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BUSINESS recovery was marked in the second half of the
year, following promptly after the recession bottomed out
during the second quarter. By the end of the year, the
physical volume of national output had regained its previous
peak and the value in current dollars was higher.

With the second-half advance in business activity, gross
national product for the year 1958 nearly matched 1957 out-
put in dollars, and was within 3 percent of it in real terms.

In. the 1957-58 recession, the sharpest of the three expe-
rienced in the past decade, the economy again displayed
strong resistance to deflationary forces. Although weak-
nesses are still apparent in some markets at yearend, the
pational economy enters 1959 on the rising phase of a
cyclical movement.

Dimensions of the recovery

The upswing in demand during the latter part of 1958
carried GNP to afourth quarter annual rate of $453 billion.
This was $26 billion above the first quarter low,
and $7% billion higher than the prerecession peak reached the
summer before.

This $7% billion rise was associated with an upward move-
ment in prices of final products. In real terms, the overall
pace of production about matched that maintained during the
four quarters which preceded the downturn of late 1957.

The price advance occurred mainly during the downward
phase of the business cycle. The price level having shown
relatively little change in the second half-year, virtually
the entire 6% percent recovery in the value of GNP from
the recession low represented gains in the real volume of
output. (See chart on page 2.)

Fiscal and monetary setting

Fiscal and monetary factors operated to sustain the econ-
omy during the first half, and played a significant role in
the course of the second half also.

Fiscal developments, as stressed in the Survey during the
year, helped maintain the current flow of purchasing power
to consumers despite the shrinkage of earnings which
accompanied the production drop. This was reflected in the
$290 billion consumer market by a series of quarterly in-
creases in purchases—aside from autos—throughout the

ear.
y Income was protected mainly through an enlarged volume
of unemployment insurance benefits and other social se-
curity payments: Contributing also was the disbursement
of corporate dividends at close to the same rate in the first
half—when pretax earnings approximated $32 billion at an-
nual rates—as at the prerecession peak when profits had
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been higher by more than $10 billion. The impact of this
reduction -in profits was divided about equally between gov-
ernment revenues and retained corporate earnings. In the
particular economic setting in which they occurred, these
declines seem to have had little effect on government or
corporate demand.

Reflecting these stabilizing elements, disposable income
stopped $10 billion short of matching the percentage decline
of GNP from peak to trough. In the subsequent recovery,
dividends continued essentially stable despite the rise in
profits, and transfer payments leveled out though remaining
as a substantial factor in consumer buying power throughout
the year. Thus, the flow of disposable income was stabilized
during the upward phase of the cycle also, with the differ-
ential movement again amounting to around $10 billion.

Credit policies

The second half of last year also contrasted with the first
in respect to the monetary and credit policies of the Federal
Government. During the business downswing, steps were
taken to ease the supply of bank and home mortgage credit.

In the field of bank credit, the monetary authorities cut
discount rates and reserve requirements, and engaged in open
market operations which offset the effects of a substantial
flow of gold abroad. Under these circumstances, concern for
liquidity as such never became an important factor in the
business downturn; the liquidation of inventories and trade
credit that occurred was a reflection of the changing demand
picture rather than of financial stress, and proceeded in an
orderly fashion which left property values firm.

To ease home mortgage credit, restrictions on the eligibility
of loans for government insurance and guarantees were re-
laxed, and $1 billion was made available for the support of
the secondary mortgage market. Both these steps served
to réassure lenders as to the liquidity of loan portfolios, thus
encouraging new lending. In addition, the easing of eligi-
bility requirements increased the number of potential bor-
rowers; and the purchases made in the secondary market had
a direct effect in freeing private funds for the acquisition of
new mortgage paper.

With these various Federal policies operating to facilitate
the meeting of borrowers’ needs, and the financial require-
ments of business for investment purposes declining, a
general softening of interest rates resulted. Yields on
corporate and government bonds and short-term obligations
moved down, and a similar tendency was evident in the terms
of residential mortgage lending.

Toward midyear, credit conditions stiffened and the fall
in interest rates was sharply reversed. Contributing to
this turnaround was a shift in market expectations which

1
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has been evident also in a rise of stock prices. Important
too was an increase in the demand for funds, associated in
particular with Federal financing and with the expanded
volume of residential construction.

In the business recovery the Federal Government has acted
in the direction of credit restraint. The previously easy
reserve position of the member banks was allowed to tighten,
while advances in rediscount rates and margin requirements
signalled the increasing concern of the monetary authorities
with the problem of inflation. The commitment of Federal
funds for the purchase of home mortgages ceased as the re-
sources provided by the special authorization were used up.
The effect of these purchases and of other Federal actions
to stimulate residential building, however, is still a factor
in the current volume of construction activity.

Market expansion since mid-1958

In this setting of stabilizing forces, economic activity
recovered at a vigorous rate both in the summer and autumn
quarters. Of the $26 billion annual-rate increase in gross
national product from the first quarter low, $22% billion
occurred after midyear.

The tapering of inventory liquidation added about $6%
billion to the total demand for new production in the second
half, at annual rates. In part this improvement reflected
completion of planned adjustments in inventory-sales
ratios in various lines. In part it was due to a shift in
the business outlook as the strength of the forces sustaining
the economy became clearer.

Important among these forces was the uptrend in govern-
ment purchases. The continued advance in State and local
expenditures was reinforced after the first quarter by a
series of moderate increases in Federal defense outlays,
which during the period of business contraction had been
down somewhat from the levels of mid-1957. Also con-
tributing to the rise of Federal spending in the second half
was the step-up in farm price support activity.

Comparable in dollar magnitude to the expansion of final
demand from government was the upsurge in residential con-
struction which accompanied and followed the easing of
credit conditions described above. '

All these market developments were reflected in the
growth of consumers’ income from production, and helped
stimulate demand for consumer goods and services. In total,
the'growth of such demand acéounted for about $8 billion of
the second-half vise in the annual rate of GNP.

The steady uptrend of consumer expenditures for services
continued in the second half of the year, as did the advance
in purchasing of nondurable goods. Consumer durables,
after having fallen off considerably in the recession, showed
signs of recovering. In the dynamic auto segment, the
production inerease reflected not only some rise in current
demands for new cars but alsé a buildup—Tlargely seasonal—
in dealer stocks of the 1959 models.

Weakness continued in export markets and in business fixed
investment. Here declines from 1957 peaks had been impor-
tant factors in the recession. Since last spring fixed capital
outlays have shown little change, and net exports have
drifted lower.

National income and corporate profits

The effects of the recovery on-the industrial structure of

production are apparent from the shifts since midyear in
the national income. The upswing in demand during the
second half having focused on lines which produce and
distribute commodities, the industrial incidence of the income
rise was largely in manufacturing, mining, and transporta-
tion. Wholesale and retail trade were also benefited by the
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improvement in the demand for goods, while the industries
associated mainly with the rendering of final services con-
tinued their previous growth.

By type of income, the pattern of last year’s expansion has
been broadly similar to that experienced in the recovery phase
in other recent cycles. The major increases have been in
payrolls and in profits. Matching their relatively sharp drop
when business was declining, profits have shown a com-
parably rapid advance in the second half.

Current position and prospect

Market and income developments since mid-1958 have
placed the Nation’s economy in a position which may be
summarized as follows.

The cyclical upswing now in progress has canceled the
declines of late 1957 and early 1958, and has shown consid-
erable vigor. The price level recently has held stable in the
face of the improvement of final demand, with limited ad-
vances in prices of industrial goods being offset by reductions
for farm products.

Consumption is at an alltime high, in volume as well as in
value, and consumer demand continues responsive to basic

GNP reached dollar peak at yearend . . .
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growth trends as well as to the expanding flow of income.
Autos remain a question mark for 1959. Sales to final users
of 1959 cars have through January been higher than those
recorded a year earlier, but the overall strength of demand
for 1959 cars is not yet clear.

Table 1.—Key National Income and Product Data, 1957 and 1958
[Billions of do]lars]

Seasonally adjusted at
annual rates
1957 1958 1057 1058
111 I v
Gross national product in constant
(1957) dollars____.____ .. ... _.___ 440, 3 427,6 442, 4 419, 3 441, 3
Iraplicit price index._____________._____ 100, ¢ 102, 4 100, 7 1019 T102.7
Gross national produet. ... 440, 3 37,7 4456 4271 4530
Personal consumption expendi-
tures_ .. 284. 4 290.6 288.3 286, 2 295.9
Autos and parts...__.._______. 17.1 14.1 17.3 13.6 15.9
Altother_ .. .. ... 267.3 276. 5 271.0 272.6 280.0
Qross private domestic invest-
ment..___._ . . ... _._____. 65.3 54. 4 66.7 50.9 61.6
Residential construction...___. 17.0 17.8 16.9 17.1 20.1
Business fixed investment.__.. 47.4 41.3 47.6 42.0. 41.5
Change in business inven-
tories ... ___._____________. 10|  —47 22| -82 N
Net exports of goods and servieces_. 4.9 1.4 4.8 1.7 .4
Government purchases....___.___. 85,7 91,2 85.8 88.3 95.2
National income______________________. 364,0 360.5 368,7 3517 N.A.
Compensation of employees._..._. 254. 6 253.8 257.3 250.9 258. 4
Corporate profits*_._.___.__._._.._. 41.9 36.2 43.1 31.3 N.A.
Altother-_.____._ ... 67.5|  70.5 68.3 69.5 71.2
Disposable personal income . _________. 305, 1 3156 308, 7 30, 61 315.8

*Before tax, and including inventory valuation adjustment.
Source: U. 8. Department of Commerce, Office of Business Economics.

Residential construction activity, now above the 1955
peak in value, will move higher as work proceeds on the
near-record volume of new starts reported for recent months.
The experience of 1958 has conformed to that of earlier
postwar cycles in that housing demand responded on a con-
siderable scale to shifts in the availability of mortgage credit.
Over an extended period, of course, this market depends in
the main on more basic factors.

Business demand is clearly an expansionary element in
the situation as far as inventories are concerned. In all
previous postwar experience, when heavy liquidation has
tapered and terminated as it did toward the turn of the
year, a swing to accumulation has followed. This observed
sequence, of course, has occurred against a background of
expansion in final demand in each case.

Business outlays for fixed investment have not yet shown
much sign of recovering from the slide which ended around
mid-1958. Programs reported late last year for the current
quarter indicated little increase. The dimensions of the
recent upswing in profits and general business activity may
be expected to influence 1959 plans, which will be covered in
our annual survey in next month’s issue.

In the government market, the sustained growth of State
and local buying continues, and may be counted on to play
a positive role in the demand situation for 1959 as construc-
tion outlays and employee compensation increase further.

The outlook for Federal expenditures depends upon Con-
gressional action on the Budget for the fiscal year which
begins next July. The President’s Budget message sent to
Congress last month contemplates little increase beyond the
current rate in purchases of goods and services or in transfer
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payments. Subsidies, interest payments and grants-in-aid
to the States are budgeted to rise somewhat from present
levels. Federal disbursement of loan funds under the 1958
Emergency Housing Act and other programs is to taper off;
the reduction in total expenditures proposed in the Budget
reflects largely the decline in such disbursements.

Income and Purchasing

The dollar flow of purchasing power to consumers estab-
lished a record in 1958, a moderate decline around the be-
ginning of the year having been more than offset by advances
since last spring.

Nearly all of the income swing reflected changes in earn-
ings of labor and of business proprietors, which are closely
tied to current rates of productive activity. Dividends and
interest were about stable. The counter-cyclical rise in
Government transfer payments moderated substantially the
impact of the production cyecle on consumer purchasing
power; these payments remained high through most of the

ear.
y Mirroring the course of disposable income, consumer
spending rose 2 percent to a record $290% billion for the year.
The increase from 1957 about matched that in prices; the
real volume of consumption was unchanged.

Expenditures for most types of goods had dipped with the
contraction of income toward the end of 1957. Services
continued to expand in this period, however, and nondurables
spending resumed its advance as 1958 opened. Durable
goods buying remained low through the first half and recov-
ered only partially in the second.

Among the major consumption items within these broad
categories, the drop in autos was conspicuous; the recession
was also apparent in sales of household furnishings and
equipment and in ‘clothing. The course of food purchases

GNP and Disposable Personal Income

Maintenance of consumer buying power
and spending limited the recession

500
" Gross National Product
400 |- -
e
2
K]
Q
« D r bia P fi
2
E \ . ...0000’
2000 L 4
300 — YL 4d vl se0eest —]
oo."".. .
L ]
Personal Consumption Expenditures
'2'00“'_||1||1|||||l|||
1956 1957 1958 1959
Quarterly Totals, Seasonally Adjusted, ot Annual Rates
U. S. Dep of C , Office of Busi E 59 -2-2
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was markedly influenced by price movements.: Spending
for most other major items continued its past growth, though
at a slackened pace.

Buying of durables

A sharp contraction occurred in the new auto market at
the opening of last year and sales remained low until the
1959 models were introduced in the fall. For 1958 as a
whole, consumer purchases of autos and parts totaled $14
billion—mearly a fifth below 1957 and the lowest since 1954.
Following the introduction of the 1959 cars, consumer
expenditures rose. The rise in sales was accompanied by a
continuation of the recent shift towards smaller and more
economical cars,

Demand for household furniture and equipment fell much
less than auto sales. A decline ending around midyear was
reversed in the second half; the total for 1958 approached
those of 1956 and 1957 both dollarwise and in real terms.

Food and services

Among the nondurables, relatively long-lived items such
as apparel and semidurable housefurnishings showed marked
conformity to last year’s shifts in the general economic
situation. Like expenditures for household durables, out-
lays for these goods recovered after mid-1958, and reached
totals in line with those of the previous two years.

Food spending rose substantially in the first half, as con-
sumers about maintained their real purchases in the face of
price advances. Supply conditions seem to have played an
important role in the course of prices; these conditions eased
in the second half, and the rise in consumer outlays was
checked as prices turned down.

Plant and Equipment Expenditures'
were cut sharply

Billion Dollars
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Spending for services continued to advance throughout
the year. Growth in these outlays accompanied a general
uptrend in prices and rates. In addition, a sustained up-
ward movement in the real volume of service consumption
has been associated with the rise in population and number
of households.

Personal finance

Personal saving slowed a little as income declined during
the recession, but for the year as a whole was close to the
1956 and 1957 amounts.

The largest single addition to the asset side of the balance
sheet for individuals was the purchase of new dwellings.
Though mortgage credit was used more intensively than in
1957, equity in individually owned housing continued to
rise.

Expansion in installment debt, which has been a substan-
tial offset to saving in most of the postwar period, was
negligible last year as auto purchases declined. This shift
occurred in the face of relatively easy credit conditions.

Individuals added considerably to their liquid asset hold-
ings, most of the increase taking the form of bank deposits
and savings and loan association shares., Saving through
private insurance and pension plans continued its steady
growth.

Investment Demand Mixed

Developments in the general field of investment demand
played a key role in the 1957-58 business cycle, as in other
such swings in the past. The various types of investment,
however, moved in very diverse ways.

Residential construction was an important source of
economic strength last year. Its 4% percent advance from
1957 reflected an expansionary tendency in the second half.
Relatively favorable credit conditions were an important
factor in this trend, which is analyzed in detail elsewhere in
this issue.

Plant and equipment expenditures down

Investment in nonresidential construction and producers’
durable equipment totaled $41)% billion—$6 billion under
the record 1957 figure. Investment began to drop in the
fourth quarter of 1957, and fell substantially further in the
early part of 1958 before leveling out in the second half.
The cutback was more severe than that in the 1953-54
recession, but not much different from the 194849 drop.

Last year’s slide followed a two-year investment boom.
The intensity and pervasiveness of this boom were such that
virtually every major industry added new production
capacity at a rate that could not be supported by current
demand. With the uptrend in such demand flattening as
1957 passed, the need for expansion lessened.

As in previous cycles, the course of the decline in invest-
ment has varied widely among industries. Expenditures by
railroads were almost halved from 1957 to 1958; and those of
manufacturing and mining concerns were cut about one-
fourth. Public utilities as a group nearly maintained their
1957 investment, as did commercial enterprises. (See chart.)

Manufacturers’ cutbacks large

The reduction in manufacturers’ capital outlays was only
slightly sharper for durables as a group than for nondurables.
Among the durable goods industries, cuts were most pro-
nounced in primary nonferrous metals and motor vehicles;
each reduced outlays by almost one-half. (See table.)
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Declines in the machinery industries and in several groups
producing construction materials were much less sharp.

Among the nondurables, decreases of around 30 percent
occurred in the textile, paper, and rubber industries and in
petroleum. The petroleum companies’ cutback was the
largest for this industry in the postwar period and the first
since 1949. Oil well drilling bore the brunt of the reduction.
The improved demand and inventory situation in the latter
part of last year was a favorable element in the investment
outlook. v

Manufacturers of consumers’ soft goods, enjoying a fairly
well maintained demand for their products, made the smallest
relative reductions among the nondurables.

Investment outside manufacturing

The railroad and mining industries, having shared the
market experience of manufacturers, reduced their capital
outlays substantially last year. The cut in railroad equip-

T
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ment purchases was particularly heavy. Spending by non-
rail transportation companies was reduced only moderately,
and large programs for jet-aircraft procurement by airlines
are a major feature of the equipment market.

Only limited fluctuations occurred in the markets served
by the public utilities and the commercial group. These
industries continued their programs of expansion to provide
for the growth of demand. Electric utilities set a new record
for the year; investment by gas companies was scaled down
early in 1958 but resumed a sharp upward trend by mid-year.
Suburban development was a factor in maintaining trade
firms’ outlays close to peak rates.

Inventories contribute to business swing

Business inventories were reduced $5 billion in 1958 fol-
lowing an accumulation of $1 billion a year earlier. Meas-
ured from the third-quarter 1957 peak to the first-quarter
1958 trough, the swing was much larger.

Liquidation of stocks began in the fourth quarter of 1957,
after a period in which demand for a wide range of products
had ceased to expand or had weakened and government and
private orders and other forward indicators of business had
turned unfavorable. Final demand being relatively well
maintained, the adjustment of inventory holdings proceeded
rapidly and in orderly fashion in the first and second quarters
of 1958. In the second half of the year the business situation
firmed and improved, and inventory liquidation tapered as
production was stepped up to service an increasing portion
of sales. The accompanying rise in earnings reinforced the
business recovery.

Durable goods inventories

The pattern of inventory adjustment reflected the overall
business swing not only in timing but in product and industry
composition as well. Liquidation centered in holdings of
durable goods and, by industry, in manufacturing. These
characteristics emerge clearly from the accompanying chart.

The reduction of inventories in the durable goods manu~

Table 2.—Expenditures on New Plant and Equipment by U.S.
Business,! 1956-58

[Millions of dollars]
1956 1957 1958 2
Manufacturing . .o ..ol 14,954 15, 959 11,500
Durable-goods industries._...._. - 7,623 8,022 5,540
Primary iron and steel...... ] 1,268 1,722 1,222
Primary nonferrous metals N 412 814 429
Electrical machinery and equipment._ _ - 603 599 448
Machinery, except electrial . ... __._________ 1,078 1,275 946
Motor vehicles and equipment...._.___..____ 1, 689 1,058 577
Transportation equipment, excluding motor

VEehiCles . o oo e o oo e 440 544 358
Stone, clay, and glass products. . _.....__.._.. 686 572 403
Other durable ZO0AS e 1,447 1,438 1,157
Nondurable-goods industries________________.___ 74331 7,937 5,960
Food and beverages__._______________________ 799 850 741
Textile-mill produets..._... . 465 408 290
Paper and allied products__._. N 801 811 580
Chemicals and allied products. - 1,455 1,724 1,338
Petroleum and coal products. - - 3,135 | 3,453 2, 415
Raubber products. ..o 201 200 140
Other nondurable goods.. ... __________._.__.. 475 491 456
Mining e 1,241 1,243 925
Railroads._ . .ol 1,231 1,396 755
Transportation, other thanrail ... _________________ 1,712 1,771 1,505
Public utilities - 4,895 8,195 6,105
C nications. - 2,684 3,032 N 9,737

Commercial and other 3 . 8,364 7,366 |[ 4
Total _ o 35,081 36, 962 30,527

1. Data exclude expenditures of agricultural business and outlays charged to current
account.

2. Includes anticipated expenditures for fourth quarter 1958,

3. Includes trade, service, finance, and construction.

Sources: U.S. Department of Commerce, Office of Business Economics, and Securities and
Ezxchange Commission.
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facturing industries followed a downtrend in sales and new
orders which had persisted since the turn of 1956-57. New
orders reached their lowest point in the opening quarter of
1958 and increased thereafter, with shipments following
closely.. The liquidation of stocks, however, continued un-
abated in the second quarter and did not start to taper off
until the third.

Principal contributors to the general inventory swing
were the aircraft and motor vehicle groups and the machinery
industries. The decline in activity of these important metal
users led to reductions also in the sales and stocks of metals
producers. By yearend inventory movements were leveling
out in all these industries.

By stage of fabrication, the bulk of the cutback occurred
in purchased materials and goods in process. From mid-
1958 on, however, these stocks tended to stabilize and the
further declines were mainly in finished goods.

With sales showing improvement after mid-1958, and
inventory holdings markedly reduced, stock-sales ratios
improved. In the last quarter the overall ratio was the
lowest in two years.

In nondurable goods manufacturing, where inventory
changes were much more moderate, the principal declines
were in foods, petroleum, chemicals, and tobacco. In the
case of petroleum products particularly, the cutback in-
volved an adjustment to developments in foreign markets.
Reductions in the nondurables group came to a halt in the
final quarter of 1958, with small increases appearing quite
generally.

Trade inventories were also scaled down last year. Whole-
salers’ stocks of durable goods displayed a quarterly pattern
similar to that of manufacturing though the tapering of
liguidation became apparent somewhat earlier. The prin-
ripal changes in retail inventories likewise occurred in
durable goods lines. Auto stocks, which had bulged in
1957, were cut back sharply, with liquidation reaching its
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peak in the summer; fourth quarter increases were largely
of a seasonal character. Stocks of other durables were
reduced in the opening quarter of 1958, but these declines
were approximately cancelled overall by increases starting
in the spring.

Business finance

The effect of changes in inventory holdings and fixed
investment on the financial position of business may con-
veniently be summarized in terms of the experience of
corporations, which as a group account for a high proportion
of the total volume of business.

With a $6 billion cutback in plant and equipment spending
and the large swing from accumulation to liquidation in the
inventory account, corporate demand for investment funds
was off substantially last year. The supply of funds from
current operations almost matched the 1957 total, the fall in
retained net income being largely offset by the growth of
depreciation allowances.

In this situation business reversed the trends of 1955-57
by cutting back bank and security-market borrowings, and
by adding to holdings of cash and near-cash items, which
had been drawn down earlier to help finance investment.

Reduction in debt to banks was widespread as working
capital needs declined and short-term borrowings were
funded. In the security markets, corporate refinancing
was a substantial factor early in the year, but new-money
flotations—like plant and equipment spending—were down
considerably for 1958 as a whole.

Government Actions

Government buying and other actions played a key role in
last year’s events. The direct market impact of Federal
procurement featured a swing in defense spending, and
especially in contract placements, which had declined
markedly after mid-1957 and were stepped up early in 1958.
Commodity Credit Corporation investment outlays for farm
price support had a sustaining effect on income, as did the
Federal employee pay increase. The uptrend in State and
local outlays, continuing throughout the period, was similarly
expansionary. '

Of comparable importance in helping to check-the down-
swing in business and to lay the foundations for the subse-
quent recovery were various other fiscal and monetary adjust-
ments by the Federal Government. Some of these were in
direct response to cyclical developments; others stemmed
from policies not directly related to economic stabilization.

Government buying up

As in other recent years, purchases by the Federal, State
and local governments together accounted directly for around
one-fiftth of the overall demand for the Nation’s output.
These purchases rose substantially during the year.

State and local governments bought $3% billion more than
in 1957. This increase was about equally divided between
employee compensation and outlays for construction, sup-
plies and equipment.

Federal purchases were up $2% billion with the advance
The rise was due principally
to developments outside the area of defense spending. The
Commodity Credit Corporation stepped up the pace of its
activity as bumper crops of wheat were harvested while
exports of farm commodities—particularly cotton—slowed.
The Federal employee pay increase also contributed to the
rise in expenditures.
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Defense outlays, which had been reduced late in 1957, rose
moderately from the spring quarter on, and by yearend were
back to the 1957 peak rate. Within this group of purchases,
increased outlays by the Defense Department and Atomic
Energy Commission in 1958 were offset by declines in stock-
piling and foreign military assistance.

The changing effects of defense procurement on general
business activity are not fully apparent from actual pur-
chases. The cut in contract placements in the latter part

Table 3.—Federal Government Receipts and Expenditures, 1958-60
[Billions of dollars]

Fiscal years
1959 1960
1958
. Estimated
Administrative budget:
ReceipPtS. oo el 69.1 68.0 7.1
Expenditures. ..o oo 719 80.9 77.0
Surplus or deficit (—) oo -2.8 —12.9 .1
Cash budget:
ReCeIPES - ool 8L.9 81.7 93.5
Expenditures . _. ..o . 83.4 94.9 92.9
Surplus or defieit (—) - o —15 —-13.2 .6
National income and product account:
Receipts - 78.3 84.5 93.5
Expendittires . cooocoaoooocmoaoaoL 82.5 91. 0 92.0
Goods and services._ - 49.8 54.0 54.0
Other . 32.6 37.0 38.0
Surplus or defieit (—)- o ... ___ —4. —6.5 L5

Sources: Administrative and eash budgets from Budget of the United States Government for
the Fiscal Year Ending June 30, 1960; national income and product data, United States De-
partment of Commerce, Office of Business Economics, based on estimates in the Budget.

of 1957 had a dampening effect on business prospects, and
their increase in the first half of 1958 influenced general
business conditions in reverse fashion through the favorable
impact on inventory and production plans.

Transfers and taxes

Other fiscal shifts which had important consequences for
the economy included the rise in transfer payments and the
decline in taxes. The role of these developments in stabiliz-
ing market demand has been reviewed earlier in the dis-
cussion of personal income and its use.

Transfer payments to individuals were up $4 billion for
the year. The total was expanding as 1958 opened, and
rose sharply in the second quarter. The further increases
Wf?re limited and by yearend payments had begun to taper
off.

This time pattern reflected chiefly the movements in
unemployment compensation and in old age and disability
retirement benefits. The former followed the general course
of the cycle; the latter spurted last spring as self-employed
groups recently brought into the programs started receiving
benefits.

The $3% billion reduction in the 1958 Federal tax yield
reflected almost entirely the sharp decline in corporate tax
accruals as corporate profits fell. Individual income tax
receipts were off only slightly for the year.

Government financing

These changes in receipts and expenditures gave rise to the
Federal deficit on income and product account which is
shown in the accompanying chart and which, in turn,
affected the capital markets.

Changes in the distribution of the public debt and guaran-
teed issues by owner group are summarized in the table

financing in the second half.
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below. Clearly reflected in the bank figures for early 1958
are the easy money policy pursued by the Federal Reserve
and the reduced credit needs of private business. The
swing seen in the nonbank total stems largely from the
seasonal liquidation of corporate holdings to pay profits

‘taxes in the first half. The seasonal bulge of tax payments

in this period also explains the concentration of the deficit
Over the year as a whole, the
increase in bank holdings about matched that in the total
debt.

Aside from changes in fiscal position, the Federal Govern-
ment influenced the economic picture last year with active
monetary and credit policies.

To counteract the business downswing, the monetary au-
thorities reduced discount rates and reserve requirements
several times in the early part of the year. Open market
operations were conducted on a scale approximately off-
setting the monetary effects of the gold outflow which reached
a peak during this period.

As the general economic situation improved in the second
half, discount rates were gradually raised. The member
banks’ free reserves, which had risen during the first half
with the easy money policy and the lessened business de-
mand for credit, were likewise allowed to fall back toward
their mid-1957 position. Margin requirements, lowered early
last year, were raised again as stock market prices and ac-
tivity increased, and by yearend stood at 90 percent.

Steps taken to ease home mortgage credit are detailed
elsewhere,

Implications of new budget

Detailed expenditure proposals and estimates of Federal
receipts shown in the President’s Budget message to Con-
gress last month can be translated into national income and
product- terms. The budget