
National Income and Product in 1967

THE gross national product rose to
$785 billion in 1967, an increase of $42
billion, or 5% percent, over 1966.
Prices rose 3 percent in overall terms
so that the rise in the physical volume
of production was only 2.K percent,
the smallest annual increase since 1961.

Much of the slowdown in the GNP
increase was attributable to inventories,
which rose $13% billion in 1966 and
about $5 billion in 1967. The cutback
in inventory investment, a partial
correction of the excessive accumula-
tion of 1966, was concentrated in the
first half of 1967. It was so severe that,
in spite of sizable advances in final
sales, total production grew very little
in that period—in real terms, only 1
percent at an annual rate from the
fourth quarter of 1966 to the second
quarter of 1967. However, in the
second half, the rate of inventory
accumulation was stepped up, and with
final sales continuing to increase, though
at a less rapid pace, real GNP ad-
vanced at a rate of better than 4
percent.

In the aggregate, the relative in-
crease in final sales was almost as large
in 1967 as in 1966—7 percent as against
8 percent, measured in current dollars.
For the full year, by far the largest
percentage increases were shown by
Federal defense purchases and State
and local government outlays. Con-
sumer spending rose about as much as
GNP while fixed investment increased
only slightly and net exports were not
much different from the year before.

Personal income made a better show-
ing than GNP, rising more than 7

percent over 1966. This came about
for a variety of reasons—partly be-
cause government transfer payments,
notably for medicare, showed a very
large increase and partly because cor-
porations increased their dividend pay-
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ments even though their profits fell.
Higher incomes brought personal

consumption expenditures to a new
peak with increases in all major cate-
gories—durable goods, nondurable
goods, and services. However, the rise
in durable goods was quite small be-
cause of lagging sales of automobiles.
Auto sales were depressed early in the
year when economic activity was slug-
gish; they were held down in the second
half mainly by the 2-month strike that
started in early September at the Ford
Motor Co. In addition, consumers
saved relatively more of their income
last year than in any other year since
1958.

After several years of substantial
increases, business spending for struc-
tures and equipment showed little
growth in 1967. With many industries
operating well under preferred rates of
capacity utilization and with profits
lower than in 1966, spending for the
year rose only 3 percent. In terms of
physical volume, it appears that ex-
penditures were about unchanged.

Homebuilding showed a considerable
recovery during 1967 following the
sharp cutback in 1966 caused by
tight money. As credit conditions im-
proved after the autumn of 1966, resi-
dential construction expenditures rose
at an accelerating pace from the low
fourth quarter rates. Private nonfarm
housing starts rose from a seasonally
adjusted annual rate of 1.1 million
units in the first quarter to 1.2 million
in the second and 1.4 million in the
third; in October and November, the
rate of starts was approximately 1.5
million units.
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Purchases of goods and services
by government —Federal, State, and
local—increased about 15 percent in
1967, providing the main stimulus to
the rise in economic activity. Because
of the expansion of the war in Vietnam,
purchases for national defense in-
creased about one-fifth over 1966,
approximately matching the large
advance of the year before. The in-
crease was extremely large in the first
half of 1967, but it diminished con-
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siderably in the second half. Spending
by State and local governments con-
tinued to rise about in line with its
long-term growth.

Last year's rise in national income,
although sizable, was not as widely
distributed as in other recent years.
With employment higher and with

rates of pay up considerably, total
employee compensation showed a 1%-
percent increase over 1966 after a
rise of 10% percent the year before.
However, the income of farm pro-
prietors fell because of lower farm
prices, and corporate profits were re-
duced because of a cost squeeze.

Personal Income, Consumption, and Saving

Change From Previous Year or Half Year

* Based on seasonally adjusted annual rates.
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PERSONAL income rose to $626 bil-
lion in 1967, registering a sizable in-
crease of $42 billion, or 7.2 percent,
over 1966. Although the 1967 advance
in personal income fell short of the
8 ̂ -percent gain achieved in the pre-
vious year, it was much more pro-
nounced than the 5.6 percent growth
in GNP. It may be noted that in the
previous 4 years the percentage gains
in personal income about matched the
increases in GNP. Personal income held
up better than GNP last year for two
main reasons: The first was the con-
tinued rise ($1.3 billion) in dividend
payments despite a $3 billion reduction
in before-tax profits in 1967. Second,
and even more importantly, there was
an unusual rise in transfer payments
in 1967 resulting mainly from the first
full year of medicare benefit payments.
Government transfer payments in-
creased by a record $7.9 billion in 1967.

As compared with 1966, the slow-
down in the growth of personal income
reflected a dampening of the increase
in wage and salary disbursements, from
$35^ billion in 1966 to $29 billion in
1967, due to a smaller employment
increase and a cut in hours in some
major industries. Larger supplies of
farm products led to lower farm prices
and resulted in a decline of $1.3 billion
in farm proprietors' income, after an
increase of $1.3 billion in 1966.

Personal tax liabilities to Federal and
State and local governments rose to
$81% billion in 1967, about $6% billion
more than in 1966. As a result of the
higher personal taxes, disposable per-
sonal income in 1967 increased less
than personal income—$36 billion, or

7.0 percent, to a total of $544% billion.
The 1966 rise was $36% billion, or
7.8 percent.

A large part of the 1967 increase in
spendable income was dissipated in
higher prices. Consumer prices (GNP
basis) rose 2.6 percent in 1967, about
the same as in 1966; indeed, in the
second half of the year, the increase
accelerated to an annual rate of over
3% percent. Allowing for the higher
prices, real disposable income in 1967
was 4.3 percent above 1966. On a per
capita bsbsis, the rise was 3.2 percent,
much less than the average annual in-
crease of close to 5 percent in the preced-
ing 3 years. Furthermore, following a
large gain in real spendable income per
capita in the first quarter of 1967, the
advance moderated to an average rise
of only 2 percent at an annual rate in
the final three quarters of the year.

Consumer outlays

Consumer spending was unusually
restrained in 1967. Personal consump-
tion expenditures increased 5.5 percent
over 1966—much less than the rise in
disposable personal income. This was
in marked contrast to each of the
previous 2 years, when the percentage
increase in spending was about equal to
the income rise of 7.8 percent.

With expenditures rising irregularly
through the year, consumers spent a
total of $492 billion in 1967, $26 billion
more than they spent in 1966. The rise
in real personal consumption expendi-
tures was a little less than 3 percent, as
compared with a 5-percent expansion
in 1966.
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Auto purchases lag

When consumer spending is viewed
by major categories, the 1967 pattern
of demand reveals some rather inter-
esting developments. The most striking
was the continued sluggish behavior of
spending on automobiles and parts,
which showed no increase from 1965
to 1966 and declined by $% billion to
a total of $29 billion from 1966 to
1967. The failure of auto purchases to
rise from 1965 to 1966 probably reflects
the fact that purchases in 1965 were
unusually high; the upsurge in sales
early that year after the strikes in the
previous autumn was an important
factor affecting 1965 purchases. There
is no single explanation for the decrease
from 1966 to 1967. Sales were obviously
depressed early in the year by the
general slowdown in economic activity,
and may also have been adversely
affected by low inventories in dealers7

hands in the summer months. Although
the strikes held down sales from late
summer through much of the fall, the
improvement in sales in December was
not especially noteworthy.

Last year's decline in expenditures
was attributable to a decrease in sales
of domestically produced cars. For 1967
as a whole, sales of such cars totaled
7.6 million units, 10 percent below
1966. Sales in the last quarter of 1966
were relatively good, at a seasonally
adjusted annual rate of 8.2 million
units. In the first quarter of 1967, sales
dipped to a rate of only 7.2 million.
They rose to a rate of 8.1 million in the
next quarter but fell back to 7.7 million
in the third and 7.3 million in the
fourth. Sales of imported cars in 1967
fared much better than domestic cars,
rising 17 percent over 1966 to a total
of 770,000 units.

Other divergent patterns

Consumer expenditures excluding
autos and parts held up much better
than autos last year. However, di-
vergent trends are apparent among the
major categories. This is clearly indi-
cated from the percent distribution of
personal consumption expenditures,
based on current dollars, given in the
text table.

The $2 billion increase in consumer
expenditures for durable goods in 1967,
to a total of $72 billion, was due mainly
to higher spending for furniture and
household equipment. These purchases
accounted for 6K percent of total con-
sumer expenditures — about the same
percentage as in 1966 but larger than in
any other year of the past decade.

Spending for nondurable goods in
1967 increased 5 percent to a total of
$218 billion. These expenditures com-
prised 44.2 percent of total spending,
slightly lower than in 1966.

Expenditures for the large category
of food and beverages amounted to $111
billion, 3.7 percent more than in 1966;
in real terms, the increase was 2.6
percent. The ratio of these expenditures
to total spending dropped from 22.9

Percentage Distribution of Personal
Consumption Expenditures

CHART 5
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percent in 1966 to 22.5 percent in 1967,
thus continuing its long-term down-
trend. Expenditures for clothing and
shoes rose by 6 percent, and increased
from 8.6 percent of total expenditures
in 1966 to 8.7 percent in 1967. Prices
of clothing and shoes increased sub-
stantially and accounted for two-thirds
of the dollar value rise. Expenditures
for other nondurable goods moved up
at about the same rate as total expendi-
tures.

Consumer outlays for services in
1967 rose 1% percent, or $14 billion, to
a total of $202 billion. They accounted
for a little over 41 percent of total
consumer spending—a somewhat higher
proportion than in 1966. A large part of
the increase reflected continued strong
price advances, and in real terms the
rise was 3.7 percent, a little less than
the year before.

Spending for housing and household
operation rose 5.8 percent in 1967, and
the ratio to total expenditures remained
about the same as in 1966—20.3
percent—following a decline from 1963
to 1966 when sales of new homes lagged.
In contrast, expenditures for other
services, including transportation, med-
ical, recreation, personal business, and
education, rose 9 percent and increased
from 20.2 percent of all expenditures
in 1966 to 20.8 percent in 1967, in large
part reflecting sharply rising prices for
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many of these services, particularly
those for medical care and transpor-
tation.

Personal saving high
The obverse of a low consumer spend-

ing rate is, of course, a high saving rate.
In 1967, personal saving reached a rec-
ord high of $39 billion, as compared
with $30 billion in 1966. As a result, the
saving rate (personal saving as a percent
of disposable personal income) moved
up from nearly 6 percent in 1966 to 7

percent in 1967; this high rate was main-
tained in both halves of the year (chart
5). During the postwar period, saving
rates of this order have for the most
part occurred only in recession years
and in the Korean war period. The
average annual rate during 1960-66 was
5% percent.

The high rate in 1967 appears to have
reflected mainly the lag in automobile
sales, but even after allowance is made
for autos, there remains some indication
that the saving rate was high.

Business Fixed Investment

BUSINESS purchases of durable equip-
ment and structures, which had shown
unusual increases in 1965 and 1966,
constituted one of the few lagging sec-
tors of the economy during 1967. Non-
residential fixed investment totaled
$82% billion or $2% billion more than
in 1966. The small 3-percent increase
contrasts with rises of 16 percent and 13
percent in 1965 and 1966 respectively
(chart 7).

Investment reached a high of $82.8
billion, at a seasonally adjusted annual
rate, in the fourth quarter of 1966. It
declined during the first half of last
year to $81.7 billion and recovered in
the second half to $83.3 billion.

Movements in outlays for structures
and for producers' durable equipment
were somewhat diverse. Expenditures
for construction posted a high in the
third quarter of 1966, fell through the
second quarter of 1967, and then
steadied in the final two quarters of
1967. Outlays for the year as a whole
totaled $26.8 billion, about 4 percent
below 1966; in real terms the decline
was almost twice as large. Declines
were reported for industrial construc-
tion and religious, hospital, and insti-
tutional building, but commercial con-
struction rose.

Although investment in new equip-
ment was hardly buoyant during 1967,
outlays did rise in each quarter except
the first. Expenditures for the full year
reached $55.7 billion or almost 7 per-

cent above 1966. However, when al-
lowance is made for price increases, the
rise over the previous year was 4
percent.

Last year's business fixed invest-
ment was still high relative to GNP
(chart 8). In real terms, nonresidential
fixed investment was equal to 10.9 per-
cent of GNP—higher than in any other
year in the fifties and sixties except
1966.

The slackening rate of business in-
vestment during 1967 reflected the
weakening of several influences that
had stimulated the demand for capital
goods in the previous few years. Total
GNP, in real terms, showed little
change during the first half of 1967; at
the same time, investment continued
at a rate sufficiently high to add ap-
preciably to the Nation's productive
capacity so that capacity utilization
declined. As an example of the dimin-
ished pressure on capacity—the propor-
tion of industrial facilities regarded as
inadequate by manufacturers to meet
their production requirements declined
in contrast to persistent increases in
previous years. Furthermore, reduced
profits not only affected the availability
of internal funds but also tended to
make the expected rate of return on
investment less attractive. In addition,
the credit stringency of 1966 had a
delayed impact on investment in 1967.

That the forces which had led to the
surge in investment in the 1964-66

period had begun to subside by late
1966 is evident from the modest invest-
ment program outlined by businessmen
in their initial capital budgets for 1967.
In February businessmen reporting in
the OBE-SEC survey projected a 4-
percent increase for 1967. Each of the
successive quarterly surveys of busi-
nessmen's spending intentions indicated
actual expenditures below anticipations
and by December the increase for the
full year appeared to be about 1%
percent. Sales disappointments were no
doubt an important factor in last year's
shortfall from the early anticipations.
Sales increases in manufacturing and
trade averaged 2% percent in 1967 as
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compared with expectations in Feb-
ruary of 7l/2 and 6 percent, respectively.

Industry patterns

Within the framework of small in-
creases in investment for the economy
as a whole, industry patterns were very
mixed. Public utilities and nonrail
transportation companies posted in-
vestment increases of 14 and 13 percent,
respectively. These advances, though
substantial, compared with gains of
one-fifth in the preceding year. Com-
munications firms also spent more in
1967 than in 1966. However, mining,
railroad, and commercial companies
reduced their investment in 1967 below
a year earlier.

Manufacturers maintained their
spending for new plant and equipment
in 1967 at about the 1966 record rate.
This leveling off followed 3 years of
rapid expansion, amounting to about
20 percent per year.

For the durable goods group as a
whole, capital outlays declined almost
2 percent from 1966 to 1967. Sharp re-
ductions were reported by the motor
vehicle and the stone, clay, and glass
industries, but both primary metal and
machinery producers set new records in
1967.

CHART 8

The Share of Capital Goods in Total Output
Edged Down but Remained High in 1967
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Capital outlays by nondurable goods
producers were up fractionally over the
1966 record. Paper and rubber com-
panies expanded their spending sub-
stantially, and the food-beverage and

petroleum industries also showed some
rise. Spending by chemical companies
was slightly under 1966 while textile
producers cut back their expenditures
very sharply.

Residential Construction

AFTER its serious setback in 1966,
residential construction recovered im-
pressively during 1967 and made an
important contribution to the rise in
overall demand. The major factors
responsible for last year's rebound in
housing activity were the shift to
generally easier credit conditions and
the substantially enlarged flows of funds
to mortgage markets.

The response of housing to the im-
proved financial situation emerged
against a background of a large poten-
tial demand for housing—an inheritance
of the very low level of starts in 1966.
In that year, as the rate of housing
starts fell far below the requirements
for new household formation and re-
placement needs, vacancy rates for
both homeowner and rental housing
declined. Vacancy rates decreased fur-
ther in 1967, and for rental housing,
they were at their lowest point since
1965.

The 1967 recovery in homebuilding
activity began slowly but gathered
momentum as the year progressed.
From the fourth quarter of 1966 to
the first quarter of 1967, private non-
farm residential investment showed
little change from its low of $20.4
billion (seasonally adjusted annual
rate), but it rose sharply thereafter,
reaching a rate of $27% billion in the
fourth quarter (chart 9). Total expend-
itures for the full year 1967, however,
were little different from 1966 because
the recovery started from such a low
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Measured in constant dollars, resi-
dential outlays in 1967 failed to match
the 1966 total/Residential construction
costs, which had shown a sizable ad-
vance in 1966, rose even more in 1967

mainly because of sharp increases in
wage rates.

The upturn in expenditures during
1967 reflected a steady rise in housing
starts. Private nonfarm starts had
fallen to a low of 0.9 million units in
the fourth quarter of 1966, but in Octo-
ber and November of 1967, they were
running at a rate of 1.5 million. The
total for 1967 came to 1.3 million units,
as compared with 1.14 million for 1966
and 1.45 million for 1965.

Although the 1967 recovery in resi-
dential construction carried to all classes
of dwelling units, it was particularly
pronounced for apartment houses.
Starts on new apartment buildings
increased about 20 percent from 1966
to 1967 while starts on single family
units recorded a more modest gain of
about 10 percent. This shift toward
apartment units, which are much lower
in price than single family dwellings,
had a dampening effect on the recovery
in residential outlays.
Mortgage financing

Last year, savings institutions and
other mortgage lenders benefited from
unusually large inflows of funds. Al-
though these institutions devoted most
of their efforts to rebuilding depleted
liquidity positions early in the year,
their lending activities picked up in the
spring and accelerated in the summer.
On the basis of incomplete data, the
rise in mortgage lending in the fourth
quarter surpassed the advance in the
summer. For the year as a whole, the
increase in total nonfarm mortgage
debt appears to have exceeded $20
billion, as compared with $18.6 billion
in 1966 and $23.9 billion in 1965.

In addition to last year's improved
financial positions for lenders, mortgage
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markets received substantial support
from the Federal National Mortgage
Association (FNMA), especially in the
second half of the year. Total mortgage
holdings of FNMA, which had increased
$2.3 billion during the 1966 squeeze,
rose less than $% billion during the
first half of 1967. However, as pres-
sures mounted rapidly in financial
markets, and as mortgage inves-
tors sought more portfolio flexibility,
FNMA's secondary market purchases
accelerated sharply, and after midyear,
total mortgage holdings increased ap-
proximately $1.3 billion.

During the severe credit stringency
of 1966, home financing costs rose to
levels not seen in several decades.
From November 1965 to the peak
reached a year later, yields on FHA
new home mortgages rose from 5.5 to
6.8 percent. As credit conditions eased
in late 1966 and early 1967, yields
turned lower and by April had declined
by nearly one-half of 1 percent. How-
ever, yields on other long-term instru-
ments had begun to rise somewhat
earlier, and with a short lag, mortgage
market yields followed suit. By De-

SUKVEY OF CUREENT BUSINESS

cember, the yield on FHA new home
mortgages had returned to the peak
level of late 1966.

In the latter part of 1967, mortgage
markets were faced with growing un-
certainty over the availability of mort-
gage funds. With the strong advance
in interest rates, it became increasingly
more attractive for investors"to shift
assets from share accounts and time and
savings type deposits to higher yielding
market securities. This shift of funds
away from financial intermediaries—
which are major mortgage lenders—
was a primary factor in the drying up
of mortgage funds in 1966. As of late
1967, there was only spotty evidence
to suggest that this type of shift was
in fact recurring.

Although the present situation con-
fronting financial intermediaries is in
many respects similar to that of late
1965 and early 1966, there are several
notable differences that could limit a
potential deposit drain and cushion its

January 1968

impact. First, during 1967 substantial
progress was made by financial insti-
tutions and by the Federal Home Loan
Bank System toward rebuilding liquid-
ity. Currently, these institutions are
in a much more favorable position for
accommodating potential deposit with-
drawals. Second, savings and loan asso-
ciations acquired added flexibility in
1967 with their new authority to issue
savings certificates. With these certifi-
cates, savings and loan associations can
offer higher rates than those paid on
passbook deposits and can compete for
interest-sensitive money without re-
sorting to the expensive, across-the-
board increase in rates on all deposit
liabilities. Third, legislation now regu-
lates the maximum interest payable by
commercial banks and thrift institu-
tions on time and savings deposits.
This has the effect of restraining the
competition for deposits among these
financial intermediaries; such competi-
tion was troublesome for thrift insti-
tutions in 1966.

CHART 9
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recovery during 1967
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Inventory Investment
THE year 1967 was characterized by
wide shifts in inventory investment as
business attempted to correct the ex-
cessive inventory accumulation that
developed after the opening quarter of
1966. For the full year 1967, business
investment in inventories totaled about
$5 billion, considerably below the
record $13.4 billion in 1966. This
reduction in investment, which was
attributable about equally to manu-
facturing and to trade firms, accounted
for the greater part of the slowdown
in output growth in 1967. Farm inven-
tories, which fell $0.3 billion in 1966,
rose $0.4 billion in 1967.

Nonfarm inventory investment
totaled about $4.7 billion in 1967—
almost all of it occurring in manu-
facturing. Trade firms liquidated nearly
$% billion of stocks as compared with
an accumulation of $4 billion in 1966.

Durable goods manufacturers in-
creased their stocks by about $3%

billion in 1967 in contrast to a rise of
$7 billion the year before. Nondurable
goods manufacturers added $1 billion
to their stocks last year after a $2
billion rise in 1966.

Although additions to inventories
were made during each quarter of 1967,
the investment rate fell sharply in the
first half—from a seasonally adjusted
annual rate of $18% billion in the final
quarter of 1966 to only $% billion in
the second quarter of 1967 (chart 10).
This period witnessed significant cut-
backs in rates of accumulation by
durable goods manufacturers and sub-
stantial liquidations by durable goods
retailers and wholesalers. However, the
rate rose to almost $4 billion in the
third quarter and to $9 billion in the
fourth. Inventory accumulation was
widespread in the latter period.

The following table, which compares
the quarterly changes in inventory in-
vestment, final sales, and GNP in 1967,
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clearly shows the adverse impact of
inventory investment on GNP in the
first half and its stimulating effect in
the second. (These data are also shown
in chart 2.)

1966— I V _ _

1967— 1_ _ _ _ . _
II
III
IV (preliminary)

Change in billions of dollars*

Inventory
investment

7.1

-11.4
-6.6

3.3
5.2

Final
sales

6.2

15.6
15.4
12.8
11.3

GNP

13.3

4.2
8.8

16.1
16.4

*Seasonally adjusted at annual rates.

The ratio of nonfarm stocks to GNP
in 1958 dollars (chart 11) rose from
0.222 in the fourth quarter of 1966 to
0.226 during the first quarter of 1967,
the highest ratio since early 1961.
Additions to inventories almost matched
the rise in GNP during the remainder
of the year, and in the closing months
of 1967, the ratio was 0.224.

When viewed in terms of the stock-
output ratio, the inventory correction
does not seem to have fully run its
course. However, businessmen may not
be too concerned with the present level
of inventories, given their reported
optimism regarding near-term sales
prospects, expectations of higher prices,
and uncertainties related to Vietnam,

CHART 10

INVENTORY INVESTMENT plummeted in the
first half of 1967, but rose in the second
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1968 wage negotiations, and other
factors.

Manufacturing inventories up
An examination of inventory move-

ments in terms of book values, where
more industry detail is available, in-
dicates that manufacturing and trade
firms increased their inventories by $5
billion in 1967; about $1 billion of this
rise was attributable to higher inven-
tory costs. The record book value increase
of $15 billion in 1966 also reflected
higher costs but to a proportionately
smaller extent.

Increases in stocks were pervasive
among the manufacturing industries,
and in the aggregate they accounted for
almost all of the 1967 rise in business
inventories. Wholesalers' stocks edged
up slightly, and retailers' stocks were
off fractionally, in contrast to wide-
spread advances for all sectors in 1966.

Manufacturers of durable goods
added about $4 billion to their stocks in
1967, after an increase of nearly $8
billion in 1966. Nearly one-half of the
1967 gain was reported by defense
goods producers and another one-fifth
by machinery and equipment producers.
While defense goods inventories rose
appreciably throughout 1967, the rate
of rise fell off during the year. Stocks of
motor vehicle and parts producers rose
appreciably in the second half—more
than offsetting the liquidation in the
first half.

Nondurable goods manufacturers
added about $900 million to their
stocks in 1967, with only minor in-
creases during the latter part of the
year. These companies had steadily in-
creased inventories throughout 1966,
adding $2.2 billion for the year as a
whole. Chemical companies accounted
for about one-half of the 1967 rise as
compared with one-third of the previous
year's accumulation.

Manufacturers continued to expand
their work-in-process inventories in
1967. The increase in these stocks,
though smaller than that in 1966, ac-
counted for a larger share of the total
inventory change since manufacturers
maintained a relatively tight rein on
their purchases of materials and were
also able to cut back on increases in
-finished goods.
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As the year ended, stocks were 2.3
times sales for the durable goods man-
ufacturing industries. This ratio was up
10 percent from the end of 1966 and,
except for a few months in 1967, the
highest since early 1958. Increases
were general among the major durable
goods industries. In contrast, the ratio
of stocks of nondurable goods to sales
showed little change through most of
1967 but in the closing months of the
year fell to its lowest point of the
postwar period.

Trade inventories

Eetailers cut their inventories by
about $250 million in 1967, as compared
with an accumulation of $2.4 billion in
1966. Stocks at the end of the year
were equal to 1.4 months of sales, down
from 1.5 at the end of 1966 and about
the same as the average ratios in
1964 and 1965.

Stocks of durable goods retailers fell
about $750 million during the year
while those of nondurable goods
dealers rose $500 million. The changes
in durable goods retail inventories over
the year were influenced chiefly
by movements in automobile stocks.
Car dealers, faced with sluggish de-
mand, particularly in the opening
quarter of 1967, cut their stocks by
about $1 billion in 1967; virtually all
of this liquidation occurred in the first
half. Changes reported by the other

CHART 11

Ratio of Real Nonfarm Stocks to GNP
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durable goods retail groups were small
and largely offsetting. General mer-
chandise stores accounted for more
than one-half of the rise in nondurable
goods stocks.

Merchant wholesalers added about
$500 million to stocks during 1967; this
compares with almost $2.5 billion in

SURVEY OF CUREENT BUSINESS

1966. Moderate increases were reported
in 1967 by all major kinds of business
except dry goods, apparel, and con-
struction materials. At the end of the
year, merchant wholesalers' stocks were
equal to 1.20 months of sales, down
slightly from 1.22 at the end of 1966
but higher than in other recent periods.

January 1968

in 1966, the sharp decline in corporate
profits, the less rapid growth in personal
income and unusually large income tax
refunds.

Government Expenditures and Receipts
FEDERAL and State and local govern-
ment purchases of goods and services
increased $22 billion from 1966 to 1967,
accounting for more than half of the
rise in GNP for the year. Defense spend-
ing was the most important factor in
this advance, but all other purchases
(including those of State and local gov-
ernments) also expanded rapidly, ex-
ceeding the gains in 1966. The following
table summarizes the yearly increases
in government purchases of goods and
services during the 1960's and shows
their proportion of the GNP rise.

Other government expenditures, such
as transfer payments, grants-in-aid, and
interest, also increased sharply in 1967.
Total expenditures at all levels of gov-
ernment advanced $30 billion, exceed-
ing the increase in receipts by $16 bil-
lion. The 1966-67 rise in receipts was
well below the $24K billion advance reg-
istered a year earlier, mainly because of
slower growth in the economy but also
because changes in Federal tax legisla-
tion, which hac! an important effect on
1966 receipts, were largely absent in
1967.

Shift to deficit

With expenditures increasing faster
than receipts, both Federal and State
and local governments exhibited marked
shifts from their fiscal positions in the
previous year. The swing was most pro-
nounced in the Federal sector, which
shifted from a slight surplus in 1966 to
a deficit of $12% billion last year. In
dollar terms, this was the largest deficit
recorded on a national income accounts
basis since World War II and, as a per-
centage of GNP, the largest since the
recession year of 1958. In terms of
quarterly patterns, the shift was from
a surplus in mid-1966 to a mounting
deficit, which reached a peak in the
second quarter of 1967 and eased
somewhat in the second half of the year.

In the first half of 1967, the shift
from surplus to deficit provided a fiscal
stimulus that helped to moderate the
slowdown in overall economic activity.
Among the major factors contributing
to the widening deficit in the first half
of last year were the rapid expansion
of defense purchases, the acceleration of
medicare payments after a slow start

Changes in Government Purchases, Relative to Total GNP Changes, 1961-67

Year

1961
1962
1963

1964..
1965
1966

1967...

Current dollar changes (billions)

GNP

16.4
40.2
30. 2

41.9
51.5
59.4

41.8

Total
gov't

8.0
9.5
5.4

6.2
7.7

17.9

22.1

Defense

2.9
3.8
-.8

-.8
.1

10.4

12.1

All other
(State-local

and Federal)

5.1
5.7
6.2

7.0
7.6
7.5

10. 0

Percent of GNP change

Total
gov't

49
24
18

15
15
30

53

Defense

18
10
-3

-2

18

29

All other

31
14
21

17
15
13

24

Surge in defense purchases

Higher outlays for national defense,
medicare, and other transfer payments
accounted for the bulk of the $21 billion
rise in Federal expenditures—the larg-
est annual increase in spending since
World War II (chart 12).

National defense purchases advanced
from $60% billion in 1966 to $72% bil-
lion last year. The increase of $12
billion compares with a $10 billion rise
a year earlier. However, much of the
expansion occurred early in 1967; only
modest increases were recorded in later
quarters.

A sizable shift in the composition of
purchases was reflected in the 1967
increase. Deliveries of goods (durables
and nondurables) accounted for a much
larger proportion of the rise than in
1966. Militaiy and civilian payrolls also
continued to advance, but at a some-
what slower pace. The strength of the
Armed Forces averaged about 3.4 mil-
lion persons as compared with 3.2 mil-
lion in 1966 and 2.7 million in 1965.
The advance in Department of Defense
civilian personnel also slackened. How-
ever, the military and civilian pay
raise, effective in October, added about
$% billion to total 1967 defense pur-
chases.

Procurement costs climbed rapidly
from 1966 to 1967. The increase in de-
liveries in 1967 for ordnance and air-
craft was especially pronounced. New
and more expensive types of ammuni-
tion played an increasing role in Viet-
nam. The growth in purchases of heli-
copters and tactical fixed wing aircraft
continued, both for replacement and
to augment existing air strength. In
addition, operation and maintenance
expenditures exceeded earlier estimates,
largely as a result of deployment costs
of the increasing number of troops in
Vietnam. In contrast, expenditures for
guided missiles and ships showed little
change and military construction was
down.
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Federal nondefense purchases, which
had dipped in 1966—reflecting a large
reduction in CCC agricultural inven-
tories—increased nearly $1 billion last
year. This was the result of large, par-
tially offsetting changes in NASA and
CCC program outlays. Space expendi-
tures fell for the first time since the
program got underway, dropping about
$1 billion below their 1966 level. This
decline was more than offset by a more
moderate liquidation of CCC inven-
tories than in 1966.

Medicare transfers mount sharply

Other categories of Federal expendi-
tures—transfers, grants, interest, and
subsidies—advanced about $8% billion,
only slightly less than the record rise

CHART 12

Annual Changes in federal Government
Expenditures

NATIONAL DEFENSE PURCHASES spurred by Vietnam spending

_4

NONDEFENSE PURCHASES reverse 1966 decline

TRANSFER PAYMENTS register large advance due to medicare

OTHER EXPENDITURES* rise less than previous year

1963 19671964 1965 1966

Change From Previous Year

^Includes grants-in-aid, net interest, and subsidies less current surplus.

U.S. Department of Commerce, Office of Business Economics 68-1-12
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of the previous year. Transfer pay-
ments to persons were by far the
strongest element in this advance,
accounting for nearly $7 billion of the
total increase. Medicare transfers,
which began in mid-1966 and which
added $1 billion to transfers in that
year, mounted sharply to $4% billion
in 1967 and represented half of the
increase in total transfer payments.

These payments resulted in the
largest absolute and relative increase
in Government expenditures for health
and medical care since World War" II,
when expenditures almost doubled in
a year as a result of medical require-
ments of the military services.

Over 17% million persons are cur-
rently enrolled in the medicare pro-
gram, and about 6 milliou utilized
covered services last year. Per capita
benefit payments amounted to about
$135 under the hospital insurance
program (part A) and about $40 under
the supplementary medical insurance
program (part B) in the year ending
June 30, 1967. The bulk of the pay-
ments under part A were for inpatient
hospital care, while, under part B,
reimbursements for physicians7 serv-
ices represented the major outlay.

On January 1, 1967, the medicare
program was expanded to include ex-
tended care facilities such as nursing
homes. Admissions to these facilities
in the first 6 months amounted to
almost 200,000 persons.

The rise in transfers also reflected
continued growth in OASDI benefits—
largely because of the increasing num-
ber of eligible beneficiaries—and
sharply higher military and veterans'
benefits—due mainly to increasing edu-
cation and other benefits for returning
Vietnam veterans. Slated this March
are a 13-percent across-the-board in-
crease in social security retirement
benefits, higher minimum payments,
and other program changes that will
further augment personal transfers.

Grants-in-aid to State and local
governments rose about $1 billion.
This represented a much smaller ad-
vance than the unusually large in-
crease of a year ago, which was mainly
the result of the introduction of new
programs of aid to education. These
programs, while maintained at ad-
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vanced levels, were not a major source
of higher spending for grants-in-aid in
1967.

Public assistance grants climbed rap-
idly, particularly for aid to dependent
children and medicaid. However, high-
way aid, one of the largest grant-in-aid
programs, declined slightly as a result
of anti-inflationary measures taken
late in 1966.

Advance in receipts slows

Federal receipts in 1967 advanced
$8% billion, well below the record $18%
billion rise of the previous year. Several
factors contributed to this sharp con-
trast. First, tax changes, which had a
major influence on receipts in 1966,
had only a small effect on 1,967 receipts.

Annual Changes in Federal Government
Receipts
PERSONAL TAX AND NONTAX RECEIPTS show
moderate increase

Billion $

CORPORATE PROFITS TAX ACCRUALS fall for first time
since 1960

4

-4 mm
SOCIAL INSURANCE CONTRIBUTIONS bolstered by rate changes

0

INDIRECT BUSINESS TAX AND NONTAX ACCRUALS resume
upward trend4 mmm

1963 1964 1965 1966
Change From Previous Year
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The large increase in the social security
tax base together with the change in
rates accounted for about one-third of
the 1965-66 change in total receipts.
Social security rates were raised again
in 1967, but the revenue gain was much
less. Second, the 1967 decline in corpo-
rate profits led to a substantial de-
cline in tax accruals (which rose $3
billion in 1966). Third, the introduction
of graduated withholding of income
taxes in May 1966 shifted, to calendar
1966, payments that otherwise would
have been made in the spring of 1967.
Fourth, the 1966-67 increase in personal
income was more moderate than in the
previous year.

The largest category of NIA re-
ceipts—personal tax and nontax pay-
ments—rose $5 billion to $66% billion
(chart 13). The entire increase came
from withheld income taxes. Nonwith-
held payments (less refunds) fell $1%
billion mainly because the introduction
of graduated withholding caused a
greater proportion of 1966 liabilities to
be paid in calendar 1966 and thus re-
duced net settlements in 1967. In ad-
dition, the capital gains component of
net settlements was well below the
previous year.

Contributions rise sharply again

Contributions for social insurance
advanced by $4% billion. Although
substantially below the large 1966 in-
crease, it was still well above the
increases of previous years. Most of the
1967 rise came in OASDHI contribu-
tions, where the payroll tax rates were
raised from 8.4 to 8.8 percent on Jan-
uary 1, 1967. Higher rates were also
imposed on self-employed persons, who,
in addition to paying their 1966 liabil-
ities, began making quarterly payments
on their current year liabilities for the
first time; thus, payments that other-
wise would have been made in 1968
were added to 1967. Also contributing
to the 1967 increase was the first full-
year effect of the voluntary $3 per
month contributions to the supplemen-
tary medical insurance (SMI) trust
fund; these payments began in July
1966.

Two significant changes affecting
social insurance contributions are sched-
uled to take effect early this year. In

January, the maximum, earnings subject
to the OASDHI tax will be increased
from $6,600 to $7,800; in April, the
voluntary SMI monthly payments will
advance to $4.

Corporate tax accruals dropped about
$1% billion, reflecting a decline of over
$3K billion in profits before taxes.
Indirect business taxes, with a rise of
about $% billion, resumed the upward
trend that had been temporarily inter-
rupted in 1966 by reductions in tax
rates. Telephone, alcohol, and gasoline
excise taxes led the advance. Auto and
truck tax liabilities were off somewhat,
reflecting the decline in production
during the year.

State and local purchases up

Purchases of goods and services by
State and local governments rose $9
billion in 1967 to a total of almost
$86% billion. The 12-percent increase
was slightly larger than the rise in the
previous year.

Higher payrolls accounted for about
60 percent of the total advance. Em-
ployment in the State and local sector
showed a record gain, increasing by
over 500,000. As the accompanying
table indicates, State and local per-
sonnel has more than doubled since
1950.

State and. Local Employment
[Full-time equivalent basis]

1950
1955

1960
1965 . .

1966. _ _ _ .
1967

Total

3.5
s-?.r

5.2
6.4

6.9
7.4

School

(Millions)

1.5.
1.9

2.5
3.3

3.6
4.0

Nonschool

1.9
2.2

2.7
3.1

3.3
3.4

The increase in educational staff in
1967 was larger than in the previous
year and accounted for over two-
thirds of the total increase in State and
local employment. In many school
districts, particularly in metropolitan
areas, this advance was related to
intensive efforts to lower the pupil-
teacher ratio and improve the quality
of education. In addition, average pay
advanced by nearly 4 percent.

In other functional areas, such as
health, welfare, police, and fire pro-
tection, employment and average pay
each rose about 5 percent.

Constructioir outlays showed a some-
what greater increase than in 1966 even
after allowance for higher costs. School
construction increased at about the
same rate as in the previous year while
highway and street programs progressed
at a somewhat slower pace. State and
local hospital construction, which had
experienced a decline in 1966, increased
substantially, partly in response to the
demand created by the new medicare
and medicaid programs. Another signif-
icant development was the large in-
crease in public construction for such
facilities as airfields and electric power.

The aggregate of other goods and
services also increased in line with
recent trends.

Receipts lag expenditures

Last year's advance in State and
local government receipts, like that of
the Federal Government, was below
the strong advance of 1966 and failed
to match rapidly mounting expendi-
tures. As a consequence, there was a
swing from a surplus of over $3 billion
in 1966 to an approximate balance last
year.

The 1966-67 increase in receipts
amounted to about $7 billion as com-
pared with $9% billion in the previous
year. This change was due in large
measure to the smaller increase in
Federal grants, which rose about 7
percent, as compared with the excep-
tional 32 percent rise in 1966. Although
State and local revenues from their
own sources increased by about the
same amount, $6 billion, in both 1966
and 1967, a greater proportion of last
year's rise appears to have been the
result of rate increases in existing taxes
and the imposition of new levies.

Twenty-four States enacted signif-
icant tax changes. Minnesota and
Nebraska adopted general sales taxes,
bringing to 44 the number of States
that now impose this type of tax.
Nine States increased their rate and/or
base of existing sales taxes. Ten States
boosted cigarette tax rates, and nine
increased rates on motor fuel.
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Income taxes also drew legislative
attention. Three States adopted and
six States increased corporate income
taxes, while two States adopted and
four States increased personal income
taxes.

General property taxes/the mainstay
of local government revenues, showed
one of the largest increases in recent

years. Because these taxes have been
subject to mounting criticism, local
governments have been actively seeking
new sources of revenue. Last year,
cities and localities in four States were
permitted to add sales taxes to existing
State levies. This increased the number
of States permitting local sales taxes
from 12 to 16.

CHART 1-4

GNP by Type of Product
LAST year's reduced rate of economic
expansion was reflected in slower growth
in all major types of output. The slow-
down was most marked in durable goods,
which increased only 3 percent in cur-
rent dollars last year, after an 11 per-
cent gain the year before. Slower rates
of increase were also evident last year
in nondurable goods, structures, and
services. Much of the tapering in the
rate of increase in goods production
stemmed from the sharp drop in in-
ventory accumulation; however, final
purchases of both durable and non-
durable goods also rose less in 1967
than in 1966.

The physical volume of production of
durable goods last year was about the
same as in 1966 mainly because durables
bore the brunt of the severe inventory
adjustment. Final sales of durable goods
to all markets—consumers, business,
government, and foreigners*—increased
about 5% percent, but this was offset by
lower inventory investment in the dur-
able sector, about $2 billion in constant
(1958) dollars as compared with $9 bil-
lion in 1966. Virtually all of the gain in
final sales of hard goods was attribu-
table to government purchases, which

rose around 25 percent after a very small
gain in 1965.

The volume of production of non-
durable goods rose 4 percent in 1967,
not much below the 5-percent gain in
1966. However, inventory investment
in nondurables declined much less than
in durables; it amounted to $3 billion
in 1966 and fell to $2 billion last year.
As was the case with durables, pur-
chases by government increased mark-
edly while consumer spending—by far
the largest part of nondurables—showed
a smaller gain than in 1966.

The output of services last year rose
4% percent, less than the 5% percent
gain of 1966. Consumer purchases of
services were up 4 percent, about the
same as in 1966, but government pur-
chases of services, although up 7 percent
in 1967, rose less than in 1966 when the
heavy buildup in the military forces
was underway.

The physical volume of construction
declined about 2 percent last year. A
small rise in government construction
was more than offset by the depressed
activity in residential building; private
nonresidential construction was also
down a little because of the softening in
investment.

National Income
NATIONAL income last year amount-
ed to $650 billion, a gain of 5% percent.
The increase in 1967 was considerably
below the rise of almost 10 percent in
1966 and was reflected in smaller gains
for most industry groups (chart 14).

Income originating in agriculture
recorded a decline of $1 billion in 1967
as prices for farm products fell. The

marked slowing in durable goods, noted
above, resulted in a negligible gain in
income originating in durable goods
manufacturing, which had risen 13 per-
cent the year before. A number of
industries had moderate gains that were
less than in 1966. For example, income
originating in trade was up 6 percent as
compared with a rise of 8 percent in

National Income
In contrast to previous years, corporate
and proprietors' incomes declined

Percent Change

0 5 10 15

NATIONAL INCOME
TOTAL

Compensation of
Employees

Corporate
Profits and IVA

Proprietors'
Income

Other Income

Includes rental income of persons and net interest.

U.S. Department of Commerce, Office of Business Economics 68-1-14

1966; nondurable manufacturing gained
4 percent as compared with 10 percent;
communications, mining, and construc-
tion also recorded smaller gains than in
1966. Transportation, utilities, and
services were up almost as much as the
year before, and finance, insurance, and
real estate reported a slightly larger
rise than in 1966.

Employee compensation up

Employee compensation increased by
$34 billion in 1967 as compared with
a record gain of $42 billion the year
before. About $20 billion of the 1967
rise was in private wages and salaries;
government payrolls were up more than
$8 billion, about the same as in 1966,
and supplements to wages and salaries
(which consist of employer payments
for social insurance and private pension
and health programs) increased $4%
billion after a $6% rise in 1966.

About three-fourths of the $20 billion
rise in wages and salaries of the private
sector was due to higher average hourly
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earnings. The relative contribution of
total man-hours was small because a
decline in average weekly hours of
work per employee partly offset the
rise in employment. From 1965 to 1966,
man-hours accounted for about half of
the increase in private payrolls as

CHART 15

Manufacturing Payrolls
In 1967, PAYROLLS of production workers
increased only 2 percent

Percent Change

12

GROSS AVERAGE HOURLY EARNINGS
rose at about the same pace as in 1966

but both EMPLOYMENT and ,

AVERAGE WEEKLY HOURS were lower

1947-67

Avg.
1963 1964 1965 1966 1967

Change From Previous Year
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employment rose sharply and weekly
hours were little changed.

Total payrolls in manufacturing rose
5 percent last year, and for production
workers only, the rise was 2 percent
(chart 15). For manufacturing pro-
duction workers, all of the payroll gain
was due to the increase in average
hourly earnings. Although gross hourly
pay showed about the same large in-
crease as in 1966, straight time earnings
(which exclude overtime at premium
pay) increased a full percentage point
more than the year before. It was the
largest rise in straight time earnings in
about a decade.

As was noted earlier, the gain in
government payrolls last year was
about the same as in 1966; however,
in that year, wages and salaries paid
by both Federal and State and local
governments rose about the same
amount—$4% billion. In 1967, the
Federal increase was about $3% billion
while State and local governments
added $5 billion to their payrolls. The
slower rise for the Federal Govern-
ment was due to a somewhat smaller
gain in employment as compared with
1966, when the Armed Forces were
increased substantially.

Corporate profits down

After several years of sizable gains,
corporate profits (before taxes and in-
cluding IVA) declined 4 percent, from
$82 billion to $79 billion. The decrease,
was over by the first quarter of .196.7];
profits leveled off in the w spring and
showed modest increases in the ̂  third
and fourth quarters. Manufacturing,
particularly durable goods, accounted
for the bulk of the reduction in earn-
ings. Most other broad industry grpups;
experienced either little change or small,

January 1968

Book profits (excluding IVA) decline
$3.7 billion to a total of $80 billion;
tax liabilities absorbed about $1^
billion of this decline and after-tax
profits about $2 billion. Despite the
reduction in aftertax earnings, corpora-
tions stepped up their dividend pay-
ments by $1% billion—somewhat less
than in recent years—so that undistrib-
uted profits fell approximately $3%
billion (chart 16).

CHART 16

CORPORATE PROFITS declined in 1967 . . .

Billion $ . .

TOO

40 -

20 -

however, corporations continued to
expand DIVIDEND payments. . .

40

20 -

so that-UNDISTRIBUTED PROFITS declined/,
more than total after iw profits :~

40

,20

1963 64 65 66> -r67 ' 1966 . '- 1967

.* Excluding IVA
1st _J2d 1 st •* 2d

- Half Years

Seasonally Adjusted
at'Annual Rates ,
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Corporate Output, Prices, Costs, and Profits

margins per unit declined 6% percent
last year, after a 2-percent gain in 1966.
The decline in unit profits followed 5
consecutive years of increases that
brought the 1966 margin almost to a
postwar peak, close to the 1951 high.

THE corporate sector provides a useful
focus for an examination of income flows
in relation to real output, not only be-
cause it accounts for a large share of
total income and output but also be-
cause—unlike the noncorporate sector-
it provides clear-cut distinctions be-
tween employee compensation and prof-
its. Labor costs per unit of output are
obtained by dividing aggregate com-
pensation of employees of corporations
by real corporate output. Other factor
and nonfactor costs of production per
unit of output are similarly calculated;
their sum equals total price per unit of
output.

The slowdown in the expansion in
the early part of 1967 had its most pro-
nounced impact on the output of non-
financial corporations. The physical
volume of output of corporations fell
sharply from the fourth quarter of 1966
to the first quarter 1967. Although there
was a significant recovery in the second
half of the year, output for 1967 as a
whole was only 1 percent above 1966.

Price per unit of Corporate output
rose 3.̂  percent last year,, a substantial
aicderatioii over the f9§6 riBe of \%
percent and, indeed, the largest rise in
10 years (chart 17). With demand less
th&n buoyant, business firms were lim-
ited in their ability to recoup increases
in labor and nonlabor costs, and profit
margins narrowed. *^:\ * v

*Labor costs spurt"^ < , r ;, , . - • ? - •

Labor costst per oinit/of putput rose
more than 5 percent in 1967| a rate of
increase approximately twice as large*
as in 1966 and one not matched for over
a decade. The acceleration of the rise

in unit labor costs resulted from a
step-up in the growth of hourly pay
and a deceleration in the growth of
labor productivity. The small gain in
productivity was due mainly to the
lower utilization of plant capacity dur-
ing the year but it also reflected the
desire of corporations to maintain their
work forces because they viewed the
slowdown in the first half as temporary.

The 1967 experience continued that
of 1966, when a significant rise in unit
labor costs broke a long 5-year period
of comparative stability. During the
5 years prior to 1966, relative gains in
hourly wage rates and fringe benefits
were offset by approximately equal
increases in labor productivity. In 1966,
the increase in hourly wage rates was
somewhat greater than in preceding
years, while the growth of labor pro-
ductivity slowed.

Nonlabor costs also up
Nonlabor costs per unit of nonfinan-

cial corporate output rose more than 5
percent last year after a decline of 1%:

percent in 1966. Nonlabor costs com-
prise capital consumption allowances,
indirect business taxes, business transfer>
payments less subsidies, and interest.^
Most of these costs are fixed in-; the ?
short run, so that they -tend to mo^ein
an inverse relation to output. The slow-"'
ing of the: output rise .h^lped^)usH>up;
these unit costs in the first/hall of 1967;
lidwever, they changed relatively little „
in; the ;$econd hajf wifli th^ more rapid 1
advaiice in output. - Inci%ases in s,ales *
and excise taxes from 1966 to 1967 also
added to unit nonlabor costs last year.

With unit costs increasing, profit

CHART 17

Prices, Costs, and Profits Per Unit
of Real Corporate Product
Price per unit of real product rose more
last year than in 1966 . . .

Dollars

1.15"-?'/:-;vi'.:-'^;

1.10 ̂

1.00 \-::...:i£:i '̂:ii^l:l^i',7^:;;;r •:' / ' •u.Lr' .vi t • "1"

as did unit labor costs

.60

Nonlabor costs turned up . . .

,25

.15 'T./ fc:i-: ': t

, '-.and -unit profits fell -' " • ''f' , '**'—-
2Q -. PROFITS mJMJ!^,^\

•• .10
"•I960 61 62 63 64 65

Quarterly, Seasonally Adjusted

Note.—Nonfinancial corporations only. "
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