
The Economy in 1967

A HE year 1967 was another one of
expansion in the U.S. economy—-the
seventh in a row since the upturn that
started in early 1961. During the year,
rising demand, chiefly under the stimu-
lus of increasing government purchases
and the recovery in homebuilding,
again brought new records in produc-
tion and sales, income, employment,
and living standards. The economic
climate in the first half of 1967 was quite
different from that of the second.
Activity was slow in the first half
because of a major adjustment in
business inventories, but it improved
after midyear and was rising briskly at
yearend.

Most of the gains from 1966 to 1967
were smaller than those from 1965 to
1966. The contrast was pronounced in
manufacturing, especially durable goods,
where the inventory adjustment, a
leveling out in capital investment, and
a decline in automobile demand that
was aggravated by a strike had their
major impact. The sluggish activity in
durable goods was primarily responsi-
ble for a decline in corporate profits—
the first annual decrease since 1960.

The demand for labor was not quite
so intense as it had been in 1966, when
labor shortages were fairly common.
Hours of work were cut back and em-
ployment grew less rapidly, mainly be-
cause there was little growth in manu-
facturing. The increase in employment
fell somewhat short of the rise in the
labor force so that unemployment
showed a small increase for the first
year since 1963; however, because the
rise in the labor force was rather large,
the average rate of unemployment was
unchanged from the recent low reached
in 1966. Unemployment rates contin-

ued to be high for teenagers and
Negroes, and employers continued to
place a premium on skill and experience.
Despite last year's slower growth,
workers obtained the largest increases
in wages and fringe benefits since the
midfifties.

The economy in 1967 was beset with
a number of difficult problems; among
the most important were the continued
rise in prices, the worsening in the Na-
tion's balance-of-payments deficit, and
high interest rates. The price rise was
a continuation of the 1966 experience,
but reflected chiefly the pressure of
costs rather than of demand. Unit labor
costs showed a substantial increase, the
result of a large rise in wage rates that
exceeded the rise in productivity; the
advance in productivity was much less
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than average for the postwar period.
Part of this cost rise was absorbed by
profit margins, especially in the first
half, but most of it was passed on in
the form of higher prices. An offsetting
factor last year was the decline in farm
prices, which made possible a slight de-
crease in retail store food prices.

The balance-of-payments deficit in
1967 showed a marked increase as com-
pared with 1965 and 1966. Concern over
the U.S. international payments posi-
tion and its relation to the world mone-
tary system mounted sharply in mid-
November when the British pound was
devalued. The devaluation greatly in-
creased foreign demand for gold, which
in turn led to heavy gold outflows from
this country late in the year. The deteri-
oration in our balance of payments led
at the start of 1968 to a rnultifaceted
administration program involving man-
datory controls over capital outflows
and a proposal to curb tourist expendi-
tures.

Credit was much more freely avail-
able in 1967 than in 1966 as a result of
the expansionary policy followed by
the monetary authorities after the
credit stringency of 1966. In response
to the slowdown in activity around the
end of 1966, the Federal Reserve lost
little time in adopting a policy of
stimulation after the restrictive posture
of 1966. Heavy open market purchases
and reductions in both reserve require-
ments and the discount rate served to
bring about a large expansion in mem-
ber bank reserves and a record expan-
sion in commercial bank credit. How-
ever, a shift toward restraint became
evident late in the year when the dis-
count rate was raised and reserve
requirements were increased.
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Although borrowers were much more
successful in obtaining funds last year
than the year before, long-term interest
rates rose almost without interruption
after early spring to levels that ex-
ceeded those reached during the height
of the credit restraint of 1966. The rise
in rates stemmed mainly from a record
volume of new security offerings, espe-
cially by corporations. This, in turn,
reflected a number of factors: Contin-
uing large requirements, the desire by
corporations to bolster liquidity posi-
tions, which had deteriorated sharply
in 1965 and 1966, and expectations of
further increases in interest rates and
prices.

Fourth quarter GNP

The more rapid rate of expansion
that became evident in the summer
continued in the final quarter of the
year. According to preliminary esti-
mates, GNP rose $16% billion to a
seasonally adjusted annual rate of
$807X billion. The 2-percent advance
in current dollars was divided about
equally between an increase in physical
volume and an increase in price, and
in broad outline resembled the change
in the quarter before.

A large part of the GNP advance—
almost one-third—was attributable to
an increase in the rate of inventory
accumulation, mainly by trade firms.
The inventory figures are quite tenta-
tive since they are based on incomplete
data. The increase in final sales—$11
billion—was the smallest quarterly
gain of the year. As in the third quarter,
the rise in final sales reflected modest
advances in personal consumption ex-
penditures, nonresidential fixed invest-
ment, and Federal Government pur-
chases, and further large increases in
residential construction outlays and
State and local purchases. The pre-
liminary figures suggest that net ex-
ports declined as exports leveled off
and imports rose rather sharply.

Wage and salary disbursements made
their largest quarterly gain of the
year—$9% billion—with increases wide-
spread among industries. The rise in
government payrolls was unusually
large as a result of pay increases
granted to Federal military and civilian
personnel. Dividend payments regis-
tered their first quarterly decline of
1967 because yearend extras were
smaller than usual. With most other
types of income making small gains,
total personal income was up $11

During 1967 changes in GNP . . .
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billion, slightly less than the third
quarter advance. Disposable income
rose $9% billion, a little more than in
the third quarter, but with consump-
tion showing no acceleration, there was
a sizable increase in both the level and
the rate of personal saving.

Activity up in December

Because of the strike in the motor
vehicle industry, the quarter started
out with activity rather sluggish, but
ended up on a stronger note. The
economy was continuing to recover
from the slowdown earlier in the year,
and output was receiving an added
fillip as a result of the recovery from
the auto strike and the apparent start
of another round of steel stockpiling.

Most broad measures of activity-
personal income, nonfarm employment,
the unemployment rate, and indus-
trial production—improved in De-
cember after seasonal adjustment.
Paced by a sharp rise in durable goods
manufacturing, industrial production
was up 1% percent after a 1.7-percent
rise in November. Except for ma-
chinery output, which was unchanged,
all durable goods industries rose over
the month, with steel and motor
vehicles accounting for better than
half of the increase in the total index.

Personal income in December showed
another unusually large rise—$5.7 bil-
lion at an annual rate—after a $6.5
billion increase the month before. In
December, the President signed into
law a pay raise for Federal workers
that was retroactive to October. Lump-
sum disbursements of retroactive pay
and the new pay scale were mainly
responsible for a $4.7 billion increase
in government payrolls. Private pay-
rolls advanced $2 billion in December,
reflecting principally an employment
increase of 200,000 workers in nonfarm
establishments. Aside from a sharp
$2 billion drop in dividends, most other
income changes in December were minor.
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