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CREDIT AND MONETARY EXPANSION IN 1954

Demand deposits and currency held by
individuals and businesses increased about
3 per cent in 1954, more than twice as much
as in 1953. After declining about the usual
seasonal amount early in the year, demand
deposits increased sharply after midyear.
Currency outside banks declined slightly
over the year. Time deposits and other
forms of liquid savings continued the rapid
expansion of recent years until the last
quarter of 1954 when the rate of growth
slowed down somewhat.

Throughout 1954 credit was readily avail-
able on terms attractive to borrowers, and
demand for many types of credit continued
to grow. Total loans and investments of
commercial banks increased more than in
any other postwar year. Banks increased
their United States Government security
portfolios nearly 10 per cent and also made
substantial additions to their holdings of
State and local government securities and
real estate loans.

To cushion defense and inventory read-
justments and to foster revival and sustained
economic growth, the Federal Reserve until
late 1954 followed a policy of actively pro-
moting credit ease. Reserves made avail-
able by the usual seasonal inflow of currency
and contraction of demand deposits in the
early months of the year were not completely
absorbed by Federal Reserve action, and
Federal Reserve Bank discount rates were
reduced twice, in February and again in mid-
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spring.  Additional reserves were made
available through Federal Reserve purchases
of Government securities in May and early
June and through reduction in reserve re-
quirements on demand and time deposits of
all member banks during the summer. To
prevent excess reserves from becoming un-
duly large temporarily as a result of the
latter action, the Federal Reserve reduced
its holdings of Treasury bills during July
and August. Thereafter, it made purchases
in order to provide for seasonal expansion
in credit and currency needs and to promote
revival of business activity.

Late in the year economic recovery became
quite marked, credit demands were consid-
erably larger, and a less aggressive credit-
casing policy was followed by the Fed-
eral Reserve. As a result, beginning in late
November and continuing into early 1955,
excess reserves of member banks were
smaller, and their borrowing from Reserve
Banks larger, than during most of 1954.

Interest rates declined sharply early in
1954. After the first quarter yields on most
intermediate- and long-term securities tended
to stabilize, while those on prime short-term
open market paper and on Treasury bills
continued to decline into the summer.
Yields on nearly all types of securities, but
particularly Treasury bills, showed firming
tendencies during the second half of the
year. The rise in interest rates continued in
early 1955.
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CREDIT AND MONETARY EXPANSION IN 1954

Bank Loans AND INVESTMENTS

The rise in total outstanding bank credit
in 1954 was close to 11 billion dollars, or
more than 7 per cent. More than half of the
increase was in bank holdings of United
States Government securities, as shown in
the accompanying table. The remainder
was distributed among holdings of State
and local government securities, real estate
mortgages, and agricultural, security, and
other loans.

Loans AND InvesTMENTS oF COMMERCIAL BANKS
{In billions of dollars]

Out- Change
Type of loan or standing,
investment Dec. 31,
19541 19541 1953 1952
Loans and investments, total..| 156.2 |+10.7 { +4.1 | +9.0
L. 8. Government securities...| 69.4 +6.0 | 4+0.1 | +1.8
Other securities, . ........... 16.3 +t.6 | 4+0.5( +0.8
Loans, total...... ...} 70.6 +3.21 +3.4 ] +6.4
Business.................. 26.8 ~0.4 | —0.7 ! 4+2.0
Realestate. .............. 18.4 417 +1.01! +1.1
Agricultural............... 5.3 4+0.3 4+1.0} +0.5
Security .. . 4.5 +0.9}| 40.4 1| 4+0.6
Consumer................ 10.7 —0.2 | 4+1.5 | +t.9
Other.................... 5.9 +0.8 | 4-0.2 1 +0.3

1Preliminary data.

Notr.,—-Data exclude interbank loans. Total loans are after,
and types of loans before, deductions for valuation reserves.
Consumer and “other’ loans are partly estimated for all dates.
Details may not add to totals because of rounding,

The upswing in business activity after mid-
year resulted in a marked expansion of bank
credit to borrowers other than the United
States Government in November and De-
cember, as the chart shows. In early 1955 the
decline in loans was much less than in early
1954 when there were large repayments of
borrowing associated with the excess profits
tax which expired on December 31, 1953.
Banks purchased a large volume of Federal
National Mortgage Association notes issued
in January, but reduced their holdings of
United States Government and other securi-
ties, undoubtedly in large part because of
less easy credit conditions. In January 1954
bank holdings of Government and other
securities had increased.
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Nore.—Figures are partly estimated. Data exclude inter-
bank loans. Loans on U. S, Government securities are those
of weekly reporting banks in New York City and Chicago.
Data are for last Wednesday of month except for June and
December call dates. Figures for fast balf of 1934 are pre-
liminary.

Investments. In 1954 available reserve
funds continued to be in excess of require-
ments to support private needs for credit,
and banks increased their United States Gov-
ernment security portfolios 6 billion dollars
or nearly 10 per cent. The largest per-
centage increases occurred at New York City
banks, where outstanding loans declined,
and the smallest at banks outside leading
cities, where loan demands were well sus-
tained during most of the year.

Banks began to acquire Government se-
curities in April and continued such acqui-
sitions through October. Holdings declined
about 3 billion dollars during the first quar-
ter, in part reflecting retirement of tax antici-
pation certificates by the Treasury. Acqui-
sitions were particularly heavy in May,

FEpErAL REsErvE BuLreTiv



CREDIT AND MONETARY EXPANSION IN 1954

August, and October when the Treasury
sold new securities for cash. As private
credit demand strengthened in November
and December, banks reduced their holdings
somewhat.

The Government securities acquired by
banks over the year, directly or indirectly,
came largely from nonfinancial corporations,
life insurance companies, mutual savings
banks, and individuals. Net cash borrow-
ing by the Treasury amounted to less than
1 billion dollars and holdings of the Federal
Reserve Banks decreased by about the same
amount. Thus commercial bank purchases
of Government securities indirectly pro-
vided a part of the large supply of funds
made available to private borrowers by other
lending institutions in 1954, and thereby
contributed to the expansion in investment
activity that figured so prominently in eco-
nomic recovery.

OwNERstiip or T UNITED States GOVERNMENT DEBT

{In billions of dollars, par value, partly estimated}

fond Net change
B ind of
Item 1954
1954 1953 1952
Total debt outstanding. .. 278.8 ) +3.6 1 +7.8 1 +7.9
Debt held by:
Federal agencies and trust
funds. .......... . 4961 4131 +2.41 +3.6
Federal Reserve Ba 249 | —1.0} +1.2 | 40.9
Commercial banks. .. . 69.2{ +5.5{ 4+0.3 | +1.8
Other investors, total. . . Lol 13501 ~2.2 | 43.9 | +t.6
Insurance companies 150 —0.8] —-0.3 | —0.4
Mutual savings ban] 8.8 —0.4} —0.3} —0.3
Other corporations. . .. 19.3 | —=2.2 | +1.1 -0.3
State and local governments. . 146 | +1.7 +1.8}| +1.5
Miscellaneous investors...... 13.71 +0.8 | +1.2 1.1
Individuals, total. ... ... .. 63.7 -1.3 ) +0.4 (O]
Savings bonds............ 49.7 | +0.4 | 40.2 | 40.1
Other................... 140} —1.6| 40.1 O]

tLess than 50 million dollars.

Nore.—Includes matured and noninterest-bearing debt, guar-
anteed securities, special issues to Government accounts, and also
increases in debt reflecting the crediting of interest or savings bonds.
Changes in total debt differ from net cash horrowing, quoted in the
text, which amounted to 0.9 biilion dollars in 1954, 4.6 billion in
1953, and 3.4 hillion in 1952. Details may not add to totals
because of rounding.

Differences in figures for commercial banks compared to those
in table on page (08 result largely from the use here of par value
data, Changes for Federal Reserve differ from those in the table
on page 112 because changes here are based on end-of-year figures.
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The maturity distribution of bank port
folios of United States Government securi-
ties lengthened substantially in 1954, reflect-
ing in large part intermediate-term Treasury
offerings during the year. Holdings of cer-
tificates declined about 5 billion dollars as
a large volume of these securities was retired.
In major refundings during February, Au-
gust, and December, banks exchanged about
16 billion dollars of maturing issues for
bonds with 6-9 year maturities. Bank hold-
ings of Treasury notes, particularly 3-5 year
maturities, were also increased substantially
over the year through refundings and cash
purchases. Holdings of Treasury bills rose
only slightly, but there was some shifting
among classes of banks; central reserve city
banks reduced their bill portfolios while re-
serve city and country banks increased theirs.

Commercial banks also supplied a sub-
stantial volume of investment funds through
purchases of State and local government se-
curities. The increase in their holdings ex-
ceeded 1.5 billion dollars—about three times
the increase during 1953—and accounted for
about one-third of the net increase in the
outstanding volume of such securities over
the year.

Loans. Total loans of commercial banks
rose more than 3 billion dollars in 1954,
about the same as in 1953. A sharp ex-
pansion in the final quarter more than offset
an earlier cumulative decline. Active de-
mand for most types of bank loans was evi-
dent late in the year.

Among the various types of loans, business
loans rose substantially in late 1954 whereas
in the same period of 1953 they had declined.
Nevertheless, the increase did not offset
earlier reductions and these loans declined
slightly over the year. The strength of the
business loan demand late in the year varied
with the nature of the borrower’s business.
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CREDIT AND MONETARY EXPANSION IN 1954

New borrowing by some industries with ris-
ing seasonal requirements during this period,
such as food processors and commodity
dealers, was larger in 1954 than in 1953.
Constructions loans also rose, although us-
ually they decline during the fall and winter.
The prolonged liquidation of outstanding
loans by metals manufacturers tapered off
and that by sales finance companies was re-
versed. Although outstanding public utility
loans declined more in late 1954 than in late
1953, the reduction probably represented a
substitution of long-term borrowing for
bank loans and not a decline in the total
demand for funds from this industry.
Real estate loans of commercial banks in-
creased 1.7 billion dollars in 1954. They
rose rapidly in the last half of the year, at
more than twice the rate earlier in the year
and throughout 1953. Consumer loans de-
clined slightly over the year, with reductions
in the first and third quarters and advances
in the spring and late in the year. Loans for
carrying Government and other securities
increased almost a billion dollars, more than
twice as much as in 1953. Agricultural loans
increased much less than in 1953. Less credit
was extended for the price support activities
of the Commodity Credit Corporation, but
short-term agricultural production loans
changed little after declining in 1953.

DzerT aAnD Eourty FiNnancING

Funds for all types of debt and equity
financing were available in 1954 from other
lending institutions as well as commercial
banks on terms favorable to borrowers, and
found a large demand. The nature of credit
demand was considerably different from the
preceding year, however, with demand for
long-term credit heavier and that for short-
term credit lighter.

A major part of the increase in total out-

110

standing credit and capital in 1954 was in
real estate mortgages, the volume of which
increased 12 billion dollars compared to 9.8
billion in 1953. Heavy demand for new
homes and commercial facilities, combined
with an ample supply of funds, resulted in
a record volume of mortgage loans. Savings
and loan associations increased their hold-
ings 4.2 billion dollars, or about 20 per cent,
and life insurance companies and mutual
savings banks, as well as commercial banks,
were also large purchasers.

The net increase in outstanding corporate
bonds and stocks, excluding those of in-
vestment and consumer finance companies,
was substantially larger in 1954 than in 1953.
New offerings exceeded retirements by
about 6.1 billion dollars compared to 54
billion in 1953. New issues of consumer
finance companies, however, were down
substantially, and those of investment com-
panies were off slightly.

State and local governments added 5.2
billion dollars to their outstanding debt in
1954 compared to 4.6 billion in 1953. Flota-
tions of revenue issues continued to grow in
importance. Highway construction was the
most important use of borrowed funds, but
amounts for educational and miscellaneous
purposes also grew substantially. The pro-
portion of new funds supplied by com-
mercial banks and other financial institu-
tions increased while that by individual
investors declined.

The outstanding volume of consumer
financing, an important short-term credit
demand, increased only 0.6 billion dollars
over the year compared to 3.7 billion in 1953.
Extensions of instalment credit, after adjust-
ment for seasonal variations, leveled off dur-
ing the first half of 1954 and then rose in the
second half, as a greater proportion of sales
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CREDIT AND MONETARY EXPANSION IN 1954

of autos and other consumer durable goods
was financed with instalment credit. A con-
tinuing high level of repayments dampened
the growth in outstanding credit.

Cash outgo of the Federal Government in
calendar year 1954 exceeded cash receipts by
only 300 million dollars. In view of the
small deficit, net cash borrowing amounted
to less than 1 billion dollars in contrast with
4.6 billion in 1953. Net cash offerings of
marketable securities totaled 12.6 billion
dollars, slightly less than in 1953. These
provided funds for redemption of matur-
ing tax anticipation issues, net redemptions
of nonmarketable savings bonds and notes,
and attrition on refundings, as well as for
the cash deficit and an increase in the cash
balance.

During 1954 the Treasury refunded more
than 50 billion dollars of maturing securi-
ties—nearly 15 billion more than in 1953.
This included the two largest individual
refundings ‘on record in February and De-
cember. By providing advance exchange
offerings on some maturities, the number
of refundings was reduced to one in each
quarter. New securities offered both in re-
fundings and for cash were restricted
throughout the year to intermediate and
short maturities that would not interfere
with the flow of funds into long-term pri-
vate investment. There was, nevertheless,
an appreciable reduction in the proportion
of the debt maturing within two years and
an increase in intermediate-term securities.

In early 1955, with construction continu-
ing at boom levels and with other economic
activity showing marked recovery, the
Treasury refunded nearly 2 billion dollars
of maturing bonds with a new forty-year
3 per cent issue, the first long-term Govern-
ment offering since the spring of 1953.

Fepruary 1955

Derosits AND CURRENCY

Monetary expansion was substantially
greater in 1954 than in 1953. Demand de-
posits and currency held by businesses and
individuals increased about 4 billion dollars
DEPOSITS AND CURRENCY

Billions of dolilars

110 80

DEMAND DEPOSITS
ADJUSTED

I 105 — TIME DEPOSITS 7 75

100

7
“v" ADSUSTED FOR — 95
SEASONAL VARIATION

b L+ 190

CURRENCY 30 My, s. Govr. 10

OUTSIDE BANKS DEPOSITS

£\ e A s

AN
i—- ADJSUSTED FOR p— L. |
i SEASONAL VARIATION 25 5
- I | 20 | ! 0
1952 1953 1954 1952 1953 1954

Notr.~—Figures arc_ partly estimated, Demand and_ time
deposits are for all hanks in the United States and are adjusted
to exclude T. S. Government and interbank deposits. Demand
deposits are also adjusted to exclude items in process of collec-
tion. Time deposits include dep 51ts in_the Postal Savings
System and in mutual savings banks. TFigures are for last
Wednesday of month except for June and December call dates.
Figuves for last half of 1954 are preliminary.

compared to 1.5 billion in 1953 and a decline
of 0.5 billion in the 1949 recession year. Ex-
pansion in 1954 was concentrated in the last
half of the year. It reflected a marked in-
crease in demand deposits and some decline
in currency outside banks, as shown in the
above chart.

Demand deposits adjusted declined slightly
more than the usual seasonal amount early
in the year and then rose slightly more than
seasonally in the second quarter. A 9 billion
dollar increase in the last half of the year ex-
ceeded seasonal expansion by about 3 billion
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CREDIT AND.MONETARY EXPANSION IN 1954

dollars. The annual rate of growth in this
period was about 6 per cent compared to 4
per cent for the year and 1 per cent for 1953.

The post-holiday return of currency to
banks ecarly in 1954 exceeded the usual sea-
sonal inflow, and followed a smaller than
usual outflow late in 1953. This downward
trend of currency outside banks, after allow-
ance for seasonal movements, continued until
the closing months of the year when it ap-
parently was reversed as economic activity
and consumer spending increased.

Time deposits of businesses and individuals
continued their rapid growth of recent years,
increasing almost 5 billion dollars, somewhat
more than in 1953. Expansion was gener-
ally substantially ahead of that in 1953 until
autumn, when it tended to slow down.

Turnover of demand deposits was gen-
erally slightly faster in 1954 than in the pre-
vious year, rising from 189 times to 19.2
times for banks outside financial centers.
Turnover in New York City, however, was
up substantially, reflecting in large part in-
creased activity in the securities markets.

Bank Rreserve Posrtions

For 1954 as a whole, the reserves needed
by member banks to back deposit expansion
amounted to about 900 million dollars, which
was considerably less than the 1.6 billion dol-
lar reduction in reserve requirements during
the summer. Thus, total required reserves
were reduced about 700 million dollars. A
decrease in currency supplied reserves ap-
proximately equal to the drain resulting from
a decrease in the country’s gold stock. Re-
flecting the net reduction in required re-
serves, Reserve Bank holdings of Govern-
ment securities declined 700 million dollars
and banks were able to meet credit and mon-
etary demands from both private and gov-
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Cuaxcrs iIN MeMBER Bavk Reserves witd Revarep Facrors

[Based on monthly averages of daily figures, in billions of dollarg]
Dec. Dec.
It 1953= || 1953% | AP | Avg-
em Ang. Jee,
Dec. Apr. 1054 1954
1954 1054 : N

Member bank reserves

Total reserves. .. ............ -0.61{ —0.5| -06.91 40.8
Jixcess reserves. .. ... ... ... 1) +0.1 | +0.1 -1
Required reserves, total.. ... —-0.7 -0.6 ] —1.0}{ 4+0.9

Effect of:
Reduction in reserve re-
quirement percentages| —1.6 [l....... 1.6 {.......
Change in deposits. . ... +0.9 ~0.6 |1 +0.6 | 4+0.9

Principal factors affecting

Feserves (Signs indicate effect on reserves)

Currency in circulation. ... ... ~+0.2 +1.2 —0.1 —-0.9
Treasury operations. ... .. ... +0.2 (1) V] “+0.2
Gold stock and foreign accounts| —0.3 | —0.1 | —0.2 | ~0.1
Float....................... (1) —-0.3 (O] +0.3
Other factors................ O] —0.1 1) +0.1
Federal Reserve loans and in-

vestments:

U. 8. Govt. securities, total . .| —0.7 || =1.0 ] —0.6 ] 40.9
Bought outright.......... —-0.3 —-0.6| —0.71 +1.0
Held under repurchase

agreements............ —0.4 ) =0.4 | +0.1 M

Discounts and advances:

To member banks........ -0.2 -~0.3 1) “+0.1
To others. . ... .. +40.2 ) +0.1 +0.1

'Less than 50 million dollars,

NotE.—Details may not add to totals because of rounding.
ernment borrowers without increasing their
debt to the Reserve Banks.

In December free reserves—that is, excess
reserves less discounts and advances to mem-
ber banks—though somewhat larger than
a year earlier, were smaller than in the sum-
mer and fall months. After the turn of the
year they declined further.

Bank reserve positions eased in the first
four months of 1954, as shown in the ac-
companying table. A large seasonal cur-
rency inflow, together with a seasonal decline
in deposits and required reserves, released
substantially more reserve funds than were
absorbed, largely by Federal Reserve sales
and redemptions of Treasury bills and some
reduction in float. Member banks reduced
their borrowing from Reserve Banks 300
million dollars and increased their excess
reserves 100 million. Free reserves rose to
an average of more than 600 million dollars

in April.
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CREDIT AND MONETARY EXPANSION IN 1954

The reserve position continued to ease
through August. Reserves were made avail-
able through open market purchases by the
Federal Reserve in May and early June, and
through a reduction in reserve requirements
on demand and time deposits during the pe-
riod June 16-August 1. In order to prevent
excess reserves from becoming unduly large
temporarily in July and August, the Federal

MEMBER BANK RESERVES AND RELATED ITEMS

Billions of Dollars

I 32

L. ~! 30
CURRENCY
| IN CIRCULATION |
L 1l 28
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QAN ‘\J
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Cl A \_ N \!
il l T~ NS e *':— 0
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Norg~—Data are monthly averages of daily figures.

Reserve sold in the open market or redeemed
Treasury bills. Thereafter, it supplied re-
serves through open market purchases in
order to meet fall needs for growth in re-
quired reserves and currency as well as to
facilitate business recovery. Free reserves

FEeruary 1955

reached about 700 million dollars in June
and fluctuated around that level until late
in the year. Member bank borrowing re-
mained small until late in the year.

Bank reserve positions were somewhat less
easy in late November and December. Re-
serve funds from System purchases of Treas-
ury bills in the market and under repurchase
agreements with dealers, and from the year-
end expansion of float, fell somewhat short
of the amounts needed for a larger-than-
usual growth in required reserves and cur-
rency in circulation. Banks found it neces-
sary to reduce excess reserves somewhat and
to increase their borrowing from Reserve
Banks. Free reserves declined to below 500
million dollars on the average.

In January and early February 1955, mem-
ber bank borrowings increased somewhat
further and free reserves declined to an
average level of about 350 million dollars.
Reserve funds absorbed through Federal
Reserve sales and redemptions of United
States Government securities and the post-
holiday reduction in Reserve Bank float
were somewhat greater than those supplied
to banks through the seasonal inflow of
currency and decline in required reserves.

INTEREST RATES

Interest rates declined sharply in the early
part of 1954, continuing the downward trend
that began in mid-1953. The decline re-
flected the large volume of funds available
as well as some diminution of credit
demand, particularly for short-term funds.
The supply of funds reflected easy bank re-
serve positions and also a flow of savings
into life insurance, savings and loan shares,
and other institutional channels in unpre-
cedented volume for the postwar period.

During the closing months of the year,
most interest rates moved higher and they
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CREDIT AND MONETARY EXPANSION IN 1934

MONEY RATES

Per cent per annum
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Nore.—Treasury bill rates are market rates on longest bills.
VYields on long-term U. S. Governments exclude 34 per cent
bonds of 1978-83, issued May 1, 1953. Corporate Aaa rates
are from Moody’s Investors Service; high-grade municipals,
from Standard and Poor’s Corporation. iscount rate is for
the Federal Reserve Bank of New York., Latest figures arc
for week ending February 4.
continued to rise in early 1955. Demand for
both long- and short-term credit strength-
ened and the increase in savings slackened
somewhat. The Treasury, which had re-
tired debt in the first half of the year, again
borrowed extensively. After late Novem-
ber bank reserve positions became less easy.
The Treasury bill rate showed the sharpest
decline during the first half of the year and
the sharpest rise during the last half. At its
June low, 0.61 per cent, the rate was only
about one-fourth of the mid-1953 high and
the lowest since mid-1947, when the Reserve
Banks discontinued buying bills at a posted

rate of % of 1 per cent. The sharp ad-
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vance during midsummer reflected in part
a technical market reaction from the previous
sharp drop and in part some tightening in
the money centers as a result of a temporary
maldistribution of bank reserves. There-
after, the bill rate remained around 1.00 per
cent until late November and December.
During the last half of December and Janu-
ary, the rate averaged about the same as in
January 1954. By early February Treasury
bill rates declined somewhat, reflecting a
substantial demand for bills from nonbank
sources, related in part to shifts in funds
in connection with the large Treasury re-
funding operation. Banks, experiencing
pressure on their reserve positions, sold bills.

Yields on corporate and United States
Government bonds declined steadily dur-
ing the first quarter of 1954 to around 2.85
per cent for high-grade corporate issues and
just under 250 per cent for Government
bonds. During the latter part of the year
and early 1955, increases were slight for high-
grade corporate bonds but somewhat greater
for United States Government bonds. High-
grade municipal yields also declined steadily
during the first quarter, then rose in the sec-
ond quarter as new offerings reached an
unprecedented volume and inventories of
unsold issues accumulated at investment
banking houses. Municipal yields declined
again during the summer, but at their low
in August were still substantially above
early 1952 levels. During the remainder
of the year and in early 1955, yields on
municipal securities generally moved up-
ward, reflecting mainly the continuing large
supply of new offerings.
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THE FEDERAL BUDGET FOR 1956!

In the fiscal year July 1, 1955-June 30,
1956, according to estimates in the Federal
Budget, the Treasury’s cash income will
exceed its cash outgo for the first time in
four years. The anticipated cash surplus
of almost 600 million dollars is the excess
of 68.8 billion dollars of reccipts from the
public over 68.2 billion of payments to the
public.

Cash expenditures are expected to decline
800 million dollars from the fiscal year 1955,
a much smaller amount than during the two
preceding years. Cash receipts in fiscal year
1956 are estimated to be about 2.1 billion
more than in the current year, following a
decline of almost 5 billion from 1954 to
1955. The drop in 1955 reflected statutory
tax reductions and reduced corporate profits
during the contraction in economic activity.
The estimated increase in receipts in 1956
results entirely from an anticipated rise in
personal and corporate incomes.

The Budget indicates how much of the
nation’s output is devoted to activities carried
out by the Government in contrast with
those conducted privately. About 45 billion
dollars of the estimated expenditures in the
fiscal year 1956 will be purchases of goods
and services, amounting to about 12 per cent
of gross national product. This compares to
the recent peak of 16 per cent in 1953 and to
9 per cent in 1950, the last year before the
Korean emergency.

The Budget Message also summarizes the
financial aspects of the President’s program
for the United States Government in terms

*This article was prepared by William F. Hellmuth, Jr.,
under the supervision of Donald C. Miller, Chicf of the

Government Finance Section of the Board’s Division of
Resecarch and Statistics.

Feervary 1955

of three broad considerations of national
policy. First, priority continues to be given
to defense against attack from without.
About 67 per cent of the 1956 Budget is the
cost of protection against war, including
major national security activities and eco-
nomic assistance abroad. Another 10 per
cent goes for interest on the Federal debt—
a cost attributable largely to war.

Promotion of human welfare and eco-
nomic expansion, while avoiding encroach-
ment on the private sector of the economy, is
the second consideration. It is covered in
the Budget by the cost of civil benefits to
different groups and of general govern-
ment operations. These functions account
for 23 per cent of 1956 Budget expenditures.
Although the total of such expenditures
will not increase, the Budget Message indi-
cates that programs will be expanded,
financed outside of the conventional Budget.

Maintenance of financial strength, par-
ticularly a stable price level, is the third
major goal of Budget policy. Further econ-
omies in expenditures and the proposed con-
tinuance of corporate income and excise tax
rates at their present levels would avoid a
cash deficit and thus result in a Budget which
in an over-all sense has neither a substan-
tially expansive nor contractive impact on
the economy.

THe Casa Bupcer

The cash Budget, showing the flow of
money between the public and the Federal
Government, is valuable in considering the
economic impact of Federal financial opera-
tions. A large excess of Federal payments to
the public over receipts from the public
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tends to indicate an expansive effect, and
substantial net receipts to indicate a restrain-
ing effect on the economy. This comparison
of Treasury cash income and outgo also
indicates the timing and extent of the
Treasury’s needs in the money markets.

While the cash Budget, consolidating the
conventional Budget and the trust funds,
is the most comprehensive single measure of
the impact of Federal financial activities on
the economy, other factors are involved
in determining the prospective, full eco-
nomic effects of Federal financial transac-
tions. In 1956 these include the size and
composition of the Budget, the amount of
new obligational authority proposed, and
such extrabudgetary considerations as new
orders, Federal guaranties and insurance of
private loans, financing of Federally spon-
sored activities by revenue-type debentures,
and debt management actions.

The following table summarizes the con-
solidation of the conventional Budget with
the trust funds to provide the totals of re-
ceipts from and payments to the public, or
the cash basis. In fiscal year 1956 the esti-
mated cash surplus of 558 million dollars
compares to a deficit of 2.4 billion dollars in
the conventional Budget. The differen-
tial between net cash and Budget results,
which has averaged 3 billion dollars recently,
reflects largelv net receipts in the trust funds.

An approximately neutral effect of the
Budget on the economy according to the
estimates for the forthcoming fiscal year
results not only from the near balance in the
cash Budget, but also from the expectation
that both expenditures and new orders will
continue at a relatively steady rate from 1955
through fiscal year 1956. This is in contrast
with the fiscal year 1954, when the relative
neutrality of the small cash deficit was offset
by a large decline in expenditures and in the
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CoxsoLpATED Cas Buncer
{In billions of dollars]

Iiiscal year ending June 30—
Hem
19561119551 1954 |19532[19502
Receipts from the public, total.| 68.8| 66.6| 71.6| 71.5| 406.9
Budget receipts............... 60.0] 59.0| 64.7] 64.8f 36.5
Trust fund receipts..... 11.3] 9.8 9.2 8.9 6.7
Less: Tntragov ernmental tmnb- .
actions and seignioraged.....| 2.5 2.2; 2.2} 2.3] 2.2
Payments to the public, total .1 68.2] 69.0| 71.9] 76.8] 43.2
Budget expenditures....... i 62.4] 63.5| 67.8] 74.3| 39.6
Trust fund e\pcuduures ....... .8 8.4 7.2{ 5.31 7.0
Less: Intragovernmental trans-
actions. .. ... ... 2.5 2.1 2.1 2.2) 2.2
Net accrued interest and other
transactions*............. .6 8 1.0 .6} 1.2
Cash surplus, or deficit (=) .... 6l =2 4] ~ 21=53|=2.2
Budget deficit (~).............. —2.4{~1.5{-3.1|—9.4|-3.1

1 Estimated.

2Data from Treasury Bulletin adjusted to Budget Bureau basis
of classification.

3Seigniorage on silver amounts to 73 million dollars or less in
the years shown.

+0ther transactions include change in clearing account, net
transactions of Government sponsored enterprises, and relatively
small noncash debt transactions.

NotrE.—The cash Budget provides a comprehensive puture,
since it includes both the conventional Budget and the major trust
funds. Transactions between the I‘reasun other Government
agencies, and trust funds, such as interest pmd on securities held
by trust funds, are eliminated. Other noncash transactions are
also excluded. The largest of these is interest accrued on sav-
ings bonds, which is reported as a conventional Budget expenditure
at the time of accrual, although not actually paid until the bonds
are redeemed. Details may not add to totals because of rounding.
placing of new orders. On the other hand,

. =
the larger cash deficit in fiscal year 1955
tended to have an expansive effect on the

economy.

FepeErRAL BUDGETING 0or EXPENDITURES

The expenditure program of the Govern-
ment is presented in detail in terms of the
administrative, or conventional, Budgst. The
total of these expenditures, at 624 bil-
lion dollars, is down 1.1 billion from the
current year and 11.9 billion from the peak
expenditures of fiscal year 1953, with four-
fifths of the cuts from the 1953 total occur-
ring in the Defense Department.

This estimate of expenditures represents
expected payments during the fiscal year
from both past and new appropriations.
About 40 per cent of 1956 expenditures will
be from unexpended balances of prior years’
appropriations. Generally, no expenditure
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can be made unless there has been a prior
authorization from the Congress to incur
an obligation. Many authorizations expire
unless obligated by the end of the fiscal
year; payments to satisfy these obligations
may be made during ecither the year author-
ized or the two following years. Other au-
thorizations are available beyond the year
in which voted. Many expenditures for
items completed in any one fiscal year and
requiring a long lead-time, such as atomic
energy plants and new type jet planes, rep-
resent both authorizations made and orders
placed one or more years earlier.

Budget information on new obligational
authority and balances of appropriations
carricd forward to the next fiscal year is an
indicator of the trend and the amount of
future Budget expenditures. New obliga-
tional authority rose faster than expenditures
during the years 1951-52, as the chart shows,

BUDGET EXPENDITURES AND RELATED ITEMS

Billions of dollars

NEW 100
L OBLIGATIONAL E
7 "\ AUTHORITY
/ \\(DURING YEAR)
— / —1 80

BUDGET
EXPENDITURES -
(DURING YEAR)

60

40

20

[}

1952
Novr.—TFigures are for fiscal years ending June 30.
for 1935 and 1936 arc estimates.

Lk

These

and built up large unexpended balances
that are being drawn upon currently. For
the fiscal year 1956, the President has re-
quested 58.6 billion dollars of new obliga-
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tional authority, a slight increase over 1955,
following a year-to-year decline from 1952
to 1955. This appears to indicate that the
recent large declines in Budget expenditures
are about over. New obligational authority
for 1956 continues below Budget receipts and
Budget expenditures. Unexpended balances
are expected to be reduced 4.3 billion dol-
lars during the coming fiscal year, as ex-
penditures for major national security pro-
grams exceed new authorizations.

Forward looking also is the classification
that summarizes expenditures according to
the degree of controllability. Major na-
tional security expenditures required by the
international situation will cost 40.5 billion
dollars in fiscal year 1956. Othcr programs
required by existing legislation, such as vet-
erans’ benefits, agricultural price supports,
interest, and public assistance gran‘s to
States, will cost 14.8 billion. This leaves
only 7.2 billion for regular government
operations and for international affairs and
finance; these activities provide abou: thce
only room for administrative discretion and
for annual review of authorizations and ex-
penditures.

Mayor NationaL Securiry Procrams

Expenditures for national security pro-
posed for the fiscal year 1956 are based on
the philosophy that our military strength
must be maintained indefinitely on a basis
that does not impair the soundness of the
United States economy and on the concept
that there is no assumed target date of max-
imum danger. This suggests that there
would be major adjustments in the Budget
it the internaticnal situation should change.
Major national security expenditures in fiscal
year 1956 are estimated to decline less than
200 million dollars from 1955. suggesting a
leveling-off near 40 billion dolars. For the
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first time since fiscal year 1952, moreover,
the recommended authority to incur new
obligations is higher than during the pre-
ceding year.

Department of Defense. The Defense
Department budget emphasizes the retalia-
tory power of Air Force and Naval aviation
armed with nuclear weapons as the principal
deterrent to military aggression. Acceler-
ated development of continental air defense,
mobile naval and ground forces, and new
weapons and techniques supplements the
continued strengthening of air power.

About two-thirds of the proposed expend-
itures of this department for fiscal year
1956 will be devoted to air power and related
programs. Active aircraft in combat units
of the Air Force, Navy, and Marine Corps
will increase approximately one-fourth from
July 1, 1954, to June 30, 1956. Planes of
greater speed, range, and capacity indicate
a qualitative improvement also. Since 1950,
when each of these services spent about 4
billion dollars, expenditures for the Army
and Navy have more than doubled, while
expenditures for the Air Force have more
than quadrupled.

Military personnel will be reduced from
3.2 million -currently to about 3 million on
June 30, 1955, and to something over 2.8 mil-
lion a year later. However, the Air Force
will be increased slightly, with the Navy and
Marine Corps bearing small reductions and
the Army the heaviest reduction in military
personnel.

The Department of Defense budget al-
locates 10.3 billion dollars for personnel in
1956, about the same as in 1954 and 1955.
Increased pay and benefits to induce capable,
trained men to remain in the armed forces
will offset the savings from the reduction in
numerical strength. The 8.6 billion dollars
for operation and maintenance reverses the

118

FOR 1956

I'spERAL BUDGET EXPENDITURES

{In billions of dollars]

Fiscal year ending June 30—
Function
19561{19551] 1954 | 1953 | 1950
Budget expenditures, total . ... ... 62.4] 63.5{ 67.8] 74.3{ 39.6
Major national security pro-
grams, total expenditures..| 40.5' 46.6] 46.5 50.3{ 13.0
Delense department, military...] 34.0] 34 .4! 40.3| 43.6] 11.9
Atomicenergy................ 2.0, 2.1, 1.9/ 1.8 .6
Stockpiling................... .8 1.0 7 .9 4
Mutual security, military. .. ... 3.7 3.2] 3.6 4.0 .1
Nondef2nse expenditures, total....| 22.00 22.9] 21.3] 24.0{ 26.6
New otligational authority:
Total.... ... ... ... .. 58.6] 57.3| 62.8} 80.3| 49.3
Major national security pro-
ErOMS. . ... 36.7| 34.4] 39.5{ 57.3| 17.0

{Ustimated.

Note.—Details may not add to totals because of rounding.
recent downward trend in this category.
Major procurement and production—about
two-thirds of which goes for aircraft and
guided missiles—is little changed from the
1955 total of 12.7 billion. Military public
works and research and development also
continue near their recent levels. The
amount budgeted for reserve components in-
creases substantially to 927 million dollars in
1956, reflecting the President’s proposals for
a more effective military reserve.

The total for the Defense Department is
reduced by the unusual step of deducting
1,750 million dollars for unallocated reduc-
tions, which the Secretary expects to realize
through savings, slippages, and program ad-
justments not yet specified as to Budget
expenditure category.

Atomic energy. Expenditures for atomic
energy in fiscal year 1956 are estimated to
be slightly lower than 1955 but higher than
any other year. In 1956 capital expenditures
will drop considerably, but operating ex-
penditures will increase from 60 to 75 per
cent of the total as large new facilities are
placed in operation and as raw uranium ores
are procured at a higher rate. The 1956
Budget provides greater expenditures than
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ever before for peaceful applications of
atomic power, especially the development
of industrial power reactors.

Stockpiling. A new long-term program
may increase inventories of strategic and
critical materials to a level 3.3 billion dollars
above the 6.5 billion of minimum objectives.
Procurement will generally be above the
minimum stockpile level only when it serves
both to meet long-range objectives and to
maintain essential domestic production. Ex-
penditures in 1956 are expected to increase
minimum program inventories to 5.1 billion
dollars and the additional long-range stock-
pile to 1.2 billion.

Mutual security—mi:litary. The major na-
tional security category includes the military
assistance and direct-forces-support portions
of the mutual security program. The non-
military portions are classified under inter-
national affairs and finance.

Mutual military assistance provides equip-
ment and training for the forces of our Euro-
pean and Asian allies to the extent that these
countries cannot provide for themselves.
The estimate for fiscal year 1956 is not en-
tirely comparable with earlier years due to
different methods of financing. Actual de-
liveries of equipment are projected to con-
tinue in fiscal years 1955 and 1956 at about
the 3 billion dollar rate attained in 1954.
Expenditures in 1956 will exceed the new
obligational authority requested and, accord-
ingly, will draw down the unexpended bal-
ance of earlier appropriations.

The fiscal year 1956 Budget includes 600
million dollars for uniforms, medicines,
rations, and similar items, exclusive of mili-
tary equipment, for the direct-forces-support
program. This relatively new program, as-
sisting only selected countries where our
security requires active forces beyond the
country’s own capacity, is expected to con-
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tinue as long as it is necessary to maintain
large armed forces in Asia and the Near East.

ProcraMs OTHER THAN Major NaTIONAL
SECURITY

Budget expenditures for programs other
than major national security account for 35
per cent of fiscal year 1956 expenditures.
They will be approximately 900 million dol-
lars less than in 1955, but 700 million more
than in 1954.

Interest. Interest payments are down 180
million dollars from the 1955 fiscal year to
6.4 billion dollars for 1956. A decline in the
average interest rate on the debt from 241 to
2.29 per cent during calendar year 1954, re-
sulting from lower rates on new Treasury
issues, is primarily responsible for the drop.

International affairs and finance. This
class of expenditure is expected to decline
further in fiscal year 1956. However,, new
obligational authority recommended is larger
than in the preceding year, indicating that
future expenditures may stabilize near, or
increase somewhat over, the 1956 level.

Nonmilitary economic aid under the
mutual security program is budgeted at one
billion dollars in 1956, down slightly from
1954 and 1955. Most 1956 funds will go to
Asia, the Middle East, Africa, and Latin
America for economic development and
technical cooperation, bilaterally and
through the United Nations. Small in-
creases are requested for refugee relief and
for foreign information and exchange ac-
tivities.

The new Budget includes 35 million dol-
lars as the United States’ share of 100 million
capital for the proposed International Fi-
nance Corporation. This Corporation, to be
an affiliate of the International Bank for Re-
construction and Development, will provide
venture capital without government guaran-
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Procrayis OrHER THAN Mayor NATIONAL SECURITY

[Tn billions of doliars!

Wiscal year ending June 30—
Function

19361195851 1954 1 1933 [ 1950
Total expenditures. ......... ... 22.0| 22.9| 21.3] 24.0] 26.6
Tnterest....... ... .. ... 6.4 6.6] 6.5 6.6) 5.8
International affairs and finance. .| 1.3] 1.4 1.7] 2.21 4.7
Veterans services and benefits ... 4.6/ 4.4 4.3l 1.31 6.6
Welfare, health, and education....| 2.3| 2.3 2.2 2.2 1.7
Agriculture and agricultural re-

BOUFCES. ... v, Lo 2.3 3.1 261 2.9 2.8
Natural resources 1o 1.0 .2l 1 4 g
Commerce and 1 2.2) 267 t.¢l 3.0 2.4

al government. . . 1.6 1.27 .20 t.4) 1.2
2 .3 1. Ce ]
sligational authority. ... 21.9 B 32.3

L {Estimated.
and 1956, adtmont v oy Treotury Statement bac. 1950,

Noti.—Details may not add to totals because of rounding.
tees to private businesses in underdeveloped
countries.

Veterans services and benefits. Net vet-
erans expenditures, which declined steadily
from the 1947 postwar peak of 7.4 billion
dollars to 4.3 billion in fiscal 1954, will in-
crease in 1955 and 1956. The long-run out-
look is for further increases due to (1) the
large, growing number of eligible veterans—
more than two-fifths of all adult males; (2)
the World War I veterans now reaching
age 65 who are qualifying for pensions in
large numbers; and (3) the increased scope
and liberality of benefits. The largest 1956
components are 2.8 billion dollars for com-
pensation and pensions—equivalent to more
than half the payments from old-age and
survivors’ insurance; 770 million dollars for
hospital and medical care; and 587 million
for education and training—90 per cent to
Korean veterans.

Welfare, health, and education. Total
1956 expenditures will remain approximately
at the 1955 figure of 2.3 billion dollars.
About 14 billion provides for the public
assistance program. Significant new pro-
posals include 25 million dollars as the initial
capitalization for health reinsurance, a
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straight 50-50 Federal-State sharing of public
assistance costs, and extension of old-age and
survivors’ insurance to military and Federal
civilian personnel not now covered.

The President on February 8 proposed a
Federal-State-local school construction pro-
gram totaling 7 billion dollars during three
years, of which 1.1 billion will require Fed-
eral appropriations. The 1956 Budget allows
Federal funds for the first year of this pro-
gram under the reserve for proposed legis-
lation and contingencies. Grants for part
of the construction costs for the poorest
school districts will require 200 million dol-
lars, to be matched by State funds. The
other 900 million will be used to buy bonds
of districts that are unable to borrow at a
reasonable rate of interest and to provide
reserves for State agencies that build schools
for lease and eventual purchase by local
school districts. This larger sum is expected
to be repaid gradually to the Federal Treas-
ury.

Agriculture and agricultural resources. An
expected 50 per cent reduction of almost one
billion dollars in agricultural price support
payments is the major factor in the estimate
that net Budget expenditures for agriculture
and agricultural resources will decline to 2.3
billion dollars in fiscal year 1956 from the
postwar high of 3.1 billion in 1955. Small in-
creases are recommended for the rural elec-
trification and telephone, agricultural con-
servation, research, and extension programs.
The President’s recommendation for 1.3 bil-
lion dollars of new obligational authority
for agricultural programs during fiscal year
1956 is less than half that for 1955 or 1954.
This drop is attributable almost entirely to
a decrease for the Commodity Credit Cor-
poration.

Net Budget expenditures of the Com-
modity Credit Corporation, which handles
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the farm price-support program, are the ex-
cess of its gross expenditures over its receipts.
Its gross expenditures are outlays during the
year for commodity loans and purchases and
for repayment of its certificates of interest
issued largely to banks with CCC-owned
commodities as collateral. Its receipts come
largely from commodity sales, repayment of
commodity loans, and issuance of CCC cer-
tificates of interest.

A decline of 1.5 billion dollars in CCC
gross price support expenditures estimated
for fiscal year 1956 reflects largely the smaller
volume of new loans and purchases antici-
pated as a result of tighter restrictions on
acreages planted. Receipts anticipated from
the sale of commodities will rise as efforts to
expand markets for farm products begin to
show results. Together these will more than
offset about 700 million dollars of net repay-
ments of certificates of interest, necessitated
by a decrease in commodity holdings needed
as collateral. CCC commodity holdings
are expected to decline about 700 million
dollars during 1956—the first decline since
fiscal year 1952—to 5.6 billion at the end of
the fiscal year. Expenditure estimates for
this program, which varies with choice
of crops to raise, weather conditions, and
market prices, are subject to a wide margin
of error.

Natural resources. The. lower expendi-
tures estimated for natural resources reflect a
prospective decline in construction of new
facilities and increascd operating receipts of
the Tennessee Valley Authority. The Budget
Message states that the. TVA is giving im-
mediate attention to the possibilities of
financing further expansion of its power sys-
tem by means other than Federal appropria-
tions.

About two-thirds of the 1956 net expendi-
tures for natural resources will be for flood
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control, irrigation, power, and multiple-pur-
pose river developments. Local interests are
expected to finance most power facilities on
a partnership basis. A 5 million dollar ex-
penditure is also requested to initiate plans
for two comprehensive river basin develop-
ments, with ultimate Federal costs estimated
at 1.1 billion dollars.

Commerce and manpower. A proposed
increase in postal rates and a shift to partial
liquidation of mortgages now held by the
Federal National Mortgage Association are
the major factors accounting for the decline
expected in total expenditures for commaerce
and manpower in fiscal year 1956. The
postal rate increase requested would provide
400 million dollars, which would not only
cover the suggested postal pay increases but
also make the postal system almost self-
supporting.

In 1956, 1.5 billion dollars of receipts from
liquidation of mortgages and properties held
by Federal housing agencies will nearly off-
set gross expenditures, so net Budget ex-
penditures for housing and community de-
velopment are estimated at only 82 million
dollars. This figure is comparable to actual
net receipts of 445 million dollars in 1954 and
estimated net expenditures of 387 million
in 1955. The change between 1955 and
1956 is due largely to operations of the
FNMA, which will show net expenditures
in 1955 and net receipts in 1956. This re-
sults from the Housing Act of 1954, under
which the FNMA is liquidating most of its
mortgage holdings and, after fulfilling its
previous commitments, will purchase con-
siderably fewer mortgages.

New obligational authority of 200 million
dollars for urban renewal and 100 million
for direct housing loans to veterans is re-
quested, plus a two-year contract authoriza-
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tion for 35,000 low-rent housing units each
year.

Budget expenditures do not include Fed-
eral guaranties and insurance of private loans,
but the Budget document does report them.
Additional loan guaranty authority of more
than 6 billion dollars is requested to meet
anticipated 1956 commitments on about 14
billion of Federal guaranties and insurance
of private housing loans. By June 30, 1956,
mortgage loans guaranteed by the VA or
insured by the Federal Housing Adminis-
tration are expected to total about 46 billion
dollars—90 per cent of all outstanding Fed-
eral guaranties and insurance.

Highway expenditures in the Budget con-
tinue to rise slightly from fiscal year 1955
to 725 million dollars in 1956. The Budget
makes no provision for the special Ten-Year
National Highway Program. In January
the President’s Advisory Committee on this
Program recommended average annual Fed-
eral expenditures of 3.1 billion dollars, in-
cluding about 623 million of present Budget
expenditures, the remaining 2.5 billion
yearly to be financed largely through bonds
of a new Federal Highway Corporation.
These would be repaid by 1985 from the
anticipated increase in receipts from continu-
ing the gasoline tax at its present rate.

A brief special analysis of the Federal eco-
nomic statistical programs is a new feature
in the 1956 Budget. This summary per-
mits evaluation of Government statistics by
subject-matter areas. Expenditures for the
continuing programs are estimated at 32
million dollars in fiscal year 1956, over half
of which covers production and distribution,
mostly in agriculturc. Relatively large in-
creases are included in the 1956 Budget for
the statistical programs covering unemploy-
ment and wages, construction and housing,
and State and local governments. In addi-
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tion to the -continuing programs, another
11 million dollars is budgeted in 1956 for
the periodic census programs. Almost two-
thirds of the expenditures for statistical pro-
grams are classified under commerce and
manpower, with agriculture accounting for
another quarter of the total.

General government. The varied func-
tions and services included under this head-
ing are expected to require 344 million dol-
lars more in fiscal year 1956 than in 1955.
This increase results primarily from a pro-
posed resumption of payments to help cover
the Government’s share of current benefit
disbursements for retired Federal civilian
employees and from