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P r o s p e r i t y ,

Pressures, and Prices
\  VIGOROUS RISE in economic activity in the latter half 

of 1965 has extended through the first quarter of 1966. A surge 
in demand has yielded a large increase in output and a further 
reduction of unemployed resources, but it has also resulted in 
price increases.

The money supply grew about as rapidly from November to 
March as last summer and fall. Paradoxically, time deposits at 
commercial banks have increased at a slower rate since the early 
December rise in some interest rate ceilings.

Demands for funds, especially by corporations and govern
ment, have been very strong, causing many interest rates to 
rise further in the first quarter of 1966.

P ro d u ctio n  a n d  R eso u rc e  Use
Despite a smaller volume of unused resources, industrial pro

duction continued to rise in the first three months of 1966. From 
last October to February industrial output went up at a 13 per 
cent annual rate. This recent rapid growth rate compares with a
6 per cent rate from December 1964 to October 1965 and a 5 per 
cent average rate from 1960 to 1964. Preliminary data indicate 
that production continued to increase in March.

The rise in production in recent months has been paced by 
surging output of equipment for business and the military. From 
February 1965 to February 1966 equipment production rose 18
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per cent compared with a 5 per cent rise in the pro
duction of consumer goods.

Industrial Production

P e rc e n ta g e s  a re  a n n u a l ra tes o f ch a n g e  b e tw e e n  m onths in d ic a te d .
La tes t d a ta  p lo tte d : F e b ru a ry  p re lim in a ry

Employment increases have been large in recent 
months. Payroll employment rose at a 7.3 per cent 
annual rate from October to March. Total employ
ment, which includes the agricultural sector where 
there has continued to be net declines, has risen at a
2.9 per cent rate since October. By way of compari
son, the number of persons of working age (18 to 64 
years) is now growing at about a 1.6 per cent rate. 
Total employment rose at a 2.6 per cent rate from 
December 1964 to October and at a 1.4 per cent aver
age rate from 1960 to 1964.

Payroll Employment
A n n u a l  Rates of C h a n g e

Per Cent Per Cent

of change.
Percentages are annual rates of change between months indicated.
Latest data plotted: March preliminary

Increasing pressure on labor markets is evidenced 
by a rising average workweek in manufacturing, a 
lower unemployment rate, a higher level of job quit- 
tings, and increased reports of unfilled positions. The 
average workweek for all manufacturing industries 
was a post-World War II high of 41.6 hours in March. 
The unemployment rate declined to 3.8 per cent in 
March compared with 4.3 per cent in October. The

number of job quittings, which usually rises when the 
labor market is tight and workers can more readily 
change jobs, rose from 1.7 per 100 employees in June 
to 2.0 in September and 2.4 in January.

P rices
After virtual stability from 1958 to mid-1964 the 

wholesale price index rose at a 2.3 per cent annual 
rate from mid-1964 to last October. These prices went 
up at a rapid 6.5 per cent rate from October to Febru
ary, but weekly data indicate little further rise in 
March. Consumer prices rose at a 3.3 per cent rate 
from October to February compared with a 1.7 per 
cent rate from mid-1964 to October. The rise since 
October would have been more pronounced had it not 
been for excise tax cuts at the beginning of the year.

Source: U .S. D e p a rtm e n t o f Labor

Rising prices of farm products and processed foods, 
especially livestock, have accounted for a large part of 
the rise of wholesale prices. These prices have risen 
at a 19 per cent rate since last October, and from 
June 1964 to October they increased at a 5 per cent 
rate. Some agricultural and food prices have risen 
rapidly because of limited supplies, yet if supplies had 
been normal in this field of inelastic demand, demand
might have spread into other areas and other prices
might have gone up more.

PRICES
Annual Rates of Change

June 1964 October 1965
to October 1965 to February 1966

2.3% 6.5%

Wholesale industrials ........... 1.4 3.0

Crude materials................ 4.7 11.3

Intermediate materials...... 1.5 2.1

Finished goods ................ 1.1 2.6

Wholesale farm products and
processed foods ........... 5.0 18.7

1.7 3.3
2.5 9.6

Commodities other than food.. 0.7 0.3
2.3 2.6
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Wholesale industrial prices have risen at a 3.0 per 
cent rate since October, after inching up at a 1.4 per 
cent rate from mid-1964 to October. Prices of crude 
materials have been the most rapidly rising of indus
trial prices.

Actual wholesale prices may have risen faster in 
recent months than the rate indicated by the indexes 
in view of elimination of discounts and emergence of 
supplementary payments which may not be fully re
flected in the indexes.

T h e O utlook fo r  Total D e m a n d  a n d  
S u p p ly
Price movements in coming months will depend 

upon both the strength of aggregate demand and the 
growth of output and imports. Total demand is in
fluenced by monetary and fiscal actions, by exports, 
and by private propensities to buy consumer and capi
tal goods and services. Production is limited by growth 
of the labor force, basic resources, plant capacity, and 
technology. How closely the economy approaches its 
full capacity to produce depends in large measure on 
total demand. Growth of demand more rapid than 
possibilities for real production spells price inflation.

A stimulative fiscal situation, the recent rapid mon
etary expansion, burgeoning plant and equipment ex
penditures, and the strong momentum and optimistic 
expectations all point to continued strong demand in 
the near future. However, these factors may in some 
measure be offset by limited credit expansion, in
creases in interest rates, and shortages of some mate
rials, which could moderate demand by delaying some 
investment by businesses and state and local govern
ments. Also, the recent interest rate increases and the 
accompanying declines in prices of bonds, mortgages, 
and preferred stocks have reduced the money value 
of wealth and could dampen consumer and business 
expenditure plans.

The high-employment budget, which is described 
as a measure of fiscal impact on page 6 of this Review, 
is at its most stimulative condition in years and is ex
pected to become even more expansionary throughout
1966. The economy may now be experiencing even 
more stimulation from Federal actions than indicated 
by the high-employment budget. The economic im
pact of much of the defense build-up is currently 
being felt, but some of these expenditures do not show 
up in the budget until later when payments are made. 
Conversely, any future reduction or leveling in defense 
procurement may not be mirrored immediately by the 
budget so that the budget might then appear decep
tively stimulative. The stimulative relation between 
Federal tax rates and Federal expenditures provides a

A release endtled "R ates of Change in Eco
nomic Data for Ten Industrial Countries, A n
nual D ata 1948-1965” has been prepared by the 
Research Departm ent of this bank. It contains 
tables of compounded annual rates of change 
for seven time series relating to money supply, 
prices, employment, and output for Belgium, 
Canada, France, Germany, Italy, Japan, the 
Netherlands, Switzerland, the United Kingdom, 
and the United States. T o  obtain copies of this 
publication and to be placed on a mailing list 
to receive similar releases in the future, write the 
Research D epartm ent, Federal Reserve Bank of 
St. Louis, P. O. B ox 442 , St. Louis, Missouri 
63166.

demand for loan funds, a kind of dissaving, and there
by a major force working for high interest rates.

A higher level of unfilled orders, rising prices, high 
rates of capacity utilization, and prospects for further 
expansion of demand have encouraged business plans 
to invest heavily in modernizing facilities and building 
new plant and equipment. These expenditures are ten
tatively expected to increase 16 per cent from 1965 to
1966, after rising 15 per cent from 1964 to 1965. An 
attempt to carry out such expenditures should provide 
a major stimulus to total demand.

However, some of the planned investment by busi
nesses may be discouraged by limited saving and 
credit supplies and higher interest rates. Some pro
posed corporate and local government issues have 
been postponed until more favorable terms can be ob
tained. A reduced inventory accumulation in January 
may reflect in some measure a limited flow of credit 
and higher interest rates.

While rising personal income and a generally bright 
economic outlook are tending to encourage consumer 
expenditures, reduced prices of many financial assets 
and higher interest rates on mortgages and consumer 
loans could dampen consumer decisions to spend, 
thereby limiting demand. Increased interest rates are 
a retarding influence on all capital values, including 
common stocks and real estate, since they are the basis 
for capitalizing an expected stream of income. Long
term Government, municipal, and corporate bond 
prices have declined about 5 per cent since last sum
mer.

The prospects for further gains in production are 
favorable because the labor force is growing and large 
plant and equipment expenditures in recent years pro
vide added capacity and increase the productivity of 
labor. However, output can scarcely expand at the 
rate prevailing since mid-1964, since the growth of the
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labor force is not expected to accelerate and the pool 
of unemployed workers has been greatly reduced. If 
the labor force and total employment were to continue 
to grow at rates prevailing from October to February, 
the unemployment rate would fall to nearly 2 per cent 
by the end of the year. Shortages of skilled labor and 
of some materials hinder growth of production. If total 
demand is limited by fiscal policy or by limitations on 
the flow of credit and higher interest rates, practical 
potential for real output may be achieved while price 
inflation is at the same time avoided.

M o netary  D evelo p m en ts
Money supply growth has continued at a rapid rate 

since November. Bank credit expansion slackened from 
January to March, which may indicate a diversion of 
credit flows from bank time deposits into capital mar
kets. Intensified credit demands have resulted in sub
stantial increases in interest rates in the first quarter.

The money supply grew at an estimated 6.5 per cent 
annual rate from November to March, a little greater 
than the 5.9 per cent rate from June to November.

Money Supply
D o l la r  A m o un t s

From 1960 to mid-1965 the money supply grew at an 
average 2.8 per cent annual rate.

Time deposit growth at commercial banks has been 
at a reduced 9 per cent rate in the November-March

Time D e po s i t  G r o w t h  in Selected Per iods

Interest rate ceilings on time deposits were raised on January 1, 1957, 
January 1, 1962, and December 9, 1965. Bars on chart show rates of 
change of time deposits over the six-month period before and the 
four-month period after the change in deposit interest rates ceilings.

Latest da ta  plotted: M arch  estim ated
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Latest data plotted: March preliminary

A n n u a l  Rates  of C h a n g e
M o n th ly  A v e r a a e s  o f D a i lv  F im irA s
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period, despite increases in early December in the 
maximum rates payable on bank time deposits (other 
than savings deposits). Time deposits grew at an 18 
per cent rate from last June to November.

In the four months following a relaxation of Regula
tion Q in January 1957, time deposits rose at a 13 
per cent rate compared with a 4.8 per cent rate in the 
preceding five months. In the four months following 
the January 1962 relaxation of Regulation Q, time de
posits jumped at a 24 per cent rate compared with an
11 per cent rate of rise in the last five months of 1961. 
In these earlier periods maximum rates payable on 
savings deposits as well as on other time deposits were 
raised.

According to reports from larger banks, the reduced 
inflow of time deposits in recent months has resulted 
from slow growth of savings deposits (where the ceil
ing remained at 4 per cent) and large negotiable cer
tificates of deposit. “Other” time deposits have risen at 
a 43 per cent annual rate since November. Some of 
this gain probably reflects a shifting of funds from 
savings deposits to small certificates of deposit.

Deposit inflows at nonbank financial intermediaries 
have also been slower in recent months, possibly in
dicating that the flow of saving has been diverted from 
financial institutions into other markets or directly into 
investment goods. Proceeds from the sale of bonds 
have been unusually large in recent months.

Money supply plus time deposits rose at a 7.7 per 
cent annual rate from October to February, after rising 
at a 12 per cent rate from last May to October and 
at a 7.6 per cent rate in the seven-month period from 
October 1964 to May 1965. Fluctuations in the flow of 
time deposits into banks resulting from changes in 
channels of flows of funds probably do not reflect or 
constitute monetary action or policy. Accordingly, 
there is considerable question regarding money plus 
time deposits as a strategic economic variable.

Bank credit, movements of which correspond rough
ly to those of money supply plus time deposits, expand
ed at an estimated 6 per cent rate from January to 
March and at a 9 per cent rate from October to March. 
This credit rose at an average 8 per cent rate from 1960 
to 1965. In the most recent months banks have re
sponded to strong credit demands by rapidly expand
ing holdings of loans and “other” securities and by re
ducing holdings of Government securities.

Business loan growth has accelerated from what was 
already an advanced rate. These loans rose at an esti
mated 22 per cent rate from November to March com
pared with a 20 per cent rise over the previous year 
and a 7 per cent average rate of gain from 1960 to

A rticles o f special in te re st
T he Monthly Review of the Federal Reserve 

Bank of Kansas City for January-February 
1966 contains two salient articles. The first ar
ticle, by Sheldon W. Stahl, is entitled "Interna
tional Monetary Reform.” It "examines the in
ternational monetary payments system in arr ef
fort to provide the fundamental background 
necessary for a meaningful understanding of the 
issues involved in any proposed reform of the 
system.” The second, written by Frederick M. 
Struble, is "Current Debate on the Term Struc
ture of Interest Rates.” It reviews the current 
state of the controversy over alternative explana
tions for the variance in rates of return on debt 
instruments with different maturities. The ex
planations presented are the segmented markets 
theory, the expectations theory, and the liquidity 
preference version of the expectations theory. 
Copies of this publication can be obtained from 
the Research Department, Federal Reserve Bank 
of Kansas City, Kansas City, Missouri 64106.

1964. Consumer and real estate loans have continued 
to rise at rapid rates in recent months.

In teres t  R ates
The strong upward trend in interest rates which 

started last July has continued in the early months of 
this year as credit demands have intensified. However, 
in March there were declines in some rates from peak 
levels reached early in the month.

INTEREST RATES
Late Late

July February March

Long term

Corporate A a a .................................... 4.48% 4.82% 4.99%

3.16 3.62 3.44

U. S. G ove rnm en t.............................. 4.15 4.66 4.54

Short term

3-month Treasury b i l ls ....................... 3.83 4.66 4.51

6-month Treasury b i l ls ....................... 3.89 4.87 4.72

Secondary yields on C D 's ................ 4.28 5.00 5.30

Commercial paper, 4- to 6-months. . 4.38 4.88 5.38

Prime rate ........................................... 4.50 5.00 5.50

The strength of corporate credit demands to finance 
investment and higher levels of activity is reflected 
in the unusually rapid expansion of business loans and 
the very large offerings of securities.

Although the Federal Government has financed 
some of its added expenditures by drawing down its 
deposits, the Treasury has been a large net borrower

(Continued on page 16)
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