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Rolling Out

T h e  phrasemakers of a decade ago coined 
a number of metaphors to describe 
sluggishness in the national economy— “roll

ing readjustment” and “saucering out” being 
some of the more notable examples. Eco
nomic analysts today, although failing to 
develop comparable specimens of pompous 
prose, may yet find that earlier phraseology 
useful for describing the present business 
scene.

The economy at midyear appeared to be 
doing a reasonably good job of readjusting 
and saucering. In general, it showed strong 
signs of rolling out from under the problems 
caused by the massive shifts in spending of 
the past two years, when resources were 
pulled into the defense and business-invest- 
ment sectors and pulled away from the hous
ing and consumer-goods areas.

In the second quarter of 1967, GN P rose 
by $9 billion to a $775-billion annual rate. 
(Following the annual data-revision process 
at midyear, the G N P estimate for the first 
quarter is now about %2 Vi billion higher 
than the figure heretofore used, but the pat
tern of developments is not changed.) More 
important, real (price-adjusted) GN P rose 
by a small amount during the spring months 
after failing to increase in the January-M arch 
period.

Industrial production in July was 2 per
cent below the December peak, as the early- 
summer period witnessed increased output of 
autos, crude petroleum, and defense equip
ment, along with strike settlements in several 
major industries. In Wall Street meanwhile a 
long-anticipated summer rally finally got un
derway.

Viewing all of this, Economic Adviser 
Ackley reported to Congress at midyear that 
“The resurgence of economic activity is 
clearly on the horizon. There is no longer a

significant risk that inventory adjustment 
might cumulate into a severe and prolonged 
slowdown, and there is mounting evidence 
of growing strength in many areas of the 
economy.”

Clearing the shelves
By midyear, indeed, the inventory read

justment that had generated the early 1967 
sluggishness seemed to have accomplished 
most of its task. The second quarter, in par
ticular, witnessed a sharp slowdown in the 
rate of inventory expansion. In that period, 
stocks increased at only a $ Vi-billion annual 
rate, in sharp contrast to the $7-billion rate 
of the preceding quarter and the clearly un
sustainable $18 V2-billion accumulation of 
fourth-quarter 1966. Thus, by midyear, much 
of the balance was restored that had been 
lost last fall when final demand began to 
slow down, provoking a production cutback 
that was neither prompt nor widespread 
enough to deal with the problem of bulging 
warehouses.

Readjustment in the trade sector was 
largely accomplished by late spring. The 
stock-sales ratio was still high in durable 
manufacturing, however, at 2.25 in June, 
after rising from 1.91 in early 1966 to 2.32 
in April 1967. The largest buildups occurred 
in the defense-related and capital-goods in
dustries; a large part of this bulge occurred 
in work-in-process inventories, presumably in 
response to the large order backlogs in those 
industries. On balance, recent performance 
indicates that the typical firm is not jettison
ing its inventories, but instead is attempting 
to adjust through the normal growth of sales 
rather than through any sharp decline in 
stocks.

Enough capacity?
In the capital-investment sector, business 

spending hovered around an $ 8 1-billion an
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nual rate in the second quarter of the year, 
thus remaining near the high plateau reached 
in the last months of 1966. Durable-equip- 
ment expenditures tended to edge up during 
the spring months, but industrial-commercial 
building continued to decline, as it had 
throughout most of the preceding year.

In this spring’s Commerce-SEC invest- 
ment-planning survey, b u s i n e s s m e n  reaf
firmed their expectation of a gradual upturn 
in expenditures. The 1967 total is now pro
jected at 3 percent above the 1966 level, fol
lowing a 17-percent jump in the 1965-66 
period.

The survey showed a definite decline in 
pressures on industrial capacity. (In  a sep
arate Federal Reserve study, manufacturers 
were reported operating at less than 85-per- 
cent capacity in the June quarter, as against 
the 91-percent level maintained throughout 
most of 1966.) Manufacturers started fewer 
investment projects in the first quarter of 
1967 than in any other period of the last 
two years, and the carryover of uncompleted 
projects meanwhile rose less than seasonally.

In this spring's investment survey, too, 
planned outlays were revised downward from

Strength in other sectors offset
by weakness in business investment
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earlier surveys, as they always are during 
periods of business sluggishness. As a result, 
this sector may not be exceptionally strong 
in coming months. On the other hand, the 
spending outlook may receive welcome sup
port from the restoration of the investment- 
tax credit, and this factor should be rein
forced by the rising trend since February in 
new orders for machinery.

Foreign buying, military buying
The foreign-trade sector contributed some

what more to GNP growth recently than it 
did in late 1966, as net exports exceeded a 
$5-billion rate in both of the first two quar
ters of this year. The improvement was due 
to continued strength of exports despite the 
sluggishness in the European market, along 
with a slower growth in import spending 
because of the sluggishness in domestic de
mand. The import trend happily has been 
fairly level so far this year, in contrast to the 
trend in the preceding 12-month period, 
when total imports of goods and services 
(including military expenditures abroad) 
jumped by 17 percent.

In the defense sector, spending continued 
to rise during the spring period, although 
more slowly than heretofore. At a %12Vi- 
billion rate, the spending increase in the 
June quarter was the smallest quarterly gain 
since late 1965. The trend, of course, con
tinues upward, but the increase in defense 
and other Federal purchases over the year 
ahead is now projected at less than half the 
average gain of the past year.

More consumer buying?
Consumer spending, at a $489-billion an

nual rate in the second quarter, rose more 
sharply than at any other time in the past 
year, as a recovery in the auto sector went 
along with average gains in consumer non
durables and services. Even so, increases in 
consumer expeditures so far this year have 
not been especially large in terms of recent
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growth of income.
The slowdown in consumer outlays could 

be traced back to early 1966, a time when 
purchasing power came under the pressure 
of higher taxes and prices. Consumers in 
1966 had to face heavy income-tax settle
ments in April, and then the imposition of 
progressive withholding schedules in May, 
following a higher social-security tax sched
ule at the very outset of the year.

Along with this, they had to face a 3.3- 
percent increase in the consumer price index 
over the December-to-December period, so 
that family purchasing power was sharply 
affected throughout the year. Moreover, in
come and spending plans in early 1967 were 
again affected by manufacturing layoffs and 
reductions in overtime, plus a withdrawal 
from the labor force of secondary bread
winners, such as housewives and teenagers.

But incomes continued to rise throughout 
the first half of 1967 despite these retarding 
factors, and consumer spending thus showed 
considerable strength by midyear, with re
covery sharply noticeable in the auto market. 
Total spending for autos and parts rose to 
a $30-billion annual rate in the second quar
ter— considerably better than in early 1967 
and close to the peak levels reached at sev
eral times during the preceding years. Deal
ers’ sales of new domestic cars rose to an 
8 Vi-million-unit annual rate during June and 
continued high in July. For the January- 
June period as a whole, the domestic indus
try still had little to crow about, but foreign- 
car sales during this period were one-sixth 
ahead of their already fast 1966 pace.

More housing?
New residential construction, at a $23- 

billion rate in the June quarter, was at its 
best level of the past year, although it still 
lagged somewhat behind earlier peak levels. 
New housing starts, meanwhile, were up 
about one-fourth over the late-1966 quar
terly low.

Housing at midyear was affected by the 
clamorous business and state-local demand 
for long-term funds. The mortgage market 
at that time registered some increases in 
rates, along with the reappearance of dis
counts on FH A  mortgages, despite the large 
flow of funds into the nation’s thrift insti
tutions.

Strong forces, nonetheless, supported the 
recovery in housing. Continued improve
ment in consumer income, demographic fac
tors, and reduced vacancy rates, along with 
the recent improvement in the liquidity of 
thrift institutions, all contributed to the ex
pectation of a gradual recovery in this key 
sector of the economy.

Labor and its price
Sluggishness in the labor market was re

flected by midyear in rising unemployment. 
The June rate, 4.0 percent, was the highest 
rate of the last year and a half, but the rate 
undoubtedly would have reachcd that level 
earlier this year if there had not been a sig
nificant downtrend until June in the civilian 
labor force.

June and July, however, witnessed re
newed expansion of employment and of the

Spending responds to income gain 
after paralleling earlier slowdown
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working force, as well as a  reduction in the 
jobless rate to 3.9 percent.

The price of labor at midyear reflected 
the still intense competition for professional 
and technical workers, but it did not reflect 
to any great extent the reduced pressure on 
the labor market generally. Labor negotia
tions at this stage were affected by earlier 
cost-of-living increases and by the effects of 
the new minimum-wage law, so that wage 
rates recently have tended to rise as fast 
as they did a year ago.

Prices and taxes
Price developments generally remained 

somewhat mixed. To some extent, they re
sponded to the reduced pressure of demand 
against available resources. The wholesale 
price of industrial commodities has held 
stable at about 106 percent of the 1957-59 
base, as price increases for some finished 
products have offset the continued weakness 
in industrial materials, now 7 percent below 
year-ago leve ls .

But prices at the consumer level reflected 
the after-effects of the inflationary pressures 
generated last year, rising to 116 percent of 
the 1957-59 base in June. The index had 
risen rather slowly earlier this year because 
of declining food prices, but it has remained 
under constant pressure because of the up
trend in non-food commodities and non-rent 
services— and this pressure increased when 
food prices turned up again in May.

By midsummer, these conflicting forces 
brought about a continued gain in income 
which in turn presaged further strength in 
market demand.

Sluggish business helps reduce
pressures on wholesale prices
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In a midyear Congressional appearance, 
the Council of Economic Advisers foresaw 
a turn-around in inventory investment, con
tinued strength in business and government 
purchases, and associated gains in consumer 
outlays. Given these assumptions, the Coun
cil projected a G N P increase over the next 
year of $50 to $60 billion— a gain which 
at the upper end of the spectrum would ex
ceed the growth in the capacity of the na
tional economy.

The Council argued that without new pol
icy restraints the spending pace would be 
likely to exceed the permissible upper limit, 
so that a tax increase would be necessary to 
moderate the growth of demand. In  Chair
man Ackley's words: “The economy is not 
advancing too rapidly today— indeed some 
further acceleration will be welcomed. But 
it will not be appropriate for very much 
longer.” William Burke
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