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DECEMBER 1966

RECENT TRENDS IN 

CONSUMER DURABLE GOODS

The consumer durable goods sector of the 
national economy is recognized to be both a 
strategic and volatile element in the pace and 
direction of economic activity. A number of 
important considerations provide an accented 
interest in that sector at this time. One con
sideration is the fact that output and sales of 
consumer durables underwent a marked 
slump in the second quarter of this year, and 
then recovered smartly in the third quarter. 
A second important consideration is that 
economic forecasters have widely different 
expectations regarding next year's perfor
mance of consumer durables. While the dis
cussion that follows does not pretend to settle 
all questions regarding the outlook for output, 
sales, inventories, and prices of consumer 
durable goods, it should provide information 
that may be of help in attempting to answer 
such questions.

CONSUMER DURABLES AND GNP

The consumer durable goods sector of the 
economy (largely autos and household goods) 
presently accounts for a little more than 9 
percent of Gross National Product, as mea
sured in terms of Personal Consumption Ex
penditures for Durable Goods. Table I shows 
relevant percentage relationships, annually

for 1944-65, and quarterly for 1965 and part 
of 1966. The relative stability in the postwar 
period of the consumer durable goods com
ponent as a share of GNP is apparent, partic
ularly when compared with earlier war- 
associated fluctuations in the share. Since 
1950, the share of GNP represented by con
sumer durables has hovered around 9 per
cent, although in the exceptional year 1955 
it was nearly 10 percent.

The composition and levels of activity of the 
consumer durable goods sector since 1957 
are plotted in Chart 1. As the chart shows, 
the two major components of consumer 
spending on durable goods—outlays for 
"autos and parts" and for "furniture and 
household equipm ent"—are of broadly com
parable magnitudes over the entire period. 
The "other" component of outlays for con
sumer durable goods includes miscellaneous 
but significant lines such as sporting goods, 
toys, watches, bicycles, and cameras, which 
account presently for about 13 percent of all 
consumer durables.

As the chart indicates, total outlays for con
sumer durable goods usually decline during 
recessions. During the current long period of 
expansion since 1961, the rate of advance of 
consumer durables has been slightly larger
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TABLE I
Personal Consumption Expenditures for 
Durable Goods as Percent of 
Gross National Product

1944 3 .2% 1958 8 .5%
1945 3.8 1959 9.2
1946 7.6 1960 9.0
1947 8.8 1961 8.5
1948 8.8 1962 8.8
1949 9.6 1963 9.1
1950 10.7 1964 9.4
1951 9.0 1965 9.7
1952 8.5 1965— 1st. Q. 9.9
1953 9.1 — 2nd. Q. 9.6
1954 9.0 — 3rd. Q. 9.7
1955 9.9 — 4th. Q. 9.7
1956 9.3 1 9 66 — 1 st. Q. 9.7
1957 9.2 — 2nd. Q. 9.2

— 3rd. Q. 9.4

Source: U. S. Department o f Commerce

than that of the total economy. That is custom
ary for this volatile series, although the rate 
of gain for durable goods has not outstripped 
the economy's rate of rise by as much as has 
sometimes happened in the past.

The decline in total consumer outlays for 
durable goods in the second quarter of this 
year was sharper than the dip in the final 
quarter of 1964, which was occasioned by 
the lack of availability of autos at the time of 
the auto strike. The third-quarter recovery 
was practically complete, however, with con
sumer outlays for durable goods coming in 
at an annual rate of $70.2 billion, or approx
imately the same as the first-quarter rate.

It is clear that the behavior of the auto 
sector is more volatile than that of the furniture 
and household equipment group (see Chart 1). 
Thus, declines in the fourth quarter of 1964 
and in the second quarter of 1966 were es
pecially sharp for autos. It should be noted 
that outlays for furniture and household equip

ment also registered a slight decline in the 
second quarter of this year, although with 
less attendant publicity than the decline in 
autos.

There were significant factors retarding 
demand for both autos and home goods in the 
second quarter of this year, including the 
step-up in income tax withholdings, and prob
ably some effects of draft calls, or fear of draft 
calls, on certain segments of consumer buy
ing. Whatever retarding effects on demand 
may have emerged from the widespread dis
cussions of the auto safety question during 
the spring months were, of course, applicable 
only to autos. Also, the reimposition of some 
excise taxes affected autos but not home goods. 
The miscellaneous lines ("other” ) have shown 
a leveling tendency since late last year.

S o u rc e  o f  d a t a :  U.S. D e p a r t m e n t  o f  C o m m e r c e
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STOCKS AND SALES

The recent behavior of inventories and sales 
of both autos and home goods provide a clue 
to the reasons for recent changes in output 
rates. Clearly in the case of autos, and with a 
"near-m iss" in the case of home goods, there 
has recently been an inventory subcycle in 
consumer durables, within the context of a 
total economy that has shown no such in
ventory subcycle.

This development is shown in Chart 2. As 
the chart shows, monthly fluctuations in stocks 
and sales of autos this year have been quite 
significant, although less protracted than 
some of the swings of the late 1950's, espe
cially in the case of stocks. A widening gap  
developed between rising auto stocks and 
falling auto sales early in 1966. As stocks 
were reduced through production cutbacks 
and sales recovered, the gap  between sales 
and stocks was substantially reduced, but not 
completely closed.

Recent developments in stocks and sales of 
home goods, including the whole range of 
furniture, appliances, TV, etc., are somewhat 
similar to the auto situation (see Chart 2). 
During the second half of 1965, sales of home 
goods surged forward at a remarkable pace, 
while stocks were rising moderately. In 1966, 
however, sales of home goods receded ap
preciably, particularly in the second quarter, 
while stocks of home goods generally con
tinued on a moderate upward course. A 
downward adjustment of stocks to correct for 
the unfavorable change in sales may have 
occurred in some lines, but in the aggregate, 
there was no cutback in stocks. In this respect, 
recent events in home goods appear to have 
differed significantly from the situation in

autos. In the third quarter, sales of home 
goods recovered substantially, as did auto 
sales.

OUTPUT OF CONSUMER 
DURABLE GOODS

In line with changes in sales and stocks of 
consumer durables, rates of output have 
shown significant changes this year. Such 
output changes can be conveniently traced 
by the appropriate components of the Index 
of Industrial Production,1 which together ac
count for close to 8 percent of the total index 
(based on 1957-59 proportions).2

The course of output of the consumer dur
able goods total is shown in Chart 3, against 
a  backdrop of the total Industrial Production 
Index. As would be expected, the durable 
goods component is more volatile and more

1 The earlier discussion of the consumer durable goods 
component of Gross National Product cannot be con
sidered a direct treatment of production trends. That is 
because "G ross National Product or Expenditures" 
treats the production aspects of the economy by way of 
a classification of expenditures at final levels. Conse
quently, the part of auto production, for exam ple, that 
goes into inventory rather than immediate sales, is 
registered in the general inventory account under 
"ch an ges in business inventories" rather than in "co n 
sumer expenditures for durable goods.”  The latter is 
shown in Chart 1, and may be regarded as basically  
reflecting sales rather than output.

Although GNP accounts do carry an addendum item 
called "G ross Auto Product,”  there is no corresponding 
item in the home goods field and it is not considered in 
this analysis.

2 "Automotive products”  account for 3.21 percent of 
the total index; that is divided, in turn, into "au to s" 
with 1.82 percent and "auto parts and allied products" 
with 1.39 percent. Home goods account for 4 .45 per
cent of the index (all based  on 1957-59 proportions).
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2 .

SALES a n d  STOCKS
A u to s  a n d  H om e  G o o d s  
INDEX 1 9 5 7 -5 9 = 1 0 0

irregular than the total, but shows a roughly 
parallel pattern. The generally rising trend 
of consumer durable goods output during the 
past six years is comparable to that of total 
industrial production, with the rate of rise 
slightly larger than the total (as is the case in 
GNP relationships discussed earlier).

There have been two occasions since 1953 
when there were marked dissimilarities be
tween the behavior of consumer durables' 
output and total industrial production. One 
was in 1955-56, and the other the recent 
experience. During 1956, following a splurge 
in 1955, consumer durables' output declined 
markedly, while total industrial production 
was rising. That was due mainly to autos, 
with home goods involved to a lesser extent.

3 .

IN D U STR IAL PR O D U C TIO N
a n d  CONSUM ER DURABLE G O O D S  OUTPUT
INDEX 1 9 5 7 -5 9 = 1 0 0

The recent divergences between output of 
consumer durables and industrial production 
began with the auto strike of late 1964. Follow
ing the output decline due to that strike, pro
duction of consumer durables more than re
covered in early 1965, then held on a plateau 
for a number of months while total industrial 
production was still rising; following the 
plateau, there was a spurt in the production 
of consumer durables in the late months of 
1965. In 1966, output of consumer durables 
at first held at a high plateau and then slipped. 
While the decline in the second quarter was 
only fractional, the production rate dropped 
by nearly 4 percent in the third quarter (un
like the pattern of personal consumption ex
penditures for durable goods). Thus, for
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about two years there has been intermittent 
hesitation in the output of consumer durables, 
while industrial production has moved in
exorably upward.

Additional perspective may be provided by 
dividing output of consumer durables into 
the two major components ("automotive 
products" and ''home goods"). As shown in 
Chart 3, there was remarkable month-to- 
month stability of output of auto products 
from early 1965 until the spring of 1966 
when a decline set in; that stability was at an 
extraordinarily high level, measured by any 
standard.3 The 1965 performance of the auto 
industry helped to sustain the economy, 
although it did not specifically add to its 
marked forward movement in the sense of 
statistically contributing to an increase.

The reaction in auto output during the 
second quarter of this year was offset by the 
capital goods boom and rising defense ex
penditures, at least in terms of effects on the 
total economy. In the third quarter, despite 
the fact that adjusted auto sales were rising, 
the automotive component of the production 
index dropped more sharply than in the 
second quarter, that is, by about 8 percent as 
against 3 percent. (The third-quarter showing 
was undoubtedly influenced by efforts to re-

3 The very high rates of output achieved in the early 
months of 1965, spurred by the recovery from the auto 
strike in the fall of 1964, were maintained considerably 
longer than most economic analysts were expecting at 
the time. In that case, the optimistic and reassuring 
statements issued by executives of the auto industry 
proved to be nearer the mark than the more cautious 
forecasts of economists who were largely basing their 
appraisals on the statistical implications of records of 
past performance, coupled with evaluations of then- 
current demand; in the early months of this year, the 
shoe, if anything, was on the other foot.

verse the earlier sharp run-up in auto stocks 
and by the early model changeover, with 
accompanying difficulties of developing sea
sonal adjustment factors.)

So far as home goods are concerned, the 
index of output was relatively flat in the first 
half of 1965, and then rose spectacularly in 
the second half (see Chart 3). Further mod
erate gains were made this year through 
May, but home goods output subsequently 
slipped back.

The output of home goods can be further 
divided into two major components: "furni
ture and ru gs" and "appliances, TV, and 
radio" (see bottom panel of Chart 3). The 
output behavior of those two groups has been 
remarkably similar, with both series showing 
a clear upward trend over the past six years. 
In general, the "appliances, TV, and radio" 
group shows somewhat more month-to-month 
fluctuation than does the "furniture and rugs" 
group, which may be due in part to problems 
of seasonal adjustment.

THE RADIO, TV, AND  
APPLIANCES GROUP

Within the general home goods category, 
detailed data on the radio, TV, and appliances 
group are of particular interest, both because 
of the diversity of the products involved and 
the marked contrasts between the strong and 
weak spots in the performances of various 
product lines.4

4 The data in Tables II-IV cover a somewhat different 
time span from the data used earlier in the article; the 
data in Tables II-IV include retail values of shipments 
of the various product lines for 1960 and 1965, as well 
as percentage changes between those two years in 
value of shipments and in number of items shipped.
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The major subgroups in the radio, TV, and 
appliances group, in relative order of retail 
value of shipments in 1965, include the fol
lowing: consumer electronics (including radio, 
TV, and phonographs), major appliances, 
home laundry products, electric housewares, 
and air treatment group. The retail values of 
shipments of the subgroups are shown for 
1960 and 1965 in Chart 4; the major product 
line within each of the subgroups, as of 1965, 
is also shown: for example, color TV within 
consumer electronics, electric refrigerators 
within major appliances, etc.

As indicated by the proportions in the chart, 
and as confirmed by Table II, the consumer

4 .

RADIO, TV,&HOUSEHOLD APPLIANCES
Retail Value of Shipments

B i l l io n s  o f d o l la r s

electronics subgroup registered the largest 
percentage growth in value of shipments 
over the 5-year interval, especially because 
of the leap in sales of color TV from the practi
cal beginning of this line in 1960. Following, 
in order of percentage growth, were air 
treatment, electric housewares, home laundry, 
and major appliances. Over the 1960-65 
interval, the consumer electronics subgroup 
replaced major appliances as the largest sub
group in terms of value of shipments.

Table II provides corresponding infor
mation on changes in value of shipments and 
number of items shipped between 1960 and 
1965 for the various product lines within 
each subgroup. A striking contrast may be 
noted between outstanding gains in such lines 
as color TV, fans, air conditioners, dish
washers, and irons, on the one hand, and 
sharp declines in such lines as washer-dryer 
combinations (down 74 percent in retail 
value), dehumidifiers (down 61 percent), 
freezers (down 13 percent), and water heaters 
(down 13 percent). Changes in the number 
of items shipped, as shown in the final column 
of Table II, while usually in the same direction 
as changes in values, are far from identical. 
Differences between values and numbers, of 
course, reflect not only changes in unit prices, 
both up and down, but also changes in product 
mix, including movements from large to small 
items, and vice versa.

Within the electric housewares subgroup, 
the product line, "miscellaneous electric 
housewares," is so diversified, in the nature 
of its products, as well as in sales performance, 
that it deserves amplification. This is provided 
in Table III. Some lines have been flourishing, 
like blenders, with a gain in retail value of
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TABLE II
R a d io , TV, a n d  H o u se h o ld  A p p lia n c e s  
Retail Value and Number Shipped 
By Product Lines, 1960 and 1965

(Arranged in o rder o f descending changes 
listed in third column)

Retail Value (a) Percent Change, 1960-65:

(Million $) In Retail In Number
1960 1965 Value Shipped

CONSUMER ELECTRONICS (Group) $2,251 $ 3,999 + 7 8 % + 5 0%

Color TV ( b ) ........................................................ . . .  83 1,574 +  1,797 + 2 , 105
Phonographs (incl. ra d io -p h o n o ) ................... . . .  585 792 + 35 + 44

TV, black and w h ite .......................................... . . . 1,269 1,332 + 5 + 47
R a d io s .................................................................. . . . 314 301 — 4 + 31

AIR TREATMENT (Group) 671 959 + 38 + 60

Fans ( c ) .................................................................. . . . 170 260 + 53 + 71
A ir conditioners (ro o m )...................................... . . .  435 629 + 45 + 87
Heaters (portab le  e le c t r ic ) ............................ . . .  27 23 — 17 + 15
D e h u m id if ie rs .................................................... . . .  40 16 — 61 — 45
Hum idifiers............................................................. 32 n.a. n.a.

ELECTRIC HOUSEWARES (Group) 891 1,276 + 24 + 44

I r o n s ...................................................................... . . .  92 140 + 53 + 54
Miscellaneous electric housewares . . . . . . . 258 497 + 27 + 44
Vacuum c le a n e rs ............................................... . . . 311 389 + 25 + 51
Toasters ............................................................. . . .  60 74 + 23 + 42
C o ffe e m a k e rs .................................................... . . .  94 98 + 4 + 32
Bed c o v e r in g s .................................................... . . .  77 79 + 3 + 39

HOME LAUNDRY (Group) 1,148 1,398 + 22 + 38

Dryers, electric and g a s ................................. . . . 261 365 + 40 + 67
W a s h e r s ............................................................. . . . 817 1,015 + 24 + 32
W asher-dryer co m b o s ...................................... . . .  70 18 — 74 — 74

MAJOR APPLIANCES (Group) 2,665 3,062 + 15 + 32

D ishw ashers........................................................ . . . 142 280 + 98 + 132
D is p o s e rs ............................................................. . . . 61 81 + 34 + 78
Ranges, electric and g a s ................................. . . . 684 873 + 28 + 30
Refrigerators, e le c t r ic ...................................... . . . 1,129 1,264 + 12 + 40
F r e e z e r s ............................................................. . . . 308 267 — 13 + 9
W ate r heaters, electric and g a s ................... . . . 342 296 — 13 + 8

GRAND TOTAL $7,626 $10,694 + 38% + 4 5%

(a) Retail values include a ll reported items; percentage changes in last two columns 
app ly  only to items fo r which information was reported in both years.

(b) Data fo r color TV in 1 960  are partly  estimated by Federal Reserve Bank o f Cleveland.
(c) Percentage changes fo r fans may be overstated, due to shift in data sources fo r recent years.

Source: 1966 Statistical Report, Merchandising Week, M cGraw-H ill, Inc.
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TABLE III
Further Detail on "M iscellaneous Electric H ousew ares” 
Retail Va lue and Num ber Shipped 
By Product Lines, 1 96 0  and 1965

Retail Value (a) Percent Change, 1 960 -65 :

(M illion $) In Retail In Number
1960 1965 Value Shipped

B le n d e r s ............................................................. ...................  $ 16 $ 44 +  167% + 2 8 5 %
43 n.a. n.a.

Can o p e n e rs ........................................................ ...................  28 62 +  125 + 2 5 8
C orn p o pp e rs ........................................................ ...................  4 7 +  72 + 49
Floor p o lis h e rs .................................................... ...................  44 47 +  8 + 15
F ry p a n -s k ille ts .................................................... ...................  44 56 +  26 + 8
G r id d le s ............................................................. ...................  5 6 +  13 — 2
Hair d r y e r s ........................................................ 78 n.a. n.a.
Heating p a d s .................................................... ...................  15 15 —  1 + 16
Hotplates and buffe t r a n g e s ........................ ................... 5 6 +  24 + 26
Knife s h a rp e n e rs ............................................... ................... 8 3 —  63 — 51
M ixers (fo o d )........................................................ ...................  73 59 —  18 + 21
Toothbrushes........................................................ 49 n.a. n.a
W a ffle  and sandwich g r i l l s ............................ ....................... 16 21 +  37 + 18

Total $258 $497 +  27% + 4 4%

NOTE: Percent changes a pp ly  to items fo r which information is available  fo r both years, 
n.a. Not available .

Source: 1 966  Statistical Report, Merchandising Week, M cGraw-H ill, Inc.

167 percent between 1960 and 1965, and 
others have not been flourishing, such as 
knife sharpeners, with a drop of 63 percent 
in retail value.

It is possible to identify the periods of fastest 
growth for some of the product lines within 
the radio, TV, and appliances group during 
the broad time span of 1948 through 1965 
(see Table IV). This information is in terms of 
average annual rates of change in number of 
items produced, classified according to the 
intervals 1948-53, 1953-60, and 1960-65. 
The percentages underlined in Table IV show 
which items enjoyed the best growth in which 
periods. Some items, ranging from blenders 
to waffle and sandwich grills, did best in the 
most recent of the three periods. Another

group, ranging from electric blankets to heat
ing pads, showed the best rate of growth in 
the middle time period, 1953-60. A final 
group of products, shown near the bottom of 
the Table, showed their best rate of gain in 
output in the earliest part of the postwar 
period, 1948-53; these range from dryers to 
food disposals.

PRICES

The record of price changes of consumer 
durable goods in recent years is an interesting 
one, especially because it differs significantly 
from price trends in most other parts of the 
economy. Thus, the durable goods grouping 
of the Consumer Price Index, on balance, has 
shown little upward movement since 1960,
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TABLE IV
G ro w th  Rates o f Selected P roduct Lines 
in  Three P eriods S ince 1948 
A ve ra ge  Annual Rates o f Change in 
Num ber o f Items Produced

(Underlinings denote period o f fastest growth)

1948-53 1953-60 1960-65

B le n d e r s ........................ +  7 .6% +  5 .6% +  30.9%
Dishwasher, motor driven —  4.4 +  17.5 +  18.4

Fans, a ll types . . . . +  6.6 —  1.6 +  11.4

I ro n s ................................. +  0.1 —  2.0 +  9.0

W a te r heaters, electric. —  5.6 —  1.2 +  8.9
Vacuum cleaner,

floor t y p e ................... —  3.7 +  2.5 +  8.5

Toasters, automatic . . —  5.0 +  2.4 +  7.3

Radios, incl. auto . . . —  4.1 +  3.6 +  7.1
Refrigerators, electric . —  5.2 —  0.7 +  7.0

Ranges, electric . . . —  4.8 +  2.6 +  6.7

Washing machines . . —  3.1 —  0.9 +  5.3

Hot plates and
bu ffe t ranges . . . — 11.0 —  2.7 +  4.7

W a ffle  and
sandwich grills . . . — 17.9 —  7.0 +  3.4

Blankets, electric . . . +  7.0 +  19.7 +  6.9

Floor polishers . . . . +  8.1 +  19.5 +  2.9
Phonographs, incl.

radio-phono . . . . — 12.1 +  16.0 +  6.3

Mixers, f o o d ................... +  3.7 +  8.1 +  3.9
Heating pads . . . . +  3.2 +  4. 6 +  3. 0

Dryers, electric and gas. + 5 1 .6 +  8.0 +  10.7
Television sets,

black and white . . + 4 9 .2 —  3.3 +  8.0
Coffee makers,

a u to m a tic ................... + 4 3 .8 +  3.5 +  5.7
Freezers, home . . . . +  15.0 —  4.0 +  1.8

Disposals, food . . . . +  13.2 +  12.9 +  12.3

Source: Survey o f Current Business, U. S. Department o f Com
merce, November 1966 (Note: Output gains shown in 
third column may not correspond exactly with rates o f 
gain im plied by fina l columns o f Tables II and III, since 
sources and coverage o f data are different.)

in marked contrast to the total Consumer 
Price Index. As Chart 5 shows, there was a 
sharp decline in average prices of consumer 
durables during the recession of 1960-61, 
followed by a moderate recovery in 1961. 
Over succeeding years there has been only a

slight net rise in prices of consumer durables, 
with prices actually easing during most of 
1965 (an index decline of nearly 2 percent 
between lanuary and August). The latter was 
an especially welcome development, from 
the viewpoint of the general goal of price 
stability, insofar as it served as an offset to 
rising food prices. The excise tax cuts on 
numerous lines of consumer durables that 
became effective in the summer of 1965 were 
among factors at work at that time. In recent 
months, the index of consumer durable goods 
prices has been pointing up, although quite 
moderately, particularly in comparison with 
other price series.

As a further backdrop to recent price trends 
in consumer durable goods, the industrial 
commodity part of the Wholesale Price Index

5.

PRICES of CONSUMER DURABLE GOODS 
and GENERAL PRICE MEASURES
INDEX 1 9 5 7 -5 9 = 1 0 0
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is shown in the bottom panel of Chart 5. As 
is well known, that series has been much more 
stable than the Consumer Price Index during 
recent years; for the purpose at hand, the 
significant point is that the rising tendency in 
the index of all industrial commodities (WPI) 
since late 1964 is at variance with the more 
conservative behavior of the durable goods 
index (CPI) shown in the top panel of Chart 5.

By decomposing the price behavior of con
sumer durable goods into three major groups, 
and then further into selected product lines, 
it is possible to locate the more significant 
recent price changes. As Chart 6 shows, since 
1961, the index of new car prices has shown 
little change, aside from normal seasonal 
fluctuations; if anything, a slight downtrend 
is observable. Average prices of used cars,

6 .

PRICES o f M A IN  GROUPS 
o f CO NSUM ER DURABLE G O O D S
INDEX 1 9 5 7 -5 9 = 1 0 0

however, have undergone more fluctuation, 
including a rise to new levels in 1962. A 
phase of marked downtrend in used car prices 
occurred during 1965 and early 1966. Thus, 
over the 13-month interval between lanuary 
1965 and February 1966, used car prices 
dropped by about 8 percent; since then the 
change has been moderately upward. Some
what earlier than the down phase of used car 
prices, there was a reduction in average 
prices of household durable goods, with prices 
of household durables easing by nearly 3 per
cent between May 1964 and August 1965.

Within the household durables group, sev
eral important product lines have shown de
clining price tendencies at the same time 
that prices of other lines were advancing, 
which, of course, is not an unusual develop
ment. For example, as shown in Chart 7, 
average prices of appliances, TV sets, and 
radios were in a declining phase for a number 
of years through the first half of this year.5 
In the case of appliances, a gradual and per
sistent decline is observable for all years since 
1957, with the decline between January 1957 
and June 1966 amounting to 17 percent. 
Average prices of TV sets showed irregular 
movements between 1957 and 1960, but a 
marked downward phase began in early 1960, 
with the index dropping 20 percent between 
January 1960 and June 1966. A broadly sim
ilar pattern of price changes has charac
terized the radio group. In contrast, the price 
trend in furniture and bedding has been 
moderately upward for many years.

5 In view of the number of specific price increases an
nounced in recent months, it is possible that the index of 
one or more of the product lines shown in the chart will 
change direction in the fourth quarter.
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FACTORS AND ISSUES 
IN THE OUTLOOK

In looking ahead to the course of demand 
and output trends in consumer durable goods 
next year, even more uncertainty than usual 
is encountered. Some GNP forecasts for 1967 
include a figure showing an actual decline 
in personal consumption expenditures for dur
able goods, while other forecasts indicate a 
rate of gain less than that of this year and 
substantially less than the large gains of 1964 
and 1965.6 While no forecast is being offered 
here, it may be possible to outline some of the 
major factors and issues involved in the out
look, both for autos and for the home goods 
sector.

In the case of au to s, at least three basic 
factors may be identified, with variations in 
appraisals in each case being not only pos
sible but almost inevitable. The three factors 
involve (1) trend, (2) the passing of certain 
temporary dislocations, and (3) multiple-car 
families:

1. The argument from the past record can 
be read in two ways. One approach is to 
compute a long-term trend of auto output or 
sales (since World War II, or possibly even 
longer). Against such a backdrop, the per
formance of a considerable number of recent 
years is seen to have been considerably above

6 Doubts were developing at the time of writing as to 
the likelihood of a rise in consumer outlays for durable 
goods in the final quarter of this year. Auto sales weak
ened again  in October and early November. In mid- 
November, auto manufacturers announced plans to cut 
back production schedules in December and January 
in order to adjust inventories.

7 .

PRICES o f H O USEH O LD DURABLES
INDEX 1 9 5 7 -5 9 = 1 0 0

"trend," and some analysts therefore argue 
that a marked relapse is in the cards. Critics 
of this view suggest that new history is in the 
making and that trend computations should 
be revised in order to give greater weight to 
the recent enlargements.

2. The dislocations in sales and output, and 
their mutual interrelations, stemming from the 
aftermath of the 1964 auto strike, are finally 
being laid to rest. As part of the aftermath, 
even 1966 has been affected to some degree, 
especially insofar as the output comparison 
with 1965 is considerably less favorable than 
the sales comparison, not only because of
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this year's inventory readjustment but also 
for the accidental reason that 1965 output 
had been unduly swollen by the recovery 
from the strike gap.

3. No doubt the number of 2-car and 3-car 
families will increase further in 1967., but 
some analysts assert that the gain in demand 
from this source must be expected to taper 
off. At present, it is estimated that multiple- 
car families account for 40 million of the 73 
million passenger cars on the road. It is a 
matter of judgment as to whether this element 
of demand stimulation will continue unabated.

In the case of the outlook for demand for 
hom e goods, at least a few outstanding items 
may be mentioned:

1. The present state of new residential con
struction is certainly unfavorable to the out
look for demand for home goods destined for 
new houses. Because of the decline that has 
occurred in new residential construction, this 
factor should be taken into account, even 
though it remains true that for most lines of 
home goods replacement demand far out- 
shadows the demand for goods for new homes.

2. Replacement demand for home goods 
appears to be relatively favorable in many 
lines, although differences among products 
are so large that generalization is difficult. 
Especially in the case of some of the large 
household appliances, it has been argued that 
the wave of purchases in the late 1940's and 
early 1950's has now, by the mere passage 
of time (even aside from the obsolescence 
factor), led to a burgeoning of replacement 
demand.

3. The role of front-runners in the form of 
new and highly popular product lines, such 
as color TV, has been mentioned earlier. One

question for the outlook is whether the rate 
of gain in sales of color TV can be continued, 
and if not, whether some new front-runner 
will appear. The record of the past in respect 
to the em ergence of new products is broadly 
reassuring on this score, although it cannot 
be counted upon to underwrite any specific 
level of total demand, especially for a period 
as short as a year or so.

4. There remains some possibility that an 
inventory adjustment may he ahead in at 
least some of the home goods lines—and pos
sibly for the grand total. It has already been 
pointed out that such an inventory adjustment 
has failed to occur in the case of home goods 
as it has for autos. Some of the more recent 
monthly reports on total production of home 
goods could conceivably be read in the light 
of a developing inventory readjustment; the 
data, however, do not include enough months 
of relative production weakness to assure any 
such interpretation.

Certain factors in the outlook that add to 
the uncertainties are relevant both  to autos 
and home goods. A few of the most important 
may be suggested, as follows:

1. The impact of uncertainty in the Vietnam 
outlook necessarily throws some question 
marks against the prospects for rising demand 
in both cases. On the other hand, if hostilities 
in Southeast Asia should take a turn toward 
marked escalation, rather than unwinding, 
elements of "scare  buying" similar to the 
tangible phenomenon in the case of the Korean 
War could emerge. So far, developments of 
that type have been conspicuously absent.

2. Surveys of consumer buying intentions 
and of consumer attitudes can, of course, throw 
some light on the outlook. While a number
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of recent public and private surveys seemed 
to agree on sustained high levels of consumer 
buying intentions for autos and home goods, 
a survey conducted in October by the U. S. 
Department of Commerce suggested some 
weakening. Those findings indicated that 
consumers plan to buy fewer autos and ap
pliances within the next six months than they 
did at the same time last year.

3. Expectations as to the course of personal 
income, as well as the general state of the 
economy next year, are crucial for any assign
ment of quantitative estimates to the demand 
for autos and home goods. Unfortunately, a

logical circularity often enters at this point: the 
analyst wishes to forecast the demand for 
consumer durables in order to provide an 
important building block in the analysis of the 
entire economy. To the extent that the latter 
determines the former (especially when it is 
done in a mechanical way), the independence 
of the judgment is vitiated.

While there could be no greater aid to a 
projection of demand for consumer durables 
next year than an advance knowledge of 
levels of disposable personal income, which 
in turn may hinge on decisions as to tax 
changes, speculative comments on such mat
ters are beyond the scope of this article.
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A NOTE ON GROWTH IMPLICATIONS 

OF GNP FORECASTS FOR 1967

A characteristic occupation of economists 
about the turn of any year is forecasting the 
performance of the economy in the year 
ahead. One crucial aspect of any such fore
cast—for 1967 as well as for any other year 
—involves the implications of the forecast for 
the expected real growth of the economy. 
Comparisons of the growth implications of 
different forecasts are often made difficult by 
the various forms in which they are cast— 
aggregate figures, year-to-year changes, suc
cessive quarter-to-quarter changes, etc. Also, 
there are numerous cases where the analyst 
fails to make explicit his expectation as to the 
general movement of prices, which is needed 
to establish the link between current dollar 
changes and constant dollar changes.

The following comments are designed as 
aids in appraising alternative GNP forecasts 
in a growth context. No attempt is made to 
suggest a preferred forecast nor to pass judg
ment on what the proper growth target for 
the nation is coming to be. The discussion 
centers on the observations presented in 
Tables I and II.

In the first column of Table I, alternative 
observations of possible GNP forecasts for 
1967 are expressed in current dollars, rang

ing from a low of $765 billion to a high of 
$805 billion, in intervals of $5 billion. (While 
this broad range may not encompass all 1967 
forecasts, it certainly should include the over
whelming bulk of them.)

Quarterly forecasts are often expressed (or 
analyzed) in terms of successive quarterly 
increases or decreases, expressed as annual 
rates. This is not the same, arithmetically, as 
year-to-year rates of gain, although the two 
may be reconciled, as is done in columns 1,
2, and 3 of Table I. Extreme examples are as 
follows: A highly conservative 1967 GNP 
projection of $765 billion, in current dollars, 
would be consistent with successive quarterly 
gains (if they are equal) of $1 .6  billion (col
umn 2), as well as a gain of 3 .4  percent from 
this year's GNP (column 3). The above is true 
if two assumptions are made: this year's GNP, 
in current dollars, will be $740 billion, and 
the jumping-off place for the next year is a 
GNP of $761 billion in the fourth quarter of 
this year. (Possible changes in these assum p
tions are noted below.) At the other extreme, 
a very high GNP forecast of $805 billion for 
next year, in current dollars, implies average 
quarterly gains of $17.6  billion, as well as a 
gain of 8.8 percent from this year's GNP.
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The two assumptions j ust made, particularly 
that concerning the $761 billion figure for 
the fourth quarter of this year, may of course 
be varied. It is relatively easy to adjust the 
figures in column 2 to suit a given change 
in the $761 billion figure, which has been 
taken as the starting point.1

Given a series of varying percentage gains 
from 1966, as shown in column 3 (corre
sponding to the alternative projections of 1967 
GNP in current dollars, as shown in column 
1), the problem now becomes one of deter
mining the rate of gain in real GNP in 1967. 
This in turn depends upon alternative assump
tions as to the expected extent of price rise 
in 1967. (The latter is measured in terms of

1 A single arithmetic relationship serves both to verify 
the quarterly changes shown in column 2 and to provide 
the clue for revising them to fit an altered assumption 
for the fourth quarter (1966) starting point. While the 
specific figures in column 2 are calculated by a com
pounding formula, as identified in a table footnote, it 
will be noticed that, proceeding downward within 
column 2, the average quarterly gains rise by $2 billion 
as the stipulated annual totals, shown in column 1, rise 
by $5 billion. That incremental aspect is independent of 
the starting point; it registers, arithmetically, the fact 
that a regular quarterly increase of $2 billion, in annual 
rates, imparts an enlargem ent to the successive quarterly 
standings amounting to $2, $4, $6, and $8 billion, 
respectively; the mean value of these four increments 
is $5 billion, which corresponds to the step-ups in the 
annual totals stipulated in column 1.

Consequently, if the reader wishes to assum e a 
1967 GNP of $765 billion, along with a fourth-quarter 
1966 rate of $5 billion less than previously assumed, 
the revised figure in column 2 will becom e $2 billion 
larger, or $3.6 billion instead of $1.6 billion, and corre
spondingly down the line for alternative assumptions. 
A change of $5 billion in the assumption for the fourth 
quarter would have slight effects on figures shown in 
column 3 through column 8.

percentage increases in the "implicit price 
deflator" of GNP, as published periodically 
by the Department of Commerce.)

For 1966, it may be estimated that the rise 
in the deflator will turn out to be about 3 
percent, which is larger than for immediately 
preceding years. Alternative assumptions as 
to the percentage rise in the GNP deflator in 
1967, as shown in the headings of columns 
4 through 8, do not depend directly upon 
the 1966 estimate. They do depend upon 
the analyst's judgment, for example, as to 
whether an im portant m oderating factor 
may be expected, such as a lessened rise in 
food prices in 1967, or whether elements of 
a cost-push rise in prices are now being built 
into the industrial side of the economy. Bal
ancing of these and other forces would natu
rally include a judgment, either implicit or 
explicit, as to the prospective degree of suc
cess of public policies designed to contain 
inflationary pressures.

The range of assumptions shown in the 
right-hand portion of Table I runs from a 4- 
percent rise in the deflator, through half
percentage points differences, down to a 2- 
percent rise. Figures shown in columns 4 
through 8 indicate the real gains in GNP that 
would correspond with the projected current- 
dollar figures shown in column 1, depending 
upon the choice of forecast for a rise in the 
deflator. Thus, for example, a GNP projection 
of $785 billion in current dollars would imply 
a gain of 6.1 percent in current dollars (col
umn 3) and a gain in constant dollars of only 
2.0 percent assuming a 4-percent rise in the 
deflator (column 4), or a gain of 3.5 percent 
assuming a 2^-p ercen t rise in the deflator 
(column 7).
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TABLE I
Real Growth of GNP in 1967 as Implied by 
Alternative Projections of 1967 GNP in Current Dollars

(1)
A lternative 
Projections 

o f 1967 GNP 
(Billions o f 
Current $)

(2)
Implied Average 
Q uarte rly Gain* 

(Billions o f 
Current $,

A t Annual Rate)

(3)

Implied Percent 
Gain From 1 9 6 6 f 

(Current $)

(4) (5) (6) (7) (8) 

Implied Percent Gain in Constant Dollars, Assuming:

4 %  Rise in 
D efla tor 

From 1 966

3 '/2%  Rise in 
Defla tor 

From 1 966

3 %  Rise in 
D efla tor 

From 1 966

2 '/2%  Rise in 
D efla tor 

From 1 966

2 %  Rise in 
D efla tor 

From 1 966

$765 $ 1.6 3 .4% — 0.6% — 0.1% 0.4% 0.9 % 1.4%
7 70 3.6 4.1 0.1 0.6 1.1 1.6 2.1
775 5.6 4.7 0.7 1.2 1.7 2.1 2.6
7 80 7.6 5.4 1.3 1.8 2.3 2.8 3.3
785 9.6 6.1 2.0 2.5 3.0 3.5 4.0
790 11.6 6.8 2.7 3.2 3.7 4.2 4.7
795 13.6 7.4 3.3 3.8 4.3 4.8 5.3
800 15.6 8.1 3.9 4.4 5.0 5.5 6.0
805 17.6 8.8 4.6 5.1 5.6 6.1 6.7

*  Successive equal quarterly  rates o f gain (seasonally adjusted annual rates) required to reach 1967  annual to ta l shown in column 1, 
starting from assumed level o f $761 billion fo r the fourth quarte r o f 1966. Determined by compounding formula as follows: 4($A) -5- 
$761 =  (1 + x ) + ( l  + x )2+ ( l  + x ) s-)-( l + x ) 4, where $A is the desired annual to ta l (column 1) and x is the percentage  quarterly  growth 
needed to achieve this to ta l, x is computed from compound interest tables and subsequently converted to  dollars, by multiplying by 761 . 

f  Assumes figure o f $740  billion, in current dollars, fo r the year 1 966.

Source: Computations by Federal Reserve Bank o f Cleveland

The figures just identified are computed to 
the nearest one-tenth percentage point by 
means of the appropriate ratios. Although it 
is common practice to approximate the real 
rise in GNP by simply subtracting the stipu
lated percentage rise in the deflator from the 
stipulated percentage rise in current dollars, 
this practice is accurate only for very small 
percentage changes around the 100-percent 
level (see the lowest line of the table for ex
amples of situations where the short method 
is inaccurate).2

One striking impression conveyed by the 
figures in columns 4 through 8 of Table I is

2 The arithmetic point involved may be illustrated by 
using an extreme hypothetical case. If GNP in current 
dollars were to rise by 40 percent and the price de
flator by 20 percent, the resulting rise in real GNP 
would not be 20 percent; rather, it would be about 17 
percent, computed as follows: 140-^-120=1 .17 .

that many of the GNP forecasts thus far of
fered for 1967 im ply  a ra te  o f econom ic  
grow th th a t  fa lls  far sh o rt o f an y  rea so n 
able targe t figu re  for rea l a n n u a l grow th, 
on a su sta in e d  b asis. Without presuming to 
establish a growth figure that is the proper 

target for public policy for next year or for 
the years to come, it may nonetheless be 
pointed out that a 4-percent growth rate is a 
relatively conservative one, at least in terms 
of the achievements of recent years and the 
general direction of public goals. (Reference 
to the recent annual reports of the Council of 
Economic Advisers would sustain this view
point, while still leaving room for whatever 
amendments may appear in the new annual 
report now in preparation. Also, the first col
umn of Table II shows that the achievements 
of recent years have been well in excess of 
4 percent.)
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In order to bring out more clearly which 
of the forecasts imply real growth of 4 percent 
or more, the percentage figures shown in 
columns 4 through 8 of Table I are under
lined wherever 4 .0  percent is reached or 
exceeded. An instance of a forecast (in the 
middle of the range shown in the table) that 
might seem fairly optimistic at first, but which 
falls short of 4-percent real growth, is that of 
a $785 billion GNP for 1967, in current dol
lars, coupled with an assumed 23̂ -percent 
rise in the deflator—which some might con
sider a moderate rise under the circum
stances. As can be seen from the table, the 
result is a 3.5-percent gain in constant dollars, 
or less than 4.0 percent.

DECEMBER 1966

TABLE II
Estimated Manpower and Productivity Contributions 
To Growth Performance of Recent Years

(1) (2) (3) (4) (5) (6)
GNP (Constant $) Real Output o f Private Economy

%  Change
%  Change 

in Total

%  Change 
in Total 
Due to 

Productivity 
Change

%  Change 
in Total 
Due to 

Manhours 
Change

%  Change 
in Total 
Due to 

Employment 
Change

%  Change 
in Total 
Due to 

Hours W orked 
Change

I9 6 0 2 .5 % 2 .5% 1.2% 1.3% 1.5% — 0.1 %
1961 1.9 1.9 2.7 — 0.8 — 0.1 — 0.7
1962 6.5 6.7 5.2 1.5 1.2 0.3
1963 4.0 4.1 3.3 0.8 1.2 — 0.4
1964 5.3 5.5 3.4 2.0 2.1 — 0.1
1965 5.9 6.1 2.9 3.1 2.5 0.6

1965*— 1st. Q . 9.2 9.2 4.8 4.4 n.a. n.a.
— 2nd. Q. 4.8 5.2 3.2 2.0 n.a. n.a.
— 3rd. Q. 6.8 7.2 2.8 4.3 n.a. n.a.
— 4th. Q. 8.4 8.4 4.0 4.4 n.a. n.a.

1966*— 1st. Q. 5.9 6.0 5.6 0.4 n.a. n.a.
— 2nd. Q. 1.9 1.6 3.6 — 2.0 n.a. n.a.
— 3rd. Q. 3.6 n.a. n.a. n.a. n.a. n.a.

*  Q uarte r-to -quarte r change a t annual rate, 
n.a. N ot ava ilab le .

NOTE: Columns 3 and 4 may not add  to column 2, nor columns 5 and 6 to  column 4, because o f rounding.

Sources: U. S. Department o f Commerce and unpublished estimates o f U. S. Bureau o f Labor Statistics, utilizing labor force series

One or two comments may be offered on 
the realism of alternative possible forecasts 
listed in Table I. Some of the low forecasts 
shown in the upper left-hand portion of the 
table, for example, might be vulnerable to 
the following question: If price rises are as 
serious as shown by assumed increases in the 
deflator, would that not imply a continuation 
of large demand pressures, which, in turn, 
would push up GNP (current dollars) further 
than indicated? Turning the same point 
around, it might be asked whether the rela
tive slackness in demand, implied by such 
low forecasts of GNP, might be inconsistent 
with the posited price increases.

Also, and perhaps more important, some
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questions might be raised about the plausi
bility of the large real gains suggested by the 
observations shown in the lower right-hand 
portion of Table I. More specifically, it may 
be asked whether existing manpower re
sources, coupled with likely trends of pro
ductivity increase, can support such large 
gains in real output. Data provided by Table
II may be relevant at this point.

In analyzing the sources of gains in real 
output, it is sometimes helpful to shift from 
a total GNP approach to an analysis of the 
real output of the private economy, as is done 
in columns 2 through 6 of Table II. Although 
this approach omits the government sector of 
the economy, it is useful because some kinds 
of statistical detail, including output per man- 
hour, are not available for the government 
sector.

As background for appraising the outlook 
for 1967, it is interesting to note that in 1965 
an unusually large part of the gain in the real 
output of the private economy was due to an

increase in manhours (column 4 )—in fact, 
the first time since 1960 that manhours "out
performed" productivity. The contribution of 
manhours in 1965 of course reflected the new 
workers drawn into the labor force as well as 
the drawing upon the then-existing pool of 
unemployed, coupled with a rise in number 
of hours worked; the increase in the latter in 
1965 contrasted markedly to the declines 
registered in four of the previous five years. 
How this is working out for 1966 as a whole, 
and will work out in 1967, remains to be seen 
under the conditions of a changing labor 
market.3 (Preliminary estimates of productiv
ity change in the private economy during the 
third quarter indicate a practical cessation of 
gain in that quarter.) In any event, what does 
happen to manhours and productivity will go 
a long way in determining the success of the 
economy in achieving real growth in 1967.

3 For further discussion of this point, in the case of 1965 
and 1966, see "The Tightening Labor M arket," Eco
nomic Review, Federal Reserve Bank of Cleveland, 
Cleveland, Ohio, August 1966.
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CAPITAL SPENDING PLANS IN THREE 

MAJOR AREAS IN THE FOURTH DISTRICT

The fall surveys of capital spending plans 
conducted by or for this bank in the three 
largest metropolitan areas of the Fourth 
Federal Reserve District provide a reappraisal 
of estimates obtained last spring. Toward the 
close of any year, businessmen should have 
a more definite fix on actual capital spending 
during the current year as well as on plans 
for the upcoming year.

In some years, there may not be much dif
ference between spending estimates made 
early or late in the year. In 1966, however, 
it would not be surprising to find considerable 
revisions in the figures as the year unfolded. 
This situation reflects a number of factors, 
including some reduction of pressure on 
capacity, lengthening delivery periods for new 
equipment, less credit availability, uncertainty 
about Federal tax policy (as well as actual 
moderate changes), and appeals to slow down 
the rate of capital spending to achieve better 
balance in the economy. These factors appar
ently combined to bring about substantial 
revisions in earlier spending plans of firms 
located in the three largest metropolitan areas 
of the Fourth District.

CLEVELAND

According to the October survey, business 
firms in the four-county Cleveland metro
politan area expect to spend 10 percent more 
for new capital investments in 1966 than in 
1965 and to increase spending in 1967 by 
44 percent above the 1966 total (see Table I). 
For the manufacturing group, this year's 
spending is expected to exceed last year's 
figure by 6 percent while spending next year 
will be 51 percent more than in 1966.

All of these percentages are lower for 1966 
and higher for 1967 than those reported in 
the spring, suggesting that some firms post
poned a portion of spending originally planned 
for this year. Nine out of every ten replies 
received from manufacturing firms in the 
latest survey showed that spending plans for 
one or both years had been revised between 
the two survey dates. Among firms reducing 
their spending for the current year, one-half 
increased spending plans for next year; 
among firms raising earlier estimates for 1966, 
one-half raised their plans for 1967 also. The 
net effect of all revisions, in dollars, amounts 
to 11 percent less spending by manufacturing
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TABLE I
Capital Spending by Cleveland Area Firms 
(Fall 1966 Survey)
Y ear-to -Y ea r Percent Changes

1965 (actual) 1 966  (planned) 
to  to

1966 (planned) 1 9 67  (planned)

MANUFACTURING . . . . + 6 % + 5 1 %
Durable g o o d s ................... + 1 + 59

Primary metals . . . . — 24 + 89
Fabricated metals . . . — 13 +  1 14
M a c h in e r y ........................ + 47 + 30
Electrical equipment. . . +  133 + 1
Transportation equipment — 3 + 39
O ther durables* . . . . + 13 + 34

Nondurable goods. . . . + 34 — 25
Printing and publishing — 23 + 12
C h e m ic a ls ........................ + 35 — 19
O ther nondurablesf . . + 93 — 53

PUBLIC UTILITIES................... + 28 + 19
T O T A L ...................................... + 10% + 4 4 %

*  Includes ordnance, instruments, miscellaneous manufacturing, 
f  Includes food, textiles, petroleum, rubber.

Source: Federal Reserve Bank o f Cleveland

firms in 1966 and 8 percent more in 1967 
compared with earlier estimates.

Public utilities, in contrast to the manufac
turing sector, increased spending programs 
for both 1966 and 1967 between the two 
survey dates.

As in previous years, the dollar magnitude 
of spending planned for 1966 and 1967 by 
the primary metal and the transportation 
equipment industries, as well as by the public 
utilities group, greatly influences the behavior 
of the total figures for the Cleveland area.

There was little change from year to year 
in the distribution of total spending between 
new structures and new machinery and equip
ment—as Table II indicates—although a 
slightly smaller portion of each dollar is ear
marked for structures in 1967 than this year. 
As the table also shows, the proportion of

spending for expansion of present facilities is 
expected next year to remain at its present 
high level, as the previous survey already in
dicated. Nevertheless, there seems to be an 
increasing interest in expansion, judging 
from the fact that almost five out of every ten 
manufacturing firms reporting on the question 
consider present facilities less than adequate 
(compared with four firms out of ten in the 
spring).

TABLE II
Capital Spending by Cleveland Area Firms 
(Fall 1966 Survey)
Percent D istribution o f Total Spending by  Type* 
(Between Structures and Equipment and Between 
Expansion and Replacement)

Structures! Expansion!

1965 1966 1967 1965 1966 1967

MANUFACTURING 1 8% 00 
1 1

15% 6 3% 6 6% 6 7%
Durable goods 15 17 15 62 65 66

Primary metals 12 11 11 74 75 79
Fabricated

metals 21 27 47 36 39 22
Machinery 13 19 31 67 69 66
Electrical

equipment 16 48 27 63 62 72
Transportation

equipment 18 11 6 48 61 51
Other durables§ 1 4 12 22 35 54 72

Nondurable
goods 45 32 22 68 70 74
Printing and 

publishing 36 16 5 78 65 50
Chemicals 51 36 32 83 85 89
Other

nondurables# 68 65 11 71 75 58
PUBLIC UTILITIES 26 26 23 68 70 69
TOTAL 2 0 % 2 1% 17% 6 5 % 6 7% 6 7%

*  Based only upon returns in which these breakdowns were supplied, 
f  Spending fo r equipment equals 1 00 %  less the percentage 

shown fo r structures.
J Spending fo r replacement equals 100%  less the percentage 

shown fo r expansion.
§ Includes ordnance, instruments, miscellaneous manufacturing.
§ Includes food, textiles, petroleum, rubber.

Source: Federal Reserve Bank o f Cleveland
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Eight out of every nine Cleveland business 
firms providing data on financing expect to 
have sufficient internal funds to cover all 
capital spending in 1966 and 1967; in 1965, 
an insignificantly larger proportion—11 out 
of every 12 firms—relied solely on internal 
financing. Measured in dollars, 88 percent 
of all capital spending was internally financed 
in 1965, while internal funds in 1966 and 
1967 are expected to cover 81 percent and 
83 percent of total investments, respectively.

CINCINNATI

Returns from the latest survey of capital 
spending by business firms in the seven- 
county Cincinnati metropolitan area, con
ducted by this bank with the cooperation of 
the Greater Cincinnati Chamber of Commerce, 
indicate that overall spending plans in the 
area have been considerably revised since 
the spring survey. The earlier survey had 
revealed that spending plans for 1966 were 
well above the level estimated for the same 
year in the fall of 1965. The latest estimates 
erase much of the upward revision made last 
spring, showing a total for 1966 almost 10 
percent lower than expected in the spring.

Despite the net reduction in the dollar total 
from the earlier estimate, the fall survey found 
that as many individual firms reported up
ward revisions for 1966 as reported lower 
figures. For 1967, twice as many firms in
creased as decreased earlier spending plans, 
which raised the dollar total by less than 2 
percent.

Total capital spending in the Cincinnati 
area in 1966—as Table III shows—is now ex
pected to exceed the 1965 figure by 34 per
cent, and by 39 percent for manufacturing

TABLE III
Capital Spending by Cincinnati Area Firms 
(Fall 1966 Survey)
Y ear-to -Y ear Percent Changes

1965 (actual) 1966 (planned) 
to to

1 966  (planned) 1 9 67  (planned)

MANUFACTURING . . . . + 3 9 % — 2 %
Durable g o o d s ................... + 56 — 9

Primary and fabrica ted
m e ta ls * ............................ + 1 + 7

M a c h in e r y ........................ + 41 — 25
Electrical equipment . . — 23 + 41
Transportation equipment +  248 — 8
Other durab lesf . . . . — ■ 49 — 24

Nondurable goods. . . . + 25 + 4

+ 33 — 5
— 26 + 33

Printing and publishing . +  122 — 4
C h e m ic a ls ........................ + 14 + 14

PUBLIC UTILITIES................... + 23 + 13
T O T A L ...................................... + 34% + 2 %

*  Combined in o rde r to preclude disclosure o f individual estab
lishment data, 

f  Includes stone-clay-glass, instruments, 
miscellaneous manufacturing.

Source: Federal Reserve Bank o f Cleveland

industries. For next year, a 2-percent increase 
in total spending by all firms is anticipated; 
spending by manufacturing firms is expected 
to decline by 2 percent. (These figures reflect 
the fact that spending data were not received 
in the latest survey for a large manufacturing 
concern whose spending plans for 1967 
had been reported in the spring survey at 
almost five times the size of the multi-million 
dollar amount scheduled to be spent in 1966. 
If figures of the magnitude previously re
ported were included in the fall survey, the 
manufacturing group would show an 8-per
cent gain for 1967 and the increase for all 
firms would be 9 percent instead of 2 percent.)

The share of total spending earmarked for 
new structures shows a marked decline in
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1967 compared with 1966 (see Table IV). 
The decline is largely the result of a shift in 
spending in the transportation equipment in
dustry, where close to one-third of this year's 
huge spending is for new structures while 
virtually none of next year's outlays will be 
so used. Similarly, the rise next year in spend
ing for expansion of facilities as a proportion 
of total spending—shown in Table IV—re-

TABLE IV
Capital Spending by Cincinnati Area Firms 
(Fall 1966 Survey)
Percent D istribution o f Total Spending by Type* 
(Between Structures and Equipment and Between 
Expansion and Replacement)

Structuresf Expansion^

1965 1966 1967 1965 1966 1967

MANUFACTURING 3 2% 3 0% 2 1% 6 3% 6 5% 7 5 %
Durable goods 26 26 6 53 65 73

Primary and 
fab rica ted  
metals§ 22 17 35 8 14 28

Machinery 8 12 13 75 79 69
Electrical

equipment 20 18 8 32 56 74
Transportation

equipment 17 31 1 34 66 78
O ther durables# 63 34 17 86 81 77

Nondurable
goods 38 34 39 72 64 77

Food 54 47 57 47 41 65
Paper 2 3 11 52 53 44
Printing and 

publishing 16 5 41 66 19 56
Chemicals 38 32 32 86 89 88

PUBLIC UTILITIES 31 30 39 72 75 78
TOTAL 3 2% 3 0% 25% 6 5% 6 8% 7 6 %

* Based only upon returns in which these breakdowns were supplied. 
f-Spending fo r equipment equals 100%  less the percentage

shown fo r structures.
J Spending fo r replacement equals 100%  less the percentage 

shown fo r expansion.
§ Combined in o rder to  preclude disclosure o f individual estab

lishment data.
# Includes stone-clay-glass, instruments, 

miscellaneous manufacturing.

Source: Federal Reserve Bank o f Cleveland

fleets developments in the transportation 
equipment industry, together with a continued 
high rate of spending for expansion in the 
chemicals industry.

The larger share of spending for expansion, 
however, does not find support in the replies 
to the question concerning the adequacy of 
present productive facilities. If anything, those 
replies suggest an easing rather than a tight
ening of pressure on capacity. Two-thirds of 
the responses in the most recent survey indi
cated adequate facilities—up from 57 percent 
in the spring survey—while only one-fourth 
of the replies indicated insufficient capacity, 
which is less than the one-third that reported 
a shortage of capacity in the spring.

Internal financing is expected to be suffici
ent to cover 88 percent of this year's and 81 
percent of next year's total spending of firms 
supplying information on financing. Both 
figures are lower than the percentage actually 
financed internally in 1965 and lower than 
the percentages for 1966 and 1967 expected 
at the time of the spring survey.

PITTSBURGH

Business concerns in the four-county Pitts
burgh metropolitan area intend to spend 11 
percent more for new plant and equipment in 
1967 than in 1966, as indicated by the results 
of a survey conducted at the end of September 
by the University of Pittsburgh's Bureau of 
Business Research under arrangements with 
this bank. A similar survey taken in the spring 
of this year had shown a 10-percent decline 
in spending plans from 1966 to 1967, follow
ing a 20-percent rise from 1965 to 1966.

Next year's expected 11-percent increase 
in total spending combines a 2-percent rise
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in spending by manufacturing industries as 
a group with a 19-percent rise by nonmanu
facturing industries. The latter increase is 
scheduled to occur despite an anticipated re
duction in spending by the public utilities 
(see TableV). Within the manufacturing sec
tor, substantial increases planned by manu
facturers of durable goods, notably in the 
primary metal industries, will be partially 
offset by lower spending within the nondur
able goods group.

Compared with spending estimates for 1967 
at the time of the spring survey, current esti
mates represent a smaller relative increase 
for the manufacturing group and a change 
from an anticipated decline to an increase 
for the nonmanufacturing group (as well as 
for both groups combined).

A larger share of each dollar will be spent 
for new machinery and equipment by manu
facturing firms in 1967 than in 1966 (see 
Table VI). In total dollars, manufacturing 
firms next year will spend 7 percent more for 
equipment and 18 percent less for structures
than in 1966.

TABLE V
Capital Spending by Pittsburgh Area Firms 
(Fall 1966 Survey)
Percent Change from  1966 (planned) to 
1 9 6 7  (planned)

M A N U F A C T U R IN G ..................................................................+  2 %
Durable g o o d s ...................................................................... +  8
Nondurable g o o d s ............................................................. — 48

TRANSPORTATION..................................................................+ 7 2
PUBLIC UTILITIES.......................................................................— 20
RETAIL T R A D E ........................................................................... + 1 2
T O T A L ......................................................................................... + 1 1 %

Sources: University o f Pittsburgh and
Federal Reserve Bank o f Cleveland

TABLE VI
Capital Spending by Pittsburgh Area Firms 
(Fall 1966 Survey)
Percent Distribution o f Total Spending by Type* 
(Between Structures and Equipment and Between 
Expansion and Replacement)

Structures! Expansion!];

1966 1967 1966 1967

MANUFACTURING . . . . 2 2% 17% 2 7% 3 9%
Durable goods . . . . 23 18 26 38
Nondurable goods . . . 9 13 34 42

TRANSPORTATION . . . 12 16 7 12
PUBLIC UTILITIES . . . . 37 41 58 56
RETAIL TRADE................... . 20 24 46 64
TOTAL ............................ , 2 3 % 2 2% 2 9 % 35%

* Based upon returns in which these breakdowns were supplied, 
f  Spending fo r equipment equals 1 00%  less the percentage 

shown fo r structures, 
f  Spending fo r replacement equals 1 0 0 %  less the percentage 

shown fo r expansion.

Sources: University o f Pittsburgh and
Federal Reserve Bank o f Cleveland

Spending for replacement and moderni
zation of present facilities will continue next 
year to claim a larger share of total spending 
than spending for expansion. The share of 
the latter, however, is expected to rise appre
ciably next year, particularly in the manufac
turing industries, restoring the distribution 
to about the proportions prevailing in 1965. 
While increased spending for expansion 
might suggest a growing shortage of indus
trial capacity, such a conclusion is not in
dicated by the survey results. Of firms answer
ing the question concerning capacity, only 
28 percent of those in manufacturing and 38 
percent of those in nonmanufacturing indus
tries considered present facilities less than 
required, proportions reasonably close to 
those reported earlier.

Six of every ten firms supplying information 
on financing capital spending indicated ex-
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elusive use of internal funds for 1966 or 1967. 
Measured in dollars, internal funds are ex
pected to cover 95 percent of total spending 
next year by manufacturing firms, and about 
three-fourths of total spending by nonmanu
facturing firms, in contrast to about two-thirds 
of total spending by each group being covered 
by internal funds in 1966. It is an open ques
tion whether the substantial increase in use 
of internal funds next year reflects some easing 
of corporate liquidity or is the result of re
duced availability of external funds.

CONCLUSION

Capital spending plans in the three largest 
areas of the Fourth District are sufficiently 
mixed to preclude their being used as a single 
entity either to support or refute findings of 
recent nationwide surveys of capital spending.

The predicted slowdown in the national rate 
of new capital investment—from a 17- percent 
increase in 1966 to a three to five percent 
rise in 1967—conforms generally to expec
tations in the Cincinnati area but not in the 
Cleveland area.

It is perhaps timely to repeat that capital 
spending in a given local area tends to follow 
its own pattern, which may differ appreciably 
from the patterns of other local areas or of the 
nation as a whole. This is the case because of 
differences in industrial composition and dif
ferences in timing of local plans of plant mod
ernization or expansion, as well as because 
of the relative smallness of the sample of 
firms covered by a local survey compared 
with the number of firms usually included in 
national surveys.
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