
T h e  U. S. E c o n o m y  

in R e c o v e ry

b y  H a r r y  B r a n d t

March or April 1975 marked the end of the longest and deepest recession since 

W orld War II. Since then, industrial production has advanced steadily, so that 

about two-thirds of the drop during the 1973-75 recession has been made up 

(see Chart I). Nonfarm employment has increased by two and one half m illion 

persons since mid-1975, a restoration of the entire recession decline. The 

workweek has lengthened, and the unemployment rate declined from 8.9 

percent in May 1975 to 7.5 percent in April 1976.

By historical standards, however, unemployment remains high.

Before it began dropping, the unemployment rate exceeded anything 

experienced in other post World War II recessions. During the first full year of 

the current business recovery, it has dropped less sharply than during the 

comparable period following the severe 1957-58 recession (see Chart 
II). In large part, this slower improvement can be attributed to smaller 

employment gains than in 1958-59. As the population increases and more 
people seek work, vast numbers of jobs must be generated before the 
unemployment rate can show a large drop. Recent jobs gains, though sizable, 

have not been large enough to make a dramatic dent in joblessness.
Interestingly, in the current business recovery, the employment of men has 

increased more slowly than the employment of women. Significant job gains 

took place in service-producing industries, where women dominate. 

Manufacturing jobs increased less; construction has shown almost no job gains.

While the employment picture is still not universally good, overall business 

activity has almost regained pre-recession levels. Helped by a swift first quarter

1976 rise, GNP (in real terms) all but recovered its prerecession peak (see 

Chart III).

Monthly Review, Vol. LXI, No. 5. Free subscription and additional copies available 
upon request to the Research Department, Federal Reserve Bank of Atlanta, 
Atlanta, Georgia 30303. Material herein may be reprinted or abstracted provided 
this Review, the Bank, and the author are credited. Please provide this Bank's 
Research Department with a copy of any publication in which such material is 
reprinted.

JUNE 1976, M O N TH LY REV IEW
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

June 1976



(I) (II)

JNEMPLOYMENT AND EMPLOYMENT

Unemployment . 
Rate

\ 75 76 ■

0 5 10
Moatls Irem Rcccssim EM

Nonfarm 
Employment >

75 76

0 5 10
Mutks Irem Secession EM

Employment 

Men

Latest plotting: Top left, March; April for others

Source: Board of Governors, Federal Reserve Sys
tem and Department of Labor

Latest plotting: April 

Source: Dept, of Labor

(III) (IV)

Latest plotting: First quarter 
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The consumer has been a major force behind the 

current recovery (see Chart IV). Consumer 

expenditures on goods and services have climbed 

sharply; spending on residential construction has 

shown some recovery. Net exports provided 

considerable support to the U.S. economy until

Latest plotting: First quarter 

Source: Dept, of Commerce

early 1976.1 Higher sales, in turn, brought a halt to

’ In early 1976 deterioration in the U.S. trade balance— not an 
unusual occurrence in that stage of the business cycle— slowed 
the rise in economic activity.
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massive reductions in inventories, followed by 

inventory accumulation.

Various sectors show contrasting responses to 

recovery (see Chart V). Domestic auto sales in

March 1976 were their highest since mid-1973, 

except for a temporary bulge in the summer of

1974. This increase has been partly at the expense 

of imports. Intermediate- and full-size cars have
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PRIVATE NONFARM SECTOR

Compensation

1  1 I  1, 1 I  1 1, 1 :

14 15 16

Productivity

1  1  j ■
_■ ■ ■ I  1 "

'74 '75 '76

i n n

Unit Labor Cost _

14 75 '76

Latest plotting: First quarter 

Source: Dept, of Labor

been in particularly heavy demand recently; 

subcompact car sales have been slow. Single-family 

housing starts have recovered very well; m ulti

family starts, almost not at all. Business fixed 
investment (capital spending) has remained fairly 

weak as manufacturers and public utilities spent 

cautiously. Some of the uptick comes from the 

Alaskan pipeline construction. State and local 

government spending, restrained by budgetary 

problems, has moved up rather moderately; Federal 

spending on goods and services has increased only 

slightly.

So, even though the economy has performed 

well overall, the current recovery still can be 

characterized as moderate (see Chart VI). Real 
GNP increased more in the first year of recovery 
following the deep recessions of the Forties and 

Fifties than it has during the 1975-76 recovery.

This year's pace compares favorably, however, to 

the mild recoveries of the Sixties and early 

Seventies.

Costs and Prices

Many observers believe that 1974's rapid inflation 

was an important factor in the past recession, as 

price increases reduced purchasing power and then 

spending itself. Inflation prospects may, therefore, 

provide an important clue to future economic 

performance.

Latest plotting: Top left, first quarter; top right, 
January; bottom left, April; bottom 
right, February

Source: National Conference Board, Dept, of Com
merce, Standard and Poor’s, and Board of 
Governors, Federal Reserve System

During the first year of a recovery, when there 

is substantial slack in the economy, inflation is 

usually not present to any extent. In this recovery, 

consumer prices rose much more than before (see 

Chart VII); still consumer price performance has 

improved remarkably from the double-digit rates 

of 1974 and the brief flare-up in the summer of
1975. Consumer prices rose only about 2 percent 

annually in February and March 1976 combined. 

Before spurting in April, wholesale prices showed 

even more dramatic improvement, changing 

little from October 1975 to March 1976.
Most of this improvement was the result of lower 

prices of food and fuel. Declines in food 
prices reflect last year's bumper harvests and, 

except for Russian grain purchases, lower U. S. 
agricultural exports. Gasoline prices dropped after 

the tariff on crude oil imports was eliminated.

Whether these two trends w ill last indefinitely 

is widely questioned. Increased demand and price 

hikes allowed under the new Energy Act have 

already pushed gasoline prices up in mid-April.

If the Organization of Petroleum Exporting 

Countries raises its crude oil price, fuel prices 

may come under additional upward pressure. 

Meanwhile, the cost of wholesale beef has moved 

up, suggesting that retail meat prices may not fall 

further. To a large extent, however, food prices w ill 

depend on weather and world harvests.
Inflation watchers have been further troubled by 

considerable increases in the price of consumer
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services (see Chart VIII). (Medical, insurance, and 

transportation costs have continued to mount.)

Prices of wholesale industrial commodities have 

also continued to rise. Strong demand could make 

it easy for businesses to pass these increases on to 
consumers. Since January 1975, wholesale prices of 

chemicals, lumber, and machinery have increased 

significantly. And most recently, higher prices on 

various steel and aluminum products have been 
announced. General prices could speed up if 
manufacturers continue pursuing an aggressive pric

ing policy to cover increasing costs and to 
widen further their profit margins.

The amount of slack still present in the economy 

is likely to temper price pressures in coming months. 

But sooner or later capacity may come under strain, 

intensifying cost pressures. In the major materials 

industries, plant utilization has bounced back from 

70 percent of capacity to slightly over 80 percent.

A few nondurable industries like paper and textiles 

are already approaching capacity. Many others still 

have substantial idle capacity, and average manu

facturing capacity utilization remains well below the 

preferred rate.

Price prospects w ill also depend on labor costs 

(see Chart IX). A slowing in compensation increases 

has played an important role in holding down 

inflation. But wage demands may be more difficult 
to restrain in this year of heavy collective bargaining 

activity.

Productivity trends could prove to be as crucial 

as wages. In 1975, productivity in the private non- 

farm economy went up; it rose 3 percent annually 

in the first quarter of 1976. As business recoveries 

mature, however, productivity gains typically slow, 

and labor costs increase.

As long as inflation is kept in reasonable bounds 
and earnings keep rising, consumer spending is 

likely to provide a further push to the economy. 
Consumer confidence is up sharply, owing to more 

jobs, higher income, and less inflation (see Chart X). 

The financial values of consumers have been further 
improved by the sharp recovery in stock prices. 

Consumers have reduced their instalment debt 

relative to income, indicating that they can take on 

more debt. And consumer savings are high, judging 

from the way funds have poured into nonbank 

thrift institutions and commercial banks.

The business sector typically takes its cue from 

the consumer. Therefore, as consumer sales kept 

rising, businessmen started to rebuild inventories 

(see Chart XI). The ratio of retail inventories to sales 

is now the lowest since early 1973, suggesting room 
for inventory potential.

A capital spending revival is very likely, though 

its timing and vigor are still uncertain. The latest 

available McGraw-Hill survey shows businessmen 

planning to increase their plant and equipment (in 

real terms) only modestly this year. However, new
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Latest plotting: Top left, March; top right, spring 
update; bottom left, fourth quar
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Source: Board of Governors, Federal Reserve Sys
tem, Dept, of Commerce, and Office of 
Management and Budget (Treas. Deficits)
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capital appropriations, which precede actual spend

ing by several quarters, started up for manufacturers 

in the fourth quarter of 1975. And nondefense 

capital goods orders— another advance indicator of 

business fixed investment— rose in the first quarter. 

Increased profits and consumer sales are an incen

tive for businessmen to expand capital outlays.

Increased housing starts almost ensure further 

improvement in residential spending in coming 

months, while apartment building is still hampered 

by problems.- There has also been localized 
overbuilding of office space, shopping centers, and 

other commercial construction. Troublesome as this 

oversupply is now, it offers hope that a boom-bust 

construction cycle can be avoided. Should these 
lagging construction sectors pick up when other 

segments in the economy start to rise, the business 
recovery w ill be prolonged.

U. S. merchandise trade, however, has worsened 
(see Chart XII). Until late 1975, U. S. exports had far 

exceeded imports for some time. Then the U. S. 

developed a trade deficit in first quarter 1976. 

Imports increased as the U. S. economy recovered, 

while exports were held down partly by weak 
economic activity in many countries abroad. Re

covery among U. S. trading partners (that has, for

-See "Apartm ent Building in the Recovery," this Review. 

FEDERAL RESERVE BANK OF ATLANTA

the most part, lagged ours), foreign demands for our 

farm products, and American crude oil needs are 

most likely to influence the U. S. trade position later 

in the year.

Money and Credit

Recognizing that private borrowers need more 
credit in a recovering economy, what has happened 

to credit demands and interest rates? Short-term 

private credit demands, especially for commercial 
bank loans, have been slight (see Chart XIII). Bank 
lending has been weak so far for a variety of reasons 

that include lender caution. A growing internal 
corporate cash flow has kept down credit require

ments and has improved badly depleted liquidity 

positions that have also been bolstered by heavy 
funding of short-term debt.

The U. S. Treasury has borrowed heavily to 

finance large budget deficits. Its needs w ill decline, 

however, if the deficit becomes smaller as tax col

lections rise with expanded business activity. Private 

short-term credit demands, on the other hand, are 

widely expected to increase with the resumption 

of inventory accumulation and the need for working 

capital to support expanded sales.

Despite the rebound in economic activity and 

heavy Treasury borrowing, interest rates during the 

current recovery have not risen to any significant 

degree. In fact, long-term interest rates in recent
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months have hovered around the lowest levels 

since early 1974. Short-term rates have moved up 

only slightly from their 1976 lows.

Reduced interest rates and comfortable financial 

market conditions reflect in part monetary policy 

measures aimed at encouraging continued eco

nomic recovery while resisting inflation. Money and 

time deposits have increased moderately8 (see Chart 
XIV). The annual growth rate of M i (private demand 

deposits and currency in circulation) was only 1.9 

in fourth quarter 1975 and moved up to 4.6 percent 

in the first quarter of 1976. The broader aggregate, 

M l>, which includes savings and time deposits other 

than large CD's at commercial banks, increased by 

6 percent (annual rate) in the fourth quarter of 1975 

before accelerating to an 11-percent rate in the first 

quarter this year. These moderate rates of change in

■‘However, growth in the monetary aggregates in April was rapid.

the money supply are within or close to the long- 

run target ranges that the Federal Reserve has 

specified to Congress. This projected monetary 

growth should prove adequate to support a solid 

expansion in economic activity and avoid inflation

ary aggravation.
Moreover, liquidity at financial institutions has 

improved so that they can readily supply funds to 

satisfy a significant expansion in credit needs. 

Liquidity at member banks, measured by their hold

ings of U. S. Government securities as a percent 

of deposits, is the highest since 1972. Nonbank 

thrift institutions, including savings and loan 

associations, have likewise raised their liquidity 

ratios to high levels, as have pension funds at life 

insurance companies. So, a financial base to support 

the current economic expansion has been laid.

There is also growing evidence that the economic 

recovery is developing well, increasing the like li

hood of a prolonged expansion. II
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