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A gain  the business prophets have been prophesy­
ing, pred icting, prognosticating, and pro jecting . It 
is now tim e to su rvey their w ork and see what they 
th ink 1962 has in store for us. This annual survey 
attem pts to present a  brief sum m ary of the forecasts 
made by prom inent financial w riters, economists, 
business leaders, and public officials.

A ll availab le forecasts have been studied for this 
survey, but the discussion which follows is based on 
those which provide a  comprehensive coverage of the 
economy in fa ir ly  specific term s or which cover one 
or more m ajo r sectors in depth. Severa l of the fore­
casts w ere group efforts, one of them being based on 
a survey of over 300 people. The total num ber of 
persons whose opinions are reflected in these esti­
m ates is over 400.

In passing, it m ay be noted that the forecasts for 
1961, sum m arized a yea r ago in this Reviezv, proved 
to be quite accurate on the whole. M ost of them 
correctly foretold the reversal of the trend of activ ity  
ear ly  in the year and gave quantitative m easures of 
activ ity  in m ajo r segm ents of the economy which 
w ere often quite close to the actual results.

The views and opinions set forth here are those of 
the forecasters. No agreement or endorsement by 
this Bank is implied.

THE CONSENSUS

L ike last year, there is a rem arkab le agreem ent 
among the forecasters as to the general direction of 
business activ ity  for the coming year. In a nutshell, 
the consensus is that 1962 w ill be a good year de­
spite m any problem s which overhang the economy.

One typ ical com mentator expresses this v ie w : “ 1962 
prom ises to be a  ‘good' y ea r and it stands an exce l­
lent chance of being a ‘very  good’ one.” N early  all 
forecasters expect that 1962 w ill be substan tia lly  
better than 1961, and only a very  few see an y danger 
of a super boom or speculative excesses. T hey all 
agree that new high levels of activ ity  w ill be reached 
in nearly  a ll areas. T hey agree also that the advance 
w ill be broad and genera l, w ith no m ajo r sector of 
the domestic economy forg ing ahead enough to be 
a pacem aker nor lagg in g  so far behind as to con­
stitute a serious problem.

Tw o observers express uneasiness about the tran s­
portation industry , which is experiencing some “fi­
nancial and replacem ent difficulties.” One of them 
term s this a  “ real financial c r is is” affecting railroads, 
a irlin es, and in terc ity  truck lines. H e th inks it has 
been caused by excess capacity and high-cost opera­
tion induced by excessive competition.

Doubts About Second H alf C o n tra ry  to the 
situation last year, when the second half of the year 
w as expected to show a definite im provem ent, m any 
w riters  see the possib ility of a decline in the rate of 
expansion in the second half of 1962. T hey reason 
that in 1961 the sw itch from liquidation to accum u­
lation of inventories and a large increase in govern­
ment expenditures w ere m ajo r factors in reversing  
the trend of business activ ity  and in stim ulating  ex ­
pansion in the latter part of the year. Those factors 
w ill not be as influential th is year, p articu la r ly  in the 
second half, and, if business expansion is to continue, 
other forces m ust come forw ard to provide theDigitized for FRASER 
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im petus. Such forces would have to be construction, 
consum er buying, and business investm ent in plant 
and equipm ent, in some combination. A  num ber of 
people are  doubtful that these w ill provide a  suffi­
cient im petus to keep the expansion ro lling  a t the 
rate expected to prevail in the first half of the year.

Credit T h ere  seem s to be q u ite  g e n e ra l a g r e e ­
ment that business expansion in 1962 w ill not be re ­
strained  by tigh t cred it or high interest rates. De­
spite the fact that re la tive ly  easy credit conditions 
have a lread y  continued much longer than has been 
custom ary in recent recovery periods, it is genera lly  
agreed that in 1962 there w ill be adequate supplies 
of credit at only m oderately h igher in terest rates. 
Specifically , the forecasters do not expect a sharp rise 
in in terest rates and a reduction in the av a ilab ility  of 
credit such as m arked the last half of 1958.

Prices and Problem s T h ere  is a  g e n e ra l co n sen ­
sus among forecasters on two other points. F irst, 
prices w ill be fa ir ly  stable, w ith  perhaps a slight rise 
in wholesale prices and a continuation of the slow 
rise in consum er prices. Second, the economy faces 
several serious problems which w ill tend to restrain  
the expansion and could cause m ajo r difficulties. 
These, to be discussed below, include stronger for­
eign competition, the deficit in the balance of p ay ­
ments, r is in g  costs which are lik e ly  to squeeze profit 
m argins and hold down corporate profits, continuing 
high unem ployment, and a possible steel strike.

THE GENERAL ENVIRONMENT

M ost of the forecasts w ere made in the closing 
weeks of 1961 when, in sharp contrast w ith  the 
previous year , the economy w as advancing w ith con­
siderab le vigor. M any forecasters see a consider­
able accum ulation of consum er purchasing power in 
the fact that personal income rose stead ily and fa ir ly  
rap id ly  during  1961 w hile re ta il sales lagged and 
consum er credit increased very  little.

The year 1961 ended after about ten months of 
substantia l advances. T his is far less than half the 
average duration of recent recovery and expansion 
periods. M any w riters  count on this fact p lus the 
momentum attained by the present recovery to ca rry  
the present upsw ing to or beyond the end of 1962.

One forecaster propounds the in teresting  proposi­
tion that the m ilder a recession, the further beyond 
prerecession peaks is the ensuing expansion lik e ly  to 
go. A pparen tly  not m any of his fellow forecasters 
subscribe to this proposition, which would call for 
a very  large  expansion in 1962 and 1963. The reces­
sion of 1960-61 w as the th ird  m ildest since W orld  
W ar I according to standards established by the N a­

tional B ureau  of Economic Research . The consen­
sus of the forecasters does not indicate that the cu r­
rent expansion movement w ill be the th ird  greatest 
in 40 years.

L ast year this survey described some elem ents of 
a “new economic environm ent” which m any fore­
casters pointed to as m aking prediction of the future 
more difficult. Those elem ents w ere the absence of 
an in flationary psychology, a h igh level of unem ploy­
ment, a changed demand for housing, and the ex is t­
ence of a large  am ount of excess producing capacity. 
These factors still p revail, but now unem ploym ent is 
genera lly  expected to decline a little  during  the year 
ra ther than to rise  as w as expected a  year ago. In 
addition, however, newT factors have been added to 
the “new economic environm ent” and some old ones 
have increased in im portance. A ll of them add to 
the hazards of forecasting.

Balance of Paym ents T h e  th em e m ost often  re ­
peated in this y e a r ’s forecasts is that the balance-of- 
paym ents deficit is the most serious problem cloud­
ing the economic horizon. V ery  few forecasters a t­
tempt any extended ana lys is  of the problem, or offer 
any solution. M ost of them reason that there is 
little  chance of an y substantia l increase in exports, 
that im ports w ill rise as business activ ity  expands, 
and that Government loans and gran ts abroad are 
not lik e ly  to decline. One ana lyst lists several rea ­
sons w hy the L 'nited States is more vu lnerable to 
a  do llar cris is  now than it w as during  the worst of 
the troubles of 1960. In his opinion : (1 )  the econo­
m y is in an upsw ing instead of a downsw ing, which 
tends to raise  im ports; (2 )  our gold stock is nowDigitized for FRASER 
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10% low er than it w as in the F a ll of 1960; (3 )  the 
total of short-term  liab ilities to foreigners has in ­
creased ; (4 )  costs here continue u p w ard ; and (5 )  
the U . S . T re a su ry ’s budget position and prospects 
are less favorable, and its reliance on short-term  fi­
nancing has increased the liqu id ity  in the economy.

The conclusion u su a lly  draw n from these con­
siderations is that the deficit is not lik e ly  to decline 
and m ay rise. T h is could precip itate a  dollar cris is 
which m ight requ ire a d rastic tigh ten ing of credit 
to the detrim ent of the domestic economy. O nly an 
occasional forecaster mentions the steps taken thus 
far by the Government to reduce the deficit in the 
balance of paym ents, and none seems to draw  any 
hope from them. One states that “G im m icks w ill not 
solve the problem— and gim m icks are about all we 
have been able to devise . . .

Foreign  competition has forged to the front as a 
m ajo r factor in the economy. M any observers see 
sharp ly  increased competition because of expanded 
producing capacity , convertible currencies, and lower 
costs abroad. T h is is expected to hold down prices 
and to squeeze profit m argins.

Another part of the new  environm ent is what 
some have term ed the “garrison  state econom y” 
forced on us by the world situation. T h is requires 
la rge r expenditures for defense and m ay at any time 
develop into a cris is which would seriously d isrupt 
the economy. The high level of p rosperity expected 
this yea r assum es continued large defense expend i­
tures but no shooting w ar.

O ther Problem s In ad d itio n , th ere  is a sp ec ia l 
and tem porary elem ent in the economic environm ent 
this yea r— the possib ility of a  steel strike after June

30. It appears to m any that the m ere possib ility of 
a strike is alm ost sure to cause a  considerable d isrup ­
tion in business ac tiv ity  through a heavy accum ula­
tion of steel inventories during  the first half of the 
yea r followed by a  sharp reduction in steel produc­
tion in the second half as inventories are  reduced. 
The steel w age negotiations and possible strike are 
seen as lik e ly  causes of d isturbance in three other 
w ays. F irs t, if there is a  prolonged strike, there 
would be far-reach ing effects from the in terruption 
in the flow of purchasing power and m ateria ls . Sec­
ond, if there is a  substantia l w age increase it would 
probably be followed by an increase in steel prices. 
T h is would raise  costs to steel users and probably 
intensify the squeeze on profits. T h ird , the w age in ­
crease would probably become a pattern for increases 
in m any other industries.

W h ile  most com mentators fear a continuing rise in 
w ages, some point to factors which m ay hold in ­
creases down to m oderate am ounts. These include the 
excess labor supply, the g rea ter concern of the Gov­
ernm ent in restra in ing  w age and price increases, the 
w illingness of labor unions in some cases to accept 
less costly fringe benefits in place of increases in 
w ages, and the trend of w age settlem ents over the 
past ten years  or so. One observer stated that “the 
rate of increase in labor costs has been declin ing very  
m arked ly so that the m agnitude of wage or labor-cost 
inflation has been getting  less and less.” H e cited 
the steel settlem ent of 1959 which produced a  w age 
increase of 3.5%  or 3.75%  in contrast w ith increases 
of as much as 8%  in earlier years.

F in a lly , some forecasters are concerned about the 
stock m arket. One of them says, “W e are coming 
to the end of the road in this fantastic ten -year trend 
of constantly pay ing  more and more for earn ings 
and d iv idends.” Severa l point out that for some 
time the return  on stocks has been well below the 
return  on h igh-grade bonds and im ply that th is can­
not continue indefin itely. A lm ost no one is strongly 
bullish , and several express guarded fears of a sub­
stantial fall in prices. One w ell-know n economist 
suggests that we should “approach the stock m arket 
in 1962 w ith a very  respectful caution .”

Despite these potentially  troublesome factors, n ear­
ly  all forecasters are re la tive ly  optim istic about the 
outlook for the year. H ow ever, they express some 
uneasiness about the strength  of the expansion in 
the second half. One of the more cautious prognosti- 
cators states that, w hile not tak in g  an a larm ist view , 
he is unable to agree w ith m any who com placently 
take the view  “that everyth ing  w ill be fine w ith our 
economy in 1962, except that we m ay face a  large 
and m ounting balance of paym ents deficit, a  nation-Digitized for FRASER 
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1961 RESULTS AND  1962 EXPECTATIONS

Gross N ational Product ___________  _________
Personal Consumption E xpenditures ________
Government Purchases of Goods and Serv ices
Gross P rivate  Domestic Investm ent _____  __
Net E xports of Goods and Serv ices _____  __

P lant and Equipm ent E xpenditures ________  ___
Change in B usiness Inventories ______________
Corporate Profits Before T axes ____________.___
T otal Construction E xpenditures ____- _______
Balance of Paym ents ___ —_ ___ _____
I ’rivate Nonfarm H ousing S tarts  _____  ___ _
Sales of Domestic Autom obiles ____ ________ __
c/c of C iv ilian  Labor Force U nem ployed __  __
Industria l Production Index (1 9 5 7 = 1 0 0 ) ____
W holesale P rice Index (1 94 7 -4 9 = 10 0 ) ____ ... _
Consumer P rice Index (194 7 -4 9= 100  ) ____ ___

1961 * 1962**
$ 521 billion $ 560 to $ 565 billion
$ 3 3 9  billion $ 362 billion
$ 108 billion $ 119 billion
$ 70 billion $ 78 to $ 83 billion
$ 3.6 billion $  2 billion
$34.5 billion $ 37 to $ 40 billion
$ 2.2 billion $ 5 billion
$ 46 billion $ 50 to $ 53 billion
$57.5 billion $ 60 billion

—$ 2.6 billion - $ 2.0 to —$ 3.0 billion
1.30 million 1.35 million
5.6 million 6.7 million
6.7^,; 5.0'/•'( to 5.5%
109 121
119 121
128 130

* P re lim inary  or estimated figures.

**  F igures are rough approx im ations of the typical forecast tor 1962.

wide steel strike, a drop in the stock m arket, and a 
large deficit in the Federal B udget.”

Another observer sums up the outlook in these 
w o rd s : “T h is then is a recovery in which we won’t 
lack for problems and for causes for increasing con­
cern as the year runs its course. A s we look at it 
now, however, we have built perhaps less excesses 
into this recovery than in the comparable stage of 
any other recovery. W e have a greater capacity to 
en large our output in the months ahead than we had 
in any earlier recovery.”

SPECIFIC FORECASTS

General Indicators G ross N ation a l P ro d u ct, the 
broadest m easure of economic activ ity , is the statistic 
which receives most attention in the forecasts. There 
is un iversal agreem ent that it w ill be substantia lly 
h igher than the figure for 1961, which was near $520 
billion. There is a  heavy concentration of the esti­
m ates in the area of $558 to $565 billion, which would 
represent an increase of about 8% over 1961. A  
range from $550 to $575 billion includes n early  all 
estim ates. M ost of those who make predictions by 
quarters show a  declin ing rate of growth during  the 
year, and a few expect an absolute downturn before 
the end of the year. On the other hand, quite a few 
foresee that by the fourth quarter of 1962 G N P w ill 
be at or above an annual rate of $575 billion.

Em ploym ent presents one of the less optim istic 
aspects of the outlook for 1962. M ost forecasters 
predict a rise in total employment but little, if any, 
more than the increase in the labor force, leaving

unemployment at an uncomfortably high level 
throughout the year. Unem ploym ent is u sually  re­
garded as the second most difficult problem facing 
the economy, follow ing the balance of paym ents. 
The more optim istic observers think that employment 
m ay increase more in proportion to production now 
that the average workweek in m anufacturing has 
passed 40 h o u rs ; em ployers w ill prefer to employ 
additional w orkers rather than m ake large overtime 
paym ents. B ut the pessim ists point out that much of 
current investm ent is for m odernization and cost re­
duction which w ill perm it greater production without 
a corresponding increase in employment. Most pre­
dictions foresee an average rate of unemployment for 
the yea r not far from 5°/c of the labor force.

There is quite general agreem ent that industrial 
production w ill be up m oderately over 1961. Most 
estim ates are that the Federal Reserve Index of In ­
dustrial Production w ill average between 118 and 
122 for the year— an increase of about 10% . A gain , 
some slow ing during  the yea r  is expected, and a small 
m inority of the predictions indicate that the index 
w ill dip before the end of the year. Reasons given 
for the expected h igher level include the defense 
build-up, h igher automobile and steel production, and 
g reater production of durable goods genera lly .

E xpenditures for new construction are expected 
to set a new high record at about $60 to $61 billion 
in 1962, p artly  because of an unusually  large c a rry ­
over from 1961. This would be an increase of about
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Keys for Forecasting

Gross National Product

Our economic system may be compared to a highly complex piece of m achinery 
with many separate but interlocking parts. This "economic machine" produces goods and  
services and generates income which, in turn, is used to purchase the current output. 
Over the years, economists and statisticians have devised methods of measuring levels of 
current production, both by measuring incomes produced and by measuring expendi­
tures for physical output. These national income and product accounts, published by the 
U. S. Department of Commerce, fit the bill—not only for a measure of total business activ­
ity but also for measures of many interrelated types of economic activity.

Gross National Product, usually referred to as GNP, is probably the most widely used 
measure of total economic activity and is the statistic which most business analysts use 
to express their predictions of the business cycle. GNP measures the market value of the 
nation's output of final goods and services. It is the sum of expenditures by four broad 
groups of purchasers—consumers, business firms, foreigners, and government.

Seasonally adjusted quarterly estimates at annual rates are availab le  from 1939 
and annual estimates, from 1929. The series is also published in constant (1954) dollars 
which makes available a measure of "real" GNP—after correction for price change.

GROSS NATIONAL
(In

PRODUCT BY TYPE
billions of current dollars)

OF EXPENDITURE

Item 1929 1933 1939 1950 1955 1960

GROSS NATIONAL PRODUCT 104.4 56.0 91.1 284.6 397.5 504.4

PERSONAL CONSUMPTION EXPENDITURES 79.0 46.4 67.6 151.1 248.6 328.9
Durable goods 9.2 3.5 6.7 30.4 39.6 44.3
Nondurable goods 37.7 22.3 35.1 99.8 124.8 152.4
Services 32.1 20.7 25.8 64.9 92.5 132.2

GROSS PRIVATE DOMESTIC INVESTMENT 16.2 1.4 9.3 33.2 36.0 72.4

New construction 8.7 1.4 4.8 24.2 34.9 40.7

Producers' durable equipment 5.9 1.6 4.2 18.9 23.1 27.5

Change in business inventories 1.7 - 1 .6 .4 6.8 5.8 4.2

NET EXPORTS OF GOODS AND SERVICES .8 .2 .9 .6 1.1 3.0

GOVERNMENT PURCHASES OF GOODS
AND SERVICES 8.5 8.0 13.3 39.0 75.6 100.1

Federal 1.3 2.0 5.2 19.3 45.3 52.9

State and local 7.2 6.0 8.2 19.7 30.3 47.2

Source: Office of Business Economics, U. S. Department of Commerce.
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Often a forecast of total GNP is derived by estimating expenditures on final output made by each of 
these four broad purchaser groups . . .

CONSUMERS "Personal consumption expenditures" includes consumer purchases of dura­
ble goods, primarily household equipment and autos; their expenditures on nondurable 
goods, chiefly clothing and food; and their outlays for services, such as rent, domestic 
help, and medical care. These expenditures represent by far the biggest part of GNP, 
accounting for around two-thirds of the total in recent years and about three-fourths prior 
to World War II.

In turn, the largest part of consumer spending goes for nondurable goods. Over the 
past decade, however, the proportion of these purchases to total consumer expenditures 
has declined from 51% to 46%. In contrast, the proportion of consumer spending for 
services has increased from 33% in 1950 to 40% in 1960. Both types of expenditures 
have shown a dollar rise each year. Consumer expenditures for durable goods, how­
ever, have followed a zig-zag path upward.

BUSINESS "Gross private domestic investment" represents the change in business inven­
tories and expenditures for new business durable equipment and private construction. It 
currently comprises about 15% of Gross National Product; in the later years of World War 
II and in the low years of the Depression, this proportion was below 5%.

New construction has been greater than business purchases of machinery and equip­
ment each year since 1947. Usually the year-to-year changes move in the same direction, 
and both fluctuate widely. In the 1950's the year-to-year per cent changes ranged from 
— 2% to +18% for new construction and from —19% to +18% for equipment investment.

The most volatile component of GNP's business sector is the change in business in­
ventories. In the past decade the change from the previous year has ranged from a de­
crease of $2.0 billion in 1958 to an increase of $10.2 billion in 1951. In 1960, business­
men switched from accumulation at an annual rate of $10.9 billion in the first quarter to 
reduction at a rate of $1.9 billion in the fourth quarter.

FOREIGNERS "Net exports of goods and services" measures the excess of United States 
sales abroad over United States purchases from abroad; gross exports and imports are 
shown separately. Exports include domestic output sold abroad and production abroad 
credited to United States owned resources. These sales clearly are a part of GNP. For­
eign goods and services bought by Americans, however, are not part of this nation's out­
put. Since these purchases are included in the estimates of spending by the other three 
sectors, they are deducted here to avoid overstatement of GNP.

The net export figures, along with the measures of gross exports and imports, are 
often used in evaluating the relative importance of foreign trade to the United States 
economy. Net exports of goods and services reached a peak of $9.0 billion in 1947. Dur­
ing the war years and in 1953 and 1959, United States purchases of foreign goods were 
greater than its exports.

GOVERNMENT "Government purchases of goods and services" includes both Federal Gov­
ernment and State and local government expenditures. Federal Government expenditures 
are further subdivided into those for national defense and those for other purposes. 
Federal Government sales, shown separately, are deducted. Since only spending for goods 
and services is counted in the GNP series, the figures are lower than the familiar Federal 
Budget totals.

In recent years expenditures by government have taken a greater bite of the nation's 
output. In 1960, the government sector amounted to $100 billion or 20% of total GNP; 
prior to 1941 and in the immediate postwar years the proportion was 15% or less. State 
and local government expenditures for final goods and services are rising at a faster 
rate than those by the Federal Government. In fact, from 1959 to 1960 Federal Govern­
ment expenditures declined by 1% in contrast to an 8% increase in expenditures by other 
governmental bodies.

This is the first of a series on selected statistical series and techniques 
used in forecasting business activity.Digitized for FRASER 
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1962: Moderate Prosperity but No Boom
(Continued from page 5)

6 °/o over the 1961 figure of $57.5 billion. O nly 
moderate gain s are  expected for industria l, com mer­
cial, and public u tility  construction, but la rger in ­
creases are indicated for hospitals and educational and 
relig ious structures. P redictions for p rivate nonfarm  
housing starts  range from 1,300,000 to 1,450,000, 
w ith  perhaps 1,350,000 as a  rough average. Severa l 
com mentators also call attention to the prospect of 
large  expenditures for repairs and m odernization, 
which m ay amount to $20 billion or more. Con­
struction is not expected to be held back by lack of 
funds unless in terest rates should rise sharp ly  in the 
la tter part of the year. Som e notes of caution and 
pessim ism  are  sounded by a  few observers, however, 
who point to high vacancy rates, a  low but r is in g  rate 
of foreclosures, a  low rate of fam ily form ation, and 
the large number of contractors who are experiencing 
financial difficulties.

Consum er Income and E xpenditures P erso n a l 
income is expected to continue its m oderate and 
steady rise to reach a level of $445 to $450 billion 
in 1962— an increase of 6 c/c or 7% . T hanks to wage 
increases and h igher em ployment, the greater part of 
the increase is expected to be in w ages and sa laries. 
Total income in the form of transfer paym ents is con­
sidered un likely  to change greatly , since reductions 
in unem ploym ent compensation w ill be offset by in­
creases in o ld-age annuities and other social security 
paym ents. E stim ates of total consum er expendi­
tures fall between $360 and $365 billion— an increase 
of about 6%  or 7% . The later the predictions were

made the more optim istic they tend to be, probably 
reflecting the rise  in consum er expenditures late in 
1961. E xpenditures for durable goods are expected 
to rise most, led by booming sales of automobiles 
which some observers expect to reach 7 m illion or 
more, includ ing 350,000 or 400,000 im ported cars. 
The steady drift tow ard services is indicated by p re­
dictions of increases of from 7%> to 8% .

M any forecasters express considerable doubt about 
consum ers’ buying habits. M ost of them, however, 
th ink that consum ers w ill buy more free ly  in 1962. 
The range of th ink ing is indicated by two brief quo­
tations. The f ir s t : “ . . . the A m erican  consum er is 
well stocked and bored, to boot, w ith the un im agina­
tive goods being offered.” The second: “ If they have 
it, they w ill spend it. T hey w ill have it .” R egard ­
less of the position on this point, though, and despite 
a  considerable increase in personal liqu id  assets, no 
fears are voiced that consum ers are lik e ly  to start an 
inflationary buying spree.

Business Income and Investm ent T h e g e n e ra l 
opinion about corporate profits is one of uneasiness. 
M any observers th ink ris in g  w ages and stiffer com­
petition at home and abroad w ill reduce profit 
m argins as business expansion progresses. One 
com m ents: “ M any m anufacturers continue to find 
their m arg in s of profit far th inner than they were 
in other prosperous periods.” A nother th inks that 
w age inflation m ay reduce profits rather than raise 
prices. Some point out that profit m arg ins have 
been fa lling  for ten years  and that total corporateDigitized for FRASER 
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profits have shown little  increase in five years despite 
large  new  investm ents. Such considerations lead 
one w rite r  to the conclusion that "C orporate profits 
are the w eakest link in our economic relationsh ips.” 
Y et alm ost w ithout exception the estim ates are for 
a record level of corporate profits before taxes. Few  
estim ates are  below $50 billion and some mention a 
figure as h igh as $55 billion. This would be a  sub­
stantial increase over the approxim ate $45 billion 
for 1961 and the record high of $46.8 billion in 1959. 
T here seems to be a definite feeling that the increased 
profits w ill be due la rg e ly  to increased volume and 
that they w ill be w hittled down as ac tiv ity  levels off 
and costs continue to creep up. Severa l forecasters 
look w ith  some hope for more liberal depreciation 
allowances and other favorable tax  revisions.

It is u n iv ersa lly  agreed  that business expenditures 
for new plant and equipm ent w ill be up in 1962, but 
in most cases the expected increases are m oderate. 
T h is is one series which, as the year started , had not 
reached the previous h igh of nearly  $37 billion set 
in 1957. A  great m a jo rity  of the estim ates for 1962 
fall between $37 and $40 billion, compared w ith  the 
actual level of $34.5 billion in 1961. M ost fore­
casters note that these expenditures w ill be ad justed  
as the yea r progresses, depending on the rate at 
which plant capacity is being utilized , the level of 
corporate profits, and other factors.

One very  cautious appraisal of the part to be 
played by corporate profits refers to “The ris ing  
amount of profits, inadequate in com parison with 
past profit m arg ins, difficult to earn even in this 
rap id recovery, but nevertheless h igher than they 
w ere at the beginn ing of the year, and thereby in ­
fluencing capital investm ent favorab ly.”

L a rg e r  capital expenditures are encouraged by the 
steady and fa ir ly  rap id  accum ulation of depreciation 
funds and m ay be stim ulated further by favorable 
tax  changes. On the other hand, a large  am ount of 
unused capacity , an uncertain  political clim ate, and 
attractive investm ent opportunities abroad are cited 
by several w riters  as reasons for expecting only a 
m oderate increase this year.

Predictions about inventory changes for the year 
are cautious and va ry  w idely . The consensus seems 
to be that during  the first half of the year, w hile steel 
inventories are being accum ulated at a rap id  rate, the 
total w ill rise strongly— some mention annual rates 
as h igh  as $8 to $10 billion. It is also agreed  gen­
e ra lly  that the rate w ill fall substan tia lly  in the sec­
ond half, and a few forecasters believe there m ay even 
be an absolute decline. For the year as a  whole, in ­
creases ran g in g  from $4 to $6 billion are frequently 
mentioned.

G overnm ent E xpenditures A ll fo recas ts  c a ll for 
an increase in governm ent expenditures for goods 
and services, and there is quite genera l agreem ent 
that the increase w ill be about 9%  or 10% , which 
would put the total near $118 or $120 billion. ( I t  
should be noted that these estim ates are for expend i­
tures for goods and services only. T otal govern­
m ental expenditures w ill probably exceed $170 b il­
lion .) The usual allocation of the increase is about 
$4 billion to S tate  and local governm ents and the re ­
m ainder of $6 billion or more to the F edera l Gov­
ernm ent. A  num ber of prognosticators foresee sharp 
conflict in the F edera l fiscal area. On the one hand, 
they expect a strong dem and for more spending for 
defense and for key domestic program s, the latter 
intensified by the forthcom ing C ongressional elec­
tions. On the other hand, need is seen for the bal­
anced 1963 budget which has been prom ised, both 
to ease the balance-of-paym ents problem and to avoid 
domestic inflation. M ost forecasters appear to be 
more confident about the increase in expenditures 
than they are about the balanced budget.

A gricu ltu re R ef le c tin g  the d e c lin in g  re la t iv e  
im portance of farm ing in the economy, most fore­
casters do not even mention the farm  outlook. Those 
who do, however, expect that cash receipts and net 
income from farm ing w ill show little change from 
the im proved levels of 1961 which w ere, respectively, 
about $35 billion and $13 billion. T otal production 
is estim ated to be about the sam e, w ith  somewhat 
lower crop production being offset by a  further rise 
in livestock m arketings. The outlook for beef and 
hog prices is g enera lly  considered favorable despite 
g reater production, but prospects for poultry pro­
ducers are rather bleak. A s business expansion 
progresses, there m ay be an increase in the prices 
farm ers pay, leav ing little , if any, im provem ent in 
net farm  income— certa in ly  nothing to compare w ith 
the b illion-dollar increase in 1961.

Prices W ith  re m ark ab le  u n ifo rm ity , the fo re­
casters predict fa ir ly  stable prices. The genera l e x ­
pectation is that wholesale prices w ill rise by not 
more than 2% . Defense spending and cost increases 
as business expansion progresses are cited as causes 
of the increase, w hile large  excess producing capacity 
and stiff foreign competition are seen as the principal 
factors holding the increase to a  modest amount. 
Consum er prices are expected to continue their slow 
rise, am ounting perhaps to as much as 1.5% .

A compilation of more than 60 forecasts with names 
of forecasters and details of estimates may be obtained 
from the Federal Reserve Bank of Richmond.Digitized for FRASER 
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THE FIFTH DISTRICT

Recent trends in F ifth  D istrict business provide 
a good basis for genera lly  optim istic expectations 
substan tia lly  s im ilar to those reflected in composite 
national opinion as sum m arized in the m ain artic le  
of this issue. The D istric t’s broad statistica l ind i­
cators have been consistently favorable for several 
months. Bank debits finished the year at record 
levels. R eta il trade, noncommittal du ring  much of 
1961, increased m arked ly in October, and shoppers 
kept the reg isters busy for the rest of the year, finally 
r in g in g  up record levels of Christm as sales. S e a ­
sonally ad ju sted  nonagricu ltu ral em ployment rose 
g rad u a lly  to new highs last Septem ber, October, and 
November, and although the unad justed  gain  from 
November to December w as sligh tly  below norm al, 
more F ifth  D istrict inhabitants had jobs during  the 
final month of 1961 than ever before.

H igh ligh ts of recent increases in nonfarm em ploy­
ment, most of which occurred outside the m anufac­
tu rin g  sector, included the following items. F inan­
cial and service enterprises expanded their work 
forces more than seasonally throughout the second 
half of 1961. Government agencies also took on new 
help w ith  considerable regu lar ity . Construction em ­
ploym ent, a  source of strength  for more than a yea r 
and recently stable a t a h igh level, gained additional 
stay in g  power when a  good volume of new contract 
aw ards came along late last year. Recent events 
also brought s ligh tly  improved employment at the 
D istrict’s bitum inous coal m ines. M ine operators 
genera lly  expect the new stab ility  to last for a while, 
thanks to domestic m arkets stabilized by lower costs 
and overseas m arkets believed to be poised for a 
period of rap id  grow th. These and other components 
of nonm anufacturing em ployment have moved into
1962 on a wave of general expansion.

MANUFACTURING The extent of m anufacturing ’s 
participation  in the current cycle of economic grow th 
is not as easily  documented. Seasonally ad ju sted  
factory m an-hours d isp layed a series of little  ups and 
downs tow ard the end of last year, ending on the up­
beat. F acto ry employment behaved in a s im ilar 
m anner. W ith in  this g enera lly  neutral p icture, how­
ever, four industries in particu lar stood o u t : lum ber, 
as a  consistently bad perfo rm er; tobacco, with a con­

sisten tly good re co rd ; tex tiles, because of prolonged 
u n ce rta in ty ; and furn iture, which em erged from the 
recession slow ly but now d isp lays ju s t about the 
brightest 1962 outlook in D istrict m anufacturing.

The lum ber business, after suffering from slack 
demand and soft prices during  v ir tu a lly  a ll of 1961, 
received m ild encouragem ent from the best fourth- 
quarter volume of residentia l contract aw ards in sev­
era l years. A s a resu lt, lum ber m arket conditions 
did show some im provem ent in a  few  localities before 
the Christm as ho lidays ushered in the regu lar w in ter 
lull. Cold, wet w eather has helped to keep produc­
tion and inventories lower than they m ight have been 
otherw ise, and prices, though w eak, have rem ained 
fa ir ly  stable. The lum ber business in 1962 could 
look good by com parison w ith  1961 w ithout actua lly  
ris in g  above m ediocrity. It w ill take a  strong spring 
recovery to sw ing lum bering into line w ith  rates of 
progress being v isualized  for most industries.

RECORDS GO UP IN SMOKE The nation’s tobacco 
industry , of which the F ifth  D istric t’s share includes 
6CY /c of farm  acreage and 50e/c  of factory wrorkers, 
had one of its b iggest years  in 1961. L ast y e a r ’s

N early  nine-tenths of United States flue-cured tobacco—the p rin ­
c ipal cigarette  type—is produced by Fifth D istrict fa rm ers .
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tobacco production, a ll types, w as up 4 °/c from the 
year before. Consumption of c igarettes, c igars, and 
pipe tobacco increased both in total volume and on 
a per cap ita basis. E xports of tobacco products 
w ere at the highest levels in more than ten years, 
and unprocessed tobacco went to overseas m arkets in 
near-record  am ounts. A ccording to D epartm ent of 
A gricu ltu re  estim ates, c igarette  production in 1961 
reached 528 billion, a  4%  increase over the previous 
year. A s the accom panying chart shows, 1961 thus 
became the fifth yea r  in a  row to establish a new out­
put record. C igarette sales suffered a  setback in 
the first half of the 1950’s but have been “coming 
back strong” ever since. The cigarette in d u stry ’s 
sharp uptrend is visib le in all three series plotted 
on the chart. E xperts in the D epartm ent of A g r i­
cu lture and elsew here expect the current c igarette 
consumption grow th rate of about 4%  annually  to 
ca rry  righ t on through the year.

TEXTILES' WEB OF CIRCUMSTANCE The D istrict's 
big, d iverse tex tile  industry  has an unusually  long 
list of item s to evaluate in any appraisal of its condi­
tion and outlook. In Jan u a ry , for instance, the In ­
ternal Revenue Serv ice followed up last fa ll’s re ­
visions of allow able depreciation on new tex tile  m a­
ch inery w ith sim ilar good news for apparel m anu­
facturers. F urther announcements from the P re s i­
dent’s office and the T reasu ry  indicated that liber­
alized depreciation schedules for v irtu a lly  all indus­
tries would soon be forthcoming, including the faster 
write-offs of older equipm ent that textilem en have 
been hoping for. The above involve changes in reg-

Fifth D istrict facto ries account fo r more than 80% of the nation 's 
c igarette  output, cu rrently  g ro w ing  at a rate of 4 % per ye a r.

O ver the past decade textiles fa iled  to keep pace w ith  other 
m anufactu ring  industries in production, prices, and p ro fits .

ulations only. A n additional tax  credit being con­
sidered as an ex tra  incentive to m odernize would re ­
quire new leg islation . T h is m easure would perm it 
reduction of a com pany’s computed tax  by an amount 
equaling, perhaps, 8%  of the y e a r ’s investm ent in 
new m achinery. One effect of these changes would 
be to enable A m erican  industry  to compete more 
effectively w ith  producers in other countries where 
more new equipm ent is in use and depreciation sched­
ules are far more generous.

A  substantia l num ber of regu lar and special units 
of Government are w ork ing on other aspects of the 
P residen t’s seven-point tex tile  a id  program . Such 
un its in the executive branch alone involve represen t­
atives of the S tate , Commerce, T reasu ry , and A g r i­
cu lture D epartm ents, the Sm all B usiness A dm in istra­
tion, and the Office of C ivil and Defense M obilization. 
These are coordinated through an “ in teragency” com­
m ittee and are under the supervision of a  Cabinet 
committee. W ith  Congress in session, committees of 
both the Senate and the H ouse have also begun in ­
vestigation  of tex tile  problems.

TEXTILE MARKETS ADVANCE SLOWLY W h ile  spe­
cial committees ponder the tex tile  in d u stry ’s status,Digitized for FRASER 
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the public has decided to assist, as only the public 
can, by increasing  its use of tex tile  products. A s a 
resu lt, the m ills have experienced improved demand, 
p articu la rly  for synthetic fabrics, fine cottons, and 
industria l cloth. M arkets for yarn  and knitted goods 
have been fa ir ly  strong for several months. A lthough 
m any cotton p rin t cloths gained little in volume and 
nothing in price through most of 1961, the latest 
m arket reports are a  bit brighter. Converters have 
detected increased dem and for finished cloth and are 
tak in g  for processing some stocks that had accum u­
lated at the m ills as a  result of requests to defer de­
liv ery . Recent in terest in second quarter deliveries 
has made the outlook even more favorable.

A s the accom panying chart shows, production of 
tex tile  m ill products rose between 1960 and 1961, 
w hile prices and profits declined. It is apparent, 
m oreover, that these changes are genera lly  consistent 
w ith  trends of the past decade. Because of increased 
costs of both m ateria ls and labor, profits recently de­
clined more sharp ly  than prices. (O ther m anufac­
tu rin g  industries, also plotted on the chart, fared 
better than textiles. Production rose at a faster rate, 
profits declined more slow ly, and prices were m oving 
upw ard until last y e a r .) W ith  demand strengthen ing, 
textilem en fu lly  expect production to continue the 
r is in g  trend that began in 1961. But the rest of the 
picture is most uncertain . The tem porary in terna­
tional understand ing curren tly  holding down tex tile  
im ports w ill end w ith the th ird  quarter of 1962. The 
industry  hopes that more perm anent agreem ents and 
other helpful m easures w ill be in effect by that time.

The p icture that the chart presents for 1961 is 
based on incomplete statistica l reports. Some tex ­
tile firms are a lready  reporting a  better trend in 
profits, but these seem to be the exception rather than 
the ru le. Im proving demand, advancing technology, 
and governm ental inquiries point to an even more 
in teresting  year than usual in the tex tile  business.

BUSY SEASON FOR FURNITURE F urn itu re  folks are 
hav ing a busy w inter. F inal demand began to 
strengthen alxnit m idsum m er and improved fa ir ly  
stead ily  from then on w ith  corresponding increases 
in production. The successful fall m arket in fu rn i­
tu re centers of the F ifth  D istrict provided an added 
lift. Then, in late November and December, the 
ris in g  trend in orders, production, and shipments 
leveled out on a high p lateau. F urn itu re  industry 
m an-hours at their last checkpoint w ere about even 
w ith  the all-tim e record set in M ay 1960.

In the second week of Jan u ary , good new s reports 
began to come in from the w inter furn iture m arkets. 
The b ig Chicago m arket opened on a strong note.

Attendance w as g rea ter than a yea r earlie r , and 
orders flowed in considerab ly la rg er volume. The 
price increases that began last fall continued w ith  
some items tagged from 1% to 5°/c h igher.

To keep m anufacturers’ representatives and reta il 
store buyers rea lly  busy, the th ird  week of Jan u a ry  
brought furn iture show openings in other centers 
from one end of the country to the other. W eather 
conditions provided the principal differences in the 
atmosphere surround ing these m arkets. In Chicago, 
sub-zero w eather greeted the furn iture m arketeers 
during  the first week, and b lizzard conditions fu r­
ther ham pered activ ity  during  part of the second. 
B y w ay of contrast, v isito rs to Los A ngeles w ere 
“drenched in sun ligh t.” A t H igh  Point, N ew Y ork, 
D allas, and Seattle , the w eather w as occasionally d is­
agreeable, but not extrem e.

The business clim ate, however, w as uniform ly 
favorable. A s has happened before, though not re ­
cently, r is in g  reta il trade figures tow ard the end of 
the previous year cleared the decks for good buying 
at the w inter furn iture m arkets. F u rn itu re  re ta ilers  
came to the m arkets a little  concerned about low in ­
ventories, d istinctly  optim istic on the spring sales 
outlook, and aw are of possible additional price in ­
creases. Thus, in v ir tu a lly  all m arket areas, a t­
tendance and the volume of orders w ere of record 
proportions. A s m anufacturers’ backlogs increased, 
delivery dates moved out to 60 and, in some cases, 90 
days. Most m anufacturers freely expressed sa tis ­
faction w ith  the resu lts of the w in ter shows and now 
expect h igh volume production and increased prices 
to bring them greater profits th is year.

N ew trends w ere evident. For one, furn iture re ­
ta ilin g  is m oving in two directions : tow ard discount 
selling  at m inim um  prices and m inim um  service in 
some c a se s ; tow ard improved services and closer 
custom er relations in others. For another, d isp lays 
included new and artistic  com binations such as a cof­
fee table contain ing a stereophonic record changer 
and an E arly  A m erican  bedroom w all cabinet w ith 
a T V  set. The Southern  m arket has also advanced its 
reputation for special services to reta ilers— a panel 
discussion designed to show v is itin g  furn iture buyers 
how to cover their areas of in terest efficiently and a 
series of d isp lay clin ics. L a rg e ly  because of such 
features the Southern m arket is genera lly  regarded 
as the nation’s fastest g row ing furn iture m art.
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