The food com-
ponent of the consumer price index averaged 4 percent higher than in 1957
as farm prices and the cost of marketing services rose about equally. Also,
exports of farm products remained high, although they were smaller in
the fiscal year 1958 than in 1957. Still, domestic and foreign demands were
again not large enough to absorb the output of many crops.

Agriculture's remarkable productivity, aided by favorable weather,
resulted in record crop output even though the acreage planted was the
smallest in many years. As a result, the two-year decline in price support
activity ended, and Federal expenditures for the stabilization of farm prices
and incomes are expected to be a record $5.4 billion in the fiscal year 1959.
Despite continued intensive efforts to dispose of surplus commodities, the
value of farm commodities under loan and in inventories of the Commodity
Credit Corporation (CCC) by mid-1959 may exceed the 1956 peak. Price
support commitments now made on 1959 crops suggest high expenditures
again in the fiscal year 1960, if production in 1959 is near the average
of recent years.

LEVEL AND SOURCES OF FARM INCOME

Realized net income of farm operators in 1958 was $13.0 billion, 20 per-
cent more than in 1957 and the highest since 1953 (Table D-64). Delayed
marketings of 1957 crops, chiefly feed grains and cotton, contributed more
than $400 million to the increase in 1958. Total net income including
inventory change was $13.2 billion, 14 percent higher than in 1957. Pro-
duction expenses increased 5 percent, as feeder livestock prices, wage rates,
prices of farm machinery and motor vehicles, and taxes rose. Farm people
earned more than $6 billion from nonfarm sources so that their average
per capita income from all sources exceeded $1,000 for the first time.

The rise in farm output and income in 1958 contributed to enlarged
expenditures on farm machinery, and thus to a greater productive capacity.
Also, the living standards of farm families continued to improve as a
result of gains in income. In addition, the increased farm expenditures
helped to moderate the business decline and to speed recovery. However,
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many farm people did not share in the gains in 1958, and they still have
very low incomes. Wide differences in productive assets per farm and in
alternative employment opportunities continue to lead to large income dis-
parities among farmers and to considerable diversity in the problems faced
by farm people.

Farms with annual gross sales of more than $2,500 represent only about
45 percent of all farms but produce nine-tenths of all farm products sold.
Operators of these farms earn most of their income from farming; they
are the chief beneficiaries of public expenditures for agricultural credit,
conservation, and price support programs; with the public, they share in
the important benefits of agricultural research. Per family average income
from all sources for the 2.2 million farms in this group has been compara-
tively high (Table C-9). Large differences exist within the group, however;
in 1954, 28 percent of all farms in this group made 64 percent of the group's
sales of farm products.

TABLE C-9.—Number of farms and average income of farm families, 1947 and 1952-56

Year

1947

1952
1953
1954

1955
1956

Farms with sales of more than $2,500 per year

Number
(thousands)

2,140

2,138
2,158
2,180

2,196
2,213

Average income '

Total

$5, 716

6,189
5,655
5,528

5,417
5,415

Farm

$4,969

5,104
4,530
4,363

4,123
4,033

Off-farm

$747

,085
,125
,165

,294
,382

Farms with sales of less than $2,500 per year

Number
(thousands)

3,733

3,283
3,150
3,021

2,889
2,751

Average income l

Total

$2,359

2,816
2,706
2,691

2,806
2,925

Farm

$1, 114

1,086
937
881

806
789

Off-farm

$1,245

1,730
1,769
1,810

2,000
2,136

i Farm-operator family.

Source: Department of Agriculture.

Families on the 2.8 million low-production farms with annual sales below
$2,500 earn little income from farming, but their off-farm income is com-
paratively large (Table C-9). Again, there is a wide range within the
group. On many of these farms, the operator has little supplementary
employment, and farm sales are his major source of income. However, the
number of these farmers who are finding off-farm jobs is growing.

About 1.5 million part-time and residential farmers make up the re-
mainder of the low-production group. Gross sales of these units are very
low since farms are small, and many of the farm operators have off-farm
jobs. Only 2 percent of all sales of farm products are made by part-time
and residential farms, which comprise nearly one-third of all farms. Clearly,
the welfare of the families on low-production farms is more closely linked
with the expanding nonfarm sector of our economy than with agriculture
as such.
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FINANCIAL POSITION

The financial position of agriculture, which was already strong, con-
tinued to improve in 1958. Farm debt increased somewhat, but farm
assets rose by a larger amount, as the stock of machinery, the number an<i
value of livestock on farms, and land prices increased. Equities in farm
properties reached new peaks, with the gain in equities alone nearly equal
to the total farm real estate debt.

PRODUCTION AND PRICES

Most of the gains in farm income in 1958 are attributable to the coinci-
dence of record output of crops with insufficiently flexible, supported prices;
sharply higher prices for certain crops whose output was reduced; and com-
paratively high prices for the moderately reduced marketings of livestock.
In addition, the maintenance of personal income and consumer spending
during the business contraction contributed significantly to higher farm
incomes.

Crops

Total crop production in 1958 exceeded the record output of 1956 and
1957 by 11 percent, while harvested acreage was little changed from those
years and was 5 percent below the 1951-55 average. New record yields
per acre were reported for wheat, corn, cotton, sorghum grain, soybeans,
rice, and other crops which together made up 96 percent of all crop acreage
in 1958. These increases were the joint result of widespread favorable
weather and improved technology, the latter both a permanent and major
source of increased farm output.

Production of food grains was 48 percent higher in 1958 than in 1957.
An increase of more than 400 million bushels in stocks of wheat is indicated
by present estimates of domestic and foreign sales in the year ending June
30, 1959. Despite record output and large carryovers, the index of prices
received by farmers for food grains declined only moderately in 1958, as
price supports operating through nonrecourse loans set effective limits on
the price declines resulting from the large crops. The statutory price
support for wheat of the 1958 crop was 9 percent below, and for rice 5 per-
cent below, that of 1957; prices for both commodities reflected these reduc-
tions, with wheat prices slightly below, and rice prices slightly above, the
support level.

Price supports had similar sustaining effects on the prices of feed grains
and oil crops in 1958, despite sharply increased output. As a result,
the increase in income from these major price-supported crops was very
large; food and feed grains, and oil crops accounted for one-third of the
increase in cash receipts from farm marketings in 1958.

Reductions in the size of crops were rare in 1958; for two major com-
modities, however, reduced output contributed to increases in cash receipts
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and in net farm income. Smaller marketings of early citrus fruits following
frost damage sent their prices up sharply; the seasonally adjusted index of
prices received by farmers for all fruit rose 19 percent in the month preced-
ing April 15. For the year, citrus fruit prices were 28 percent higher than
in 1957, while production decreased 15 percent. As a result, the value of
production of the reduced 1957-58 crop was $426 million, $47 million more
than the value of the larger 1956-57 crop. Noncitrus fruit production was
slightly reduced, and prices were moderately above those in 1957.

A shortage of fresh vegetables early in the season caused their prices
to rise sharply; prices fell as supplies increased at midyear.

Eight percent of the increased cash receipts from farm marketings
in 1958 was attributable to fruits and vegetables.

Livestock
Per capita meat consumption in 1958 was less than in 1957, as red

meat production declined 4 percent, largely early in the year. By mid-
year, monthly pork output began to exceed the 1957 volume. Beef
output, however, continued well below 1957, as breeding herds were
restocked following large reductions in 1956 and 1957; cattle on farms
increased by more than 2 million head in 1958. Lamb and mutton pro-
duction was also slightly below 1957, but poultry meat production m-
creased 11 percent, partly offsetting the reduction in red meat supplies
(Table C-10).

TABLE C-10.—Meat and poultry: Prices, receipts, production, and consumption,
1952-58

Year

1952
1953
1954

1955
1956
1957
1958s

Prices
received
for meat
animals

(1910-14=
100)i

353
296
292

249
238
279
334

Receipts
from sale
of meat
animals
(billions

of dollars)

10.1
8.7
8.9

8.2
8.3
9.4

10.8

Production

Total Red
meats

Poultry
meat

Billions of pounds

27.2
29.0
29.8

31.3
33.2
32.4
31.8

23.0
24.7
25.2

26.9
28.1
26.9
25.8

4.2
4.3
4.6

4.4
5.2
5.5
6.0

Consumption per capita

Total Red
meats

Poultry
meat

Pounds

173
182
183

189
197
191
186

146
155
155

163
167
159
152

27
27
28

26
SO
12
{4

i Index of prices received by farmers for meat animals.
* Preliminary.

Source: Department of Agriculture.

The reduction in total and per capita meat supplies was reflected in in-
creased prices in 1957 and even larger increases in 1958, when the index
of prices received for meat animals rose 20 percent. Because of this
sharp price response to moderately reduced marketings, sales of meat
animals accounted for nearly half of the 1958 increase in cash receipts from
farm marketings.
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Even though there was some increase in 1958 in the volume of marketings
of poultry and eggs, prices increased slightly. Dairy production and
marketings were almost the same as in 1957, but prices fell moderately.

EXPORTS

Agricultural exports decreased by 15 percent, to $4 billion in the year
ended June 30, 1958; nevertheless, they were exceeded in only two other
years on record. Grains, cotton, and animal products accounted for
most of the decrease. Thirty percent of all exports of farm products were
shipped under special programs, compared with 40 percent in the fiscal
year 1957, mostly under provisions of Public Law 480. Cash exports
remained at $2.8 billion, partly because export subsidies continued to be
paid on several commodities in order to bridge the gap between domestic
and world prices. Sales for foreign currencies and grants for relief ac-
counted for nine-tenths of the exports under special programs. Barter
transactions declined, under revised regulations, to only one-fourth the vol-
ume of the preceding fiscal year.

The Department of Agriculture expects a small decline in agricultural
exports during the fiscal year 1959, chiefly because of increased production
in importing countries. Cotton exports may not exceed 4 million bales,
a sharp drop from fiscal 1958, while wheat exports are expected to increase
slightly. Exports of farm products in the period from July to December
1958 were 4 percent below those in the same period in 1957.

PRICE SUPPORT OPERATIONS

Farm income has become increasingly dependent on price supports, as
rising productivity and increased resources have combined to keep the out-
put of major farm commodities well in excess of total demand at established
prices. Somewhat less favorable crop weather, the soil bank, and large
exports based primarily on special financing or grants for relief, permitted
reductions in the carryover of wheat and cotton in 1956 and 1957. Feed
grain carryover, however, has increased in each of the last eight years. Oil-
bearing crops have become heavily dependent on surplus disposal programs.
High levels of price support activity in grains, cotton, and oilseeds from the
1958 crop indicate a record total of CCC holdings by mid-1959.

Since the fiscal year 1953, budget expenditures for the stabilization of
farm prices and incomes have ranged from $1.7 billion to the record $5.4
billion estimated for the present fiscal year (Table C-ll). Most of these
expenditures have been in support of the prices of wheat, corn, and cotton,
commodities which have continued to present grave problems of overpro-
duction and excess carryover.
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TABLE C—11.—Net budget expenditures for agricultural programs, fiscal years 1953-60

[Millions of dollars]

Fiscal year

1963 _- .
1954

1955
1956
1957
1958 _-
1959 >

I9602

Agriculture and agricultural
resources

Total

2,936
2,557

4,389
4,868
4,526
4,389
6,775

5,996

Stabilization of farm
prices and income

Total

2,125
1,689

3,486
3,900
3,430
3,151
5,386

4,490

Commodity
Credit Cor-
poration 1

1,962
1,392

3, 305
3,607
2,793
2,294
4,420

4,218

1 Excludes the CCC portion of acreage reserve program expenditures as follows: $4 million in 1956, $344
million in 1957, $81 million in 1958, and $99 millon in 1959.

> Estimate.
Sources: Treasury Department and Bureau of the Budget.

COMMODITY MARKETS

Per capita consumption of wheat as food in the United States has de-
clined for many years as personal incomes have risen and diets changed.
From 1910 to 1957, the total amount of wheat used as food actually fell
slightly, although population almost doubled. Exports in the period since
the war have depended heavily on grants for relief and on sales for foreign
currencies. For the crop years 1953 through 1957, 63 percent of all wheat
exported was shipped under special Government programs, chiefly Public
Law 480 and the Marshall Plan. In that period, domestic uses plus cash
exports (excluding those under special programs) averaged 737 million
bushels per year, 73 percent of average annual production (Table C-12).
At 1956-58 average yields, enough wheat to supply these markets can be
produced on about 60 percent of the present national acreage allotment. If

TABLE C-12.—Wheat: Production, utilization, and carryover, 2952-58

[Millions of bushels]

Crop year l

1952
1953
1954

1955
1956
1957
1958 *

Produc-
tion

1,306
1,173

984

935
1,004

951
1,462

Utilization

Domes-
tic

661
634
611

601
587
588
608

Regular
exports

288
116
116

105
174
152
140

Special
exports

30
101
158

241
375
249
290

Change
in

carry-
over

350
328
102

-3
-124
-28
434

Carryover, end
of year

Total

606
934

1,036

1,033
909
881

1,315

Under
price

support
program

493
850
990

980
837
853

1,250

1 Beginning July 1.2 Preliminary.
Source: Department of Agriculture.
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such yields occur, production from a larger acreage will either add to the
already large carryover or require shipment through surplus disposal pro-
grams, unless markets are expanded. A substantial addition to stocks
appears likely from the 1959 crop, according to present indications as
reported by the Department of Agriculture.

Utilization of feed grains is tied closely to the production of livestock
and livestock products which, unlike wheat, have been increasingly in de-
mand as per capita incomes have risen. As a result, grains fed to livestock
have increased, although irregularly; exports also have risen, partly under
special financing. Yet production has exceeded utilization each year since
1952 (Table C-13). Price support holdings of feed grains, already nearly
$3 billion on June 30, 1958, may be expected to rise as a result of the large
1958 crop.

TABLE C-13.—Feed grains: Production, utilization, and carryover, 1952-58

[Millions of tons]

Crop year 1

1952 ._
1953
1954

1955 -
1956
1957 -.
1958 2

Production

120
117
124

131
130
143
158

Utilization

114
115
117

128
126
134
140

Change in
carry-
over

7
5
7

4
6

10
19

Carryover, end of year

Total

27
32
39

43
49
59
78

Under price
support
program

17
23
30

35
41
50
68

1 Beginning July 1 for oats and barley, and October 1 for corn and sorghum grain.
2 Preliminary.
Source: Department of Agriculture.

Cotton has faced strong competition from foreign cotton in the world
market, as well as from artificial cellulose and synthetic fibers in the do-
mestic market. Domestic per capita consumption has fallen in the past
few years, and mill consumption has been reduced despite a growing pop-
ulation. Exports have been unstable, rising sharply after the war and
again in 1956 and 1957, largely because of foreign shortages and special
financing. Stocks in the past six years have fluctuated widely, but at
present they are only moderately excessive. Total utilization in the 1958
crop year (August 1958 to July 1959) is estimated at 12 million bales, only
slightly more than 1958 production, which was reduced sharply because
more than one-fourth of the cotton acreage allotment was placed in the
soil bank. It is possible that, under present programs, production in 1959
and 1960 may again exceed utilization and that stocks may increase.

Tobacco also poses a serious problem in view of drastically reduced acre-
age, rising yields, declining cash exports, and large carryover. Under the
present program, support prices are rising, thus increasing the tendency
toward higher yields per acre and jeopardizing foreign markets.
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Prices of oilseeds, including soybeans, cottonseed, flaxseed, and peanuts,
also depend heavily on Government support; excessive Government-held
stocks of soybeans and cottonseed have been prevented so far only by heavy
exports under Public Law 480.

While domestic consumption of these major crops either has declined or
has increased slowly, and exports have depended heavily on Government
programs, production per acre has increased sharply because of improved
crop varieties, expanded use of fertilizer, increased irrigation, and better
cultivation. In 1957, crop production per acre was 12 percent above out-
put in 1947-49; in 1958, it was 26 percent higher. Virtually all crops have
shared in these gains. Per acre yields of wheat, corn, and rice in 1956-58
were, respectively, 37, 33, and 50 percent more than in 1947-49. Cotton
yielded 47 percent more, tobacco 30 percent more, and soybeans 16 percent
more per acre in 1956-58 than in the earlier period. The output of most
crops would be raised significantly if farmers were to increase fertilizer ap-
plications in response to present favorable crop-fertilizer price ratios, or were
to adopt available machinery even more rapidly. Also, improvements in
livestock breeding and feeding have reduced the feed requirements per unit
of output for some types of livestock production.
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IV. Financial Developments
Shifts in monetary and credit policy during 1958, and the changes in

the underlying economic conditions that called for them, were quickly and
strikingly reflected in financial markets. The principal developments affect-
ing the demand for capital and credit, the supply of funds available for
various users, and changes in interest rates and stock prices are described
in the following sections.

DEMANDS IN FINANCIAL MARKETS
Corporations

The financing requirements of corporations in 1958 were lower than in
1957 as capital outlays and inventory expenditures declined much more
rapidly than the flow of internal funds from depreciation allowances and
retained earnings. Loans to businesses from commercial banks declined
$400 million, compared with a growth of $1.8 billion in 1957. Gross pro-
ceeds of corporate security offerings were $11.5 billion, about one-tenth
less than the record set in 1957. In the second half of the year, a rapid
improvement in retained earnings limited the need for an expansion of
borrowing as economic activity recovered. It was not until the fourth
quarter that business loan activity by commercial banks showed a significant
increase, and this was partially offset by a decline in corporate security
flotations.

Despite the attractiveness given to equity financing by rising stock prices,
only about one-tenth of corporate flotations last year took the form of com-
mon stock, compared with about one-fifth in recent years. Although bonds
convertible into common stock increased as a proportion of total offerings,
and rose somewhat in absolute dollar volume over 1957, this was more
than accounted for by one sizable offering in the first quarter.

Corporate liquidity improved over the year, though it remained close to
the low point in the period since the end of World War II. There was a
reversal of the decline that had taken place since 1955 in corporate hold-
ings of United States Government securities and cash, and the proportion
of these liquid assets to current liabilities rose somewhat.

Consumers

In 1958, for the first time in the years since the war, consumer credit
outstanding remained practically unchanged (Table C-14). Automobile
paper outstanding declined by more than $1 billion, as the volume of new
automobile credit extended fell below repayments, which changed very
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little. This decline was offset mainly by a continued growth in per-
sonal loan credit and in noninstalment credit.

Residential mortgage debt expanded more than in 1957, mainly in the
second half of the year. The increase reflected substantial commitments
made by financial institutions in late 1957 and the first half of 1958, when
easier credit conditions widened the differential between mortgage yields
and corporate bond yields and made mortgages a more attractive invest-
ment. Further effects of these commitments on mortgage debt will be
felt in 1959. The increase in nonfarm residential mortgage debt over the
entire year was $10.4 billion, compared with $8.6 billion in 1957; for the
second half of 1958, however, the increase has been estimated at $6.3
billion, compared with $4.2 billion in the second half of 1957.

TABLE C-14.—Changes in short- and intermediate-term consumer credit outstanding,
1955-58

[Millions of dollars]

Type of credit

Total consumer credit outstanding (end of period)

Net change in consumer credit outstanding:

All types of consumer credit _ _

Instalment credit . - .. . . .

Automobile paper
Other consumer goods paper
"Repair and modernization loans
Personal loans , , , ,

NnninstalTnent credit

1955

38, 670

6,378

5,390

3,663
883
73

771

988

1956

42 097

3,427

2,869

987
876
206
800

558

1957

44 774

2,677

2,268

950
182
196
940

409

19581

44,800

0

-400

-1300
300

0
600

400

1 Preliminary estimates by Council of Economic Advisers.

NOTE.—Data are not adjusted for seasonal variation.
Source: Board of Governors of the Federal Reserve System (except as noted).

Consumers maintained a remarkably good record in meeting debt pay-
ments, despite the recession. Delinquencies in meeting automobile pay-
ments were low, although there was a sharp increase in repossessions of
automobiles.

State and Local Governments

In order to finance mounting construction expenditures, State and local
governments further expanded their security flotations, to the record figure
of $7.4 billion. In addition, the dollar volume of bonds authorized at elec-
tions was much larger in 1958 than in 1957; however, the authorizations
fell short of the record level reached in 1956. A large part of the 1958
increase in proceeds from State and local offerings went for roads and
bridges, as States obtained funds to match Federal aid for accelerating the
highway programs.
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Federal Government

The Federal debt rose $8.0 billion during the past year, with $6.6 billion
of the increase occurring during the second half. In addition, the Treasury
refinanced a large volume of maturing securities, thus heightening the im-
pact of the Federal Government on credit markets. Two very long-term
bonds were issued, lengthening the maturity structure of the debt. In Feb-
ruary, about $1.7 billion of 3J/2 percent bonds falling due in 1990 were
issued as part of a large exchange offering. In June, $1.1 billion of 3}4
percent bonds due in 1985 were offered for cash. The latter issue came at
the same time that a large refinancing offer, mainly into a new 2 $4 percent
bond maturing in 1965, was made. The sharp decline that occurred shortly
thereafter in the prices of Government securities led the Treasury Depart-
ment to repurchase $625 million of the 2% percent bonds in the open
market.

In the second half of the year, the Treasury restricted its financing opera-
tions to relatively short-term securities. A notable development, initiated
in December, was the issue of a series of 26-week Treasury bills to supple-
ment the usual 13-week bills. With capital markets again favorable, the
Treasury issued a long-term security for cash in January 1959.

SUPPLY OF FUNDS
Federal Reserve Policy

The first public indication of a reversal of the Federal Reserve's policy
of monetary restraint came in mid-November 1957, with the reduction of
the discount rate from 3/2 percent to 3 percent. Although this action by
itself did little to make money and credit more easily available, it helped
to initiate a sharp decline in interest rates that continued into early 1958.
Three further decreases lowered the discount rate to 1% percent by May
1958.

To provide funds to commercial banks, the Federal Reserve authorities
reduced reserve requirements. Successive decreases, announced in Febru-
ary, March, and April, lowered reserve requirements against demand de-
posits from 20, 18, and 12 percent in the three classes of member banks,
to 18, 16 5/2, and 11 percent. This was equivalent to releasing about $1.5
billion in reserve funds that could serve as a basis for a multiple expansion
of money and credit. In addition, the Federal Reserve authorities pro-
vided bank reserves through open market purchases of United States Gov-
ernment securities. This need arose in part from an outflow during the
year of more than $2 billion of gold, which, if not offset, would have
reduced bank reserves by an equivalent amount.

On July 18, the Open Market Committee of the Federal Reserve Sys-
tem authorized open market purchases of Government securities other than
Treasury bills, as a result of the sharp decline in Government security
prices. For a short while, some long-term securities were purchased by the
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Federal Reserve System, although most of the purchases under this author-
ization were confined to the new 1^4 percent one-year Treasury Certificates
that were being marketed in July. Open market operations during the
major part of the year continued to be restricted to 13-week Treasury bills.

The effect of the various Federal Reserve actions was to provide the basis
for a substantial expansion of bank deposits. From January through July,
the money supply (demand deposits and currency) increased $5.4 billion,
on a seasonally adjusted basis, more than offsetting a decline during the
preceding six months. Time deposits at commercial banks increased $5.7
billion. The rise in time deposits on an annual basis was the highest in any
year since the end of the war.

Monetary policy shifted as business conditions improved and concern
emerged over possible inflationary developments. In mid-August, the
Federal Reserve Board approved an increase in the discount rate from
124 percent to 2 percent. A reversal also occurred in the tenor of Federal
Reserve open market operations. Previously, such operations, by providing
large amounts of reserve funds to member banks, had almost eliminated
the need for member bank borrowing at Federal Reserve banks. In late
August and early September, as the reserve position of member banks came
under increasing pressure, borrowings from the Federal Reserve banks rose
rapidly. In October, Federal Reserve banks again raised the discount rate,
from 2 percent to 2|̂  percent. Margin requirements against new stock
purchases, which had been reduced from 70 percent to 50 percent in Janu-
ary, were raised again to 70 percent in August and to 90 percent in Octo-
ber. The money supply rose $700 million from July through December,
a rate of increase that was considerably less than the rate in early 1958.
Time deposits, likewise, grew at a much slower rate.

Commercial Bank Credit

As a result of Federal Reserve actions in the first half of the year, loans
and investments of commercial banks (excluding interbank loans) expanded
by $8.9 billion, in contrast to a decline of $200 million during the same
period of 1957. For 1958 as a whole, the expansion of bank loans and
investments was more than $14 billion (Table C-15), the largest expansion
in any year since the war.

In the absence of a strong private demand for credit, most of the expan-
sion in bank assets took the form of enlarged holdings of United States
Government securities. These rose by $7.9 billion (based on par value; see
Table C-16) and accounted for almost all the increase in the publicly
held Federal debt. However, this increase in commercial bank holdings,
made possible by additional reserve funds, was concentrated in the first half
of 1958, and was accomplished largely through a reduction in the holdings
of other investors; Government securities outstanding rose very little during
the first half of the year.
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TABLE C-15.—Net changes in commercial bank holdings of loans and investments,
1955-58

[Billions of dollars]

Loan or investment

Loans (excluding interbank) and investments 2

Loans (excluding interbank) 2

Business
Real estate
Consumer
Security
Agricultural
All other

Investments

U. S. Government securities. ...
Other securities

1955

4.6

11.6

6.4
2.4
2.3
.6

-.7
.9

—7.0

-7.4
.4

1956

4.2

7.6

5.5
1.7
1.3
-.8
-.3

.5

-3.5

-3.0
-.4

1957

4.9

3.5

1.8
.6

l.l
-.1
-.1

.3

1.3

-.3
1.7

1958*

14.4

3.9

-.4
2.4

(3)

.3

.9

.7

10.3

7.9
2.5

1 Preliminary estimates by Council of Economic Advisers.
2 Total loans are net of, and individual loans are gross of, valuation reserves.
> Less than $50 million.

NOTE.—See Table D-41 for data including interbank loans.
Detail will not necessarily add to totals because of rounding.
Source: Board of Governors of Federal Reserve System (except as noted).

After midyear, when the public debt rose rapidly, commercial banks
added to their holdings of United States Government securities at a much
slower rate, absorbing about one-fourth of the increase in the publicly held
Federal debt. The additional Government securities were placed in nonbank
hands, in some cases with commercial banks serving in effect as under-
writers. Thus, large-scale monetization of the public debt—i. e., additions
to bank holdings through reserve funds provided by monetary authorities—
that might have provided the basis for a renewal of inflationary pressures
was avoided.

TABLE G-16.—Net changes in ownership of the publicly held Federal debt during
19581

[Billions of dollars]

1958
investor group

Debt held by the public: Total .

Commercial banks 3 - ..
Federal Reserve Banks . . . . , - _ , - _ - , - . . , - - - -
Mutual savings banks - . . .
Insurance companies .
Other corporations
State and local governments
Individuals
Miscellaneous investors

First half

0.8

5.8
1.2
-.2
-.3

-3.2
-.1

-1.1
—1.4

Second half »

8.1

2.1
.9

-. 1
.5

4.0
.3

—.8
1.2

» Change based on par value. See Table D-49.
2 Based on preliminary estimates for December 31,1958 by Council of Economic Advisers.
3 The change in ownership of Federal debt by commercial banks given in this table differs from Table

C-15. This table is based on par values and includes holdings of banks in United States Territories and
possessions, whereas Table C-15 is based on book values and includes only banks within the continental
United States.

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

Source: Treasury Department (except as noted).
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The maturity structure of Government securities held by banks was
lengthened as a result principally of intermediate-term securities offered in
Treasury financing operations. Since such issues are not as liquid as short-
term Government securities, the liquidity of banks was not enhanced as
substantially as the increase in bank holdings of Government securities
might indicate. Moreover, after the middle of the year, market prices of
securities of intermediate- and long-term maturity declined as interest rates
rose, making banks more reluctant to sell them because of the capital losses
that would be entailed.

In view of the reduced demands for consumer and business loans, the
major portion of the remaining increase in bank assets consisted of larger
holdings of State and local securities and real estate loans. The increase
in the former was a substantial fraction of the total increase in State and
local securities. Bank loans to aid in financing real estate transactions,
including mortgages and interim credit, also expanded significantly, particu-
larly in the second half of the year, and the rise in bank holdings of real
estate loans was about the same as the 1955 record increase.

Nonbank Financial Institutions
Individuals added large amounts on balance to their financial assets.

The rise in savings capital at savings and loan associations exceeded by
more than one-quarter the rise in 1957 (Table C-17). In mutual savings

TABLE C-17.—Flow of funds for selected nonbank financial institutions, 1955-58

[Millions of dollars]

Item

Life insurance companies:

Net change in assets

Savings and loan associations:

Net change in savings capital

Mutual savings banks:

Net change in deposits

First ten months

1955

4,948

3,688

1,473

1956

4,615

3,757

1,396

1957

4,435

3,463

1,222

1958

4,744

4,464

1,886

Sources: Institute of Life Insurance, Federal Savings and Loan Insurance Corporation, National Asso-
ciation of Mutual Savings Banks, and Federal Deposit Insurance Corporation.

banks, which are concentrated in the northeast section of the country, the
rate of growth in savings accounts increased by more than 50 percent. The
flow of savings into life insurance companies, as measured by the net in-
crease in life insurance assets, was slightly greater than in 1957. Savings
and loan associations and mutual savings banks used the additional funds
available to increase substantially their accumulation of mortgages, and life
insurance companies increased their accumulation of State and local secu-
rities. Holdings of United States Government securities by life insurance
companies seem likely to show little change for the year as a whole. This
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would make it the first year since 1946 that life insurance companies did
not reduce their holdings of such securities significantly.

Although the flow of funds from individuals directly into common
stocks may have declined somewhat, the flow of funds into mutual funds as
measured by the accumulation of mutual fund shares was at a record level.
As a result, mutual funds increased their accumulation of common stocks. In
addition, many pension funds were reported to be enlarging their equity
portfolios. Individuals, however, continue to hold the largest amount of
shares and, according to the public transactions study of the New York Stock
Exchange, they continue to account for most transactions on the Exchange.

INTEREST RATES AND STOCK PRICES

The decline in interest rates that began in the autumn of 1957 con-
tinued into 1958 as economic activity diminished and Federal Reserve
authorities made credit more readily available. The drop in long-term
interest rates was particularly sharp through early January 1958. By then,
the average yield on long-term United States Government bonds had fallen
about /a of 1 percent, and a further decrease occurred through April.
Short-term rates declined almost continuously through late May. The rate
on new 13-week Treasury bills, which had reached 3^4 percent in 1957,
fell to about ̂  of 1 percent.

With economic recovery, interest rates rose even more abruptly than
they had declined. By early autumn, interest rates on long-term Govern-
ment securities not only surpassed the rates in 1957 but were the highest
since, the early 1930's. Other long-term rates also increased, although
not quite as much. Short-term interest rates rose swiftly, with new Treas-
ury bills yielding almost 3 percent six months after yields significantly below
1 percent had prevailed; however, short-term rates did not attain the high
rates of 1957. Thus, short- and long-term interest rates advanced from
the low levels of early 1958 in a remarkably brief time, in contrast to the
protracted period of low interest rates during the economic contraction
of 1953-54.

A combination of factors contributed to the sharpness of the rise in
rates. These included the suddenness with which the upturn in business
activity came about; the projected rise in the supply of Government securi-
ties, reflecting the Federal deficit; and widespread discussion of potential
inflationary pressures. Another factor was the large-scale selling of United
States Government securities by many of those who had bought earlier in the
year on the assumption of declining interest rates and rising bond prices.
Many Government bonds, notably the 1% percent bonds of 1965 issued
in June, had been bought on a thin margin basis. When bond prices be-
gan to decline, many of these holders had little choice but to sell their
securities. This helped bring about further price declines through the
summer months, making for sharply higher interest rates.
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Stock market prices increased persistently throughout most of 1958. By
autumn, prices of common stocks exceeded their previous highs; and,
according to one measure, prices of industrial stocks at the end of the
year were, on the average, 22 times the earnings that had prevailed in
the year ended September 1958. This high capitalization of current earn-
ings had occurred only seldom in the past, and then under unusual cir-
cumstances. The dividend yield of a composite of stocks declined during
1958 from about 4% percent to 3J4 percent, considerably below yields on
long-term bonds. After the middle of the year, low-price stocks became the
most actively traded, and they increased in price substantially more than
high-price stocks. The proportion of stock market transactions for short-
term and trading purposes was the largest since 1955, according to the public
transactions study of the New York Stock Exchange.

Stock market credit, as measured by net debit balances of New York
Stock Exchange firms and bank loans to others than brokers and dealers,
increased about $900 million from the end of 1957 to the end of 1958,
and about $400 million when measured from the peak figure in 1957.
Most of the rise occurred before August 1958, at which time margin require-
ments on new stock purchases were raised from 50 percent to 70 percent,
and other moves were taken to restrain general credit expansion.
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V. Government Finances
Federal, State, and local government expenditures increased during the

calendar year 1958. State and local receipts also rose, but Federal Gov-
ernment receipts declined, reflecting the effect of economic recession on
corporate and individual incomes. For the fiscal year 1958, the Federal
budget showed a small deficit (the first in three years), and a much larger
one is estimated for the current fiscal year. State and local debt rose by
$4.7 billion during the year ended June 30, 1958; the Federal debt increased
by $5.8 billion in the same period and by an additional $6.6 billion during
the second half of the calendar year 1958. It is expected to increase by
another $2 billion by June 30, 1959.

FEDERAL FINANCES
Expenditures

Budget expenditures in the year ended June 30, 1958 amounted to $71.9
billion, $2.5 billion higher than in the preceding fiscal year. There were
increases in nearly all categories, with the largest increases in the major
national security and commerce and housing categories (Table C-18).

TABLE C-18.—Federal budget expenditures, 1957-60
[Fiscal years, billions of dollars]

Function

Total budget expenditures ,

Major national security
International affairs and finance
Commerce and housing
Agriculture and agricultural resources-
Natural resources
Labor and welfare
Veterans services and benefits
Interest
General government
Allowance for contingencies _ . ,...-..

1957

69.4

43 3
2.0
1 5
4.5
1.3
3 0
4.8
7.3
1.8

1958

71.9

44 1
2.2
2.1
4.4
1.5
3 4
5.0
7.7
1.4

1959
(estimated)

80.9

46.1
3.7
3.5
6.8
1.7
4.4
5.2
7.6
1.7
.2

1960
(estimated)

77.0

45 8
2.1
2.2
6.0
1.7
4.1
5.1
8.1
1.7
.1

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

Sources: Treasury Department and Bureau of the Budget.

A further rise in budget expenditures, to $80.9 billion, is indicated for the
current fiscal year (1959), as increases in nearly all major categories are
expected. For each of the four categories—agriculture and agricultural
resources, major national security, international affairs and finance, and
commerce and housing—an increase of more than $1 billion is estimated*

The largest single increase is expected for agriculture and agricultural
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resources, primarily because record crops have caused increased payments to
farmers under open-end commitments for price support. To a smaller ex-
tent, the increase results from additional soil bank payments for corn and
cotton acreage. Estimates for expenditures on agriculture and agricultural
resources in the fiscal year 1959 have been revised upward repeatedly, from
$4.6 billion in the January 1958 budget to $6.4 billion in the midyear review
and to $6.8 billion as of January 1959. Agricultural expenditures therefore
become the third largest category in the Federal budget, exceeded only by
expenditures for national security and interest payments on the public debt.

The increase estimated for national security expenditures in the current
fiscal year is attributable primarily to higher spending on research and
development, procurement of missiles, larger operating expenditures, and
higher expenditures for military construction. Expenditures of the Atomic
Energy Commission are expected to increase by over $300 million. An
estimated increase of more than $1 billion for research and development
(including testing and evaluation) will raise estimated expenditures by the
Department of Defense in this category to a level 50 percent higher than in
the fiscal year 1958. Increased expenditures for new weapons and more
modern equipment, on the other hand, will be more than offset by a reduc-
tion in expenditures for conventional weapons and equipment, resulting in
an estimated reduction of $600 million in total expenditures for procurement.

The estimated increase in expenditures for international affairs and
finance is due primarily to the recommended expenditure for the additional
United States quota in the International Monetary Fund.

The higher expenditures for commerce and housing in fiscal 1959 reflect
primarily the purchases of mortgages for low- and medium-priced housing
by the Federal National Mortgage Association, extension of the direct home
loan program of the Veterans Administration, larger expenditures for the
modernization of airway navigation facilities, and greater assistance to small
business by the Small Business Administration. Despite the rise in postal
rates, a significant increase is expected in the net deficit of the Post Office
Department, owing to the pay increase for postal workers enacted in May
1958 and to higher payments to railroads on account of the increase in rates
granted them by the ICG in the spring of 1958.

The increase of almost $1 billion estimated for labor and welfare is chiefly
the result of the program enacted in June 1958, which provides for tem-
porary advances to States for the extension of unemployment compensation
benefits, and of recent legislation increasing the Federal share of payments
to States for public assistance grants.

Revenues

Federal budget receipts in the fiscal year 1958 were almost $2 billion
less than in the preceding year, reflecting the impact of the recession. Re-
ceipts from taxes on individual incomes declined by about $900 million, and
those from taxes on corporate incomes by $1.1 billion. Revenues from

"5

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



excise taxes declined by about $400 million. However, other receipts, in-
cluding customs and miscellaneous receipts, rose by more than $500 million.

A further decline in revenues is expected in the fiscal year 1959. Receipts
from the corporate income tax are expected to fall by $3 billion as a result
of the decline in corporate profits during the calendar year 1958, which was
particularly sharp in the first half of the year. On the other hand, receipts
from the personal income tax, which is collected mainly on a current basis,
are expected to increase, reflecting the economic recovery and the rise in
personal incomes beginning in the spring of 1958. Small declines are
estimated for excise and other receipts, except customs. The net effect of
all these changes will be a decrease of approximately $1 billion from the fiscal
year 1958 in Federal revenues. (For details on Federal budget receipts by
source, see Table D-51.)

Upon recommendation of the President, the Congress extended for one
year the current rates of the corporate income tax and certain Federal
excise taxes which were to be reduced last June. It also repealed the taxes
on transportation of property (including coal, and oil by pipeline), effective
August 1, 1958, at a revenue loss estimated at $350 million for the re-
mainder of the fiscal year 1959 and somewhat over $500 million for a full
year. In addition, it enacted a number of technical tax revisions, includ-
ing changes aimed at aiding small business; the revisions from which small
business is expected to benefit are estimated as involving a loss of $260
million in revenue in the fiscal year 1959.

Consolidated Cash Statement

The consolidated cash statement, which presents information on the
total flow of money between the public and the Federal Government,
shifted—like the conventional budget—from a surplus in the fiscal year
1957 to a deficit in fiscal 1958. However, both the change from the fiscal
year 1957 to the fiscal year 1958, and the deficit in the fiscal year 1958,
were smaller than those shown by the conventional budget. In every fiscal
year from 1953 through 1958 (as well as in most prior years), the Federal
budget on a consolidated cash basis has shown smaller deficits or larger
surpluses than the conventional budget (Table C-19).

Trust funds, whose receipts and disbursements are included in the con-
solidated cash statement but not in the conventional budget, have shown
a surplus in recent years, including the fiscal year 1958. In addition,
accrued interest on savings bonds has exceeded the cash interest paid on
redeemed bonds and has contributed to a reduction in Federal cash pay-
ments relative to budget expenditures.

Through the fiscal year 1957, the largest of the trust funds—the Federal
Old-Age and Survivors Insurance (OASI) Trust Fund—showed a con-
sistent and substantial excess of receipts over payments, although the amount
of the excess has been declining in recent years. Most of the other trust
funds also showed a consistent excess of receipts over payments during this
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TABLE C-19.—Relation between the Federal budget surplus or deficit, receipts from
and payments to the public, and change in the public debt, 1953—59

[Fiscal years, billions of dollars]

Item

Budget surplus or deficit (— )

Plus: Net receipts, or expenditures (— ), from
trust account transactions _ _ . _ _ _ . .

Accrued interest and other noncash ex-
penditures (net) _ _ _ _

Less: Receipts from exercise of monetary author-
ity .

Expenditures (net) of government-spon-
sored enterprises

Equals: Net receipts from, or payments (— ) to, the
Sublic (consolidated cash surplus or

eficit)

Plus: Receipts from seigniorage less changes in
cash balance held outside Treasury

Less: Increase or decrease (— ) in Treasurer's ac-
count balance

Equals: Net cash borrowing from the public or re-
payment ( — ) 2

Plus: Accrued interest on savings bonds and
Treasury bills

Issuance of public debt securities repre-
senting budget expenditures or refunds
of receipts - - _ _

Net investment in Federal securities by
government agencies

Less: Net sale of obligations of government en-
terprises in the market

Equals: Net increase in public debt

1953

—9.4

3.6

.5

.1

-.1

-5.3

.1

-2.3

2.9

.7

(i)

3.3

(i)

7.0

1954

—3 1

2.0

.6

.1

-.4

- 2

-.2

2.1

2.5

.5

.1

2.1

(i)

5.2

1955

—4 2

1.0

.6

0)
.1

-2.7

.3

-.6

1.8

.5

.1

1.5

.9

3.1

1956

1 6

2.2

.9

(i)

.3

4 5

.2

.3

-4.4

.5

.2

3.2

1.0

-1.6

1957

1 6

1.4

— 8

(i)

(i)

2 1

(i)

-1.0

— 3 1

.4

rj

2.3

1.2

-2.2

1958

—2 8

.3

5

. 1

- 6

—1 5

— 1

4.2

5 8

.3

.7

.4

5.8

1959
(esti-

mated)

— 12 9

— 1 3

1 9

. 1

9

—13 2

4

-4 3

8 5

.5

1.2

-.5

1.0

8.7

1 Less than $50 million.
2 Sign changed.
NOTE.—Detail will not necessarily add to totals because of rounding.

Sources: Treasury Department and Bureau of the Budget.

period. An occasional excess of payments over receipts in one trust fund,
such as the Unemployment Trust Fund in the fiscal years 1954 and 1955,
was more than offset by an excess of receipts over payments in other funds.

A change began, however, in the fiscal year 1958, when payments from
the OASI Trust Fund exceeded receipts for the first time. Substantial
net payments were also shown by the Unemployment Trust Fund in that
year. These net payments were more than offset in total by the net re-
ceipts of the Federal Disability Insurance Trust Fund, the Federal Em-
ployees Retirement Fund, and the Highway Trust Fund. In the fiscal year
1959,, however, payments of the Highway Trust Fund, as well as the OASI
Trust Fund and the Unemployment Trust Fund, are expected to be sub-
stantially in excess of current receipts; therefore, the current operations of
the trust funds are expected to show, for the first time in recent years, a
substantial net excess of expenditures over receipts, and the anticipated
Federal deficit on a consolidated cash basis is expected to exceed the esti-
mated deficit on a conventional basis (Table C-19).

It is estimated that in the fiscal year 1960 the situation will be reversed
again and that the Federal surplus on a consolidated cash basis will be

489916 O—59 9
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larger than the budget surplus on the conventional basis. Current opera-
tions of the trust funds are then expected to show again a small net accu-
mulation, partly because of higher contributions to the OASI Trust Fund,
effective January 1, 1959, smaller net payments by the Unemployment
Trust Fund, and increased revenues for the Highway Trust Fund from the
recommended increase in the Federal gasoline tax.

Public Debt

The public debt increased by $5.8 billion, to $276.3 billion, during the
fiscal year ended June 30, 1958. By the end of the calendar year 1958,
it had increased to $282.9 billion, an increase of $8 billion for the year.
A further increase of approximately $2 billion by June 30, 1959 is now
estimated. The increase in the public debt during the fiscal year 1958 was
substantially in excess of either the conventional budget deficit or the cash
deficit for the same period, but the opposite result is expected for the fiscal
year 1959 (Table C-19). The major reason for this difference is that the
Treasury's cash balance was abnormally high on June 30, 1958.

Changes in the public debt do not necessarily measure the impact of Gov-
ernment debt operations on the economy in terms of withdrawals of funds
from, or additions of funds to, the public. Net receipts by trust accounts,
which are invested in United States Government securities, provide the
Treasury with funds that can be used to redeem securities held by the public
or to reduce the amount of borrowing from the public if there is a budget
deficit. On the other hand, net payments by trust accounts reduce the cash
position of the Treasury, and may lead to an increase in the debt held by the
public as Federal security holdings by these accounts are reduced. The rela-
tionships between the budget surplus or deficit, net cash receipts or payments,
and changes in the public debt are shown in Table C-19 for the fiscal years
1953 to 1959, inclusive.

FEDERAL, STATE, AND LOCAL FINANCES

Data on the net results of the financial transactions of the Federal Gov-
ernment on a cash basis (Table C-20) show that the relationship between
Federal cash payments and receipts has fluctuated considerably in recent
years. A deficit of $5.3 billion in the fiscal year 1953 was practically elimi-
nated in the following year. A deficit of $2.7 billion in 1955 was followed
by a substantial surplus in the fiscal year 1956 and a smaller surplus in the
fiscal year 1957. In the fiscal year 1958, there was a deficit of $1.5 billion.

By contrast, cash receipts and payments of State and local government
units show much smaller swings during this period, with both cash receipts
and payments increasing steadily. Since 1953, payments have consistently
exceeded receipts, with the largest deficit occurring in 1958. Except for
1953, therefore, the net effect of State and local cash transactions has been
to reduce the size of the cash surplus or to increase the size of the cash deficit
of all government units combined.
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TABLE C-20.—Consolidated cash statements of Federal and State and local
governments, 1953—58

[Fiscal years, 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 (— )

1953

93 9
99 1

-5.2

71 5
76.8

— 5 3

22.4
22.3

1

1954

95 6
96 1

-.5

71.6
71.9

— 2

24.0
24.2

— 2

1955

93 5
97 5

-4.0

67 8
70 5

—2 7

25.7
27.0

— 1 3

1956

105 8
101 7

4.1

77 1
72 6

4 5

28.7
29.1

4

1957

113 1
111 6

1.5

82 1
80.0

2 1

31.0
31.6

6

1958

114 4
117 7

-3.3

81.9
83.4

-1.5

32.5
34.3

— 1.8

i Estimates by Council of Economic Advisers.

NOTE.—Federal grants-in-aid have been deducted from State and local government receipts and pay-
ments since they are included in Federal payments.

Detail will not necessarily add to totals because of rounding.

Sources: Treasury Department and Bureau of the Budget (except as noted).

All major classes of State and local government expenditures increased
during the past year. Expenditures for education—more than one-third of
the total—continued to be by far the largest single outlay, followed by ex*
penditures for highways and public welfare. As in previous years, property
taxes and taxes on sales and gross receipts accounted for about three-fifths
of State and local revenues. Both these sources of receipts, and also revenue
from personal income taxes, have increased from year to year. Receipts
from taxes on corporate profits—not an important source of revenue for
State and local governments—declined in 1958.

RECEIPTS AND EXPENDITURES OF FEDERAL, STATE, AND LOCAL
GOVERNMENTS: NATIONAL INCOME ACCOUNTS

Quarterly changes in Government receipts and expenditures, at season-
ally adjusted annual rates, are shown in Table C-21 in terms of the na-
tional income accounts. The presentation of Government receipts and
expenditures in these accounts shows the contribution of Government
operations to the gross national product and the income of the economy
more directly than the piesentation in either the conventional budget or
the consolidated cash statement. A major difference between the national
income concept and the consolidated Government cash statement is that
the former excludes capital transactions, such as sales of Government
property, mortgage purchases by the Federal National Mortgage Asso-
ciation, and Government purchases of other existing assets. Adjust-
ments are also made for other reasons, such as differences in timing be-
tween the recording of certain transactions in the national income accounts
and the actual outlay or receipt of cash by the Government. For fiscal 1958,
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the major part of the difference between receipts in the national income
accounts and in the consolidated cash statement was due to the difference
in timing between the accrual and payment of corporate profits taxes. (For
a reconciliation between Federal Government receipts and payments on a
cash basis and on a national income basis, see Table D-54.)

As indicated in Table C-21, the surplus of Federal Government opera-
tions on income and product account in the third quarter of the calendar
year 1957 was wiped out in the fourth quarter when receipts and expendi-
tures were nearly in balance; and in each quarter of the calendar year 1958,

TABLE G—21.—Government receipts and expenditures as shown in the national
income accounts, 1957-58

[Calendar years, billions of dollars, seasonally adjusted annual rates]

Receipt or expenditure

Federal Government:

Receipts

Expenditures

Purchases of goods and services
Transfer payments
Qrants-in-aid to State and local govern-

ments
All other 2, ___

Excess of receipts or expenditures (— )

State and local governments:

Receipts., _ _ ._ ._

Expenditures

Purchases of goods and services _ _ . _
All other 2

Excess of receipts or expenditures (— ).

IS

Third
quarter

83.3

79.9

49.7
17.1

4.3
8.8

3.4

38.3

38.9

36.1
2.7

-.6

57

Fourth
quarter

80.6

80.8

49 1
18.6

4.4
8.8

-.2

38.5

40.6

37.8
2.9

-2.1

First
quarter

76.1

82.8

49 7
19.5

4 4
9.1

-6.6

38.9

41.6

38.6
3.1

-2.7

Ifi

Second
quarter

76.1

86.0

50 7
21.5

4.8
9.1

-9.9

39.8

42.1

39.1
3.0

-2.2

58

Third
quarter

80.2

88.7

52.2
22.1

5.4
9.0

-8.6

41.2

42.8

39.9
3.0

—1.6

Fourth
quarter l

83.4

90.6

53.8
21.7

6.0
9.1

-7.2

42.8

44.0

41.0
3.0

—1.2

1 Preliminary estimate by Council of Economic Advisers.
2 See Table D-53, for items included.

NOTE.—Federal grants-in-aid to State and local governments are reflected in Federal expenditures and
State and local receipts and expenditures.

Detail will not necessarily add to totals because of rounding.

Source: Department of Commerce (except as noted).

Federal Government operations showed a large deficit, the largest being
recorded in the second quarter. Both a substantial decline in receipts and
an increase in expenditures contributed to the shift from a surplus in the third
quarter of 1957 to a deficit in the first quarter of 1958. Federal receipts
reached a low point in the first and second quarters of 1958; by the fourth
quarter, they had recovered all the loss since the third quarter of 1957. Ex-
penditures, however, continued to rise in each quarter of 1958; and by the
third quarter, they were more than 10 percent above expenditures a year
earlier. All major types of Federal expenditures increased, with the largest
rise occurring in transfer payments.
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Purchases of goods and services by the Federal Government in the first
quarter of 1958 were about the same as in the last two quarters of 1957,
but in the following three quarters they increased at an accelerating rate.
Payments for national defense, by far the largest component, account for
some of the increase during this period. Greater outlays for the support of
agricultural prices, as well as increased payments to Government employees,
contributed to the increase in nondefense purchases of goods and services.

The steady rise in transfer payments through the third quarter of 1958
reflects primarily higher unemployment insurance payments as well as in-
creased benefit payments under the old-age, survivors, and disability system.
Likewise, benefit payments from other social insurance funds, and compensa-
tion and pension payments to veterans, have been increasing.

Grants-in-aid to State and local governments have been rising, particu-
larly in the last three quarters of 1958. The two major items accounting
for the rise are the increase in Federal public assistance grants to States
and grants-in-aid under the highway program.

State and local receipts and expenditures during this period show a
steady upward trend. However, while the increases in expenditures in
the fourth quarter of 1957 and the first quarter of 1958 were more rapid
than the increases in receipts, the gap between receipts and expenditures
narrowed in subsequent quarters. State and local purchases of goods and
services rose steadily during this period; the most significant expenditures
were for education and for the construction of highways and other facilities.
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VI. United States Foreign Trade and Payments
Changes during the past two years in the economic situation in the United

States and abroad inevitably affected this country's foreign trade and pay-
ments. While imports were well maintained, exports declined sharply after
mid-195 7; as a result, the United States surplus on transactions in goods and
services in the first half of 1958 was much below the high level attained a year
earlier and about the same as in 1956 (Table C-22). At the same time, the
net outflow of capital remained considerably above the early 1956 rate.
These changes resulted in substantial additions to foreign gold and liquid
dollar assets. Thus a movement which had proceeded for several years
before the Suez crisis was resumed, but at a higher rate.

TABLE C—22.—United States balance of payments, selected periods, 1952—58 *

[Millions of dollars]

Receipt or payment

U nited States receipts -

Merchandise exports _ _
Services and military transactions
Foreign long-term investments in United States

United States payments -

Merchandise imports
Services and military expenditures _
Remittances and pensions
Government grants and related capital outflows (net)_.
United States private and other Government capital

outflows (net)

Excess of receipts or payments:
All transactions
Goods and services ._
Capital, grants, remittances and pensions

Errors and omissions (net receipts) _ __ _

Increase in foreign gold and liquid dollar assets through
transactions with the United States .__ .

July 1952-
June 1956
(annual
average)

18, 955

13, 401
5,259

295

20,903

11,154
5,983

601
2,128

1,037

-1,948
1,523

-3, 471

303

1,645

1956,
first half

1957,
first half

1958

First
half

Third
quarter

Seasonally adjusted annual rates

22, 970

16, 246
6,160

564

24, 408

12, 530
7, 050

610
2,428

1,790

-1,438
2,826

-4, 264

214

1,224

27, 716

20, 044
7,086

586

27, 860

13, 198
7,336

686
2,978

3,662

-144
6,596

-6, 74C

1,148

-1,004

22, 946

16, 154
6,764

28

26, 334

12, 538
7,518

676
2,454

3,148

-3, 388
2,862

-6, 250

386

3,002

23, 324

16, 324
7,000

26, 876

12,712
7,880

724
2,412

3,148

-3. 552
2,732

-6, 284

376

3,176

1 The selection of periods is dictated by the behavior of certain major items in the balance of payments,
especially that of United States exports. Mid-1952 to mid-1956 provides a base period of more or less normal
development of trade and payments after the repercussions of the Korean conflict were over and before the
effects of the Suez crisis were felt; the first half of 1956 is given separately to show the levels prevailing at the
end of that period. The first half of 1957 shows United States exports and other transactions at their peak,
influenced by the general level of economic activity as well as by the Suez situation and other special forces.
The first half and third quarter of 1958 give the more current situation, affected by the recession and other
developments.

2 Transfers of military aid are excluded both from exports (under receipts) and from grants (under pay-
ments) .

Source: Department of Commerce.
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REASONS FOR DECLINE IN UNITED STATES EXPORTS

From the first half of 1957 to the first half of 1958, the value of United
States merchandise exports fell more—in relative as well as absolute terms—
than those of all other countries combined (Table C-23; also Chart 11

TABLE C-23.—Exports of the United States and other .countries, 1956-58

Period

1956: First half.
Second half. _ _ _ _ _

1957: First half
Second half _ _

1958: First half. ..
Third quarter _ _

Change, first half 1957 to first half 1958:
Value
Unit value

United
States

Foreign countries l

Total
Western
Europe,
Canada,

and Japan

Other
countries 2

Billions of dollars, seasonally adjusted
annual rates

16.2
18.4

20.0
18.6

16.1
16.3

73.4
75.0

79.6
79.6

77.1
378.6

43.2
44.8

47.9
48.2

47.2
347.9

30.2
30.2

31.7
31.4

29.9
330.7

Percent

-19.5
-.5

-3.1
-4.0

-1.5
-2.0

-5.7
-6.5

1 Excludes exports of U.S.S.R. and Soviet bloc countries.
2 Includes Ireland, Iceland, Finland, Spain, and Yugoslavia.
3 Preliminary.

Sources: Department of Commerce, International Monetary Fund, and United Nations.

in Chapter 2 ) . The reduction in the value of exports of foreign countries
was due chiefly to a fall in export prices of the primary producing countries.
Exports of the industrially developed countries declined relatively little, and,
unlike those of the United States, remained significantly higher in the first
six months of 1958 than in the first half of 1956. Exports, adjusted for
seasonal variations, of these other industrial countries rose moderately again
in the third quarter of 1958; and exports of the United States were slightly
higher in that quarter than earlier in the year.

Examination of the export performance of the United States discloses
that by far the greater part of the recent decline, as well as much of the
sharp rise immediately preceding it, is attributable to developments in
a few products. Six major commodities or commodity groups, which
usually constitute only about 30 percent of total United States exports,
accounted for most of the rise from the first half of 1956 to the first
half of 1957 and for about three-fourths of the fall in the first half of 1958
(Table C-24).

Special circumstances dominated the movements of petroleum, cotton,
and wheat. Petroleum exports were temporarily swollen in the first half
of 1957 by the interruption of traffic through the Suez Canal. Cotton
exports, which had been abnormally low in the first half of 1956, pending
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TABLE C-24.—Change in United States exports, 1956 to 1958

[Millions of dollars, annual rates]

Commodity group !

Total exports, excluding "special category"

Six main items in the decline '

Crude petroleum and selected fuels 2 _
Raw cotton including linters
Wheat
Coal and related fuels
Iron and steel-mill products, nonferrous metals, scrap, and

ferroalloys
Automobiles and parts and accessories

Other exports *

Meat and dairy products, lard, and other edible animal
products

Oils, greases, and other inedible animal products
Vegetable food prr ducts and beverages, excluding wheat. . .
Rubber and manufactures
Oilseeds and expressed oils. ..
Wood and paper
Lubricating oil and~ other petroleum products
Metal manufactures . . . - - - - . . . . . .
Machinery, all types
Chemicals and related products
Textile manufactures (semi- and finished manufactures)
Selected finished manufactures 3

All other products 4

Exports,
first half

1956

16. 294

5,029

214
484
669
630

1,526
1,506

11, 265

383
313

1,235
262
256
444
308
462

3,612
1,244

632
673

1,441

Change

First half
1956 to first

half 1957

3,690

2,357

582
794
241
224

562
-46

1, 333

29
21

-28
46
78
46
46
44

438
164
66
91

292

First half
1957 to first

half 1958

-3, 920

-2,992

-617
-422
-335
-328

-1,030
-260

-928

-140
-60

97
-26

-137
-44
-72
-20

-218
-60
-68
-41

-139

1 Exports grouped to show main products accounting for the decline from first half 1957 to first half 1958.
See Table D-73 for additipnal detail by area.

2 Includes gas oil, fuel oil, and motor fuel other than aviation gasoline.
3 Includes photographic and projection goods, scientific and professional instruments, musical instru-

ments, miscellaneous office supplies, small arms and ammunition, books, maps, and other printed matter.
4 Includes, in addition to miscellaneous items, such exports as tobacco and tobacco products, articles for

charity, and total reexports of merchandise.

Sources: Department of Commerce and Council of Economic Advisers.

a revision of the United States export price, rose subsequently when foreign
stocks were being replenished, but later declined, although they still were
relatively high. Wheat shipments were exceptionally large for a time
because of the poor 1956 harvest in Europe and because of deliveries to
the Far East under special programs.

Two other export items—metals and coal—proved to be extremely
sensitive to changes in demand—first when foreign production capacity
was strained during the boom and later when excess capacity emerged.
The effect of this changed world market situation on United States steel
exports has been aggravated by intensified price competition from foreign
suppliers. United States coal remains strongly competitive at its landed
price abroad, but it is encountering serious obstacles in Europe. There,
stocks have piled up at pithead because of continued high coal production
in the face of decreased demand as a result of reduced activity in the Euro-
pean steel industry, cuts in users' stocks, gains in coal-burning efficiency,
and further displacement by fuel oil.

Exports of automobiles, parts, and accessories have shown a general and
pronounced decline, after having failed to share in the over-all rise in
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United States exports in 1957. The decline in 1958—especially that in
exports of motor trucks which had previously increased—is attributable in
considerable part to cyclical influences. Exports of passenger cars and of
chassis, however, have fallen over the last several years so much that they
now represent only a quarter of the total value of exports of this group.
Meanwhile, exports of foreign cars have risen rapidly; in the first half of
1958, their value was equivalent to five times the American exports of pas-
senger cars and chassis. The growth in demand abroad for the small for-
eign models reflects the spread of the market to lower income groups, the
increase in traffic congestion in many cities, steeply graduated taxes on
large cars and high gasoline taxes in many countries, continued restrictions
on car imports in the producing countries, and, in some other countries,
preferential import treatment for small cars.

In addition to the influence of the shifts in the major export items just
discussed, United States exports have been affected by changes in the eco-
nomic situation in certain countries. The annual rate of sales to Canada
alone in the first half of 1958 was $750 million below the rate a year earlier.
Half of this decline was in exports of products other than the six discussed
above (Table D-73). The decline in sales of machinery to Canada is espe-
cially noteworthy since it is in contrast to such sales to most other countries
and reflects a slower rate of industrial investment in Canada.

Much of the $400 million decline in the annual rate of exports to West-
ern Europe (Table D-73) of items other than the six separately discussed
is directly attributable to changes in general business conditions or in agricul-
tural production, though the effects of these changes have been felt by other
suppliers as well.

In summary, the relatively sharp decline in United States exports after
the middle of 1957 is accounted for by a combination of factors: the disap-
pearance of certain special circumstances which had, for a time, raised
shipments of petroleum, cotton, and wheat to exceptionally high levels; and
cyclical shifts which had also lifted certain exports, such as steel and other
metals, to unusually high levels but which now leave them temporarily
depressed. Both sets of influences have affected United States exports with
particular force because of their broad commodity composition, which differs
from that of any other industrial country, and to some extent also because
of their country distribution. These reasons for the wide swings in United
States exports, however, do not diminish the importance of efforts to
strengthen the position of the United States in a more highly competitive
world market.

FACTORS OF STRENGTH AND WEAKNESS IN UNITED STATES IMPORTS

The total value of United States imports, on the other hand, has been
relatively well maintained. This comparative strength is attributable to
several forces, including particularly the maintenance of consumer demand.
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TABLE C-25.—Change in United States imports, 1956 to 1958

[Millions of dollars, annual rates]

Commodity group l

Total imports for consumption . . . .

Main items increasing l

Meats meat products and cattle
Other foods, except coffee
Petroleum and products
Automobiles _ -

Items showing little change l

Sawmill products
Chemicals and related products _. - . _..
Machinery, including agricultural and office
Textile manufactures 2

Selected finished manufactures 8 _- . - _
\11 other products

Main items decreasing1. . . . . .

Coffee
Nonferrous metals, iron ore, ferroalloys and steel-mill

products _ .
Diamonds, rough, cut, and bort. ..- _.. __
Natural crude rubber
Wool and other textile fibers 4

Newsprint and paper base stocks . -

Imports,
first half

1956

12, 473

3, 220

164
1,696
1,232

128

3,611

300
290
374
608
184

1, 855

5, 642

1,500

2,028
244
450
416

1,004

Change

First half
1956 to first

half 1957

323

420

24
-30
266
160

47

-68
-6
70
4

34
13

-144

-84

204
-52

-108
-68
-36

First half
1957 to first

half 1958

-298

728

216
190
114
208

-52

-14
-2
18

-2
-6

-46

-974

186

-482
-34

-100
-102
-70

1 Imports grouped according to direction of change from first half of 1957 to first half 1958.
2 Semimanufactures other than man-made filaments included.
3 Leather goods, photographic goods, scientific and professional instruments, toys and athletic goods,

advanced metal manufactures.
4 Cotton, silk, man-made filaments, and hard fibers.
NOTE.—Detail will not necessarily add to totals because of rounding.

Source: Department of Commerce.

As shown in Table C-25, the value of a substantial number of imported
commodities has either increased or changed very little. Imports of auto-
mobiles,, especially, continued to rise during the recession; imports of meat
and other foodstuffs, except coffee, were substantially greater in the first
half of 1958 than a year earlier, though largely because of temporary con-
ditions affecting domestic supplies of some of these products; and petroleum
imports were also higher, but the increase was less than in the first half of
1957, when the rise from a year earlier was due to higher prices as well as
greater volume.

The value of imports of coffee in the first half of 1958 was sharply below
the value in the same period of 1956 and of 1957. The pressure of coffee
supplies on the market resulted in some weakening of prices and therefore
in increased caution in dealers' inventory policies; as a result, the volume as
well as the price of coffee imports declined.

The other main commodity imports shown in Table C-25 as decreasing
are all in the nature of industrial materials. This group as a whole declined
by an annual rate close to $800 million, or almost 20 percent, from the first
half of 1957 to the first half of 1958. Reductions in volume and in price
were of about equal importance.
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These changes in United States imports affected different supplying
countries and areas according to the composition of their exports. Exports
from the Middle East to the United States increased because of petroleum;
those from Mexico and Cuba expanded chiefly because of meat and other
foodstuffs. On the other hand,, exports to the United States from the
coffee-supplying countries in Latin America were depressed, and also
those from Canada and Latin American countries for which nonferrous
metals and other industrial materials are important. Influenced by good
markets for cocoa and for African types of coffee, United States imports
from Africa were well maintained. Imports from Europe fluctuated very
little, as increases in automobiles offset decreases in steel and other metals.
Imports from Japan rose, but those from other areas in the Far East fell
because of smaller United States purchases of rubber and tin.

INCREASE IN UNITED STATES INVESTMENT ABROAD

Like receipts from exports, the net outflow of funds in the form of
capital investment and grants from the United States had risen to a peak
in the first half of 1957. The subsequent decline, however, was smaller
than the decrease in exports, and the net outflow of funds in the first six
months of 1958 still exceeded that in the corresponding period in 1956 or
earlier (Table C-22). The large outflow in 1957 included substantial pay-
ments for oil concessions (Table D-72) and related investment activities
in Venezuela. The net outflow of capital exclusive of these payments con-
tinued to increase during each of the last several years. Preliminary esti-
mates indicate that the net outflow in the third quarter of 1958, adjusted
to correct for the usual summer lull, was about the same as in the first half
of the year, though with offsetting changes in the component items.

The largest increase over the first half of 1956—at least up to mid-
1958—was in new foreign security offerings; United States private direct in-
vestment abroad, after a considerable expansion in 1957, fell back to its earlier
level. (For details by type and area of investment, see Tables D-71 and
D-72.) Private short-term credits abroad and Government lending have
also risen, while the inflow of foreign redemption payments to American
bondholders and of foreign long-term investment in this country has
declined.

There may also have been some unrecorded capital outflow, following
the large shifts of funds to the United States during the Suez crisis and
the subsequent currency speculation in Europe. By their nature, such
shifts frequently do not appear in the recorded data on capital flows, and
the only evidence of these movements lies in the behavior of the residual
items (errors and omissions) in the United States global balance of pay-
ments (Tables C-22 and D-71). This item normally shows unidentified
receipts of several hundred million dollars annually, because of over-
estimates of certain payments or underestimates of certain receipts for
which precise records are not available. With due allowance for this dc-

127

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



ficiency in the estimates, the inflow of unrecorded capital during the 12
months from October 1956 through September 1957 seems to have reached
something like $1 billion. Any subsequent outflow of these funds has
been small, at most, or outweighed by other unrecorded receipts.

The high level of foreign security flotations in the United States during
the first half of 1958 is accounted for largely by bond offerings by the Inter-
national bank for Reconstruction and Development to finance its grow-
ing lending operations abroad, and by Canadian issues. The spread
between interest rates in the United States and Canada in the early part of
the year gave a particular inducement to the flotation of Canadian issues
in the United States market. There has also been, especially in the latter
part of 1958, a noteworthy rise in securities offered by overseas countries.
Foreign bonds payable in United States dollars have again become an
attractive investment medium for security buyers, both in this country and
abroad.

The large outflow of public and private capital from the United States
since the end of the war has helped to achieve a rapid growth in the world
economy. It has also made possible a high volume of United States exports,
directly by providing funds which were spent on United States goods and
indirectly by leading to the strengthening of foreign reserves and helping to
remove obstacles to international trade and payments. When, as recently,
foreign purchases of American goods slacken for any reason, a continuing
strong flow of dollars for imports and for foreign investment and grants
results, for the time being in a faster increase in the gold and dollar hold-
ings of other countries. At the same time, however, these movements
strengthen the basis for economic expansion and generate conditions favor-
able to the growth of United States exports. Such considerations are
pertinent to an appreciation of the foreign trade and payments position of
the United States in 1958.

RISE IN GOLD AND DOLLAR HOLDINGS OF INDUSTRIAL COUNTRIES

Since the autumn of 1957, foreign countries and international institutions
have increased considerably their holdings of gold and liquid dollar assets
through transactions with the United States. During the year ended Sep-
tember 1958, their gains from this source totaled $0.8 billion in dollar funds
and $1.8 billion in gold. Inclusive of gold acquired from new foreign pro-
duction or other sources outside the United States, the 12-month gain in
gold and dollar balances owned abroad amounted to $3.4 billion.

This gain, however, accrued almost exclusively to the industrially devel-
oped countries; the holdings of other countries decreased considerably. The
12-month changes in foreign gold and dollar holdings (in millions of dol-
lars) were distributed as follows: United Kingdom, +1,380; Netherlands,
+ 421; Belgium, +326; Italy, +416; Federal Republic of Germany. +263;
Switzerland, +165; other Western Europe, +545; Canada, +149; Japan,
+ 312; Venezuela, —382; other Latin America, —226; all other countries,
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— 311; international institutions, + 351 (see Table D-75 for further details).
The increases were primarily in reserves of countries which ordinarily hold
official reserves chiefly in gold, though some of them also added to their
dollar holdings on official or private account. Conversely, the decreases
were largely in countries (for example, most Latin American countries),
which usually keep most or much of their official reserves in dollars, in
addition to private funds held in this currency; however, some of them had
to reduce their gold holdings also.

INCREASE IN THE USE OF DOLLARS FOR MULTILATERAL SETTLEMENTS

The large increases in the gold and dollar holdings of the industrially ad-
vanced countries—Western Europe, Canada, and Japan—resulted in con-
siderable part from the strains in the foreign trade and payments of the less
developed countries and of certain others which are also exporters of primary
products. Domestic inflation, overimporting, and widespread declines in
the prices of export commodities and in export earnings in recent years
have caused sharp increases in the trade and payments deficits of the pri-
mary producing countries with third areas, chiefly Western Europe. (For
changes in trade flows, see Chart 11 and Table D-74.) As a regular
feature of the multilateral trade system, part of these deficits is usually
settled in dollars. Indirect evidence indicates that the amount of dollars
so employed recently has been much greater than in the years prior to 1957;
in this comparison, 1957 is disregarded because of the exceptionally large
deficits on trade or capital account of certain Western European countries
and Japan.

The data in Table C-26 (though subject to a considerable margin of
error) suggest that the net annual rate of gold and dollars used for multi-
lateral settlements by the countries exporting primary goods was at least $1
billion or more higher in the first half of 1958 than in the first half of 1956,
and higher still in comparison with the 1952—56 average. The fact that
the net receipts of gold and dollars of Western Europe, Canada, and Japan
via multilateral settlements have risen by a still greater amount in the period
since 1956 reflects the increased activity of the International Monetary
Fund—which has helped to relieve strains in international payments—and
the increase in loans by the International Bank for Reconstruction and
Development.

The increase in multilateral settlements, far more than any change in
the net receipts of the industrial countries from the United States, accounts
for the recent large increases in the gold and dollar accumulations of this
group of countries.

By far the greater part of dollar settlements of the primary producing
countries with the industrial group has been covered by their net receipts
from the United States, as shown in Table C-26. These receipts, together
with the growing financial support given by the United States through
international institutions, have effectively assisted in rebuilding and
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TABLE C-26.—Use of gold and dollars for international settlements, selected periods,
1952-58

[Millions of dollars]

Area and item

Western Europe:
Increase in gold and dollar holdings
Less: Net receipts from known transactions with the

United States !

Goods and services _
Capital 2 and grants

Equals* Other gold and dollar receipts, net

Canada:
Increase in gold and dollar holdings
Less- New gold production

Net receipts from known transactions with the
United States »

Goods and services _ _ _ _ _
Capital 2 and grants

Equals' Other gold and dollar receipts, net

Japan:
Increase in gold and dollar holdings
Less: Net receipts from known transactions with the

United States J

Equals* Other gold and dollar receipts, net ... _ .

Other countries:
Increase in gold and dollar holdings 3

Less* New gold production 3

Net receipts from known transactions with the
United States !

Goods and services
Capital 2 and grants •>

Equals' Other gold and dollar receipts, net

International institutions:
Increase in gold and dollar holdings
Less: Net receipts from known transactions with the

United States '

Equals* Other gold and dollar receipts, net

Addendum:
Deficiency in sum of net gold and dollar receipts as given

above

Unidentified transfers, net, to the United States 4

Other unidentified uses [or receipts (— )] of gold and
dollars, n e t . . _ _ _ _ _ _

July 1952-
June 1956

(annual
average)

1,700

1,250

140
1,110

450

55
150

-575

-970
395

480

80

325

-245

200
665

870

-885
1,755

-1,335

165

75

90

560

290

270

1956,
first
half

1957,
first
half

1958,
first
half

Annual rates

1,260

1,070

80
990

190

270
155

-990

-1,725
735

1,105

290

350

-60

330
725

1,400

-1,290
2,690

-1,795

115

40

75

485

315

170

625

-235

-1,480
1,245

860

430
155

-635

-1,920
1,285

910

-785

-325

-460

890
740

1,400

-2,650
4,050

-1,250

-900

320

-1, 220

1,160

1,250

-90

3,540

1,410

285
1,125

2,130

440
160

-75

-1,250
1,175

355

435

250

185

-765
785

1,500

-1,900
3,400

-3,050

450

660

-210

590

485

105

1 See Table D-72. The balance for Japan, however, is a rough estimate by the Council of Economic
Advisers, and the figures for "other countries" have been adjusted accordingly to exclude Japan.

2 Includes movements of long- and short-term U. S. capital and of foreign long-term investments in the
United States (other than United States Government securities).

3 Excludes gold holdings and gold production of the U.S.S.R. and other countries of the Soviet bloc
4 Errors and omissions item in Table D-71, expressed as an annual rate rounded to the nearest $5 million

NOTE.—The area or country figures on "other gold and dollar receipts" (derived as a residual in the
manner indicated above) include not only inter-area settlements but also unrecorded transfers to the United
States. The latter are known only on a net global basis Cas the errors and omissions item in the United
States over-all balance of payments). They explain, as shown in the addendum to the table above, most
of the discrepancy between the sums of the plus and minus figures for "other gold and dollar receipts."
The remainder of the discrepancy would, in principle, represent the net effect of such operations as (a) use
of gold in the arts and industry or for hoarding and (6) receipts of gold from dishoarding or from Soviet
sales.

Source: Council of Economic Advisers.
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strengthening the framework of multilateral trade and payments and have
contributed much to the progress in overcoming restrictive forces in the
world economy.

For the remainder of their multilateral gold and dollar settlements, the
primary producing countries have drawn on their accumulated gold and
dollar holdings. In addition, they reduced their balances in other cur-
rencies; sterling balances alone were drawn down in the first half of 1958
at an annual rate of some $300 million, compared with no reduction two
years earlier.

Preliminary estimates indicate that in the third quarter of 1958 the
primary producing countries continued to make large settlements in gold
and dollars, covered partly by their net receipts from the United States
and partly by further drawings on their reserves. Canada also showed
net payments for the quarter, though perhaps for seasonal reasons. West-
ern Europe's net gold and dollar receipts from third countries continued
at about the same rate as earlier in the year; these receipts, together with
a large surplus in transactions with the United States, caused Western
Europe's gold and dollar holdings to rise further.

UNITED STATES EXPORT PERFORMANCE AND
THE ADJUSTMENT PROBLEM

The increase in the foreign investment and other payments of the United
States in recent years has not been matched by an equally large growth in its
exports of goods and services. The annual rate of outflow through private
and public investments and grants, net of foreign long-term investment in
this country, was some $2.8 billion higher in the first three quarters of 1958
than in 1952-56 (Table C-22). Imports of goods and services together
with military expenditures abroad rose over the same period by $3.1 billion.
Thus, the total increase in these transactions was $5.9 billion.

Exports of goods and services have risen about $4.4 billion above the
1952-56 average, or at an annual rate of 6 percent. Most of this increase
had occurred by 1956, and was surpassed temporarily in 1957 because of
exceptional demand forces at that time. The level actually attained in
1958 can be regarded as a significant increase in relation to earlier years,
since foreign economic conditions last year were not favorable to the normal
development of United States exports. Some major shifts in international
trade were unavoidable, not only because of the cessation of certain condi-
tions (such as those related to the Suez crisis) that had prevailed in the
early part of 1957, but also because various maladjustments had arisen dur-
ing the previous period of rapid growth (see Chapter 2 ) . Contrasting de-
velopments during the two latest recessions illustrate the significance of sus-
tained world economic growth for United States exports. While United
States imports slackened in the 1953-54 recession and remained weak for
some time, exports, after only a momentary pause, followed the upward
course of economic activity abroad (Charts 10 and 11) and contributed to
recovery in the United States.
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