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I appreciate the opportunity to meet with this Committee once
again to present the views of the Board of Governors on the condition
of our national economy.

Our overall economic performance during the past year has
left much to be desired. Unemployment rose to more than 6 per cent
of the civilian labor force by year end. Idle industrial capacity in-
creased. Business profits deteriorated further. The price level con-
tinued to rise sharply. Our balance of payments remained in an un-
satisfactory condition, These frustrations and disappointments cannot
be overlooked; but they also must not be allowed to blind us to the pro-
gress that our nation has been making toward the restoration of its
economic health,

Underneath the surface of aggregate economic activity, major
changes took place during 1970, and they have been--on the whole--in
harmony with the aspirations of the Congress and the American people.
Thus, the defense sector of our economy has continued to shrink, with
employment in this sector--when the reduction of the armed forces is
counted in--declining three-quarters of a million during the past year.
Also, the protracted investment boomn in business fixed capital~-whose
continuance would have necessitated a major retrenchment later on--

has tapered off. Meanwhile, the homebuilding industry hag in recent
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months been experiencing a great upsurge of activity. And our trade
surplus--which had plummeted from 1965 to 1969--began to recover
as our exports rose relative to imports., These several developments
have imparted better balance to our national use of resources, and
thereby promise to contribute to economic and social progress.

Another highly significant development of the past year was
a dramatic change in business attitudes toward the control of costs.
As product markets became more competitive and costs continued to
mount, business managers in increasing numbers finally recognized
that their profit margins, which had been gradually eroding since
1965, would drop sharply further unless ways were found to improve
efficiency substantially. Vigorous efforts to eliminate loose and
wasteful practices resulted by the second quarter of 1970 in a re-
newed increase of output per manhour, ending a stagnation which
had lasted nearly two years. The rate of advance in unit labor costs
therefore moderated last year, even though wage rates continued to
rise at an undiminished pace.

The new attitude toward cost controls had its counterpart
in business financing, The speculative mood of the latter years of
the 1960's had given rise to loose financing practices that posed a

threat to financial stability. This became abundantly evident last






