
Prices, Labor Costs, and Profits 

Inflationary pressures were exceedingly strong in 1973, with prices 
showing the largest sustained increases since 1946. The fixed-
weighted price index for private GNP—a broad measure of price 
change—increased almost 8 per cent from late 1972 to late 1973, 
more than double the increase over the preceding year, and whole-
sale and consumer prices rose at close to record rates. Strong de-
mands in this country and abroad exerted extraordinary pressures on 
supplies. World supplies of foodstuffs were short, and industrial ac-
tivity rose to very high levels in Western Europe and Japan, 
generating strong demands for U.S. exports and high prices for im-
ports—a situation aggravated by the decline in the value of the dol-
lar relative to other currencies. In this country, unit labor costs rose 
much faster than in 1972. Supplies of livestock products declined, 
and shortages of materials were acute throughout 1973. Late in the 
year the embargo on oil shipments to the United States by Middle 
East producers precipitated a crisis, and prices of petroleum and 
products began to rise sharply. 

Prices of raw materials soared in 1973, reflecting a business boom 
of worldwide proportions. Spot prices of raw industrials rose nearly 
60 per cent after an increase of about 25 per cent in 1972, with es-
pecially large increases for nonferrous metals, steel scrap, and cotton. 
The cost of many semiprocessed materials, such as chemicals, tex-
tiles, and paper, also rose rapidly as operations neared the upper 
limits of plant capacity. Wholesale prices of finished goods rose less 
rapidly than did materials until an upsurge in prices of petroleum 
products in the fourth quarter brought the increase for the year for 
nonfood finished goods to about 15 per cent. 

Unit labor costs exerted increasing pressure on prices in 1973. 
In the fourth quarter such costs in the private nonfarm sector 
were 7 per cent above their late 1972 level, compared with an in-
crease of only about 2.5 per cent during the preceding year. Fail-
ure of productivity to grow in the private nonfarm economy was the 
major factor in the acceleration of labor costs. Growth in output per 
manhour came to a standstill in the second and third quarters, as the 
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expansion of real output slowed in the private nonfarm sector, and 
in the final quarter there was an actual decline in productivity. Alto-
gether, growth in productivity amounted to only 1 per cent from 
late 1972 to late 1973. But in addition, growth in compensation per 
manhour increased somewhat, from about 7 per cent during 1972 to 
8 per cent in 1973, in part because of increased costs to employers 
from higher social security taxes. 

Part of the rise in prices in 1973 also reflected widening profit 
margins. Corporate profits before taxes rose rapidly in the first half 
of 1973, to an annual rate almost one-third above the 1972 level. 
Then they leveled off. A good part of the gain in reported profits re-
flected the increased value of inventories resulting from sharply rising 
prices. Adjusted for inventory valuation, the estimated rise for the 
year 1973 was 20 per cent. The share of profits adjusted for inven-
tory valuation in the value of output of nonfinancial corporations im-

LABOR COMPENSATION, PRODUCTIVITY, A N D COSTS 
PERCENTAGE CHANGE 

1 9 7 0 1971 1 9 7 2 1 9 7 3 

N O T E . — A n n u a l rates o f change f o r the p r i v a t e n o n f a r m e c o n o m y ; changes are f r o m 
p reced ing h a l f yea r o r qua r t e r and are based o n seasonal ly ad jus ted da ta f r o m D e p t . o f 
L a b o r . 
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proved slightly during the year. Nevertheless, it was less than it had 
been in 1969 and was considerably smaller than in years prior 
to 1969. 

Table 4: PROFITS OF N O N F I N A N C I A L 
CORPORATIONS 

Share o f value o f product , i n per cent 

I t e m 1969 1971 1972 1973' 

P roduc t o r ig ina t ing 100.0 100.0 100.0 100.0 
Prof i ts before tax 2 12.5 10.7 11.1 11.7 
Other charges against product. . . 87.5 89.3 88.9 88.3 

Compensat ion o f employees. 65 .7 65 .9 66 .2 66 .3 
Interest 2 . 5 3 . 0 2 . 8 2 .8 
Ind i rec t taxes 3 9 . i 9 . 9 9 . 5 9 . 2 
Cap i ta l consumpt ion 

10 .0 al lowances 9 . 9 10.5 10.4 10 .0 

A d d e n d u m : Prof i ts plus capi ta l 
consump t i on al lowances 2 2 . 4 21 .2 21 .4 21 .7 

1 Pre l iminary . 
2 I nc lud ing inventory va lua t ion ad justment . 
3 I nc l ud ing transfer payments to persons less subsidies received. 
NOTE.—Dept. o f Commerce data. 

F I R S T - H A L F P R I C E D E V E L O P M E N T S 

The first half of the year began with a liberalization of Phase I I 
price controls in early January and ended with a price freeze in 
June. The sharp price rise in this period was led by an extraordinar-
ily rapid increase in wholesale prices of farm products and foods—a 
seasonally adjusted annual rate of almost 50 per cent from Decem-
ber to June. Prices of crops reacted to a rapid rise in the volume of 
exports of wheat, corn, and soybeans—which brought stocks in this 
country down to exceedingly low levels. Livestock prices also rose 
very sharply, for the most part in response to declining supplies. 

In order to restrain rapidly rising meat prices, ceilings on red meat 
were imposed at the end of March for processors and distributors. 
This slowed the increase for meats, but food prices as a whole con-
tinued to rise very fast until a general freeze was put into effect in 
June. Unfortunately, price controls and the steep further climb in 
prices of feeds and feed grains, which had begun in late 1972, con-
tributed to the drop in supplies of livestock and also of poultry, 
eggs, and milk. 
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WHOLESALE PRICES 

FUELS AND RELATED 
PRODUCTS AND POWER 

FARM PRODUCTS 
AND FOODS 

TOTAL 

INDUSTRIAL COMMODITIES 

1970 1971 1972 1973 1970 1971 
NOTE.—Based on seasonally adjusted indexes f r o m Dept . of Labor . 

At the same time the rate of increase in prices of industrial com-
modities was accelerating to an annual rate of almost 13 per cent; 
this contrasts with an increase of only 3.6 per cent for all of 1972. 
The acceleration in 1973 followed the introduction of Phase I I I price 
control regulations in early January. A temporary and short-lived 
bulge in prices had been expected—to correct some of the distor-
tions that had arisen under Phase I I—but as the months progressed, 
price advances showed no indications of slowing. 

The underlying factors responsible for the stepped-up pace of the 
increase in industrial prices were much more fundamental than relax-
ation of controls. As noted earlier, one important influence was that 
the value of the dollar depreciated further in terms of other major 
currencies to a level more than 20 per cent below its May 1970 
value. In addition, a more rapid rate of price increase abroad than in 
this country was helping to make U.S. exports generally more com-
petitive in world markets while raising the dollar price of imports. 
This shift in relative prices affected all traded commodities, but it 
was most notable for materials costs, which soared in dollar terms in 
response both to the drop in the foreign exchange value of the dollar 
and to strong world demands. 
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CONSUMER PRICES 
JANUARY 1 9 7 0 = 1 0 0 

NOTE.—Based o n seasona l ly ad jus ted indexes f r o m D e p t . o f L a b o r . 

The rise in consumer prices also accelerated in the first half of 
1973, reaching an annual rate of 8 per cent. Food prices, rising at 
an annual rate of more than 20 per cent, contributed most to the 
speed-up. The rise in prices of nonfood commodities, however, was 
also faster than in 1972. 

SECOND-HALF PRICE DEVELOPMENTS 

In an effort to brake the surge in prices, a general price freeze of 60 
days was imposed in mid-June; the only exemptions among domestic 
prices were rents and farm products at the initial point of sale. 
The freeze in retail prices tended to hold down prices at the farm 
level, and a profit squeeze on producers developed when feed and 
other costs continued to rise. To avoid disruptions in supply, the 
freeze on prices of food was relaxed in mid-July to allow retailers 
and distributors to pass through to consumers the higher cost of 
commodities at the farm level (except for beef). Prices of livestock 
and meat rose dramatically after this move. At the same time world 
shortages were causing a further upward surge in prices of wheat, 
corn, and soybeans. Between mid-July and mid-August the increase in 
prices of farm products was the most rapid since World War I. 
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Between mid-August and December the onset of favorable har-
vests removed fears of a serious shortage in food and feed grains in 
the 1973-74 crop year. Wholesale prices of farm products declined 
accordingly, although they were still 36 per cent higher in December 
than a year earlier. 

Wholesale prices of industrial products increased relatively little 
during the freeze, but thereafter resumed a more rapid pace of ad-
vance in response to a continued increase in production costs. Price 
increases were substantial and widespread, but especially large in-
creases were recorded late in the year for petroleum and other fuels. 
Over the fourth quarter fuels accounted for more than half of the in-
crease in (wholesale prices of industrial commodities. 

In the latter half of the year controls were removed from such im-
portant items as lumber, cement, fertilizers, and many nonferrous 
metals and from new autos following an agreement with major pro-
ducers to l imit increases during the 1974 model year. In early 1974 
controls were removed from some other items and the administration 
indicated that it planned to permit price and wage controls to lapse 
after the Apr i l 30 expiration date of the enabling legislation—except 
for health care and petroleum. 

Consumer prices meanwhile increased at an annual rate of 9.6 per 
cent in the second half of the year, with retail prices of foods again 

Table 5: PRICE CHANGES 
I n per cent 

1973 
Dec. Dec. Dec. (Seasonally adjusted annual rates) 

Series 1970- 1971- 1972-
Dec. Dec. Dec. 
1971 1972 1973 D e c . - M a r . - June - Sept . -

M a r . June Sept. Dec. 

Wholesale prices, to ta l 4 . 0 6 .5 18.2 21 .1 23 .4 13.2 15.5 
Indus t r i a l commod i t i es 3 . 2 3 . 6 14.8 10.2 14.9 4 . 5 31 .3 
F a r m products 8 . 1 18.7 36 .1 77 .3 6 1 . 0 67 .3 - 2 8 . 1 
Processed foods and feeds 4 . 7 11.6 20 .3 37 .1 31 .9 14.8 1.3 

Consumer prices, to ta l 3 . 4 3 . 4 8 . 8 8 . 6 7 . 4 10.3 9 . 0 
Foods 4 . 3 4 . 7 20 .1 2 8 . 6 14.7 28 .8 9 . 2 
Other commod i t i es (less foods) 2 . 3 2 . 5 5 . 0 4 . 0 5 . 4 2 . 6 7 . 9 
Services 4 . 1 3 . 6 6 . 2 3 . 6 4 . 5 7 . 4 9 . 4 

NOTE.—Based o n data f r o m Dep t . o f L a b o r . 
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tures were up by 8 per cent in 1973, but most of this was the result 
of increased prices. 

During 1973 the States and localities combined recorded a budget 
surplus of $11 billion, $2 billion less than in 1972. Federal general 
revenue sharing helped these governments to maintain a strong fiscal 
position in 1973 and at the same time to reduce substantially the 
amount of their long-term borrowing. Furthermore, it provided funds 
that were used for tax relief, a trend that is expected to continue in 
1974. 
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