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ECONOMIC REPORT OF THE PRESIDENT

To the Congress of the United States:

Last year world oil prices more than doubled. This increase will
add some $200 billion to the bill for imported oil paid by consuming
nations. Higher oil prices were the major reason for the worldwide
speedup in inflation during 1979 and the dimming of growth pros-
pects for 1980.

The United States was severely affected, as were other oil-import-
ing countries. Our share of the additional oil bill will come to almost
$45 billion this year. Partly, but not solely, because of higher oil
prices, inflation accelerated sharply. The consumer price index rose
by over 13 percent. The Nation’s output of goods and services, which
had been predicted in last year’s Economic Report to grow by 2%a per-
cent over the 4 quarters of 1979, rose by less than 1 percent.

Although growth slowed, our economy offered strong resistance to
the forces of recession. Despite virtually universal forecasts of immi-
nent recession, output continued to rise throughout the second half
of last year. Housing sales and construction held up better than ex-
pected until late in the year. By reducing their savings, consumers
maintained spending in the face of the multibillion dollar drain of
purchasing power from higher oil prices. Because business inven-
tories have been kept remarkably lean, declines in sales did not lead
to major inventory corrections. More generally, the economic recov-
ery of recent years has been free of the distortions which, in the past,
made the economy sensitive to recessionary forces.

Employment growth held up even better than output, and unem-
ployment remained under 6 percent all year. Unfortunately, the
strength of employment gains reflected a sharp decline in productiv-
ity—2 percent over the year. This fall in productivity added to costs,
and thus bore a share of the responsibility for higher inflation.

While inflation worsened in 1979, a large part of the acceleration
was concentrated in a few areas—energy; homeownership and fi-
nance; and, early in the year, farm and food products. Elsewhere con-
sumer price inflation was more moderate, as prices rose by 7.5 per-
cent over the year. Wage gains were no higher than in 1978, despite
the speedup of inflation. The government’s voluntary wage and price
standards were widely observed and limited sharply the extent to
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which inflation spread from oil and a few other troubled sectors to
the rest of the economy.

The Importance of Reducing Inflation

It is my strong conviction that inflation remains the Nation’s num-
ber one economic problem. Energy and housing prices are still mov-
ing up rapidly, adding directly to inflation and continuing to threaten
a new price-wage spiral in the rest of the economy. Even apart from
these special problem sectors, inflation is now running at an 8 to 9
percent rate, compared to 6 or 6% percent several years ago, in part
because of a disappointing productivity performance.

Our immediate objective for 1980 must be to prevent the spread of
double-digit price increases from oil and other problem sectors to
the rest of the economy. My budget and economic policies have that
as their primary goal. We share that same urgent goal with virtually
every other oil-importing country. Halting the spread of inflation is
not enough, however. We must take steps to reduce it.

Each new round of inflation since the 1960s has left our country
with a higher underlying inflation rate. Without long-term policies to
pull down the current 8 to 9 percent rate, our Nation will remain vul-
nerable to still further increases. Another sharp rise in oil prices or a
worldwide crop shortage could provide the next turn of the ratchet.
Failure to lower inflation after the latest episode would strengthen
long-run inflationary expectations and erode resistance to even larger
wage and price increases. Over the longer term, we will either bring
inflation down or it will assuredly get worse.

A Strategy for Dealing with Inflation

To fight inflation I propose that we act along four lines. The first
and most immediate of these is fiscal and monetary restraint:

* Under the economic conditions that now confront us we must
concentrate on reducing the budget deficit by holding down
Federal spending and forgoing tax reductions. We cannot afford
a permissive economic environment in which the oil-led inflation
of 1979 gives rise to a widespread acceleration of wage and price
increases in 1980 and 1981.

* To reduce inflation in subsequent years, the budget will have to
stay tight. That does not mean that it should fail to respond to
changing economic circumstances or that taxes can never be re-
duced. But compared to an earlier less inflationary era the room
for budgetary maneuver has appreciably narrowed.

* Monetary policy will have to continue firmly in support of the
same anti-inflationary goals.
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The second line of action is restraint by the private sector in its
wage and price decisions. Aided by the deliberations of the Pay and
Price Advisory Committees appointed last year, we have been updat-
ing and improving the voluntary wage and price standards.

As a third line of action we must pursue measures to encourage
productivity growth, adapt our economy rapidly to the fact of scarcer
oil supplies, and improve our competitive standing in the world
economy. By dealing with these fundamental aspects of economic
performance, we seek to ensure that the long-term monetary and fis-
cal restraints needed to curb inflation go hand-in-hand with a healthy
growth in output, employment and living standards. These measures
will also help us reduce inflationary pressures from the cost side.

Recent history has driven home the lesson that events outside our
country——such as worldwide crop shortages or sudden increases in
OPEC oil prices—can have major inflationary effects on the domestic
economy. The fourth line of action, therefore, must be the use of
measures relating to energy and food that reduce our vulnerability to
outside inflationary shocks.

The Short-Term Economic Outlook

We face a difficult economic transition in the next year or two. Ac-
cording to my economic advisers, our economy is likely to undergo a
mild recession early this year. Most private forecasters share this
view. Consumer purchasing power is being drained away by rising
energy - prices; moreover, construction of new homes may decline
somewhat further because of limited supplies of mortgage credit and
high mortgage interest rates.

Since economic growth in recent years has been well balanced,
there are no serious distortions in our economy to intensify the
forces of recession. An economic downturn, if it occurs, should
therefore be brief and mild. By year-end our economy should be
growing again, and the pace of expansion is likely to increase in
1981.

Unemployment will probably rise moderately this year. Next year a
stronger pace of economic expansion will create more new jobs, and
unemployment will begin to come down again.

Inflation has been building in our country for a decade and a half,
and it will take many years of persistent effort to bring it back down.
This year energy prices will still go up faster than other prices, but
less so than in 1979. Some of the other special factors that contribut-
ed to inflation last year should do so to a smaller degree, or not at
all, in 1980. Enactment of the budget that I have recommended, and
continued exercise of reasonable restraint by business and labor in
their wage and price decisions should make it possible to lower the
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rate of inflation from 13 percent in 1979 to close to 10 percent in
1980, and to a range of 8 to 9 percent in 1981. But that accomplish-
ment will still leave inflation running at an entirely unacceptable
pace. We cannot, and will not, rest until reasonable price stability has
been achieved.

Budget Policies

My budget proposals will reduce the Federal deficit by more than
half to $16 billion in fiscal 1981. Accomplishing this reduction, de-
spite the effect of slower economic growth on Federal tax revenues,
has required severe restraint on Federal spending. Outlays will in-
crease from $564 billion this year to $616 billion in fiscal 1981. Al-
though real defense spending will rise, total Federal outlays, adjusted
for inflation, will remain virtually constant. I propose to reduce infla-
tion-adjusted spending outside of defense.

My 1981 budget is based squarely on the premise that bringing an
end to inflation must remain the top priority of economic policy. Not
only are budget expenditures held to the minimum level consistent
with urgent national needs, but tax reductions are forgone. This aus-
tere budget policy, accompanied by supportive policies of monetary
restraint, is a necessary condition for controlling inflation.

Citizens all across our country are facing rising tax burdens be-
cause of increased social security taxes and because inflation pushes
individuals into higher income tax brackets. They want, and deserve,
tax reductions when cuts can be granted within the framework of a
prudent budgetary policy. Businesses need greater incentives to in-
vest in the new and modern plant and equipment that is essential to
growth in our productive capacity and to long-run improvement in
economic efficiency. If we continue to keep the growth of Federal ex-
penditures under tight rein, tax reductions will be forthcoming. But I
could not and did not recommend tax relief this year.

I am aware that a mild recession is widely forecast. Indeed the esti-
mates of revenues and expenditures in my budget assume its occur-
rence. But forecasts are necessarily uncertain. Our economy has
shown remarkable resilience to date, and there is no evidence that a
recession has begun. Under those circumstances, to have recom-
mended a tax reduction and a much larger budget deficit would have
been a signal that we were not serious in our fight against inflation.
It would have increased inflationary expectations, weakened the value
of the dollar in exchange markets, and risked the translation of last
year’s oil-led inflation into a new and higher wage-price spiral in
1980. In recognition of these realities, my budget proposals concen-
trate on reducing the deficit.
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In this uncertain period, of course, economic policy cannot be
fixed in place and then forgotten. If economic conditions and pros-
pects should significantly worsen, I will be prepared to recommend
to the Congress additional fiscal measures to support output and em-
ployment in ways and under circumstances that are consistent with a
continued fight against inflation.

Restraint in the 1981 budget has been accomplished while still
moving forward with Federal programs and expenditures that ad-
dress our Nation’s critical needs.

* Outlays for defense will increase by over 3 percent in real terms.
Both strategic and conventional forces will be strengthened. Our
commitment to our NATO allies will be met, and our ability to
deploy forces rapidly anywhere in the world will be improved.
Recent events in Southwest Asia have underlined the necessity
for these actions.

* Expenditures will be raised to expand domestic energy supplies,
increase energy conservation, and provide assistance to low-
income families least able to pay higher energy prices.

¢ Support for basic research, enlarged in the past three fiscal years,
will be further expanded to a total of $5.1 billion in 1981. Sus-
tained commitment to basic research will assure continued
American scientific and technical preeminence.

* A major new initiative, for which $1.2 billion in new budget au-
thority is requested, addresses the serious problem of unemploy-
ment among disadvantaged youth.

These programs were made possible within the framework of a
tight budget by pruning less essential programs, increasing adminis-
trative efficiencies, and reducing fraud and abuse. Legislative propos-
als to reduce Federal spending will save $5% billion in fiscal 1981
and even more in subsequent years.

Pay and Price Standards

A little more than a year ago, I asked business and labor to join
with me in the fight against inflation by complying with voluntary
standards for pay and prices. Cooperation with my request was ex-
tensive. Last year’s acceleration of inflation did not represent a
breakdown of the pay and price standards. Skyrocketing energy
prices, and rising costs of home purchase and finance lay behind the
substantial worsening of inflation. Declining productivity also added
to business costs and prices.

The pay and price standards, in fact, have served the Nation well.
Although the price standards had only limited applicability to food,
energy, and housing prices, in the remaining sectors of the economy,
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for which the standards were designed, prices accelerated little dur-
ing the first year of the program. Wage increases were no larger than
in 1978, even though the cost of living rose faster. Increases in ener-
gy prices did not spill over into wages and the broad range of indus-
trial and service prices.

On September 28, 1979, my Administration and leaders of the
labor movement reached a National Accord. We agreed that our anti-
inflation policies must be both effective and equitable, and that in
fighting inflation we will not abandon our effort to pursue the goals
of full employment and balanced growth.

As an outgrowth of that Accord, I appointed a Pay Advisory Com-
mittee to work together with my Administration to review and make
recommendations on the pay standards and how they are being car-
ried out. A Price Advisory Committee was established to make rec-
ommendations with respect to the price standards.

The most immediate problem in 1980 is to ensure that last year’s
sharp increase in energy prices does not result in a new spiral of
price and wage increases that would worsen the underlying inflation
rate for many years to come. Understandably, workers, business man-
agers, and other groups want to make up for last year’s loss of real
income, and they may seek to do so by asking for larger increases in
wage rates, salaries and other forms of income. Such efforts would
not restore real incomes that have been reduced by rising world oil
prices and declining productivity, but they would intensify inflation.
Improvements in our living standards can only be achieved by mak-
ing our economy more efficient and less dependent on imported oil.

Voluntary standards for wages and prices, together with disciplined
fiscal and monetary policies, are the key ingredients in a strategy for
reducing inflation. During the years immediately ahead, monetary and
fiscal policies will seek a gradual but steady lowering of inflation. By
itself, restraint on borrowing and spending would mean relatively slow
economic growth and somewhat higher unemployment and idle capac-
ity. Effective standards for moderating wage and price increases will
lead to greater progress in lowering inflation and thereby reduce the
burden on monetary and fiscal policies and provide scope for faster
economic growth and increased jobs.

Long-Term Economic Goals

Just before my Administration took office the overall unemploy-
ment rate was still close to 8 percent. For blacks and other minor-
ities, the rate was over 13 percent and had shown little improvement
since the recovery began in early 1975.
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Since then increases in employment have been extraordinarily
large, averaging nearly 3% percent per year. The gains for women
were twice as large as for men. For blacks and other minority groups
the percentage rise in employment was half again as large as for
whites. Aided by a strongly expanded Federal jobs program for
youth, employment among black and other minority teenagers grew
by over 15 percent. Employment among Hispanic Americans rose by
over 20 percent.

Unemployment rates have come down substantally for most demo-
graphic groups. Unemployment among black teenagers, however, has
not fallen significantly and remains distressingly high.

To address the very serious problem of unemployment among dis-
advantaged youth, my Administration has substantially expanded
funds for youth employment and training programs over the past 3
years. My 1981 budget includes an important new initiative to in-
crease the skills, earning power, and employability of disadvantaged
young people.

In 1978 the Humphrey-Hawkins Full Employment and Balanced
Growth Act was passed with the active support of my Administration.
The general objectives of the act—and those of my Administration—
are to achieve full employment and reasonable price stability.

When I signed that act a little over a year ago, it was my hope that
we could achieve by 1983 the interim goals it set forth: to reduce the
overall unemployment rate to 4 percent and to achieve a 3 percent
inflation rate.

Since the end of 1978, however, huge OPEC oil price increases
have made the outlook for economic growth much worse, and at the
same time have sharply increased inflation. The economic policies I
have recommended for the next 2 years will help the economy adjust
to the impact of higher OPEC oil prices. But no policies can change
the realities which those higher prices impose.

I have therefore been forced to conclude that reaching the goals of
a 4 percent unemployment rate and 3 percent inflation by 1983 is no
longer practicable. Reduction of the unemployment rate to 4 percent
by 1983, starting from the level now expected in 1981, would require
an extraordinarily high economic growth rate. Efforts to stimulate the
economy to achieve so high a growth rate would be counterproduc-
tive. The immediate result would be extremely strong upward pres-
sure on wage rates, costs, and prices. This would undercut the basis
for sustained economic expansion and postpone still further the date
at which we could reasonably expect a return to a 4 percent unem-
ployment rate.

Reducing inflation from the 10 percent expected in 1980 to 3 per-
cent by 1983 would be an equally unrealistic expectation. Recent ex-
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perience indicates that the momentum of inflation built up over the
past 15 vears is extremely strong. A practical goal for reducing infla-
tion must take this fact into account.

Because of these economic realities, I have used the authority pro-
vided to me in the Humphrey-Hawkins Act to extend the timetable
for achieving a 4 percent unemployment rate and 3 percent inflation.
The target year for achieving 4 percent unemployment is now 1985,
a 2-year deferment. The target year for lowering inflation to 3 per-
cent has been postponed until 3 years after that.

MEASURES TO IMPROVE ECONOMIC PERFORMANCE

Achieving satisfactory economic growth, reducing unemployment,
and at the same time making steady progress in curbing inflation
constitutes an enormous challenge to economic policy.

To lower inflation, we will have to persist in the painful steps
needed to restrain demand. But demand restraint alone is not
enough. We must work to improve the supply side of our economy—
speed its adjustment to an era of scarcer energy, increase its efficien-
¢y, improve the workings of its labor markets, and expand its capital
stock. We must take measures to reduce our vulnerability to infla-
tionary events that occur outside our own economy. Only an ap-
proach that deals with both demand and supply can enable the Na-
tion to combine healthy economic growth with price stability.

Long-Run Energy Policies

Over the past 3 years I have devoted a large part of my own efforts
and those of my Administration toward putting in place a long-term
energy policy for this Nation. With the cooperation of the Congress
much has already been accomplished or stands on the threshold of
final enactment.

The phased decontrol of natural gas and domestic crude oil prices
will provide strong, unambiguous signals encouraging energy conser-
vation and stumulating the development of domestic energy supplies.
But decontrol of oil, in the face of very high OPEC prices, inevitably
generates substantial windfall profits. The windfall profits tax I have
proposed will capture a significant portion of these windfalls for pub-
lic use.

The increased Federal revenues from this tax will make it possible
to cushion the poor from the effects of higher oil prices, to increase
our investment in mass transit, and to support programs of acceler-
ated replacement of oil-fired electricity generation facilities and in-
creased residential and commercial energy conservation. I have also
proposed incentives for the development of energy from solar and
biomass sources, and have asked the Congress for authority to create
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an Energy Security Corporation to provide incentives and assistance
on a business-like basis for the accelerated development of synthetic
fuels. Other legislation that I have proposed, which is also now be-
fore a Conference Committee of the Congress, would create an Ener-
gy Mobilization Board to cut the red tape and speed the develop-
ment of essential energy projects. I urge the Congress to take the
final steps to enact the enabling legislation for my energy initiatives.

These policies will sharply increase the efficiency with which our
Nation uses energy and widen the range of economically feasible en-
ergy sources. In so doing, they will help make our economy less in-
flation-prone. They will also drastically cut our reliance on imported
oil, and by making our Nation less vulnerable to sudden increases in
world oil prices, reduce the probability of sudden inflationary surges.

By the end of this decade, we will be well on the way to complet-
ing the transition toward the new world of scarcer oil supplies. In the
interim, however, our country still remains dangerously exposed to
the vagaries of the world oil market.

I am pursuing measures to deal with this transitional problem. To-
gether with other major oil-consuming countries in the International
Energy Agency we are working to devise improved means of match-
ing any future cuts in oil supplies with joint action to reduce oil de-
mand. By avoiding a competitive scramble for scarce oil, we can re-
duce the chances of further large price increases.

Last year I pledged that our country would never again import
more oil than we did in 1977—8.5 million barrels a day. This year I
am establishing a lower import target of 8.2 million barrels a day. I
am prepared to reduce that target in the event that discussions within
the International Energy Agency produce a fair and equitable agree-
ment that requires still lower imports. I will impose a fee on pur-
chases of foreign oil if they threaten to exceed the limit that I set.

While international cooperation is essential, so are measures we
can take on our own. In accordance with legislation enacted last year
the Administration has developed a standby motor fuel rationing
plan to deal with major supply interruptions, defined to be a shortfall
in supply of 20 percent or more. This plan will be submitted to the
Congress in February. But even smaller supply interruptions can
cause severe economic problems. We are therefore considering pro-
posals for standby measures to be applied if lesser, but still signifi-
cant, disruptions occur. The Strategic Petroleum Reserve (SPR) can
cushion the impact of an abrupt cutoff in supplies. My budget pro-
vides funds for resuming SPR purchases this year if conditions per-
mit.
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Improving Labor Markets

The persistence of high unemployment among some groups of
workers while jobs go begging and unemployment is low elsewhere is
not only a major social problem but a waste of national resources.
The lack of skills, the imperfections of the labor market, and in some
cases, the discrimination that gives rise to this situation, reduce na-
tional productivity and contribute to inflation.

Although our labor market currently works quite well for most
people, it does not work well for disadvantaged and minority youth.
In recognition of this fact, I have recently sent to the Congress pro-
posals designed to deal with teenage unemployment.

The goals of my proposals are:

* (0 teach basic skills in the secondary schools to those youths who
did not master them in elementary school and who need special
help;

* to provide part-time employment and training to dropouts if they
participate in long-term training to develop skills that will im-
prove their prospects; and

* to provide intensive long-term training aimed at helping older
youths out of school find jobs in the private sector.

The funds will go largely to poor rural areas and central cities,
where youth unemployment is particularly high because of inad-
equate education, and where local resources are insufficient to rectify
the problem.

Another segment of the labor force needing special assistance is
the working poor. The welfare reforms which I have sent to the Con-
gress will provide training, help in seeking jobs, and work opportuni-
ties for poor but employable persons.

Reforming Regulation

Regulation has joined taxation, defense, and the provision of social
services as one of the principal activities of the government. Unneed-
ed regulations, or necessary regulations that impose undue burdens,
lower efficiency and raise costs.

For the past 3 years I have vigorously promoted a basic approach
to regulatory reform: unnecessary regulation, however rooted in tra-
dition, should be dismantled and the role of competition expanded;
necessary regulation should promote its social objectives at minimum
cost.

Working with the Congress we have deregulated the airline indus-
try. We are now cooperating with congressional committees to com-
plete work on fair and effective legislation that eliminates costly ele-
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ments of regulation in the trucking, railroad, communications, and fi-
nancial industries.

Within the executive branch, we are improving the quality and low-
ering the cost of regulations. The Regulatory Council, which I estab-
lished a year ago, is helping us comprehend the full scope of Federal
regulatory activities and how these activities, taken together, affect in-
dividual industries and sectors. A number of regulatory agencies are
experimenting with new regulatory techniques that promise to
achieve regulatory goals at substantially lower costs.

Increasing Investment and Encouraging Research and Development

We do not know all of the causes of the slowdown in productivity
growth that has characterized our economy in recent years. But we
do know that investment and research and development will have to
play an important role in reversing the trend.

To meet the Nation’s sharply increased requirement for investment
in energy production and conservation, to fulfill its commitment to
cleaner air and water and improved health and safety in the work-
place, and at the same time to provide more and better tools for a
growing American work force, our Nation in the coming decade will
have to increase the share of its resources devoted to capital invest-
ment.

We took one step in this direction in the Revenue Act of 1978,
which provided a larger than normal share of tax reduction for in-
vestment incentives. Passage of my pending energy legislation will
make available major new incentives and financial assistance for in-
vestment in the production and conservation of energy. When eco-
nomic conditions become appropriate for further tax reduction, I be-
lieve we must direct an important part of any tax cut to the provision
of further incentives for capital investment generally.

One of the most important factors in assuring strong productivity
growth is a continuing flow of new ideas from industry. This flow de-
pends in the first instance on a strong base of scientific knowledge.
The most important source of such knowledge is basic research, the
bulk of which is federally funded.

Between 1968 and 1975 Federal spending for basic research, meas-
ured in constant dollars, actually fell. But since that latter year, and
especially during the years of my Administration, Federal support for
basic research has increased sharply. In spite of the generally tight
economic situation, the 1981 budget I am submitting to the Congress
calls for yet another substantial increase in real Federal support for
basic research. Even during a period of economic difficulties, we can-
not afford to cut back on the basis for our future prosperity.
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Agriculture

Because the worldwide demand for food has grown substantially,
overproduction is no longer the primary problem in agriculture. Gov-
ernment policies now seek to encourage full production, while cush-
ioning the American economy and the American farmer from the
sharp swings in prices and incomes to which the farm sector is often
subject. Over the past several years my Administration has created a
system of farmer-owned grain reserves to supplement the loan and
target-price approach to farm income stabilization. In periods of low
prices and plentiful supplies, incentives are provided to place grain in
the reserves, thereby helping to support farm income. The incentives
also work to hold the grain in reserve until prices rise significantly, at
which time the grain begins to move out into the market, helping to
avoid or to moderate the inflationary consequences of a poor crop.

Over this last year, the reserve has been tested twice. When fears
of poor world harvests threatened to drive grain prices to extraordi-
narily high levels last spring and summer, farmers sold grain from
the reserve, limting the price rise. Since I suspended grain shipments
to the Soviet Union this month in response to that country’s brutal
invasion of Afghanistan, increased incentives to place grain in reserve
have been serving as one of our main defenses to protect farmers
from precipitous declines in prices.

The International Economy

Other countries besides our own suffered important setbacks in
1979 from the dramatic increase in oil prices. Growth prospects
worsened, inflation increased, and balance of payments deficits rose.
In such difficult times economic cooperation between nations is espe-
cially important. Joint action among oil-consuming countries is need-
ed to reduce the pressure of demand on supply and to restore order
in world petroleum markets. Cooperation is necessary to protect in-
ternational financial markets against potential disruptions arising
from the need to finance massively increased payments for oil. And
cooperation is also necessary to prevent a destructive round of pro-
tectionism.

Because the dollar is the major international store of value and
medium of exchange, the stability of international financial markets is
closely linked to the dollar’s strength. The actions taken in Novem-
ber 1978 by the United States and our allies to strengthen and stabi-
lize the dollar worked well during the past year. That the dollar did
well despite accelerating domestic inflation is due in part to a signifi-
cant improvement in our current account balance during 1979. U.S.
exports grew rapidly and thus helped to offset rising payments for
oil. During the autumn of 1979, however, the dollar came under
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downward pressure. The October actions of the Federal Reserve
Board to change the techniques of monetary policy helped moderate
inflationary expectations which had been partly responsible for the
pressure on the dollar. As a Nation we must recognize the impor-
tance of a stable dollar, not just to the United States but to the world
economy as a whole, and accept our responsibility to pursue policies
that contribute to this stability.

The Multilateral Trade Negotiations of the Tokyo Round were suc-
cessfully completed and became law in the United States during
1979. These trade agreements are a major achievement for the inter-
national economy. By lowering tariff barriers both in the United
States and abroad, they will help increase our exports and provide
Americans with access to foreign goods at lower prices. Perhaps
more important, these agreements will limit restrictive and unfair
trade practices and provide clearer remedies where there is abuse.
They cannot, by themselves, assure smooth resolution of all trade is-
sues. Indeed, the real test will come as we begin to carry them out.
Nevertheless the agreements reached last year do represent a clear
commitment to the preservation and enhancement of an open system
of world trade.

Conclusion

The 1970s were a decade of economic turmoil. World oil prices
rose more than tenfold, helping to set off two major bouts of infla-
tion and the worst recession in 40 vears. The international monetary
system had to make a difficult transition from fixed to floating ex-
change rates. In agriculture a chronic situation of oversupply
changed to one which alternates between periods of short and ample
supplies.

It was an inflationary decade. It brought increased uncertainty into
business and consumer plans for the future.

We are now making the adjustment to the realities of the economic
world that the 1970s brought into being. It is in many ways a more
difficult world than the one that preceded it. Yet the problems it
poses are not insuperable.

There are no economic miracles waiting to be performed. But with
patience and self-discipline, combined with some ingenuity and care,
we can deal successfully with the new world. The 1980s can be a dec-
ade of lessened inflation and healthy growth.

January 30, 1980.
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LETTER OF TRANSMITTAL

CouNciL oF ECoNOMIC ADVISERS,
Washington, D.C., January 26, 1980.
MR. PRESIDENT:

The Council of Economic Advisers herewith submits its 1980 An-
nual Report in accordance with the provisions of the Employment
Act of 1946 as amended by the Full Employment and Balanced
Growth Act of 1978.

Cordially,

Charles L. Schultze
CHAIRMAN

Gt £ Ity

Lyle E. Gramley

A

George C. Eads
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CHAPTER 1

The Economy in 1979

THE ECONOMY OF THE UNITED STATES was dealt a heavy
blow by rising OPEC oil prices in 1979. Inflation increased sharply;
real earnings of American workers declined and economic growth
slowed. Employment continued to rise, however, while productivity
fell, and the unemployment rate remained relatively stable at be-
tween 5.7 and 5.9 percent. Most major demographic groups shared
in the rise in employment; the gains for blacks and adult women
were particularly notable.

The economy’s resilience in the face of the dramatic increase in oil
prices and the attendant worsening of inflation was one of the more
surprising features of economic developments in 1979. Forecasts of
impending recession were becoming frequent by late 1978, long be-
fore the magnitude of the 1979 increase in oil prices by the Organi-
zation of Petroleum Exporting Countries (OPEC) was perceived. By
the middle of 1979 such predictions were common. Growth did slow
markedly, but the characteristics of cumulating recession were stiil
not in evidence at the close of the year.

Developments on the inflation front were the most significant dis-
appointment in the 1979 economic performance. At the beginning of
the year it was widely expected that inflation would moderate. Those
hopes were destroyed, however, by skyrocketing energy prices.

The inflation and energy problems plaguing our economy seriously
threaten our ability to achieve the economic goals to which the
Carter Administration is firmly committed: maintaining healthy eco-
nomic growth, providing job opportunities for an expanding labor
force, and reducing the unacceptably high unemployment among
minorities. It is urgent that we increase our energy independence
and reduce the rate of inflation as soon as possible. These are the
central objectives of the Carter Administration’s economic policies
for the period immediately ahead.

AN OVERVIEW OF THE YEAR

It was evident at the beginning of 1979 that economic growth
would slow from the 5 percent average annual rate of the preceding
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3 vears. Most of the resources idled by the deep recession of 1974~
75 had been brought back into productive use, and monetary and fis-
cal policies had been shifted toward restraint in an effort to slow in-
flation.

The 0.8 percent growth of real gross national product (GNP) actu-
ally recorded over the 4 quarters of last year was well below the 2.2
percent forecast by the Administration at the beginning of 1979. The
impact of huge energy price increases on consumers’ real incomes
was largely responsible.

Personal consumption expenditures for goods declined slightly in
real terms, but higher outlays for services kept total personal con-
sumption rising. Residential construction also fell last year, but about
in line with expectations at the beginning of the year. The expansion
of business fixed investment slowed substantially, to less than 2 per-
cent, in 1979. Businesses continued to pursue cautious inventory
policies, as they had earlier in the recovery, and the rate of inventory
accumulation in the fourth quarter was well below its level a year ear-
lier.

Net exports of goods and services increased substantially in real
terms last year, and by the fourth quarter they reached the highest
level since 1975. The volume of exports rose, while the volume of
imports leveled off. The slowing of U.S. economic expansion, in-
creased growth abroad, and the decline of the dollar during 1978 all
contributed to these developments.

The pace of economic expansion in the United States was uneven
during 1979. Real GNP declined in the second quarter, when per-
sonal consumption expenditures fell sharply in response to long gas
lines, but it rebounded in the summer with the resumption of normal
shopping patterns. Growth in the fourth quarter was at a more mod-
erate rate; the rise in final sales slowed and inventory accumulation
declined. Output in the industrial sector did not closely follow the
quarterly pattern of GNP growth, but over the 4 quarters of 1979 in-
dustrial production rose 0.9 percent, about the same as the increase
in real GNP.

Both total employment and the civilian labor force grew by about 2
million in 1979. Adult women accounted for about 70 percent of the
total increase in employment. The proportion of the working-age
population employed rose to 59.3 percent, a slight gain.

Very large advances in energy prices and in the costs of home pur-
chase and finance were dominant factors in the 13 percent rise in the
consumer price index (CPI) during 1979. Wholesale prices of fin-
ished goods sold by producers rose by 12.5 percent over the 4 quar-
ters of 1979, compared with 8.7 percent in the previous year. Energy
prices were primarily responsible for the larger increase last year.
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Sharp movements in prices for food, energy, and houses and in
mortgage interest costs can have a large influence on the overall rate
of inflation recorded in a given year. It is therefore useful to trace
the movements of other prices as one means of ascertaining
longer-term trends in prices—that is, in the underlying inflation rate.

Consumer prices excluding energy, home purchase and finance,
and the farm value of food rose by 8.1 percent last year, less than 1
percentage point above the 1978 pace (Table 1). The rate of increase
in producers’ prices for finished goods excluding food and energy
rose somewhat more, from 7.9 percent in 1978 to 9.0 percent in
1979. By these measures the underlying inflation rate has moved up
by about 2 to 3 percentage points since 1976.

TaBLE 1.—Changes in consumer prices and in producer prices of finished goods, 1976-79

[Percent change, fourth quarter to fourth quarter]

{tem 1976 1977 1978 1979
Consumer prices, total 5.0 6.6 9.0 12.7
Farm value of food —133 6.8 20.1 58
Energy! 6.2 8.2 75 365
Home purchase and finance 23 38 8.9 134 19.8
All other? 6.4 5.9 73 8.1
Producer prices of finished goods, total 2.7 69 8.7 125
Food R —44 74 116 77
Energy 5.0 9.2 6.4 62.0
All other 5.6 6.4 79 9.0

tInctudes only prices for direct consumer purchases of energy for the home and for motor vehicles.

2|n both the table and the text, “heme purchase and finance”” consists of home purchase and financing, taxes, and insurance
on owner-occupied homes.

3 Estimates.

Sources: Department of Agriculture, Department of Labor (Bureau of Labor Statistics), and Council of Economic Advisers.

Another measure of the underlying inflation rate is found in the
rise of unit labor costs adjusted for cyclical variations in productivity
growth. Businesses tend to calculate costs on the basis of longer-term
trends in productivity and to set their prices accordingly. When
nominal wage increases exceed estimated long-term productivity
gains, businesses will pass the resulting cost increases through to
higher prices if market conditions permit.

The rate of increase in compensation per hour for all employees in
the private nonfarm business sector declined in 1977, then rose
again. The 1979 increase of 8.8 percent was only slightly more than
the 8.5 percent recorded in 1976. Increases in actual productivity
have slackened considerably, from 2.2 percent in 1976 to minus 2.2
percent in 1979, but this is partly auributable to cyclical develop-
ments. In 1976 the economy was emerging from a deep recession
and was growing strongly. In 1979 the recovery was in its fifth year
and economic growth slowed.
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It 1s not clear what rate of productivity growth 1s now being incor-
porated in business estimates of longer-term trends in costs. Studies
by the Council of Economic Advisers suggest that the current trend
rate of increase in productivity is only about 1 to 1% percent; pro-
ductivity growth in 1979, even allowing for a cyclical slowdown, was
much less than this. With compensation per hour in the private non-
farm business sector rising at about 9 percent, the long-term rate of
increase in unit labor costs—and thus in this measure of the underly-
ing rate of inflation—appears to be around 7% to 8 percent, com-
pared to about 6 percent in 1976. If heavier weight is given to the
especially poor productivity experience of 1979, the underlying rate
may now be in the 8 to 9 percent range.

Wage restraint played an important role in limiting the increase in
the underlying rate of inflation during 1979. Aggregate measures of
wage performance indicate that growth in nominal wages did not in-
crease last year.

Real disposable income rose temporarily in the first quarter, when
the personal income tax cut provided by the Revenue Act of 1978
took effect, but it fell in the spring. Over the final 3 quarters of 1979
real disposable income remained at about the level reached in the
fourth quarter of 1978. Higher oil prices were the main cause of this
stagnation in real income. Inflation, by moving individuals into high-
er tax brackets, added further to the drag on disposable incomes, as
did overwithholding of personal income taxes. Despite the leveling
off of real income, personal consumption expenditure rose by
about 1% percent over the 4 quarters of 1979, as the personal saving
rate fell.

The distribution of national income among major classes of in-
come recipients changed little in 1979. The shares accruing to corpo-
rations as profits and to nonfarm proprietors declined somewhat, as
one would expect in a year of weak economic growth and declining
productivity. The share of rental income in the total continued its
long-term descent. Compensatioin of employees rose shghtly as a
share of the total, as did the income of farm proprietors. The net in-
terest component of business costs also increased as a proportion of
total national income, reflecting both rising imterest rates and the
rapid pace of business borrowing.

The greater share of farm income in the total was due primarily to
the rapid increase in cattle prices early in the year and a late spring
strengthening in grain prices. Cattle price increases were a conse-
quence of reduced marketings and higher consumer demand for
beef; grain prices increased as the extent of a crop shortfall in the
Soviet Union became known. Through the first half, the income of
farm proprietors was 23 percent higher than in 1978. Livestock
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prices declined during the summer and autumn as a result of large
supplies of pork and poultry and seasonal increases in beef slaughter.
Grain prices also dropped from their early summer peaks, while farm
production costs continued to increase at about the rate of inflation.
Farm proprietors’ income in the fourth quarter was 6 percent below
that recorded a year earlier. For the year as a whole, farm income
equalled the 1973 record.

Why the Economy Was So Resilient

The fact that the economy did not tip into recession in 1979 has
received widespread comment and attention. Periods of economic ex-
pansion since World War II have typically come to an end when in-
flation accelerated and monetary and fiscal policies shifted toward re-
straint. In 1979, despite rising inflation, restraint on aggregate de-
mand from monetary and fiscal policies, and a huge “oil tax” levied
by OPEC, the economy continued to move forward.

Fiscal policy began to shift toward restraint in 1978, but the degree
of restraint was lessened somewhat in early 1979 by the tax cut pro-
vided in the Revenue Act of 1978. Thereafter the Federal budget be-
came moderately more restrictive. The high-employment budget (dis-
cussed later in the chapter) shifted from a $7 billion deficit in the
second half of 1978 to a $13 billion surplus in the second half of
1979.

Added to the restraint from the budget was the enormous drain on
consumer purchasing power resulting from the 1979 rise in oil
prices. The o1l drag at year’s end was reducing consumer spending
power by almost $55 billion at an annual rate, or about 3 percent of
personal after-tax income. Fiscal and oil price restraint together were
thus draining large amounts from consumer incomes by the fourth
quarter of last year. The magnitude of this restraint has no parallel in
any postwar year—including 1974, when the first big OPEC price in-
crease rocked the economy.

Monetary policy also moved toward restraint over the course of
last year. Growth of the major monetary aggregates slowed slightly.
Growth of M; moderated to 5.5 percent in 1979 from 7.2 percent in
1978; however, shifts to ATS and New York NOW accounts (see
below) are estimated to have reduced M, growth by 1% percentage
points in 1979. The rise in M. dropped back to 8.3 percent from 8.7
percent in the preceding year. Interest rates shot upward in the sec-
ond half. Short-term market interest rates at year-end were approxi-
mately 3 percentage points higher than a year earlier, while long-
term rates were up about 1% percentage points.

The reasons why the economy was able to absorb these shocks
without going into a steep decline may not be fully understood for
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some time. Three factors, however, clearly played a role. First, indi-
viduals as consumers and home buyers appear to be more strongly
affected by inflationary expectations now than in the past. Surveys of
consumers’ attitudes indicate that until fairly recently most people
expected that an increase in inflation would be temporary. When ac-
tual inflation rates were rising, expected rates of inflation lagged well
behind. After two episodes of double-digit inflation, a different re-
sponse 1s now elicited. When inflation increases, expected inflation
rates move up at the same time. As a result, consumers are now
more likely to accelerate purchases when inflation increases. When
inflation accelerated markedly in 1973, for example, the personal sav-
ing rate rose sharply, even after allowance is made for a large in-
crease in the share of total income accruing to farm proprietors. In
1979, however, consumers responded to the squeeze on real incomes
resulting from inflation by continuing to borrow heavily and by re-
ducing their saving as a fraction of disposable income (Chart 1). Al-
though the ratio of household borrowing to disposable income de-
clined over the course of last year, it remained well above 1973 lev-
els.

Chart 1

Personal Saving Rate

PERCENT
16

SEASONALLY ADJUSTED

oloa e by e b v be o be o b b ooty e v beradees
1969 70 71 72 73 74 75 76 77 78 79

SOURCE: DEPARTMENT OF COMMERCE.
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Expected price increases probably exert more influence on deci-
sions to buy houses than on purchases of other durable goods. Prices
of new and existing homes have risen considerably faster than prices
of other consumer goods and services over the past decade, and that
fact has not been lost on most individuals. With demographic factors
also supporting demand, sales of new and existing homes remained
very strong until late last year, despite a rise of mortgage interest
rates to unprecedented heights.

Second, monetary restraint no longer produces the abrupt changes
in availability of credit that used to be instrumental in bringing an
end to economic expansion. Changes in financial markets over the
past 20 years have removed or reduced constraints which used to
limit the availability of credit to certain borrowers during periods of
monetary tightness. For example, the legal and constitutional barriers
that once prevented States and their political subdivisions from pay-
ing market rates of interest have been raised or eliminated. Usury
ceilings have also been liberalized. Commercial banks and thrift insti-
tutions have been given more freedom to bid for funds and are
hence better able to provide credit to borrowers willing to pay going
rates of interest for loans. In particular, the 6-month money market
certificates (MMCs) i1ssued by banks and thrift institutions, on which
rates are tied to market yields on Treasury bills, have been a major
factor sustaining mortgage credit flows since mid-1978.

Changes such as these have altered the way in which restrictive
monetary policies influence aggregate demand. Monetary restraint
now works more through changes in interest rates that influence a
borrower’s willingness to incur debt, and less through changes in a
borrower’s ability to obtain credit. For this reason, monetary restraint
now tends to affect aggregate demand less abruptly and with a less
uneven impact across major economic sectors. As events in financial
markets late in the year attest, however, significant changes in mone-
tary policy may still lead to constraints on the availability of credit,
particularly for housing.

Third, the resilience of the economy last year reflects the relative
absence of cyclical imbalances characteristic of earlier periods of eco-
nomic expansion. Most notable in this regard is the comparatively
balanced relationship of mventories to sales after nearly 5 years of
economic expansion. Better inventory controls and very cautious in-
ventory policies prevented a buildup of inventories relative to sales
during the expansion. In fact the aggregate ratio of real nonfarm in-
ventories to sales was lower in late 1978 and early 1979 than it was
throughout most of the preceding 10 years (see Chart 2 on page 45).

When consumer spending weakened in the second quarter of last
year, therefore, businesses did not find themselves seriously over-
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stocked. To be sure, auto inventories, particularly for large cars, in-
creased substantially, and major auto producers are still trying to re-
dress the balance between stocks and sales. In other industries, how-
ever, production cutbacks to reduce excess stocks have been modest.

As Chapter 2 indicates, the economy may head into a recession in
early 1980. The factors that sustained growth in 1979 should help to
make the recession moderate in depth and duration. But it is unlikely
that they will cushion the economy’s response to shocks to the same
extent that they did in 1979. This fact increases the uncertainty sur-
rounding forecasts of economic performance this year.

THE VOLUNTARY STANDARDS

On October 24, 1978, the President announced a comprehensive
anti-inflation program that included actions by the Federal Govern-
ment to reduce the relative size of the Federal budget, rationalize
and improve the regulatory process, and work together with State
and local governments to reduce the inflationary impact of govern-
ment actions on the economy. Business and labor were asked to ad-
here to voluntary wage and price standards designed to reduce the
rate of price increase over the following 12 months.

The President announced that the Administration would consider
noncompliance with the standards to be a sign of inflationary pres-
sure in the markets concerned and would reconsider Federal Govern-
ment programs and policies affecting those markets. The Federal
Government would avoid purchasing from noncompliant firms where
feasible. The President also proposed a program of real wage insur-
ance to help protect workers who complied with the program from
suffering losses of real income. This innovative proposal was not
adopted by the Congress.

THE OPERATION OF THE STANDARDS

The anti-inflation standards administered by the Council on Wage
and Price Stability were designed to minimize administrative burdens
and provide maximum flexibility to the private sector. Firms were
asked to group their employees into “compliance units’: for exam-
ple, employees covered by collective bargaining agreements, other
nonmanagerial personnel, and business managers. The rate of pav
increase for each group was to be limited to 7 percent during the
first program year, October 1978 through September 1979. The
composition of that increase between wages and fringe benefits was
left to private decisions, as was the distribution of increases among
employees within each subgroup. An assumed 6 percent rate of infla-
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tion was used to evaluate cost-of-living adjustment clauses in labor
contracts.

EFach firm was asked to restrain its average price increase to one-
half of 1 percentage point below its average annual rate of increase
during 1976-77 (the “price-deceleration’” standard). Firms were left
free to allocate the allowed price increase among their various prod-
uct lines, so that they could respond to market conditions for particu-
lar products while adhering to the overall anti-inflation goal. Exempt-
ed were prices determined in auction markets, such as prices of agri-
cultural commodities and industrial raw materials; those set by regu-
lation, such as prices of crude oil and natural gas; and most imports.
New product lines were also exempt.

For some industries with special characteristics, specific alternative
standards were constructed. For example, since the volatility of agri-
cultural prices would make it difficult to apply the price-deceleration
standard to food manufacturers and processors, they could instead
choose to follow a gross-margin standard, limiting the total markup
over raw food prices.

Firms unable to meet the price-deceleration standard, or the spe-
cial alternative industry standards, because of uncontrollable cost in-
creases were allowed to achieve compliance by meeting a test based
upon a limitation of profit margins.

Compliance with the standards was widespread during 1979. Nev-
ertheless the circumstances in which the program operated made it
impossible to prevent overall inflation from increasing. Energy prices
rose very sharply, and prices of both farm products and internation-
ally traded raw materials increased substantially in late 1978 and
early 1979. The jump in U.S. prices of internationally traded com-
modities stemmed partly from the earlier depreciation of the dollar.
These price increases led many firms to shift from the primary price-
deceleration standard to the profit-margin limit, so that price in-
creases In primary commodities were passed through to prices of
final products. Declining productivity also added substantially to
business costs.

PRICES OF FOO.D, RAW MATERIALS, AND ENERGY

Food. Pressures on food prices were greatest during the first half of
the program year. Declining supplies of beef and strong consumer
demand pushed cattle prices up. Higher prices encouraged farmers
and ranchers to begin rebuilding their herds, thus reducing current
marketings further and putting even more pressure on prices. Prices
of pork and poultry, which are competitive with beef, joined in the
upward move. In addition, harsh winter weather and a strike in the
West were chiefly responsible for shortages of fruit and vegetables
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that resulted in rapid price increases for these commodities in early
1979.

Consumer food prices rose less rapidly during the second half of
the program year, when farm prices of food declined. Meat supplies
increased, particularly for pork and poultry, and vegetable supplies
were also more ample.

Increased marketing costs contributed to rising consumer food
prices in 1979, as did gains in the net earnings of food distributors.
Marketing spreads for food—the difference between retail costs and
farm value—ordinarily narrow when farm commodity prices increase
rapidly. Early last year, however, these marketing spreads widened
while farm prices were rising sharply (Table 2).

TaBLE 2.—Changes in farm and food prices, September 1978 to September 1979

[Percent change ]

Farm value Marketing spread Retail cost

ftem Sept. Mar. Sept. Mar. Sept. Mar.
1978 to | 1979 to | 1978 to | 1979 to | 1978 to | 1979 to

Mar. Segt‘ Mar, Sept. Mar. Segt.

1979 1979 1979 1979 1979 1979
Market basket 2 13.0 —6.0 5.2 6.5 8.2 1.4
Meat products 212 -—124 59 134 14.8 —25
Dairy products 73 6.2 6.1 3.4 6.7 49
Poultry 52| -186 88 6.5 6.7 —80
Fresh vegetab) 311 -329 12.5 —54 182 -146
Processed fruits and vegetables 31 14 6.0 4.0 54 35
Cereal and bakery products 7.1 16.8 44 38 48 57

1 Not seasonally adjusted, and not at an annual rate.
2 Includes items not shown separately.

Source: Department of Agriculture.

When farm prices for foods began to decline in April, the market-
ing spread widened still more. The President met with representa-
tives of the food industry in August and asked them to translate
changes in farm prices more quickly into price changes at the retail
level.

Increases in retail food prices during the fourth quarter were
somewhat below the rate of inflation elsewhere in the economy. At
year-end, retail food prices were about 10 percent above their level a
year earlier.

Raw materials. Pressures on prices of internationally traded raw ma-
terials were also greatest during the first half of the program year.
During this period the industrial sector of the U.S. economy was op-
erating at high rates of capacity utilization, and growth abroad was
strengthening. Demand pressures in markets for basic materials
therefore intensified. For example, wholesale prices of crude com-
modities other than agricultural products and energy rose 24 percent
from September 1978 to March 1979. Pressures in these markets
eased in the spring, when growth of the U.S. economy began to be
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adversely affected by energy developments. Prices of some interna-
tionally traded goods began to climb steeply in the early autumn,
when speculation in gold threatened to spill over into other com-
modities. Those pressures were short lived and confined largely to
metals, but international political tensions led to a renewed surge in
gold and silver prices in December.

Energy. It was the runup in world oil prices that most seriously ag-
gravated inflation during 1979. Early in the year cutbacks in Iranian
production and efforts here and abroad to rebuild oil inventories cre-
ated a tight balance between world supply and demand for oil. These
developments led in the second quarter to rapidly rising spot market
prices of crude petroleum and refined products and contributed to
local shortages of gasoline in the United States. Premium prices were
imposed by many oil-exporting countries, and supplies moved from
long-term contracts to the spot market, where much higher prices
prevailed. The Saudi benchmark price of crude oil was raised three
tumes: in April, July, and December. By early January 1980 the world
price of oil reached about $28 per barrel, more than double the level
a year earlier.

Phased decontrol of domestic oil prices, which was announced in
April and began to take effect on June 1, added only marginally to
average crude oil prices in the second half of last year, though de-
control will have larger effects in 1980. Wider refining and marketing
margins were a relatively important factor in the increase in prices of
gasoline and home heating fuel.

Gasoline prices at the pump rose 35 cents per gallon over the 4
quarters of 1979, compared to an increase of 5 cents that would have
been needed to keep up with the general rate of inflation. Approxi-
mately 14 cents of this increase stemmed from higher prices for im-
ported crude oil and products, and 11 cents came from widening
gross margins of refiners, retailers, and distributors. About 10 cents
resulted from higher domestic crude oil prices, only a part of which
was due to decontrol.

Rising energy prices added directly about 2% percentage points to
the overall rate of consumer price inflation in 1979, considerably
more than they added in 1974.

PRODUCTIVITY AND WAGES

Declining productivity added substantially to business costs during
the first program year, compounding the difficulties businesses en-
countered in complying with the basic price-deceleration standard.
For all private nonfarm businesses, productivity decreased 2.2 per-
cent from the fourth quarter of 1978 to the fourth quarter of 1979.
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As a consequence the rise in unit labor costs jumped to 11.3 percent
over the same 4 quarters, compared with 7.8 percent during 1978.

Slower growth of real GNP in 1979 contributed to last year’s poor
productivity, but the decline was too large to be explained by cyclical
factors alone. Generally businesses would try to pass cost increases
resulting from lower productivity through to higher prices if they
considered the decline to be permanent. Last year, however, prices in
the broad industrial and service sectors rose significantly less than
unit labor costs. Businesses may have absorbed part of the increased
costs because they believed the productivity decline to be temporary;
on the other hand, either market resistance or the standards may
have prevented businesses from raising prices further.

Under the circumstances that prevailed in 1979, it is hardly surpris-
ing that the overall inflation rate increased despite fairly widespread
compliance with the standards. What is surprising is the modest ac-
celeration of inflation that occurred in the broad range of industrial
and service prices. As noted earlier, the increase in consumer
prices—excluding energy, home purchase and finance, and the farm
value of food—was less than 1 percentage point higher in 1979 than in
the previous year. The standards played an important role in prevent-
ing greater acceleration of prices.

Continued restraint in private wage and price decisions will be im-
portant this year. In September 1979 the Administration and the
leaders of the American labor movement reached a National Accord
recognizing the need to continue an effective and equitable anti-infla-
ton program. (The National Accord and the pay and price standards
for the second program year are discussed in Chapter 2.)

Measures of Wage Performance

The long-term trend of prices of goods and services produced in
the private nonfarm sector of the economy closely follows the rise of
business costs. Wages, salaries, and fringe benefits account for
roughly two-thirds of the total costs of production. If last year’s
sharp increases in energy prices and the cost of homeownership had
led to an accelerated rise of wages and fringe benefits, the long-term
outlook for inflation would have greatly worsened. Operation of the
pay standard during the first program year helped to prevent that
outcome.

The 7 percent pay standard provided a guideline to be used in es-
tablishing pay policies for nonunion employees and in collective bar-
gaining. By and large, businesses followed those guidelines and
American workers cooperated by complying with the program.
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Aggregate measures of wage performance indicate that wage and
salary increases did not accelerate during 1979 (Table 3). For exam-
ple, the rate of increase in the adjusted average hourly earnings
index fell from 8.4 percent in 1978 to 8.0 percent in 1979, and the
growth of compensation per hour in private nonfarm business de-
clined slightly from 9.0 percent to 8.8 percent.

TABLE 3.—Measures of changes in compensation and employment costs, 1977-79

[Percent change)

Measure 1977 | 1978 | 1979*
Fourth quarter to fourth quarter:
Adjusted hourly earnings index. 75 84 8.0
Compensation per hour 2 15 9.0 88
Contribution of:
Private wages, salaries, and fringes. 6.9 83 8.0
Employer contributions for social insurance 6 g

Third gquarter to third quarter:

Employment cost index 3 7.2 8.0 7.7
i 17 79 84
Nonunion 6.9 8.0 13
Union wage ch (total effective adjustment) * 8.6 79 83
Adjustment resuiting from:
Current settiement 35 21 24
Prior settlement 33 35 30
Escalator provision 17 2.2 2.6

1 Preliminary.

2Data relate to private nonfarm busil sector, all employ
3Changes are d frof ptember to September.
+Agreements covering 1,000 workers or more.

Sources: Department of Commerce {Bureau of Economic Analysis), Department of Labor (Bureau of Labor Statistics), and Council
of Economic Advisers.

Some deceleration in wage increases occurred last year in the non-
union sector. However, both the employment cost index for union
workers and the effective wage change in collective bargaining units
covering 1,000 workers or more showed a greater increase in the 4
quarters through September 1979 than in the preceding 4 quarters.

New collective bargaining agreements were concluded in five major
industries in 1979: petroleum, trucking, rubber, electrical machinery,
and autos. Increases in wages over the life of the contract are shown
in Table 4, with cost-of-living adjustment clauses evaluated at three
different rates of inflation.

Without the pay standard, the increases in wages granted in all of
these contracts might well have been larger. When evaluated at an 8
percent inflation rate (the average prevailing over the previous con-
tract period) all of the major contracts concluded last year provided
for smaller increases in wages than those in the previous contracts.
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TABLE 4.— Wage increases under major collective bargaining contracts

{Percent increase}

o 1979 contract assuming
rior
Industry contract! | 6 percent | 8 percent | 10 percent
inflation inflation inflation
Petroleum: 2
First year of two-year term 89 8.2 8.2 8.2
Trucking:
Three-year increase 30.5 24.0 274 309
Annual rate 93 7.4 84 94
Rubber:
Three-year increase 455 276 334 394
Annual rate 133 85 10.1 11.7
Electrical:
Three-year increase. 328 20.0 24.5 288
Annual rate 99 6.3 76 88
Autos:
Three-year increase, 29.4 24.1 279 320
Annual rate 9.0 15 85 9.7

t The previous petroleum contract was signed in 1977; all others were signed in 1976.
2 The petroleum contract is a two-year agreement but it was reopened in the second year.

Source: Council on Wage and Price Stability.

Studies by the Council of Economic Advisers reinforce the view
that the President’s program aided in keeping wage rates from accel-
erating. Estumates from models of wage and price determination,
those developed at the Council as well as others, suggest that wage
increases during the first program year were about 1 to 1% percent-
age points lower than would be expected, given the basic determinants
of wages. To be sure, many influences could account for the short-
fall, the effect of the pay standard being but one. For example, a shift
in the composition of the work force toward less experienced and
lower-paid workers occurred during the year. However, this demo-
graphic shift could not have accounted for more than a small part of
the difference between actual and expected wage increases, since
available evidence indicates that percentage wage increases for lower-
paid workers were larger than those for higher-paid workers.

Real Wages

Increases in wage rates during the first program year were below
the rise in consumer prices and hence workers’ real incomes de-
clined. The rise in prices relative to wages did not result from a gen-
eral increase in business profit margins, however, but from other
sources. The rise in energy prices, stemming in large measure from
increased world oil prices, was the major cause.

The magnitude of the decline in real wages last year is itself diffi-
cult to estimate. Conclusions differ according to the measure of price
change to which the rise in wages is compared. The average hourly
earnings index for the private nonfarm sector rose by 8.0 percent
over the 4 quarters of last year. Since the consumer price index for
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urban consumers climbed 12.7 percent, the average hourly earnings
index deflated by the CPI declined by 4.2 percent, compared to the
decline of 0.6 percent in 1978 indicated in Table 5.

TABLE 5.—Alternative deflators for earnings and compensation, 1978-79

{Percent change, fourth quarter to fourth quarter]

Item 1978 1979
Average hourly earnings index
Deflated by:
Consumer price index (CPl) —06 42
CP!I with rent substituted for h ship 5 —24
CPI with rent substitution and excluding energy 5 1
Fixed-weight defiator for personal consumption expenditures (PCE) 4 —-25
Fixed-weight deflator for PCE excluding energy 3 (2
Compensation per hour 3
Deflated by:
Consumer price index (CPI) 1 —-35
CP1 with rent substituted for h ship 1.2 —16
CP1 with rent substitution and excluding energy 12 9
Fixed-weight deflator for PCE 1.0 —1.8
Fixed-weight deflator for PCE excluding energy 8 8

1 Preliminary.
zLess than 0.05 percent.
3Data relate to private nonfarm business, all employees.

Note.—Consumer price index for all urban consumers used.
Sources: Department of Commerce (Bureau of Economic Analysis) and Department of Labor (Bureau of Labor Statistics).

The appropriateness of using the CPI as a measure of the inflation
confronting the average consumer has been called into question in
recent years because of the way this index treats the purchase of
homes and the associated costs of home financing. The CP1 is a price
index of goods and services that consumers buy; it is not a cost-of-
living index. A home is an investment as well as a good purchased by
consumers for current consumption. An increase in home prices is
thus as much a return on savings to the homeowner in his role as an
investor as it is a rise in the cost of living to the individual in his role
as a consumer. Furthermore relatively few individuals purchase
homes in any given year and pay the associated current mortgage in-
terest rates; for others the rise in the home purchase and finance
components of the CPI does not represent an increase in current liv-
ing costs. Conversely this year’s increase in the costs of home pur-
chase and finance, unless reversed, would affect future buyers even if
this component of the CPI showed no subsequent rise.

During recent years the Bureau of Labor Statistics has reviewed in-
tensively the treatment of homeownership in the CPI. Several ap-
proaches were developed, but none dealt with the complexities in a
manner satisfactory to the major users of the CPI. One alternative is
to use a rent index to represent the costs of using the services of a
house. This may give a better measure of changes in the cost of liv-
ing to the average consumer, particularly during periods when the
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costs of homes and home finance move very sharply. When average
hourly earnings are deflated by the CPI with the rent index substitut-
ed for homeownership, real earnings still show a drop in 1979, as
Table 5 indicates, but it is more moderate.

Another measure which uses the CPI rent index to represent hous-
ing costs is the fixed-weight price index for personal consumption
expenditures in the national income and product accounts. Average
hourly earnings show a decline of about the same size when deflated by
this index.

In either case, the source of the decline was the sharp increase in
energy prices. Without this rise in energy prices, real average hourly
earnings would have been approximately unchanged in 1979, com-
pared with a small increase in the previous year.

The lower part of the table shows compensation per hour deflated
by each of these measures of consumer price change. Compensation
per hour includes wages, fringe benefits, and employers’ contribu-
tions to social insurance, and it has generally increased faster than
wage rates. The broad pattern of change that emerges when this
measure is deflated by the various price indexes is similar to that for
average hourly earnings.

There is no doubt that real earnings of American workers declined
in 1979. Sharp increases in energy prices made that decline inevita-
ble. The decline in real wages would have been larger if businesses
had fully passed through to higher prices the rise in unit labor costs
resulting from declining productivity. Larger increases in nominal
wages would at best have improved real wages only temporarily. By
increasing business costs, they would eventually have led to a still
more rapid rise in prices.

The Distribution of National Income

Another way of appraising the impact of the standards is to consid-
er the changes that occurred during the program year in the distribu-
tion of total national income among major income groups.

In the third quarter of 1978, the last quarter before the standards
went into effect, employee compensation excluding employer contri-
butions to social insurance accounted for 69.9 percent of total na-
tional income (see Table 6). One year later the ratio had risen slight-
ly to 70.2 percent. Over the same year the corporate profit share fell
from 10.0 percent to 9.3 percent. Such changes in the share of na-
tional income going into employee compensation and profits are
typical of a period in which economic growth slows. Since productiv-
ity declined and the increased costs were not passed through fully to
prices, corporate profit margins fell. The share of employee compen-
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sation in national income was larger than it would have been had the
higher costs been passed through fully to higher prices.

TaBLE 6.— Shares of national income, 1976-79

{Percent of totai]

Third quarter
1978 | 1979

Item 1976 1977 1978 | 19791

Compensation of employ 763| 758 757| 758| 754| 758

5.2 5.3 55 5.7 5.4 5.7
711 705 70.2 70.2 69.9 70.2

Employer contributions for social insurance..
Wages, salaries, fringe benefits, and other...

Proprietors’ income 2 6.6 6.6 6.8 6.8 6.7 6.7
Nonfarm 2 52 53 52 51 5.2 51
Farm 2 13 13 16 17 1.5 1.6

Rental income 2 1.6 1.6 1.5 14 15 14

Corporate profits 2 9.3 9.8 9.7 9.3 10.0 9.3

Net interest. 6.2 6.2 6.4 6.7 6.4 6.8

1 Preliminary.

2 With inventory valuation and capital consumption adjustments.
3 Rental income of persons, with capital consumption adjustment.

Note.—Quarterly figures based on seasonally adjusted data.
Detait may not add to 100 percent because of rounding.

Source: Department of Commerce, Bureau of Economic Analysis.

The decline in the corporate profit share occurred despite signifi-
cant increases in the profit margins of oil companies. For other non-
financial businesses, the squeeze on profit margins stemming from
the decline in productivity growth was larger than the overall num-
bers indicate.

Table 7 shows employee compensation and corporate profits as a
share of gross product onginating in nonfinancial businesses, exclud-
ing petroleum and coal companies. From the third quarter of 1978 to
the third quarter of 1979 the profit share declined by 1% percentage
points, while the share of employee compensation rose by almost
that much.

TaBLE 7.—Shares of gross product originating in nonfinancial corporate business excluding
petroleum and coal companies, 1976-79

[Percent of total]

1978 1979
Item 1976 | 1977 | 1978
| I ] v | 1 L
C ion of employ 68.2| 68.5| 69.1] 69.8| 689 | 689} 688 | 69.8| 70.1| 70.2
Corporate profits ! 109| 1094 107| 94| 108| 11.0| 11.2| 103| 98] 95

! Corporate profits with inventory valuation adjustment but without capital consumption adjustment, which cannot be
distributed by industry.

Note.—Figures in this table cannot be compared directly to those in Table 6.
Source: Department of Commerce (Bureau of Economic Analysis) and Council of Economic Advisers.
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THE MAJOR SECTORS OF AGGREGATE DEMAND IN 1979

Demand in nearly all major sectors of the economy was weaker in
1979 than in the previous year (Table 8). In real terms domestic final
sales declined during the first half, largely because of the pro-
nounced drop in consumers’ purchases of goods in the second quar-
ter, when long gas lines discouraged shopping. Declining residential
construction also contributed to the reduction in final sales. The fall
in real GNP in the first half was cushioned by a sizable rise of inven-
tory investment, primarily traceable to involuntary accumulation in
the second quarter.

TABLE 8.—Growth in major components of real gross national produci, 1978-79

[Seasonally adjusted annual rate)

1977 IV [ 1978 IV | 1979 1l
Component to to to
1978 IV | 1979 1 | 1979 IV

Percent change:

Real gross national product 48 —06 23
Personal consumption expenditures 45 -.11 45
Busi fixed i 10.5 19 15
Residential fixed i -2 -107 -59
Government purchases of goods and services 1.7 —2.6 29

Federal -25 —24 47
State and focal 4.0 —-26 1.8

Real domestic final sales 2 43 -15 34

Change as a percent of real GNP:

I 3. y ace 1ati (;) 9 —21

Net exports of goods and services 5 ®) 1.0

1 Preliminary.
2 GNP excluding change in business inventories and net exports of goods and services.
3 Less than 0.05 percent.

Source: Department of Commerce, Bureau of Econemic Analysis.

Final sales strengthened in the second half of the year, when con-
sumer spending picked up noticeably, and government purchases
also increased. However, continued cautious inventory policies and
efforts to reduce swollen stocks of new cars led to a large decline in
inventory accumulation.

Purchases by State and local governments declined slightly in 1979
after a large increase in 1978 that came partly from the effects of the
stimulus package introduced by President Carter in 1977.

Net exports were a source of strength in 1979, particularly in the
second half. In volume terms, exports of goods and services in-
creased by 9 percent, while imports of goods and services rose only 2
percent.
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PERSONAL CONSUMPTION EXPENDITURES

Growth of real personal consumption expenditures over the 4
quarters of 1979 was the smallest since 1974, when a decline in real
consumer buying occurred. The 1979 increase would have been sull
smaller if consumers had not been willing to reduce their current
saving as a proportion of after-tax income and to increase their
indebtedness. The personal saving rate, already low at 4.7 percent of
disposable income in the fourth quarter of 1978, declined further to
a very low level of 3.3 percent by the fourth quarter of last year.

The pattern of consumer spending over the year was uneven. The
steep second-quarter drop was followed in the summer by a marked
pickup that carried into the fourth quarter. While sales of new cars
weakened in the fourth quarter, purchases of other goods and serv-
ices remained relatively strong despite the continued squeeze on con-
sumer purchasing power.

Purchases of durable goods fell 4 percent in real terms; unit auto
sales in the fourth quarter were 11 percent below their level a year
earlier. The mix of new car sales changed as consumers became in-
creasingly concerned about the cost and availability of gasoline. Pur-
chases of medium-size and larger cars plummeted in the second
quarter. Some strengthening occurred in the third quarter in re-
sponse to very heavy price discounts, but sales fell again later in the
year. Sales of recreational vehicles, vans, and light trucks were also
hit hard. In contrast, more imported models, chiefly fuel-efficient ve-
hicles, were purchased in 1979 than in 1978; by the end of last year
imports had captured one-fourth of the domestic market. Although
sales of the new small American models were limited severely by
availability, domestically produced compact and subcompact cars ac-
counted for one-third of total auto sales late last year.

Sales of nondurable goods increased by only 1 percent in real
terms during 1979. Declines occurred for energy commodities—gaso-
line, fuel oil, and coal—as a result of rising energy prices since 1973
and the improved fuel efficiency of automobiles. In 1972, before the
tirst large OPEC price rise, consumers’ outlays for energy amounted
to 6.8 percent of total personal consumption expenditures. Adjusted
for price changes, the ratio in the fourth quarter of 1979 was a full
percentage point lower.

HOUSING

The decline in residential construction in 1979 was about in line
with expectations at the beginning of the year, although interest rates
increased much more than had been anticipated. For the year as a

whole, real residential construction was 6 percent below the high
1978 level, and new housing starts fell to about 1.74 million units
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from 2 million in the previous year. A decline in single-family starts
to below 1.2 million units accounted for most of the overall reduc-
tion. Multifamily starts were only slightly below 1978 levels.

A severe winter led to a drop of more than 20 percent in housing
starts in the first quarter. Making up the resulting shortfall helped to
sustain construction activity over the next 2 quarters, when housing
starts exceeded an annual rate of 1.8 million. During the fourth quar-
ter, housing starts dropped sharply to a rate of about 1.6 million in
response to a marked increase in mortgage interest rates and re-
duced availability of mortgage credit.

The rising cost of mortgage and construction financing depressed
housing sales and starts only moderately until late in the year. Inter-
est rates on mortgage loans rose a full percentage point—to about 11
percent—from late 1978 to September 1979. Nevertheless sales of
both new and existing homes continued at a fairly high rate. While
this strength was partly attributable to demographic trends, the per-
ception of housing as a good hedge against inflation was a major fac-
tor sustaining demand. The average price of new homes, adjusted for
changes in quality, increased by about 15 percent last year.

Following Federal Reserve action in early October to tighten mon-
etary policy, mortgage interest rates rose sharply, reaching levels well
above usury limits in many States. In some cases these usury limits
resulted in severe disruptions in local housing markets. In other
States potential home buyers found mortgage credit less readily
available as mortgage lenders raised down payments, made loans
only to established depositors, and took other steps to reduce their
lending. Housing starts fell by 14 percent in November to a 1.5-mil-
lion annual rate and remained at that level in December.

BUSINESS FIXED INVESTMENT

Real business fixed investment in the current expansion began to
rise strongly in early 1976, led by increased outlays for producers’
durable equipment, especially vehicles (Table 9). Investment in in-
dustrial plant and other structures lagged behind, but it too turned
upward in the middle of 1977. From then until the end of 1978 ris-
ing business investment provided strong support for new jobs, higher
incomes, and increased total real output. From the end of 1975 to
the fourth quarter of 1978 the share of real GNP devoted to business
capital formation rose from 9.1 to 10.2 percent, although it remained
below the high level attained in late 1973 and early 1974.
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TABLE 9.—Changes in real business fixed investment, 1975-79

[Percent change, fourth guarter to fourth quarter]

Digitized for FRASER
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Component 1975 1976 1977 1978 19791
Nonresidential fixed investment -99 9.6 15 10.5 17
Structures ~7.2 3.2 44 16.0 6.0
Producers’ durable equi t ~11.2 12.7 88 8.1 -2
Autos, trucks, and buses 29 22.6 20.3 80 -230
Other -14.8 9.7 48 81 89
1 Preliminary.

Source: Department of Commerce, Bureau of Economic Analysis.

Over the 4 quarters of last year, growth of real business fixed in-
vestment fell to 1.7 percent, compared with 10.5 percent in the pre-
vious 4 quarters. Last year’s slowdown in the rise of business fixed
investment was partly caused by the gradual increase in excess capac-
ity and the squeeze on profit margins that accompanied the reduced
pace of economic expansion. Purchases of cars and trucks declined
sharply. Excluding the vehicle component, the growth of business in-
vestment in equipment during the past 4 quarters was 8.9 percent,
compared with 8.1 percent in 1978. :

Investment in structures was curtailed in the first quarter because
of adverse weather, but it recovered in the second quarter and in-
creased somewhat further in the second half. Growth during 1979
was 6 percent in real terms, well below the increase in 1978.

INVENTORY ACCUMULATION

Inventory investment in 1972 dollars was just under 1 percent of
real GNP in the first quarter of 1979, about the same ratio as in the
preceding 2 years. In the second quarter the drop in auto sales led to
marked increases in stocks of large cars, trucks, and recreational vehi-
cles; inventories of small cars declined, however. Involuntary accu-
mulation occurred in other industries also, but in moderate amounts.
The rauo of real inventories to final sales rose in the first half of the
year but declined in the second half. Auto stocks were reduced in the
late summer, and other industries adjusted production to avoid unde-
sired increases in inventories.

Because cautious inventory policies continued in 1979, the cyclical
imbalances that often occur during economic expansion have been
avoided (Chart 2). As a consequence the slower pace of final sales
did not lead to the magnified reduction in output that would have
occurred if inventory liquidation had been extensive.,
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Chart 2

Real Inventory/Sales Ratio, Nonfarm Business

RATIO

SEASONALLY ADJUSTED

1960 62 64 66 68 70 72 74 76 78

NOTE: RATIO OF REAL INVENTORIES AT END OF QUARTER TO ANNUAL RATE OF REAL FINAL
SALES FOR QUARTER.
SOURCE: DEPARTMENT OF COMMERCE.

THE FOREIGN SECTOR

The volume of U.S. merchandise exports began to grow rapidly in
the first half of 1978 after several years of near stagnation, and this
rapid growth continued through 1979. Over the 4 quarters of last
year the volume of merchandise exports is estimated to have risen by
about 12 percent.

Although more rapid economic growth abroad helped boost U.S.
exports, the most important factor accounting for this surge in for-
eign sales was the depreciation of the dollar during late 1977 and
1978. Depreciation of the dollar makes U.S. goods more competitive
abroad by lowering their prices in foreign currency. Since trade flows
respond to changes in relative prices only after a considerable lag,
export volumes continued to be affected throughout 1979 by the de-
preciation that had occurred earlier.

Growth in agricultural exports to a record level also contributed to
the rising volume of merchandise exported during 1979, particularly
in the second half. A crop shortfall in the Soviet Union resulted in a
significant increase in grain exports and higher domestic grain prices.
The price rise was moderated, however, by farmer-held reserves and
excellent domestic crops of corn, wheat, cotton, and soybeans. In
January 1980 the President announced a suspension of agricultural
exports to the Soviet Union. At the same time the President took
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steps to channel the 17 million metric tons of grain exports which
had been interrupted by this action into the Nation’s grain reserves.

The volume of merchandise imports, which had grown strongly
during 1978, is esumated to have increased by less than 3 percent
last year. Earlier depreciation of the dollar, weak growth of domestic
demand, and reduced energy consumption in the United States were
all contributing factors.

The deficit on merchandise trade narrowed during 1978 from a
$48-billion annual rate in the first quarter to about $24 billion in the
fourth. This improving trend did not continue in 1979 because of the
rise in oil prices. In the fourth quarter of 1979 payments for
imported oil were about $30 billion higher (at an annual rate) than a
year earlier, even though the volume of oil imports was lower. Net
gains in other components of merchandise trade were strong, but
they did not quite offset this rise in oil payments.

The current account position of the United States, after posting
deficits for 7 consecutive quarters, improved sharply to show a small
surplus in the fourth quarter of 1978. For the year 1979 the current
account may have been in near balance, compared with a deficit of
$13.5 billion in 1978. This improvement was greater than the year-
over-year decline in the merchandise trade deficit because the sur-
plus on service transactions, particularly net investment earnings,
rose substantially. Overseas earnings were an estimated $9 billion
larger in 1979 than in 1978. Revival of growth abroad, exceptionally
strong earnings by U.S. oil companies on their foreign operatons,
and the increase in the dollar value of foreign currency earnings due
to the depreciation of the dollar all contributed to this rise.

Net exports, as measured in the national income and product ac-

counts, rose about $8 billion in 1972 dollars over the 4 quarters of
1979.

GOVERNMENT PURCHASES OF GOODS AND SERVICES

Federal purchases of goods and services, measured in constant dol-
lars, rose by slightly more than 1 percent over the 4 quarters of
1979. In real terms Federal purchases declined in 1978, and their
level at the end of 1979 was still somewhat below the figure posted 2
years earlier. Most of the 1979 increase reflected purchases for de-
fense. In current dollars, defense purchases increased by 13 percent
over the 4 quarters of 1979,

The real value of State and local purchases fell in the first quarter
of last year because public construction was curtailed by harsh winter
weather in the Midwest and along the Atlantic Coast. These pur-
chases recovered somewhat in the second and third quarters of 1979;
but over the 4 quarters of the year they declined slightly compared
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with a 4-percent rise in 1978. This turnaround partly reflects the
ending of the 1977-78 step-up of Federal assistance. Grants-in-aid
from the Federal Government rose moderately during 1979, after a
large increase in 1978. The aggregate operating account of all State
and local governments swung from a small surplus at the end of
1978 to a small deficit by the close of 1979. Receipts grew more
slowly than expenditures, partly because the slowdown in economic
expansion limited the rise of taxable incomes.

LABOR MARKET DEVELOPMENTS

Employment growth remained strong in 1979, although well below
the substantial gains of recent years. Despite a continued fairly rapid
expansion of the labor force, amounting to 2.2 percent during the 4
quarters of 1979, the overall unemployment rate remained within a
fairly narrow range of 5.7 to 5.9 percent. The unemployment rates
for most major population groups were also relatively stable through-
out 1979 (Table 10). The proportion of the working-age population
that was employed rose slightly last year.

Women contributed most to the growth of the labor force. The
participation rate of adult women rose to a new high of 51.0 percent,

TaBLE 10.—Labor market developments, 1976-79

Component 1976 IV ' 1977 V ] 1978 Iv F979 v
Percent change from year earlier!
Increase in civilian empioy , total 3.4 44 3.6 21
Males 20 years and over. 2.6 33 25 1.3
Females 20 years and over 46 5.2 5.4 39
Both sexes 16-19 years 30 8.0 26 -9
White 33 43 3.2 2.0
Black and other 42 4.7 7.0 29
Percent 2
Unemployment rate, total® 1.7 6.6 5.8 5.9
Males 20 years and over. 6.0 47 4.0 4.2
Females 20 years and over 74 6.7 5.7 5.7
Both sexes 16-19 years 19.0 16.5 16.2 16.1
White 7.0 5.7 50 51
Black and other 13.2 132 11.5 11.2
Participation rate, total+ 61.8 62.6 63.5 63.8
Males 20 years and over 799 79.9 79.8 79.6
Females 20 years and over 47.3 486 50.1 51.0
Both sexes 16-19 years 54.4 56.9 58.5 58.2
White 62.1 62.9 63.7 64.1
Black and other 59.6 60.7 61.9 61.8

1 Changes for 1978 IV adjusted for the increase of about 250,000 in employment and labor force in January 1978 resulting
from changes in the sample and estimation procedures introduced into the household survey.

2 Seasonally adjusted.

3 Unemployment as percent of civilian labor force.

4 Civilian labor force as percent of civilian noninstitutional population.

Source: Department of Labor, Bureau of Labor Statistics.
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up almost a full percentage point over 1978 and about 4 percentage
points over 1976. The participation rates of teenagers and adult men
declined slightly last year.

The increase in employment among adult women accounted for
about 70 percent of the rise in total civilian employment; the per-
centage increase was about three times that of adult males. Blacks
and members of other racial minorities accounted for over 15 per-
cent of the employment increase. Employment for these groups grew
one and a half times faster than that for whites.

Nonfarm payroll employment increased 2.4 million from the fourth
quarter of 1978 to the fourth quarter of 1979, a smaller gain than the
4-million rise in 1978. This increase was concentrated in nonmanu-
facturing industries; in particular, mining, construction, and services
showed large gains. In the manufacturing sector, most nondurable
goods industries continued to show little or no growth in employ-
ment. Employment declined in the apparel, leather products, and to-
bacco industries. Some producers of durable goods, notably manu-
facturers of electrical and electronic machinery, showed strong gains
in employment.

After a fairly steady drop since mid-1975, the number of persons
reporting layoffs as the reason for their unemployment leveled off in
the first half of last year and rose in the second. The number of un-
employed persons who were new entrants or reentrants into the
labor force fell for the second consecutive year after having risen
quite rapidly through 1977.

ECONOMIC POLICY IN 1979

The principal objective of economic policy in 1979 was to stem ac-
celerating inflation. Restraining aggregate demand with fiscal and
monetary policies was a key element of the government’s anti-infla-
tion program. It was recognized, however, that monetary and fiscal
restraint could not do the job alone. As discussed earlier, the volun-
tary standards for prices and wages helped to hold down the rise of
prices in the broad industrial and service sectors of the economy and
to maintain wage restraint.

FISCAL POLICY

Federal outlays for fiscal 1979 were $494 billion, an increase of 9.5
percent over fiscal 1978 but well below the 12.1 percent average an-
nual rate of increase from fiscal 1973 through 1978.

The Revenue Act of 1978 provided for tax relief amounting to
$18.9 billion in calendar 1979, with a $14.1-billion reduction in per-
sonal taxes, a $6.5-billion cut in business taxes, and a $0.7-billion in-
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crease in outlays for the earned income tax credit. An employment
tax credit of $2.5 billion was allowed to expire. The tax package off-
set the increase in individual income tax rates caused by inflation,
and it also encouraged investment in the new and modern plant and
equipment needed to improve productivity.

These tax and spending programs yielded a unified budget deficit
of $28 billion in fiscal 1979, $21 billion less than the fiscal 1978
level. The deficit was $10 billion less than had been originally fore-
cast. Outlays were close to original projections, while receipts were
$10 billion greater than expected. The excess of actual over pro-
jected receipts reflected not only the impact of inflation, but also
substantial unanticipated overwithholding.

The High-Employment Budget

Changes in Federal expenditures, receipts, and the deficit are often
misleading indicators of fiscal policy because they reflect cyclical
changes in economic activity as well as changes in fiscal policy. This
problem does not arise with the high-employment budget. The ad-
justments made to obtain the high-employment budget remove from

TabLe 11.—Actual and high-employment Federal receipts and expenditures, national income and
product accounts, calendar years, 1973-79

[Amounts in billions of dollars; quarterly data at seasonally adjusted annual rate]

Digitized for FRASER

http://fraser.stlouisfed.

Actual High-employment
Calend ds?rplus( ) dSlf"pltus( )
alendar year or quarter . or deficit (— i or deficit (—
Receipts E"tﬂigg' P— Receipts E’(tﬂigg' F—
ercen ercen

Amount | " c'enp Amount of GNP

1973 2583 265.0 —6.7 —05 255.1 2649 —9.8 —0.8

1974 288.6 299.3| 107 —.8 307.0 291.7 93 6

1975 286.2 35681 ~70.6 —46 327.7 3459 | —182 -11

1976 3314 3850 —53.6 -31 361.5 3749 -134 -7

1977 375.4 4217 -463 —24 395.0 4136 -—186 -1.0

1978 432.1 459.8 | —27.7 -13 444.2 4557 | —116 -5

197923 498.3 508.0 9.7 —4 515.0 505.2 9.8 4
1977:

Wit e 375.8 4294 536 —~28 391.6 42211 —305 1.5

v 388.2 4418| -53.6 -27 404.9 4349 --300 15
1978:

| 3978 4473 -494 —-25 417.2 4421 -249 -12

I 424.8 4494 246 —-12 437.1 445.2 —8.0 4

1] 442.1 4626 204 -9 452.1 458.9 —6.8 -3

[\ 463.5 4797 -16.3 —.7 470.2 476.8 —6.6 -3
1979:

12 475.5 486.8 | 113 -5 483.8 484.1 —4 (%)

112 486.3 492.9 —6.6 -3 504.5 490.3 14.3 6

ez 505.3 516.1{ —108 -5 524.8 513.3 115 5

' 546.9 533.1 138 5

1 High-employment surplus or deficit as percent of high-employment gross national product.
%

2 Includes proposed tax increases invol
published by the Bureau of Economic Analysis.

3 Preliminary.

1 Less than 0 05 percent.

Note.—Detail may not add to totals because of rounding.

Sources: Department of Commerce (Bureau of Economic Analysis), Department of the Treasury, Office of

Budget, and Council of Economic Advisers.
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actual receipts and expenditures the effects of cyclical fluctuations in
the economy. Consequently this budget shows the surplus or deficit
as it would be if the economy were moving smoothly along its poten-
tial growth path. It is therefore a better, although still imperfect,
measure of discretionary fiscal policy.

Estimates of high-employment budget expenditures and receipts,
as measured in the national income and product accounts, indicate a
substantial shift of fiscal policy toward restraint over the past year—
from a deficit of $7 billion, annual rate, in the second half of 1978 to
a surplus of about $13 billion in the second half of 1979 (Table 11).
The procedure for estimating the high-employment budget is dis-
cussed in Supplement I to this chapter.

Fiscal and Otl Price Restraint

The shift of the high-employment budget into surplus was less im-
portant in restraining aggregate demand in 1979 than were the rising
prices of oil and refined petroleum products. To help assess the ef-
fects on aggregate demand of these two factors taken together, the
Council of Economic Advisers has calculated the combined restraint
from fiscal policy and price developments in the oil sector. These es-
timates are at best an approximate measure, but they indicate the un-
expectedly severe restraint placed on aggregate demand in 1979,
Over the 4 quarters of the year, fiscal and oil price restraint in-
creased by about $60 billion, or about 2% percent of GNP. (A more
detailed discussion of the procedures used by the Council to measure
the restraint from higher oil prices is provided in Supplement II to
this chapter.)

MONETARY POLICY AND FINANCIAL MARKETS

The principal objective of monetary policy in 1979 was to help
check accelerating inflation by limiting the growth of money and
credit. In an environment of sharply expanding demand for money
and credit, implementation of that policy required a pronounced rise
in interest rates. The pattern of increases was uneven: rates fell
slightly on balance in the first half but advanced rapidly thereafter
(Chart 3).

In submitting to the Congress the annual monetary policy report
required under the Full Employment and Balanced Growth Act of
1978, the Federal Reserve set forth its objectives with regard to in-
creases in the monetary and credit aggregates during 1979. For the
period from the fourth quarter of 1978 to the fourth quarter of 1979
the Federal Reserve established a target range of 112 to 4% percent
for M; (demand deposits and currency). The range for M. (M; plus
time and savings deposits other than negotiable certificates of depos-
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Chart 3

Selected Interest Rates and
Bond Yields
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it at large commercial banks) was set at 5 to 8 percent. For M5 (M.
plus time and savings deposits at savings and loan associations, mu-
tual savings banks, and credit unions) a range of 6 to 9 percent was
established. Commercial bank credit was projected to increase be-
tween 7% percent and 10% percent during the year. In setting the
initial M; range, the Federal Reserve staff estimated that the intro-
duction of automatic transfer services (ATS) and negotiable order of
withdrawal (NOW) accounts in New York State (discussed below)
would reduce growth in M; by about 3 percentage points over the
course of 1979. In October the target for M; was revised upward to a
range of 3 to 6 percent because ATS and NOW accounts had grown
much more slowly than anticipated.

In the first quarter of 1979, M, actually declined, while M. rose at
an annual rate of about 2 percent. This leveling off in the monetary
aggregates reflected both slower economic growth and shifts of funds
from bank deposits to other financial assets because of the higher in-
terest rates established late in 1978. Balances in money market mutu-
al funds jumped from $11 billion in December to $18 billion in
"March, and households substantially stepped up their purchases of
government securities. The contraction in M; was also due to the
rapid growth in ATS and NOW accounts during the first quarter.

The decline in real GNP in the second quarter, combined with un-
certainties about the energy situation, led to a widespread belief that
an economic downturn had begun. In this environment the Federal
Reserve kept monetary policy approximately unchanged. The 9%
percent discount rate established in November 1978 was maintained
until July; the Federal funds rate was raised 25 basis points to 10%
percent in May and then held at that level until July.

Growth of the monetary aggregates surged in the second quarter
despite the decline in real GNP. From March to June both M, and M.
increased at an annual rate of almost 12 percent. This pickup in
money growth was partly attributable to special factors. Large in-
creases in demand balances occurred just before the April and June
tax dates. In addition, after mid-March thrift institutions were no
longer permitted to pay a higher interest rate than banks on the pop-
ular 6-month money market certificates. As a result commercial banks
captured half of the net increase in MMCs in the second quarter,
compared to one-third in the first quarter, and this raised the growth
rate of M.

In July monetary growth continued at a rapid pace, and market in-
terest rates began to move up. At first the Federal Reserve kept
its target for the Federal funds rate unchanged, but it soon be-
came apparent that maintenance of the funds rate was resulting in
a rapid expansion in bank reserves and the monetary aggregates. Al-
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though the expansion of the monetary aggregates slowed consider-
ably in August, rapid growth of money and credit resumed in Sep-
tember, when economic statistics were indicating a rebound of activi-
ty in the third quarter and the continuation of a very high rate of
inflation.

During the third quarter the Federal Reserve took steps that led to
higher interest rates. The discount rate was moved up in several
stages to 11 percent in mid-September, and the Federal funds rate
was raised to 11% percent. From the end of June to mid-September
most short-term rates had climbed by almost 200 basis points. Never-
theless both M; and M. were growing rapidly, and it was clear that
the Federal Reserve’s 1979 target ranges would be breached if such
high growth rates continued.

During the first 9 months of last year, growth in bank credit was
well above earlier projections and consistently outstripped the expan-
sion in bank deposits. To sausfy expanding demands for credit,
banks substantially increased their reliance on nondeposit sources of
funds, which rose from $85 billion in December 1978 to about $130
billion in September.

It was—and still is—dithicult to assess the degree of restraint exert-
ed by monetary policy in the first 3 quarters of 1979. The spread of
active hability management among banks, the advances in cash man-
agement techniques used by firms, and the growing financial sophis-
tcation of households have produced a marked shift in the normal
relationships between economic activity and the monetary aggre-
gates. The new MMCs have played a particularly important role in
cushioning the effects of monetary restraint on housing. Moreover
the effects of interest rates on aggregate demand may also have
changed because of heightened inflationary expectations. In any
event, by September the growth of money and credit, developments
in the real economy, and signs in commodity markets of an apparent
worsening of inflationary expectations were giving unambiguous sig-
nals that more monetary restraint was needed. Pressures on the dol-
lar reinforced those signals.

Monetary Policy in the Fourth Quarter of 1979

On October 6 the Federal Reserve announced a major shift in its
technique for implementing monetary policy. Previously it had at-
tempted to control the expansion of the monetary aggregates by
adopting a target for the Federal funds rate. Under the new approach
the object of open market operations would be to supply the volume
of bank reserves consistent with desired rates of monetary growth.
Much greater variation in the Federal funds rate was to be permitted.
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The Federal Reserve also raised the discount rate to 12 percent and
established a marginal reserve requirement of 8 percent on increases
in the total of managed liabilities of member banks, Edge Act corpo-
rations, and U.S. agencies and branches of foreign banks. Managed
liabilities subject to this requirement include large-denomination
time deposits with maturities of less than a year, Eurodollar borrow-
ings, repurchase agreements, and borrowings of Federal funds from
lenders not subject to the requirement. This added reserve require-
ment raised the effective cost to banks of obtaining funds through
these sources.

Interest rates climbed to record levels in the first few weeks after
October 6 but then declined through late November. In December
rates rose again but remained below October peaks. On average,
short-term rates during the final month of 1979 were about 134 per-
centage points above September levels, while long-term rates had
risen about 1 percentage point. With the prime bank loan rate at
15% percent at the end of December, businesses faced short-term
borrowing costs that greatly exceeded the rate of inflation in the in-
dustrial sector, about 9 percent for producer prices of finished goods
other than food and energy.

Money and credit growth decreased markedly in the wake of the
Federal Reserve’s action. During the final quarter of last year M, rose
at an annual rate of only 3.1 percent, while growth of M; dropped to
a 7.1 percent rate. Consequently, growth of M; and M; fell within the
target ranges established for 1979, while the increase in M. was just
above the upper end of its range.

Thrift Institution Deposits and Morigage Credit

Although short-term interest rates nearly doubled from December
1977 to December 1979, both thrift institution deposits and the flow
of mortgage credit proved more resilient than in earlier periods of
high rates.

During past periods of high interest rates, depositors had shifted
their funds from accounts at banks and thrift institutions, where de-
posit ceilings were fixed by regulation, to market instruments giving
a higher rate of return. The introduction in June 1978 of 6-month
money market certificates enabled both thrift institcutions and banks
to compete more effectively for funds. Commercial banks are permit-
ted to pay an interest rate on these certificates, which require a
$10,000 minimum deposit, equal to the discount rate on 6-month
Treasury bills. Initially thrift insticutions were able to pay one-fourth
of 1 percent more, but in March 1979 that differential was eliminated
whenever the 6-month bill rate was 9 percent or higher.
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Thrift institutions captured 70 percent of the net increase in MMC
balances from June 1978 to March 1979, and 50 percent of the
growth in MMCs over the last 3 quarters of 1979. By the end of 1979
MMCs accounted for about one-fourth of all deposits at thrift institu-
tons.

Certificates of deposit sold in amounts of $100,000 or more, which
are not subject to rate ceilings, were also important in maintaining
thrift flows during 1979. Those large-denomination certificates ac-
counted for about one-third of the increase in deposits with savings
and loan associations last year, compared to only 12 percent in 1978.
Regulations were issued in December authorizing federally chartered
savings and loan associations to tap the Euromarkets by issuing
large-denomination certificates to foreign investors.

In July 1979 a floating ceiling was established for deposits with a
maturity of 4 years or more. Thrift insututions were permitted to pay
an interest rate 1 percentage point below the yield on 4-year Treas-
ury issues, and the ceiling for commercial banks was set 25 basis
points below that for thrift institutions. The 4-year certificates did
not play an important role during 1979; short-term rates remained
well above medium-term Treasury yields throughout the latter part
of the year, and the 4-year certificates were less attractive to deposi-
tors than MMCs and money market mutual funds. Minimum deposit
requirements were also eliminated n July for all deposit categories
except MMCs, and penalties for early withdrawal were reduced.

On January 1, 1980, the floating ceiling was extended to cover de-
posits with a maturity of 2% years or more. Under these new regula-
tions thrift institutions can pay an interest rate on such accounts that
i1s one-half of a percentage point less than the 2%z-year Treasury
yield, while the ceiling for banks is 25 basis points less than that for
thrift institutions. (Floating ceilings apply only when they exceed the
previously established fixed ceilings for a given class of deposits.)

Secondary mortgage markets, which have expanded rapidly in re-
cent years, also helped sustain the flow of mortgage credit during
1979. The Government National Mortgage Association (GNMA)
guarantees mortgage-backed securities issued against pools of FHA
and VA mortgages. Only $5 billion of such securities were issued
during 1974, when the GNMA market was just developing. By 1979
more than two-thirds of all FHA and VA mortgages were being pack-
aged in pools guaranteed by GNMA, and new issues of these securi-
ties rose to almost $25 billion. The secondary market for conven-
tuonal mortgages has also expanded in recent years. By making mort-
gages attractive to a wider group of investors, the development of
secondary markets has further reduced the degree to which the avail-
ability of mortgage credit depends on the flow of deposits to thrift
Institutions.
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Despite these developments the October 6 actions of the Federal
Reserve caused a severe shock in the mortgage credit markets. Thrift
institutions were confronted with greater uncertainty regarding their
ability to attract funds. They also faced the prospect of sharp reduc-
tions in earnings because the cost of attracting funds had risen so
much relative to revenues from their loan portfolios, which consist
largely of loans made at lower rates of interest prevailing in earlier
years. In the light of these uncertainties substantial numbers of thrift
institutions stopped making new mortgage loan commitments alto-
gether, and many others tightened their lending policies by raising
required down payments or by lending only to long-standing deposi-
tors. Mortgage interest rates increased sharply in all States where
usury ceilings were not binding. Where such ceilings prevented mort-
gage rates from rising, many mortgage lenders withdrew from the
market.

Potential home buyers in late 1979 were therefore confronted with
sharply higher costs of home financing and tighter nonprice terms.
Some were unwilling to pay the higher rates, others could not make
the higher down payment required, and still others found it difficult
to qualify for loans because of the higher monthly payments. With
both higher costs and reduced availability of credit driving buyers out
of the market, housing starts declined substantally in October and in
November before leveling off in December.

What the developments in late 1979 imply for the mortgage mar-
ket in 1980 cannot yet be fully evaluated. Initially the market may
have overreacted to uncertainties prevailing in October and Novem-
ber. Since late October, interest rates on market securities have de-
clined, as have rates on new mortgage loan commitments in some re-
gions of the country. Late last year legislation was enacted that per-
manently exempted FHA and VA loans from State usury limits and
temporarily exempted other residential mortgage lending from these
ceilings. This should bolster home sales and construction in States
where usury limits had been binding. Nevertheless the outlook for
housing construction in early 1980 has been dimmed by conditions
prevailing in mortgage markets late in 1979. This weakness in hous-
ing makes it more likely that the economy will slide into recession
this year.

ATS and NOW Accounts

Two regulatory changes introduced late in 1978 had an important
bearing on the financial services offered to individuals by banks in
1979. On November 1, 1978, commercial banks were authorized to
offer customers automatic transfer services whereby funds are shifted
automatically from savings to demand deposit accounts to cover
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checks. With ATS the customer need not keep money in his checking
account, and his funds can earn interest at the passbook rate in his
savings account. In the same month, banks and thrift institutions in
New York State were authorized to offer NOW accounts. Negotiable
orders of withdrawal may be used like checks to make current pay-
ments, but they are drawn against an interest-bearing savings ac-
count. NOW accounts have been available in all six New England
States for several years.

Both ATS and NOW accounts, as well as credit union share drafts,
provide checking privileges on a deposit that earns interest. Since all
of these accounts are classified as savings deposits, shifts from regu-
lar demand deposits to these accounts reduce the growth of M,.

In the 5 months through March 1979 the increase in ATS accounts
and in NOW accounts at New York banks totaled more than $6 bil-
lion. In mid-April, however, a U.S. Court of Appeals ruled that ATS
and similar accounts, such as credit union share drafts, were illegal
and could not be maintained after January 1, 1980, unless the Con-
gress enacted appropriate legislation. After this ruling the spread of
ATS was curtailed sharply.

In December the Congress enacted legislation extending authority
for credit union share drafts and bank ATS systems through March
31, 1980. The Senate bill had also included provisions to phase out
regulatory interest ceilings on bank and thrift institution deposits over
a period of 10 years and to give federally chartered savings and loan
associations and credit unions greater consumer and commercial
lending authority. Decision on these steps was deferred until 1980.
In May the President had sent a message to the Congress strongly
supporting such measures, which would enable small savers to earn a
market rate of return on their deposits and give thrift institutions the
flexibility they need to pay market interest rates and yet maintain
adequate earnings. The Administration also proposed granting thrift
institutions authority to offer variable rate mortgages. Regulations
were issued in July by the Federal Home Loan Bank Board permit-
ting all federally chartered savings and loan associations to issue vari-
able rate mortgages. Federally chartered associations in California
and some State-chartered associations were already offering such
mortgages before July.

CREDIT FLOWS

Borrowing by the private nonfinancial sector of the economy (in-
cluding State and local governments) continued to expand during the
first 3 quarters of 1979, although somewhat less rapidly than private
GNP. The increase in private credit flows was about offset by a re-
duction in Federal borrowing that reflected the decline in the Federal
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budget deficit. The aggregate flow of credit to all nonfinancial bor-
rowers thus remained close to its 1978 pace.

The increase in private borrowing stemmed from the business sec-
tor. The annual rate of borrowing by nonfinancial businesses during
the first 3 quarters of 1979 was one-fourth larger than in 1978. Al-
though the increase cut across most types of borrowing by business,
commercial bank loans accounted for most of the acceleration. The
strength of business credit demands reflected the slow growth of in-
ternal funds relative to capital spending. For nonfinancial corpora-
tions the ratio of external funds raised to expenditures for fixed capi-
tal and inventories increased from 48 percent in 1978 to 55 percent
during 1979 but remained well below the peak rate of 61 percent re-
corded in 1974.

Borrowing by households over the first 3 quarters of 1979 as a
whole remained close to the 1978 pace, but the rate of borrowing
tended to decline as the year went on. Growth in consumer install-
ment credit subsided, and so did the volume of mortgage borrowing.
The moderation of growth in installment credit derived primarily
from the slower pace of auto sales after the first quarter. The slower
expansion of household mortgage debt may have stemmed from
higher mortgage interest rates and the somewhat more limited avail-
ability of mortgage credit. During 1978 the increase in household
mortgage debt amounted to 113 percent of household expenditures
for new residential construction. By the third quarter of 1979 the
ratio was down to 107 percent.

In earlier periods of economic expansion, rising interest rates gen-
erally led to sharp changes in the sources of credit supplied to bor-
rowers. Constraints on the ability of depository institutions to attract
and hold deposits resulted in a marked decline in the share of credit
supplied through financial intermediaries. Correspondingly a higher
share was supplied directly to credit markets by households, busi-
nesses, and State and local governments. As a result of the innova-
tions in financial markets discussed earlier, this shift in sources of
credit did not occur in the first 3 quarters of 1979, when the propor-
tion of funds advanced through private financial intermediaries was
actually somewhat higher than in 1978. During the first half of the
year, the proportion advanced directly by the public also increased
while supplies from foreign sources declined, reflecting substantial
intervention sales of dollars by foreign central banks as the U.S. cur-
rency strengthened in exchange markets.

The Consumer Debt Burden

The ratio of consumer debt repayments to disposable income has
nisen steadily in recent years, reaching a record peak of 18 percent in
the third quarter of 1979. The increase in this ratio has created con-
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cern that consumers are becoming overextended and has also raised
fears that a high repayment burden might act as a strong constraint
on consumer spending during an economic downturn. Repayments
were equal to 17 percent of disposable income at the top of the last
cycle in 1972-73.

The increase in the debt repayment burden from the last cyclical
peak to the present is completely accounted for, however, by an in-
crease in monthly pavments on revolving credit lines. The revolving
credit figures cover all charges and repayments on credit cards issued
by banks, gasoline companies, and retail stores, including transac-
tions of consumers who use credit cards only as a convenience and
pay their outstanding balances in full each month. Bank credit cards
accounted for most of the increase in revolving credit charges and
repayments relative to income. While revolving credit repayments
have risen rapidly relative to income 1n the past 6 years, the ratio of
debt outstanding on revolving credit lines to income has risen only
shightly. Most of the recorded increase in the debt repayment burden
for this category of consumer credit can thus be attributed to a
greater use of credit cards, particularly bank cards, for convenience
only.

The monthly repayment burden on fixed-term consumer loans has
not risen over this period. On the contrary, during the last half of
1979 such repayments, which include those on auto loans, were actu-
ally somewhat lower in relation to income than they were in 1972-73.
Debt outstanding on these loans, however, has increased substantially
as a proportion of after-tax income. Consumers were able to increase
their debt without raising required repayments as a share of income,
because average maturities have lengthened considerably. The aver-
age repayment period on new car loans, for example, has increased
from almost 3 years in 1974 to about 3 years and 9 months in the
third quarter of 1979. Maturities on other fixed-term installment
loans have also lengthened, reflecting the easier terms provided by
most categories of lenders.

Consumer indebtedness from auto loans and other fixed-term in-
stallment credit declined substantially relative to disposable personal
income during 1974 and 1975 and then increased rapidly in the up-
turn. Outstanding balances on revolving credit lines, however, have
been a fairly constant proportion of after-tax income throughout the
past decade. Last year net borrowing on revolving lines rose at about
the same pace as disposable income, while net fixed-term borrowing
dropped from about 2% percent of disposable income in the fourth
quarter of 1978 to less than 1% percent in the final quarter of 1979.
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Consumers are indeed more indebted today than they were at the
peak of the past cycle, but their fixed-term repayments are actually
somewhat lower compared to their disposable income than was the
case in 1972-73. While the burden of repayments can be expected to
restrain consumer spending as the economy heads into recession, the
impact will probably be no greater than during the last downturn and
might well be less.

SUMMING UP

Huge oil price increases dominated economic developments in
1979. Economic growth slowed much more than expected. The de-
cline in inflation anticipated at the beginning of the year did not ma-
terialize; on the contrary, inflation increased sharply. The fact that
the increase in inflation was confined largely to energy (and as meas-
ured in the CPI, to housing) was a distinct positive element in the
economic record, but there 1s still a danger that last year’s sharp rise
of energy and housing prices may spill over into this year’s wages
and costs and thus become built into the underlying inflation rate.
Fighting inflation must therefore remain the top priority of economic
policy.

SUPPLEMENT 1

Improvements in the Method for Estimating the
High-Employment Budget

Beginning with the publication of the 1978 Report, the Council’s approach
in calculating the high-employment budget changed. In the method used ear-
lier, high-employment receipts were determined as the product of real poten-
tial GNP, the price level, and estimates of income shares and effective tax
rates at high employment. Comparisons of actual receipts—those collected at
actual employment levels—with high-employment receipts often yielded an
implausible elasticity of receipts with respect to the change in income be-
tween actual and potential GNP.

The source of the problem is that estimates of high-employment income
shares and effective tax rates made with this approach do not reflect all of
the structural characteristics of the tax system or the economy that are em-
bodied in the short-term behavior of actual income shares and effective tax
rates. These estimates are unlikely to incorporate such features because they
rely completely on trends of income shares and effective tax rates. Hence es-
timates of actual and high-employment budgets can be inconsistent.
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The revised approach ensures consistency by basing the high-employment
estimates on actual receipts and adding to these receipts the extra revenues
that would be collected if the gap between actual and high-employment GNP
were closed. Estimates of these additional revenues are based on the average
historical behavior of income shares and marginal tax rates or tax elasticities
over the business cycle. In this way the implied elasticity of receipts with re-
spect to the change in income between actual and potential GNP is more
consistent with past experience.

During 1979 the Council worked with other Federal agencies to improve
the estimates of income shares, marginal tax rates, and tax elasticities used in
this approach, integrating as fully as possible the Council’s work on potential
GNP. Cyclical adjustments of expenditures were made for the first time for
several additional Federal expenditure programs, and separate cyclical ad-
justments were made for regular and extended unemployment insurance
benefits.

Income Shares

The principal improvement last year to estimates of cyclically adjusted in-
come shares was the joint estimation of equations explaining the shares of all
major components of national income and the difference between national
income and GNP. Because the equations were estimated jointly, the sum of
the gaps between actual and high-employment values for income compo-
nents equals the gap between actual GNP and its high-employment level.
To facilitate the calculation of the difference between actual and high-
employment tax bases for different revenue aggregates, national income was
disaggregated into six components: wages and salaries, other forms of com-
pensation, nonfarm proprietors’ income, farm proprietors’ income, corporate
profits, and rent plus net interest.
Tax Elasticities

Efforts were made on several fronts in 1979 to improve estimates of the
personal income tax elasticity. Time series analyses related personal tax re-
ceipts adjusted for changes in tax law to adjusted personal income (defined
as wages and salaries, proprietors’ income, rental income, dividends, and
personal interest income). Cross-sectional analyses using a model from the
Department of the Treasury’s Office of Tax Analysis were also performed for
several years in the 1970s. Inputs to this model included estimates of
changes in the components of adjusted personal income that would occur in
closing the gap between actual and potential GNP. The estimated number
and type of additional income tax returns filed by the extra persons em-
ployed in closing the gap were also used by the model. These studies sug-
gest that estimates of the personal tax elasticity obtained in moving between
actual and potential GNP are particularly sensitive to assumptions about pro-
ductivity, the income distribution, and the filing status of the extra employed
persons. For the calculation shown in this Reporf, an elasticity of 1% was
used. It is recognized that this estimate is subject to a substantial margin of
error.
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The study of the marginal corporate tax rate used a time series analysis of
the relationship of corporate profits tax receipts to the product of the statu-
tory tax rate and a rax base adjusted for Federal Reserve profits, profits from
foreign operations, and State and local taxes. The investment tax credit was
also an explanatory factor in the analysis. While it is difficult to control accu-
rately for the effects that changes in these factors exert on corporate tax rev-
enues, most specifications suggested a marginal corporate tax rate near 40
percent in recent years.

During 1979, estimates of the additional contributions for social insurance
brought about by closing the gap between actual and high employment were
refined in several ways. Social insurance revenues were disaggregated into
four subcategories: social security taxes, excluding those paid by the self-
employed, and railroad retirement taxes; social security contributions by the
self-emploved; unemployment insurance taxes; and other taxes (including
Federal employee retirement contributions, supplemental medical insurance
premiums, veterans’ life isurance payments, and workmen’s compensation).
This disaggregation was particularly important because the relative weight of
social security taxes in the total has increased materially since the 1950s.

Esumates were made of the cyclical sensitivity of tax bases for each catego-
ry of social insurance receipts (except the tax base of other contributions,
which was assumed to be insensitive to cyclical influences). Separate tax elas-
ticities were then applied to each of these bases. The tax elasticities were cal-
culated as a weighted average of an employment elasticity (assumed to be
1.0) and an average wage elasticity. For example, the average wage elasticity
for social security taxes (except those paid by the self-employed) and railroad
retirement taxes has increased during the 1970s from an estimated 0.57 in
1971 to 0.78 in 1979 because of the increase in the taxable earnings base
relative to average earnings. The weights are based on the proportion of the
difference between actual and high-employment wages and salaries attributa-
ble to the change in employment, and the proportion attributable to the
change in average wages per worker, in moving from actual to potential
GNP.

Estimates of the elasticity of indirect business taxes with respect to changes
in real GNP were revised last year on the basis of studies that analyzed the
behavior of indirect business taxes since the 1950s, after allowing for
changes in tax law. According to these studies the elasticity of total indirect
business taxes with respect to real GNP is less than 1, since most of the taxes
are on products for which demand 1Is inelastic in relation to income. This
elasticity has declined from a peak of 0.9 in the mid-1960s to nearly 0.6 in
recent years as a consequence of the repeal of several cvclically sensitive ex-
cise taxes, particularly the automobile excise tax.

Expenditure Adjustments
Separate estimates were made of the cyclical sensitvity of regular and ex-
tended unemployment insurance benefits. The estimates suggest that ex-
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penditures for regular unemployment insurance benefits currently rise about
$2.5 billion for each 1 percentage point increase in the unemployment rate.
The cost of extended benefits is estimated to rise smoothly as a percentage
of the cost of regular benefits when the actual unemployment rate rises to
about 7% percent from the benchmark unemployment rate of 5.1 percent.
This rise occurs as extended benefits payments are triggered in an increasing
number of States. Near an unemployment rate of 7% percent, the cost of
extended benefits jumps sharply, because these benefits are triggered for the
Nation as a whole.

During 1979, cyclical adjustments were made for six additional Federal ex-
penditure programs: food stamps, aid to families with dependent children,
old age and survivors’ insurance, disability insurance, medicaid, and veterans’
readjustment benefits (the GI bill). These adjustments were based on a sur-
vey of research on these programs, most of it conducted within the Federal
Government during the last decade. The increase in expenditures for a 1
percentage point rise in the unemployment rate is about 1 percent of total
expenditures on these programs, or $1.4 billion at 1979 expenditure levels.
The total cyclical adjustment for these programs was $0.9 billion in 1979.

Further improvements are planned in the estimates of income shares and
tax elasticities used in calculating the high-employment budget. During 1980
these refinements and historical estimates of the high-employment budget
will be reported in the Survey of Current Business; and the Bureau of Economic
Analysis of the Department of Commerce will then regularly publish updates
and revisions of these historical estimates.

SUPPLEMENT 1II

Measuring the Restraint from Qil Price Increases

In analyzing the economic consequences of higher oil prices the Council
has found it useful to estimate the magnitude of the “oil price drag,” which
has effects on real output and employment that are analogous to those of
fiscal drag.

O1l price increases affect the broad performance of the economy in two
principal ways. First, the overall price level is raised because of the higher
prices of petroleum products and the higher costs of products incorporating
petroleum. Second, income is transferred from users of petroleum to foreign
and domestic producers and also to the government through increased tax
collections.

The effect of higher oil prices on users of petroleum is similar to the im-
pact of a higher excise tax. Both raise prices directly, reduce real purchasing
power, and thus depress aggregate demand. But when oil prices rise, oil pro-
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ducers receive higher net revenues and expand their demands for goods and
services.

The calculations of oil price drag are based on average prices for imported
and domestically produced oil and on estimated changes in refining and mar-
keting margins. The gross impact of a price increase for imported or domes-
tic crude oil used in the United States is calculated by multiplying changes in
average oil prices by the quantities of oil from each source, after allowing for
the reduction in oil consumption induced by higher prices. To estimate the
effect of higher margins, price increases at each stage in the processing and
distribution of refined products are taken into account, along with the quan-
tity of each product used. Where crude oil or refined products are used as
inputs in producing other goods, the increased costs are assumed to be
passed through to prices on a dollar-for-dollar basis.

In calculating the drag attributable to higher crude oil prices and increased
refining and marketing margins, only the increase that exceeds the general
rate of inflation is taken into account. Estimates for 1980 assume no further
rise in real prices of imported oil above the level prevailing in early 1980 and
no further widening of real margins.

Gross oil price drag is defined simply as the gross value of changes in the
cost that users of oil and refined products must pay. To calculate a net oil
price drag, estimates of respending on American products from the increased
revenues of OPEC countries and those of domestic o1l producers are sub-
tracted. Increased exports of American products resulting from higher world
oil prices are estimated to equal 20 percent of the increase in the U.S. oil bill
after 1 year and 50 percent after 2 years. It 1s assumed that 30 percent of the
incremental after-tax revenue of domestic sellers of oil is respent for goods
and services after 1 year and 75 percent after 2 years.

According to the Council’s estimates, gross oil drag increased over the 4
quarters of 1979 by $59 billion and is expected to rise by an additional $41
billion over the 4 quarters of this year. Over the same two 4-quarter periods
the net oil drag is expected to increase by just under $53 and $24 billion
respectively. By the end of 1980 the net drag will have increased by an
amount approximately equal to 3 percent of GNP.
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CHAPTER 2

The Economic Outlook

ECONOMIC FORECASTS LAST YEAR tended to underestimate
the strength of private spending and, consequently, the economy’s
ability to withstand the effects of energy price shocks, fiscal restraint,
and rising interest rates.

As indicated in Chapter 1, the resilience of the economy last year
reflected forces that may continue to sustain economic activity in
1980. Nevertheless there are a number of reasons for expecting a
mild recession in the first half of this year. Rising oil prices, coupled
with increases in effective tax rates caused by inflation, will continue
to dampen consumers’ purchasing power in 1980, and the personal
saving rate is likely to rise from its exceptionally low level at the end
of last year. Consequently the growth in consumer spending will
slow. Businesses are likely to react to the slowdown in consumer
buying by trimming their capital investment plans. Housing starts
turned down sharply late last year and may decline further in re-
sponse to reduced availability of mortgage credit and extraordinarily
high mortgage interest rates. And inventory accumulation is also like-
ly to decline further as final sales weaken.

In most past periods of economic recession both fiscal and mone-
tary policy have been eased significantly. At the present time, howev-
er, recession is still only a forecast; it has not yet appeared in overall
measures of economic performance. Moreover the economy has re-
cently withstood recessionary pressures far better than most analysts
expected. These facts, together with the seriousness of our inflation
problem, argue against an easing of policy at this time. Such a move
would heighten expectations of inflation and reduce our prospects of
making progress toward price stability. An easing of monetary and
fiscal policy, in advance of any actual economic deterioration, would
also put strong downward pressures on the dollar in foreign ex-
change markets. Creating an environment conducive to reduced pres-
sures on prices and costs requires restraint in fiscal and monetary
policies and great caution in making changes.

Fiscal policies cannot, of course, be set to run an unswerving
course regardless of how actual economic events unfold. The Admin-
istration will monitor economic developments closely in 1980 and is

66

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

prepared to recommend additional policy measures if worsening eco-
nomic conditions warrant such action.

THE ECONOMY IN 1980 AND 1981

The expected recession is likely to be mild and brief. Declines in
real gross national product (GNP) should not extend much past mid-
year, and econornic growth will resume later this year, albeit slowly at
first. Over the 4 quarters of 1980 real GNP is forecast to decline by 1
percent.

Employment should remain almost unchanged despite the fall in
real GNP, as productivity declines and the average length of the
workweek is reduced. However, because job opportunities will not
grow as fast as the labor force, the unemployment rate is likely to
rise from 5.9 percent in the fourth quarter of 1979 to 7% percent in
the fourth quarter of this year.

In 1980 a major task of economic policy is to prevent the large en-
ergy shocks of 1979 from spilling over into wages and industrial
prices. Greater slack in the economy will help to hold down inflation
by discouraging large wage increases and creating resistance to price
increases. The rate of increase in home financing costs should slow
this year. Energy prices will continue to rise substantially, although
most probably at a slower pace than in 1979. Over the 12 months of
this year consumer prices are forecast to increase 10.4 percent, com-
pared with 13.3 percent in the year just ended. Late in 1980 the an-
nual rate of inflation should be between 9 and 9% percent.

While several factors will be working to reduce inflation, dramatic
progress cannot be expected because the momentum of past inflation
is substantial and expectations of inflation are deeply entrenched.
The pay and price standards will continue to help restrain the growth
of wages and nonenergy prices, but they cannot be expected to yield
a large reduction in inflation. Indeed, to the extent that workers seek
and achieve larger nominal wage gains, some increase in the underly-
ing rate of inflation—that is, the rate determined by the long-term
trend in industrial costs—could occur this year. The degree of spill-
over of last year’s price increases into this year’s wages will be limit-
ed, however, not only by greater economic slack, but also by continu-
ation of the voluntary pay and price standards.

Real growth is forecast to increase to a rate of 2% percent over the
4 quarters of 1981. Employment growth is also expected to strength-
en, and consequently the unemployment rate is forecast to be slightly
lower by year’s end. Inflation should decline somewhat further, to
about 8% percent over the 12 months of 1981, as a result of some
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improvement in productivity growth and continued slack in labor and
product markets.

FISCAL POLICY

Fiscal policy must continue to follow a course consistent with re-
ducing inflation. This principle is particularly important in light of
the large rise in oil prices in 1979 and the possibility of spillover
from higher oil prices into wages and nonenergy costs.

In fiscal 1980 Federal outlays are projected to be $563.6 billion, an
increase of about 14 percent from the previous year. In fiscal 1981
the budget projects outlays of $615.8 billion, a rise of 9 percent.
Most of the increase in Federal outlays over the 2 years arises from
the effects of inflation on the Federal budget. Adjusted for inflation,
Federal spending will increase only about 2% percent over the 2
years. Qutlays for defense, in real terms, will rise somewhat more
than 5 percent between fiscal 1979 and fiscal 1981. Inflation-adjusted
outlays for all other Federal programs will be less in fiscal 1981 than
they were in fiscal 1980.

Fighting inflation continues to be the top priority of economic pol-
icy, and hence the President has not recommended any legislated
changes in tax rates in the 1981 budget. Since individuals will be
moving into higher tax brackets as their incomes increase, the share
of personal income taken by Federal income taxes will rise. Social se-
curity tax liabilities are scheduled to increase in January 1981 by $18
billion. The resulting rise in effective tax rates, combined with limit-
ed growth of Federal outlays, will cause the Federal budget to move
significantly toward restraint in the next fiscal year.

MONETARY POLICY

The actions taken by the Federal Reserve on October 6 to restrain
the growth of money and credit were followed by a sharp rise in in-
terest rates to record postwar levels in the last quarter of 1979.
Short-term market interest rates reached a peak in the third week of
October but eased somewhat thereafter.

The changed approach to monetary control, with more emphasis
on controlling the growth of bank reserves and greater willingness to
permit fluctuations in interest rates, will help the Federal Reserve to
hit its target ranges for the growth of the monetary aggregates.
Short-term shifts in the demand for money and credit now show up
in movements of short-term interest rates more than in the growth of
the monetary aggregates.

While the new strategy will lead to more variation in the course of
interest rates over the short run, it need not alter their central tend-
ency. This will continue to be determined by longer-term trends in
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inflation and the demands for credit and money relative to the availa-
ble supplies, which are influenced by the objectives of the Federal
Reserve. As the year progresses, slowing economic activity and de-
clining inflation should make the Federal Reserve’s objectives for
monetary restraint consistent with lower interest rates. The decline in
interest rates that develops, however, is likely to be moderate com-
pared to past periods of recession because of the persistence of a
high rate of inflation.

WORLD OIL MARKETS

World oil markets are expected to be in a delicate balance in 1980.
Although consumer demand for petroleum products has fallen and
can be expected to decline further, continued high levels of stock-
building, combined with supply cutbacks by some foreign producers,
may offset whatever tendency might exist for the creation of slack in
the international oil market.

The outlook presented here takes into account the most recent
price increases announced by the Organization of Petroleum Export-
ing Countries (OPEC). In Caracas, the OPEC members did not agree
on an integrated cartel pricing structure, though some member coun-
tries made an effort to narrow existing price differentials within the
cartel. Since then some of the countries with the highest prices have
posted additional increases. In early January the world price of oil
was near $28 per barrel, more than twice its level a year earlier. The
forecast makes allowance for the possibility that further increases in
world oil prices may somewhat exceed the inflation rate during 1981.

THE ECONOMIC FORECAST

At this ume the economy appears likely to head into a mild reces-
sion. Housing starts began to turn down in the fourth quarter of last
year. New car sales also fell, and auto companies have curtailed their
production schedules for the first quarter of this year to reduce ab-
normally large inventories, especially of large models.

The downward pressure on consumers’ real incomes, resulting
from rising oil prices and increasing fiscal restraint, is continuing. In
the 2 years beginning with the final quarter of 1978, the high-em-
ployment budget will swing to surplus by $34 billion. Increases in
crude oil prices, and in domestic oil refiners’ and distributors’ gross
margins, in excess of the general rate of inflation will increase the
revenues of domestic and foreign producers by $100 billion during
these years. Some of these receipts will be respent within this time,
but a large part will be retained. Allowing for such respending, and
adjusting for double-counting, the combination of oil and fiscal re-
straint is estimated to rise by almost $80 billion over the 2 years end-
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ing in the fourth quarter of 1980, about 3 percent of GNP (see Table
12).

TaBLE 12.—Fiscal and oil price restraint on the economy, fourth quarter 1978 to fourth quarter
1980

[Billions of dollars, annual rate]

1978 IV 1979 Iv 1978 IV
item to to to
1979 IV 1980 IV 1980 Iv
Fiscal restraint ! 20 14 34
0il price restraint 2 less adjustment for double-counting 3 ... 42 3 45
Total 62 17 79

L Change in the high-employment budget.

2 Increase in foreign and domestic producer revenues due to real increases in crude onl pnces and reflnefs and distributors’
gross margins, less the estimated respending by oil sellers of their additional r e 1980 assume no further
fise in real |mponed oil Pnces from levels prevailing early in 1980.

3 Higher windfall profits taxes and corporate profits taxes due to real increases in crude oil prices and refiners’ and
distributors’ gross margins, which are included in both the measure of fiscal restraint and the measure of oil price restraint,
have been deleted from the fatter.

Source: Council of Economic Advisers.

Around the middle of 1980, forces of recovery from recession are
expected to be evident. Reduced restraint in financial markets will
permit housing starts to turn up in response to strong underlying de-
mand. As inflation abates, some of the drain on consumer purchasing
power will be relieved. Continuation of fiscal restraint, together with
maintenance of cautious inventory policies by businesses, will result
in a slower pace of recovery than has been typical after earlier
postwar recessions. The rate of economic growth is expected to
strengthen during 1981, however, as businesses step up their capital
spending plans. Table 13 reports the forecast for this year.

Consumer Expenditures

Consumer spending in 1980 will be restrained by the drain on con-
sumers’ purchasing power imposed by rising energy prices and the
increases in effective tax rates caused by inflation. The rise in energy
prices is expected to be smaller than in 1979, and there is likely to be
some step-up in the rise of wage rates during 1980. But since em-
ployment is projected to change little this year, after-tax income in
real terms will show only a small gain. An increase in tax refunds be-
cause of overwithholding of individual income taxes in 1979 will help
to sustain the rise of after-tax incomes.

Last year the personal saving rate declined considerably and ended
the year below 3% percent. Some increase from this exceptionally
low level seems very likely this year, but it should be small as people
try to maintain their living standards in the face of slow growth of
income. The expected rise in the saving rate, together with sluggish
income growth, is expected to result in a decline in real consumer
purchases of goods and services of between one-half and 1 percent
over the 4 quarters of 1980. This would be the first reduction since
1974.
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Ta8LE 13.—Economic outlook for 1980

Forecast range
Item 1979 1980

Growth, fourth quarter to fourth quarter (percent):

Real gross national product 0.8 —%to —1%
Personal ion expenditures 16 ~Yeto -1
Nonresidential fixed investment 17 Oto —%
Residential investment -83 —11t0 ~12
Federal purchases 11 3to 3%
State and local purchases -4 —1%to —1%

GNP implicit price deflator 9.0 8% to 9%

Comp: per hour 2 89 9% to 10

Qutput per hour 2 —~2.0 ~Yto —%

Leve!, fourth quarter: 3
Unemployment rate (percent) 59 TVato 7%
Housing starts (millions of units)+ 1.6 1%to 1%
1 Preliminary.
2 Private busi sector, all employ

3 Seasonally adjusted.
+ Annual rate.

Sources: Department of Commerce {Bureau of Economic Analysis), Department of Labor (Bureau of Labor Statistics), and
Councit of Economic Advisers.

Expenditures for consumer durable goods will be most affected.
Automobile sales for the year will be below 1979 average levels but
should improve in the second half. Purchases of other household
durables may also decline, given the downturn forecast for housing
starts.

Expenditures by consumers on nondurable goods are also expect-
ed to decline in real terms in 1980; purchases of energy-related items
are likely to be cut considerably. Consumption of services will prob-
ably continue to rise but at a slower pace than in 1979.

Growth in real consumer spending should resume late this year
and strengthen in 1981, when employment is expected to rise more
strongly while inflation moderates. The increase in social security
taxes scheduled for January 1, 1981, however, will limit the rise in
real disposable income. In part for this reason, real consumption ex-
penditures are likely to grow less rapidly than real GNP next year.

Business Fixed Investment

Current indicators suggest that business fixed capital spending in
real terms should turn down moderately in 1980. New orders for
nondefense capital goods, adjusted for inflation, have fallen from
their peaks of last spring. Capital appropriations of manufacturing
firms, adjusted for inflation, have also declined since the first quarter
of last year. The most recent Department of Commerce survey of
capital spending plans by business suggests that companies are plan-
ning to increase their real outlays by only about 1 to 2 percent on a
year-over-year basis in 1980.

Business spending plans tend to be revised down when the econo-
my weakens. With a mild recession early this year, capacity utilization
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will be falling, profits will be squeezed, corporate cash flow will di-
minish, and business spending will slow further. Recovery from the
recession will lead to a strengthening of business investment plans
early in 1981, and increased acuvity in this key sector will provide
increasing support to economic growth next year.

Housing

The outlook for housing is more uncertain in 1980 than in the past
several years. Late in the fourth quarter the severe strains evident in
the mortgage market soon after the October 6 tightening of mone-
tary policy were eased somewhat. Mortgage lenders appeared to be
relaxing their lending terms a little; in some sections of the country
mortgage loan rates were lowered from the extreme highs of a few
weeks earlier. Interest rates on short-term market securities were
down from their October peaks, and depository institutions gained
additional power to attract funds for lending when the regulatory au-
thorities, effective January 1, instituted a floating mterest rate ceiling
on deposits with a maturity of 2% years or more.

These developments should help to improve the flow of mortgage
credit early next year. Moreover the preemption of State usury ceil-
ings by Federal law through March 31, which applies to new residen-
tial mortgage commitments made during the period as well as to resi-
dential loans closed, could lead to a substantal increase in credit
available to potential home buyers in almost 20 States.

Very high mortgage interest rates will continue to discourage some
individuals, however, and make it difficult for others to qualify for
loans. It may also take time for builders to reassess the prospects for
housing sales. A sample survey in mid-November conducted by the
Bureau of the Census indicated sharp cutbacks in builders’ construc-
tion plans for early this year.

Housing starts may therefore fall somewhat further to a trough be-
fore midyear. Single-family housing starts will bear the brunt of the
decline. Unlike the 1974-75 experience, starts of multiple-family
dwellings are expected to decline relauvely little; vacancy rates are
low, and demand 1s strong in this segment of the housing market.

Later this year housing construction should recover as demand re-
sponds to lower mortgage interest rates and continuing strong demo-
graphic factors. The favorable after-tax rate of return on housing
compared with other physical and financial assets will also reinforce
housing demand.

Some slowing in the rise of housing prices may occur in 1980, par-
ticularly in the first half, when sales will be depressed by the high
cost of mortgage credit. This slowdown of inflation in the housing
sector may be temporary, however, since the forces underlying the
demand for housing are strong.
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In 1981 housing starts should continue to increase toward levels
consistent with their long-term determinants. By the end of next year
housing starts may be close to a 2-million annual rate.

Inventories

As final demand weakens in the first half of this year, the rate of
inventory accumulation is expected to fall. Since the cautious inven-
tory policies followed by businesses during the recovery have pre-
vented a large buildup of undesired stocks, no significant decumula-
tion is expected. By around midyear, adjustments of stocks to lower
levels of demand should be largely complete. Resumption of growth
of final demand, together with lower rates of interest, will encourage
an upturn in the rate of inventory accumulation in 1981.

Government Purchases

Real Federal purchases are projected to increase by about 3 per-
cent over the 4 quarters of 1980, led by growth in defense outlays,
and will continue to rise moderately during calendar 1981.

State and local government purchases in real terms are expected to
continue falling in 1980. Concern over the impact of the recession on
tax revenues, combined with taxpayers’ resistance to expenditures for
new programs, will operate to hold down spending. In 1981, as eco-
nomic growth resumes and tax revenues increase, State and local
purchases should increase in real terms, though much more slowly
than real GNP.

Employment and Unemployment

Employment is likely to be almost unchanged in 1980 despite the
weakness of overall economic activity. Declining real GNP during the
first half is expected to lead to a further reduction in output per hour
worked and to a somewhat more rapid reduction in the average
workweek than occurred in 1979. In 1981 employment growth
should be stronger as growth in real output increases.

Growth in the labor force is expected to average about 1% percent
a year over the next 2 years. Weak growth of job opportunities will
keep the labor force from growing at the rates of recent years. Never-
theless the increase in the number of job seekers will be larger than
the rise in employment during 1980, and the unemployment rate is
forecast to rise to 7% percent by the fourth quarter of 1980. A small
decline in the unemployment rate, to about 7% percent, is expected
by the end of 1981.

Foreign Sector

Economic growth abroad is likely to slow from 4 percent in 1979
to an average annual rate of about 2 percent in 1980 and 1981. For

73

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



the 2 years taken together, growth abroad is expected to be stronger
than in the United States. These developments will add moderately
to real net exports of goods and services.

The contribution of net exports to real GNP growth this year and
next, however, will be significantly less than during the previous 2
years. Imports are projected to decline in volume during the course
of 1980 and to recover only moderately in 1981—reflecting the pat-
tern of mild recession and recovery foreseen for the U.S. economy.
But the growth of exports i1s not expected to continue at the strong
pace that marked the last 2 years, not only because growth abroad 1s
likely to slow but also because the boost to exports from the past de-
preciation of the dollar will largely have run its course.

The deficit on merchandise trade, which was about $28 billion in
1979, is expected to increase somewhat over the coming 2 years be-
cause the generally favorable developments in non-oil trade will not
fully offset the large increase in the oil import bill from 1979 to
1981. Agricultural exports, which reached record levels in the second
half of 1979, should remain on a high plateau in 1980. This estimate
makes allowance for the recent decision to limit grain sales to the So-
viet Union. A small decline in the volume of agricultural exports over
the 4 quarters of 1980 will be nearly offset by a slight increase in
export prices of farm commodities.

The widening deficit on merchandise trade should result in a small
current account deficit in 1980 and again in 1981, even though mod-
erate increases In net receipts on invisibles transactions are likely.
These developments are not expected to affect the value of the dollar
adversely in foreign exchange markets, since the U.S. current account
position should be stronger than that of other major industrial
countries.

UNCERTAINTIES IN THE OUTLOOK

As in 1979, a major threat to the outlook is that OPEC decisions
about prices and production may lead to increases in world oil prices
that go well beyond those announced recently. Such a development
would, in the short run, add to the restraint on the economy exerted
by oil prices, exacerbate inflation, and lead to lower economic
growth and higher unemployment. As Chapter 4 indicates, the prob-
ability of large price increases for oil will be diminished 1if the major
consuming countries join to reduce demand in world oil markets.
Discussions toward this end are now proceeding in the International
Energy Agency.

The new orientation of monetary policy poses additional uncertain-
ties. If inflation does not decelerate as expected, interest rates may
be under more upward pressure than is now foreseen. On the other
hand, if the Federal Reserve’s monetary targets are attained easily be-
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cause money demand weakens more than expected, the Federal Re-
serve’s strategy will permit market forces to lower interest rates con-
siderably. The central bank’s scope for maneuver will be determined
in part by developments in monetary policy abroad and by a variety
of forces influencing the value of the dollar in exchange markets.

The potential behavior of the personal saving rate further compli-
cates the assessment of the course of the economy. The saving rate is
forecast to rise moderately from its exceptionally low level at the end
ol 1979. Should it increase further, economic growth would be
weaker than expected. As Chapter | indicates, past experience pro-
vides only limited guidance on how individuals may choose to allo-
cate their disposable income between current consumption and sav-
ing under present circumstances.

Perhaps the most serious risk for the longer-term performance of
the economy is the possibility of a large spillover of energy price in-
creases into wages and then into industrial goods prices generally. If
temporary bursts in energy prices became a relauvely permanent fea-
ture of the underlying cost structure, the outlook for inflation during
the years immediately ahead would worsen; and, as Chapter 3 points
out, the costs of bringing inflation back down again would be in-
creased. Maintenance of effective pay and price standards is essential
to minimize this spillover.

CONTROLLING INFLATION

Even during the very sharp 1975 recession the underlying rate of
inflation never fell below the neighborhood of 6 percent. In 1976
and 1977 inflation remained at about this level. But early in 1978 in-
flation began to accelerate, initially on account of a dramatic increase
in food prices that resulted from limited supplies of meat and the ef-
fects of cold weather on fruit and vegetable production. In 1978 and
1979 adverse productivity developments acted to push up unit labor
costs. And around the close of 1978, as the economy was operating
near the limit of its capacity, excess demand added briefly to upward
pressure on prices. But a dominant factor in the most recent worsen-
ing of inflation was the explosion of energy prices in 1979. In the
consumer price index (CPI) energy prices in 1978 had risen by 8 per-
cent, somewhat less than the overall rise for other consumer goods
and services. During the 12 months of 1979, however, energy prices
to consumers increased by 37.4 percent, directly adding about 2%
percentage points to overall inflation.

Temporary excess demand or sharply rising food and energy prices
would not affect inflation for more than a limited period if they did
not become built into longer-term trend rates of increase in wages
and other costs. However, as outside shocks drive up materials
prices, businesses may seek to maintain profit margins by raising
prices. The higher prices of finished goods may induce workers to try
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to protect their real incomes by demanding larger nominal wages.
Moreover businesses are less resistant to increases in the cost of ma-
terials and labor when demand is relatively strong and these in-
creases can be readily passed through to prices of finished products.
Temporary shocks that aggravate inflation can thus become embed-
ded in underlying inflation.

To the extent that a rise in prices relative to wages reflected a
surge of business profits to abnormal levels, wages could rise to re-
cover the lost ground. The increase in costs could then be absorbed
by businesses without further price rises, and any longer-term in-
crease in inflation could be avoided. However, as Table 6 in Chapter
1 indicates, in 1979 the rise in prices relative to wages did not stem
from a general increase in the profit share of national income. In-
stead it was the result mainly of rising oil prices. Attempts to recap-
ture the lost ground are not likely to lead to a readjustment of in-
come shares; the danger is that they may trigger another round of
price increases.

Trends in the broad range of prices for final industrial goods and
services in the U.S. economy are fairly evident in the fixed-weight
price index for personal consumption expenditures, excluding food
and energy, in the national income and product accounts. Chart 4 in-

Chart 4

Fixed-Weight Price Index
for Personal Consumption Expenditures
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SOURCE: DEPARTMENT OF COMMERCE.
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dicates a rise in that index from a 1 percent rate of increase in 1964
to near 8 percent in 1979.

There have been few years in which this measure of price rise has
shown any significant moderation over the past two decades. In 1971
and 1972, when mandatory price controls were in effect, inflation
shown by this measure declined by more than 1% percentage points,
from 4% percent in 1970 to just under 3 percent in 1972. By the end
of 1973, however, when a less stringent set of mandatory controls
was in place, inflation in the industrial and service sectors was up
again to 4% percent. Removal of the controls in early 1974 was fol-
lowed by an explosion of wages and prices. By the fourth quarter of
1974, prices paid by consumers for goods and services, excluding
food and energy, had risen 10% percent above the level a year earli-
er. Once this temporary burst of prices following controls ended, un-
derlying inflation settled back to around 6 percent—higher than the
level before the controls were instituted.

Periods of economic recession over these two decades produced
little permanent progress in unwinding inflation. In the very mild re-
cession of 1970, prices of goods and services other than food and en-
ergy rose nearly as fast as they had in 1969 when the economy was
overheated. Moreover in 1970, when the unemployment rate aver-
aged almost 5 percent, the rise of hourly wages and fringe benefits
was almost as large as the rise in 1969, when the unemployment rate
was 3% percent. In 1975 the rate of increase of prices (excluding
food and energy) declined significantly, as did the rise of compensa-
tion per hour worked. That moderation of inflation, however, came
about largely because of the termination of the special factors push-
ing up prices and wages in 1974. During the latter half of 1975 the
rates of increase in compensation per hour and in prices, excluding
food and energy, were stll higher than they had been in 1973.

The trend of inflation created by these developments is disturbing.
Shocks from excess demand and from higher prices of food and en-
ergy have at least partly fed back into wages, costs, and prices for
goods other than food and energy. Since the early 1960s the start of
each period of economic expansion has been marked by higher infla-
tion than the start of the previous upswing, and inflation has been
higher at the end of each expansion than at the beginning.

Developments in productivity have been another important source
of the upward trend of cost and price increases. In the early 1960s
increments to productivity averaged about 3 percent per year, as
Table 14 shows. Rates of advance have dwindled, however, since the
middle years of the 1960s. Adjusted for cyclical developments, pro-
ductivity growth in the 2 years ending with the fourth quarter of
1978 was only one-half of 1 percent. During 1979 cyclically adjusted
productivity declined sharply. The longer-term reduction in produc-

77

294-289 0 - 80 - 6

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

tivity growth would not have influenced the trend of inflation if wage
increases had been correspondingly scaled down.

Table 14.—Changes in compensation per hour, productivity, unit labor costs, and prices, 1959-79

[Percent change per year ]

Private nonfarm business sector, all Fixed-weight
employees deflator for

person?_l
Period consumption
Compensa- ~ expenditures

tior’l) per Outﬁglt"per U"étoéfgm eE(cIudin

hour food an

energy
1959 to 1964 4.0 29 1.0 11
1964 to 1969... 5.9 13 45 3.2
1969 to 1972 6.5 2.8 36 38
1972 to 1974 9.5 —2.0 118 75
1974 to 1977 8.2 2.7 5.3 6.0
1977 to 1979 2 89 -5 9.5 73

1 Changes are measured from fourth quarter to fourth quarter.
2 Preliminary.

Sources: Department of Commerce (Bureau of Economic Analysis) and Department of Labor (Bureau of Labor Statistics).

As noted earlier, rising inflation over a long period has influenced
the way prices and wages are set, and these and other structural
changes may have reduced the response of wages and prices to a
moderate degree of slack in the economy. Formal escalator clauses in
labor contracts have become more common. In 1970 only one-fourth
of the workers covered by major collective bargaining contracts had
such clauses; in 1979 the contracts of nearly 60 percent of such work-
ers had these clauses. Nonunion wages have also become more sensi-
tive to price increases, perhaps because informal agreements to pro-
vide cost-of-living protection for workers have become more com-
mon. Econometric studies of the determinants of wage changes indi-
cate a larger response to price inflation in more recent periods, and
some studies suggest a smaller response to labor market slack. The
incomes of other groups have been adjusted for inflation as well.
Since 1975 social security benefits have been indexed to increases in
the consumer price index.

Widespread belief that inflation will continue, if not worsen, leads
businesses to accede to cost increases in the expectation of being
able to pass the added costs forward into higher prices. These higher
prices then become the basis for additional rounds of wage increases.
Expectations of inflation can also lead individuals and businesses to
accelerate their spending and thus add to the pressure of aggregate
demand on available supplies of goods and services.

Repeated shocks to prices from the energy and food sectors aggra-
vate the problem. As shocks become more frequent, the probability
grows that a given shock will have a greater effect on expectations of
inflation.

In the present environment we cannot realistically expect that price
and wage increases will respond quickly and strongly to a moderate
increase in the degree of slack in the economy. Nor can it be expect-
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ed that a sharp but relatively short recession would have a lasting ef-
fect on inflatdon. Expectations of inflation have become much too
deeply entrenched for that to happen.

Aggregate demand restraint is nonetheless critical to the creation
of an environment that helps to prevent an acceleration of under-
lying inflation in 1980 and to lower it in the years beyond. Fiscal and
monetary policies must be conducted in ways that convince the pub-
lic—workers, businesses, consumers, and investors—that our govern-
ment will not permit inflation to proceed unchecked. It 1s particularly
critical at this time to avoid circumstances in which the energy-led
price increases of 1979 could easily carry over into a general wage-
price spiral at double-digit rates of increase. Maintenance of restric-
tive fiscal and monetary policies in the face of the forces now weak-
ening the economy will unfortunately mean less output and employ-
ment in the immediate future than anyone would like. But persis-
tence In restraint now is the only wav to produce the conditions for
sustainable expansion later.

The Administration’s fiscal policy exhibits the restraint needed at
this time. As Table 11 in Chapter 1 indicates, the high-employment
Federal budget began to move from stimulus toward restraint early
in 1978. At that ume the high-employment deficit amounted to about
1% percent of actual GNP. The budget moved into surplus in early
1979 and will move further into surplus throughout 1980 and 1981.
By late 1981 the surplus in the high-employment budget will amount
to 2% percent of GNP; the swing from deficit to surplus over the 4
vears ending in the fourth quarter of 1981 will be about 4 percent of
GNP. This fiscal policy, and the impact on the economy of higher oil
prices, imply a strong degree of restraint on aggregate demand.

The monetary policy being pursued by the Federal Reserve 1s con-
sistent with an overall aggregate demand policy aimed at slowing in-
flavon and breaking the grip that expectations of inflation have on
decisions affecting wages, prices, and spending. Because the new
methods of implementing monetary policy should make the monetary
authority better able to achieve its target ranges for growth of the
monetary aggregates, they provide greater assurance that monetary
policy will not inadvertently add to pressures on costs and prices by
permitting excessive increases in supplies of money and credit. At the
same time the new approach will tend to lead fairly promptly to
lower interest rates as inflation comes down and economic activity
weakens.

'THE PRICE AND PAY STANDARDS

The price and pay standards announced in October 1978 recog-
nized that our current inflation problem cannot be solved through
aggregate demand policy alone. The costs in forgone output and em-
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ployment would be unacceptably high. Used in conjunction with pru-
dent monetary and fiscal policies, voluntary standards for prices and
wages can help limit increases in prices that widen profit margins,
lessen the need for catchup wage increases, and minimize the trans-
mission of temporary price pressures into wages and other costs.

During their first 15 months the pay and price standards did help
hold down inflation, as indicated in Chapter 1. The first year’s expe-
rience revealed two major problems, both caused in large measure by
sharp price increases in sectors where standards cannot effecuvely
limit price increases: energy, other raw materials, and food.

Many firms faced with uncontrollable cost increases applied to
switch from the price-deceleration standard to the profit-margin limi-
tation. While this limitation restricted both the profit margin and the
rise in dollar profits that could be secured through higher prices,
firms that qualified for the exception were stll able to pass through
large uncontrollable cost increases to prices of final products. More-
over the constraint on the growth of dollar profits had an upward
bias. Firms with low base-year profits were able to increase prices
and raise their profit margins to the average of the best 2 out of 3
prior fiscal years, while those with high base-period profits were not
compelled to make a comparable downward adjustment.

On the pav side, a problem of equity was created by the way cost-
of-living adjustment (COLA) clauses were treated. Calculations of
whether a wage contract adhered to the standard assumed a 6 per-
cent inflation rate in assessing the cost of a COLA clause. This ap-
peared to be a reasonable assumption at the time that the standard
was designed, especially for muluyear contracts. Because of the large
price increases in the several sectors noted above, however, inflation
during the first program year was far in excess of 6 percent. As a re-
sult, many workers with COLAs were in compliance with the pay
standard while receiving greater wage increases than the complying
workers without such clauses—and greater increases than were con-
sistent with the desired degree of wage restraint.

THE SECOND PROGRAM YEAR

Sharply higher prices led to a substantial reduction in real wages in
the first program year. Because many workers have attributed the
loss of real income to the pay standard rather than to its fundamental
causes, there have been pressures to relax the pay standard in ways
that would aggravate inflation. The American people cannot be whol-
ly recompensed for losses of real income due to higher world oil
prices. Efforts by workers or other groups to restore real income
through larger increases in wages, salaries, or other forms of nominal
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income will only increase business costs and thus ultimately intensify
inflation. This fact makes the pay and price standards all the more
important in the year ahead.

On November 1, 1979, the Council on Wage and Price Stability
announced the second-year price standard. Companies are expected
to limit their price increases for the 2 years ending September 30,
1980, to the price change for the 2 years from 1976 to 1977. A 2-
year standard was chosen to avoid penalizing companies that raised
prices less than the standard allowed during the first year. Any com-
pany, regardless of its base-period performance, will be in compli-
ance if its prices go up less than 5 percent in the 2 years; any compa-
ny whose prices rise by more than 19 percent will be out of compli-
ance. Under the profit himitation exception, price increases are per-
missible if the growth of dollar profits over the 2 years does not ex-
ceed 13.5 percent and the profit margin is no higher than the aver-
age in the best 2 out of 3 fiscal years preceding the program. The
special adjustment for firms whose base-year profit margin is below
the profit margin in the best 2 of the last 3 years has been cut in half.

To elicit greater public participation in the standards program, a
Price Advisory Committee has been created. This Committee, which
consists of six public members appointed by the President, will from
time to time recommend to the Council on Wage and Price Stability
modifications of the price standards and new or revised interpreta-
tions of them.

The problem of catchup for workers without COLA clauses who
complied with the pay standard in 1979 is difficult. Just before the
end of the first program year the Council on Wage and Price Stabil-
ity allowed a self-administered 1 percent pay increase for complying
workers not covered by COLA clauses; on a case-by-case basis the in-
creases may be more than 1 percent where disparities between wage
increases of workers with COLAs and other workers in similar situa-
tions demonstrably require correction.

On September 28, 1979, the Carter Administration and the leader-
ship of the American labor movement reached a National Accord.
This agreement provides for the cooperation and participation of or-
ganized labor in formulating and implementing policies aimed at re-
ducing inflation effectively and equitably while furthering our
national goals of full employment and balanced growth.

One immediate result of this accord was the creation of a tripartite
Pay Advisory Committee with 18 members: six from labor, six from
management, and six from the public. Its central task is to recom-
mend modifications to the first-year pay standard. The Committee
has been asked to look at the basic standard, the accompanying infla-
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tion assumption for those workers who have COLA clauses, the ex-
emption for low-wage workers, equitable catchup adjustments for
workers not covered by COLA clauses, and the treatment of incre-
mental or merit increases.

The Committee has already made a number of recommendations
that the Council on Wage and Price Stability subsequently adopted.
The Committee recommended loosening the exception for tandem
pay relationships allowed in the first year. Pay increases in “follower”
units will be in compliance if they are substantially equal to increases
in “leader’ units that are exempt from or in compliance with the pay
standard; employee groups whose pay increases follow formal market
surveys of pay rates will also be in compliance. The Committee fur-
ther proposed that the tandem exception be self-administered, with
notification to the Council on Wage and Price Stability after the fact.

The Pay Committee recommended a change as well in the low-
wage exemption. The exemption will continue to apply to individual
workers making under $4.00 per hour on October 1, 1978. Employee
groups with an average straight-time hourly wage rate of $5.35 or
less during the third quarter of 1979 are exempt from the pay stand-
ard in the second program year.

Finally, a recommendation by the Committee clarifies the status of
so-called incremental pay increases. Any promotion or pay raise in
established pay plans that results from completing a qualification re-
quirement or from movement within a preexisting pay structure is
exempt from the pay standard. '

As this Report went to press, the Committee had just recommended
a basic pay standard that would establish a range of allowable pay in-
creases, together with a statement of principles for labor and man-
agement to use in determining the appropriateness of particular
wage increases.

THE OUTLOOK FOR INFLATION

Restraint on aggregate demand in combination with the pay and
price standards can make an important contribution to the control of
inflation in 1980 and help lay the foundation for later reductions in
inflation. Price developments in specific sectors such as food, energy,
and housing will continue to have a significant impact on inflation.

Over the 4 quarters of 1980 food prices should rise approximately
in line with general inflauon. Prices are expected to climb most rap-
idly during the fall. Both the farm value of food prices and mar-
keters’ margins are expected to move up at about the same rate.

Inflation will continue to raise food marketing costs, which account
for about two-thirds of consumer food costs. Price increases in food
marketing operations, including labor, packaging materials, fuels, and
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transport supplies, are quickly translated into higher retail food
prices.

The pattern of price increases for food during the year will also
depend on the general level of economic activity and the relative
availability of food products, primarily meats. Beef supplies for the
year will be about the same as in 1979, making 1980 the first year
since 1976 that supplies have not declined substantially. However,
seasonally lower cattle marketings could put upward pressure on beef
prices during the spring, and a reduction in the supplies of other
meats is likely to boost meat prices in the fall. While pork and poul-
try production will continue to increase through the first half of the
year, it might slow later because farm prices for these commodities
may not cover production costs during the first half of 1980. Pork
and poultry prices are consequently expected to remain fairly stable
through midyear but then to increase, particularly in the fourth quar-
ter.

A major uncertainty in the outlook for food prices is consumer de-
mand. While food prices tend to be most heavily influenced by the
availability of food products and marketing costs, the slower growth
of consumer incomes expected in the first half of this year will help
to moderate food price increases. Prices for highly perishable prod-
ucts like meat, fruit, and vegetables are likely to be most affected.

Energy prices to consumers are likely to increase less in 1980 than
in 1979, when they rose 37.4 percent. The outlook for prices of
petroleum products is very uncertain, however, since it is not clear
how much further world oil prices will rise this year. The forecast as-
sumes no further increase in real world oil prices in 1980, after the
most recent round of OPEC price increases. As decontrol of domes-
tic oil prices proceeds, the ratio of domestic to world oil prices will
rise from about two-thirds at the beginning of 1980 to slightly over
four-fifths at year’s end. Domestic oil prices will rise substantially over
the 4 quarters of 1980.

The extent to which crude oil price increases are passed on to con-
sumers depends heavily upon the balance of supply and demand in
the oil market. In 1979 the market was tight enough not only to
allow full pass-through of higher crude oil prices, but also to permit
a widening of refiners’ and distributors’ gross margins. Barring an-
other severe disruption in world oil supplies, the outlook for the bal-
ance of supply and demand in the world oil market, at least in the
first half of 1980, is not likely to permit a further widening of infla-
tion-adjusted margins.

The rate of increase in prices of houses may moderate somewhat
early in 1980 as a consequence of reduced demand attributable to
developments in mortgage credit markets late in 1979. The rise in

83

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

home financing costs should also be moderated later in 1980 by de-
clining mortgage interest rates.

Available evidence noted in Chapter 1 suggests that the pay stand-
ard reduced wage inflaton by about 1 percentage point in 1979.
The voluntary pay standard will continue this year, although its im-
pact on increases in wage costs during 1980 may be somewhat less
than in 1979, both because the standard has had to be made more
liberal and because of pressures to restore real wage losses suffered
in 1979. Increased slack in the labor market, however, will also help
to hold down the rise of wage rates this year. The increase in average
hourly earnings is expected to range between 8% and 9 percent in
1980.

Because of the projected cyclical decline in real GNP, the output
per hour of all employees in the private business sector will probably
decline in 1980, but by less than in 1979. As a consequence the in-
crease in unit labor costs will be above 10 percent for the second
year in a row. Not all of these cost increases will be passed through
to consumers, however, because weak aggregate demand will limit
price increases and cut into profit margins in 1980.

Taking all these factors into account, consumer prices are expected
to rise about 10.4 percent over the 12 months of this year, consider-
ably less than in 1979. Smaller increases in energy prices and in the
costs of purchasing and financing homes are principally responsible
for the moderation. Most of the expected slowing of inflation this
year will occur during the second half, when the direct effects that
OPEC’s recent price increases exert on the prices of petroleum prod-
ucts will be largely exhausted. Some further winding down of infla-
tion is expected in 1981, when the increase in the consumer price
index is expected to be about 82 percent.

THE PRODUCTIVITY PROBLEM

The trend rate of productivity growth in the United States, as in
other major industrial countries, has been declining in recent years.
In the United States, however, this decline started earlier and has
lasted longer than in other industrial economies. Table 15, which
compares growth in output per worker for the major OECD countries,
makes it evident that declines have occurred in all countries.

Table 16 shows growth in output per hour in the United States since
the end of World War II. During the first 20 years after the war, output
per hour for all employees in the private nonfarm business sector rose at
an average annual rate of just under 2% percent. From 1965 to 1973
the increase was 1% percent. Since 1973 the annual growth of pro-
ductivity has been less than 1 percent. In the most recent period,
years of sharply declining productivity, such as 1974 and 1979, have
been interspersed with years of fairly good gains, such as 1976.
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TaBLE 15.—dAnnual growth in GNP per employed worker in major industrial countries, 1963-79

[Percent change per year]

1963 1973
Country to to

1973 19791
United States 19 0.1
Japan 8.7 34
Germany 4.6 32
france. 4.6 2.7
United Kingdom 3.0 3
Italy. 54 1.6
Canada 24 4

L Estimate.

Source: Organization for Economic Cooperation and Development.

Last year’s productivity performance was particularly disappoint-
ing. While productivity increased at a rate of 1.1 percent during
1978, in line with the recent trend, it declined over the 4 quarters of
1979 by about 2 percent. Productivity growth is cyclically sensitive
because businesses are generally slow to adjust their work force to
changes in production. This tendency causes sharp increases in pro-
ductivity when output increases vigorously in the early stages of re-
covery; later, near cyclical peaks, very weak growth in productivity or
even declines may occur as growth in real output slows. Still, cyclical
considerations cannot account for all of the decline in productivity

last year.
TaBLE 16.—Labor productivity growth, 1948-79
[Percent change per year}
1948 1955 1965 1973 1978 IV
Sector to to to to 0
1955 1965 1973 1978 197914V 1
Private busi sector 25 24 16 08 =20
Nonfarm 24 25 16 9 -22
MANUFACLUTING ...oococoorecrereernenesersrsescnneninnn ] 32 28 24 15 (’g
N f ing 21 2.2 1.2 5 (2
! Preliminary.
2 Not availagle.

Note—Data relate to output per hour for ali employees.
Source: Department of Labor, Bureau of Labor Statistics.

Chart 5 shows 4-quarter changes in productivity since 1965, ad-
justed for cyclical fluctuations. The productivity pattern of the last
decade has not been marked by consistently lower growth, but by pe-
riods of relatively satisfactory productivity gains interrupted by sever-
al intervals of very poor performance. One of the disturbing factors
about the productivity decline of 1979 was that it did not interrupt a
period of high growth but followed 2 years in which productivity
gains had already been quite low.

Last year’s Report evaluated the various explanations for the slower
growth of productivity in recent years. The Council has continued to
examine the productivity problem and to monitor closely other analy-
ses of this topic.
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Chart 5

Productivity Adjusted for Cyclical Variation

PERCENT CHANGE FROM FOUR QUARTERS EARLIER
4

2 —

ERERERENERINECE RERURENE RN ARRA RN SRR SRRARNRR SNNE RERUENE
1965 66 67 68 69 70 71 72 73 74 75 76 77 78 79

NOTE: DATA ARE FOR PRIVATE NONFARM BUSINESS SECTOR, ALL PERSONS.
SOURCE: COUNCIL OF ECONOMIC ADVISERS.

The magnitude of the slowdown and numerical estimates of the
various forces behind it differ according to the period and measure
of productivity examined. Most analysts have, however, identified
breaks in productivity growth in the mid-1960s and again in 1973,
though other sharp reductions in cyclically adjusted productivity ap-
pear to have occurred as well. A comparison of estimated productiv-
ity growth in the nonfarm economy from 1973 to 1978 with the esti-
mated growth from 1948 to 1973 indicates a slowdown of about 1%
percentage points. Statistical analyses have been able to identify fac-
tors responsible for some of the decline, but a significant part re-
mains unexplained.

The slowdown in the growth of the capital-labor ratio may have
contributed about one-fourth of a percentage point to the decline, al-
though some estimates put the figure higher. In earlier years the
entry into the labor force of many young workers had a measurable
impact on the decline, but this factor has not been so important since
1973. Offsetting some of the loss, however, have been the improved
training and health of the labor force.
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The diversion of resources to comply with government regulation
may have accounted for as much as three-tenths of a percentage
point of the decline, although the impact has not been so large in
recent years. Many of these regulations have of course improved the
quality of our environment and the health and safety of workers and
consumers, benefits that are not measured in business output and
productivity statistics. But regulation has not always proceeded in the
most effective and efficient manner, and there is ample room for im-
provement. Administration initiatives to modernize the regulatory
structure in some industries have improved productivity. (The case of
the airline industry is discussed in Chapter 3.)

The relevance of research and development spending in explaining
the decline of productivity is controversial. The real volume of re-
sources devoted to research and development fell by 7 percent be-
tween 1968 and 1975, but since the latter date it has increased stead-
ily. However, as a percentage of GNP, total research and develop-
ment spending has declined since the mid-1960s, from 3.0 percent in
1964 to 2.2 percent in 1979. In private industry, where the links be-
tween productivity and research and development are more firmly es-
tablished, real expenditures have increased steadily over the last two
decades and have remained relatively stable as a share of GNP. More
industrial research and development, however, has been aimed at
compliance with regulatory requirements, and this may affect its con-
tribution to measured output, especially in the short term. Moreover,
with the recent slowing of growth of the private capital stock, fewer
technological advances may have been embodied in equipment used
in production. Federal support for research and development rose
steadily during the early and middle years of the 1960s, but in real
terms declined by about one-fourth from fiscal 1967 to fiscal 1975.
Government research and development support is concentrated in
basic research and in military research, however, which affect busi-
ness output and productivity only after very long lags. Thus this
slowdown in Federal funding may have had little effect on measured
productivity so far. And Federal obligations for research and devel-
opment have increased by over 14 percent in real terms since 1975.

Finally, some events, such as sudden changes in energy prices or
the impact of inflation on decisions by business and individuals, may
affect productivity in ways not yet understood. For example, rapid in-
creases in energy prices, if sustained, would make the operation of
older energy-intensive equipment less profitable and may make some
of our present knowledge less relevant. To the extent that energy
and capital are complements in production, rising energy prices may
slow the rate of growth of the capital-labor ratio, and labor produc-
tivity may fall. While this phenomenon probably played a role, the
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available evidence does not suggest that it represents a major source
of the decline in productivity since 1973.

Since it is difficult to identify a single cause for a slowdown in pro-
ductivity growth, the immediate prospects for a dramatic improve-
ment in productivity are not good. Most recommendations for poli-
cies to improve productivity have been directed at incentives to in-
crease investment in human and physical capital as well as in re-
search and development. Since the slower growth of physical capital
is responsible for only a part of the decline in productivity growth,
efforts to stimulate business fixed investment will not solve all our
productivity problem. Still, improved investment performance is al-
most surely a necessary condition for higher productivity growth.

In last year’s Report the Council estimated the current trend rate of
advance in productivity at 1% percent. Since the average rate of in-
crease during the past 6 years has been below that figure, the trend
rate of increase may very well be still lower, perhaps 1 percent. Such
a judgment, however, would give very heavy weight to last year’s
sharp decline in productivity, whose causes are not clearly under-
stood. The Council has therefore decided to leave its estimate of the
trend unchanged at 1% percent. It is recognized, however, that cycli-
cally adjusted productivity growth in the immediate future may fall
short of that figure.

POTENTIAL GNP

The uncertainties surrounding the causes and extent of the decline
in trend productivity make the assessment of the rate of growth of
the economy’s productive potential most difficult. In last year’s Re-
port, the Council of Economic Advisers noted that the trend rate of
growth of productivity since 1973 was extremely uncertain, but ap-
parently it was below the 2 percent figure consistent with the 3%
percent growth rate of potential GNP previously estimated.

Corollary evidence for this conclusion came from inaccurate pre-
dictions of the unemployment rate based on Okun’s law, which de-
scribes the relation between the unemployment rate and the gap be-
tween actual and potential real GNP. If potential GNP growth had
been at 3% percent from 1968 onward, the unemployment rate in
1977 and 1978 would have been substantially higher than its actual
level.

As a result of these considerations the Council concluded in the
1979 Report that potential GNP had grown at only a 3 percent aver-
age rate in the 5 years since 1973. With this downward revision, the
overpredictions of the unemployment rate by Okun’s law were
brought within historical margins of error. Underlying this estimate
of potential GNP growth was an assessment that productivity had
grown on average at about 1 percent per year, perhaps one-half of 1
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percentage point below its long-term average. The shortfall of actual
productivity growth from its trend was offset by average annual
growth in the labor force about one-half of 1 percent above its long-
term average.

The projection made in the 1979 Report of potential GNP growth
over the 1978-83 period was 3 percent, the same as the revised esti-
mate for 1973-78. The estimated trend productivity growth underly-
ing this projection was 1% percent, implying that some part, but less
than half, of the 1973-74 drop in productivity represented nonrecur-
ring events and that the remainder derived from a lower trend rate
of increase.

Developments during 1979 raised further questions about the
long-term trend rate of increase in productivity, as noted earlier.
Once again the unemployment rate was substantially less than would
have been indicated by a projection based on a comparison between
the rate of growth of actual GNP and the assumed growth rate of po-
tential GNP. If potential GNP had been rising at 3 percent, actual
economic growth of 0.8 percent in the 4 quarters of 1979 should
have caused the unemployment rate to rise from 5.8 in the fourth
quarter of 1978 to about 6% percent in last year’s final quarter; in
fact the unemployment rate was unchanged over the period.

One year’s experience does not provide sufficient evidence to
change the 1% percent estimate of long-term productivity advance
that underlies the Council’s projection of a 3 percent annual trend
rate of growth in potential GNP. The 1979 drop in productivity,
however, in the wake of a similar one in 1974, does reduce the confi-
dence with which that estimate can be held. In any event the Council
believes that cychcally adjusted productivity growth in the next 2
years will not recover fully from its 1979 low and reach the 1Y%z per-
cent trend. For this reason the estimate of the rate of growth of po-
tential GNP has been reduced from 3 to 2% percent during the 3
years beginning with the first quarter of 1979. This temporarily lower
growth of potential can be divided into the following components: an
annual growth in potential employment of near 2 percent, an in-
crease in productivity of about 1 percent per year, and a one-half of
1 percent per year decline in hours per worker.

This estimate puts potential real GNP at $1,461 billion in 1972
dollars in 1979, $30 billion above the actual real GNP of $1,431 bil-
lion, as shown in Table 17. By the fourth quarter of 1979 the gap
between actual and potential GNP was $36.3 billion in 1972 dollars.

During the 1982-85 period productivity growth should increase.
Improved growth in investment and a more experienced labor force
should boost cychically adjusted productivity growth during this peri-
od to a range of 1% to 2 percent. A projected average annual in-
crease of 1% percent in potential employment, combined with an ex-
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TaBLE 17.—Potential gross national product and benchmark unemployment rate, 1973-79
[Billions of 1972 dollars, except as noted]

Benchmark
: GNP gap

Year Poéw;nal Actual GNP | (potential lrjr?:r:'twrlgtye

less actuat) (percent)
1973 1,227.0 1,235.0 -8.0 49
1974 1,264.4 1,217.8 46.6 5.0
1975 1,302.3 1,202.3 100.0 5.1
1976 1,3414 1,273.0 68.4 5.1
1977 1,381.6 1,340.5 411 51
1978 1,422.9 1,399.2 23.7 5.1
1979 1,461.1 11,4311 30.0 5.1

1 Preliminary.
Sources: Department of Commerce (Bureau of Economic Analysis) and Council of Economic Advisers.

pected yearly fall in hours of one-half of 1 percent, yields a growth in
potential output over the 1982-85 period that is near 3 percent.

Projections of potenuial GNP, and in particular of cyclically adjust-
ed productivity, are always subject to wide margins of error. This is
especially true now, when the economy is adjusting to higher energy
prices, changes in comparative advantage in international trade, and
new trends in regulation.

GOALS OF ECONOMIC POLICY

In 1978 the Humphrey-Hawkins Full Employment and Balanced
Growth Act, enacted with the support of this Administration, speci-
fied procedures for developing and reviewing economic policies with-
in the government and required the President to set 5-year goals for
the U.S. economy. Last year the Economic Report of the President and the
accompanying “Annual Report of the Council of Economic Advisers™
discussed the act at length. In September 1979 the use of the princi-
ples in the act as a framework for making economic policy was reaf-
firmed in the National Accord reached by the Administration and
American labor leaders.

The Humphrey-Hawkins Act incorporates both general and highly
specific objectives for two of the most important indicators of the
country’s economic health: the unemployment rate and the rate of in-
flation. The general objectives of the act—and those of the Adminis-
tration—are to achieve full employment and reasonable price stabil-
ity. The act is quite clear that reasonable price stability means ulti-
mately achieving a zero rate of inflation. Full employment is not de-
fined as any specific unemployment rate. The preamble to the act,
however, indicates that the purpose of the legislation is “to translate
into practical reality the right of all Americans who are able, willing,
and seeking to work to full opportunity for useful paid employment
at fair rates of compensation.” The act also establishes a balanced
Federal budget as a high-priority goal of economic policy.
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The act sets up specific milestones for the reduction of unemploy-
ment and inflation as the Nation proceeds toward the ultimate objec-
tives. Interim goals of 4 percent for the overall unemployment rate
(3 percent for adults) and 3 percent for inflation are set for 1983.
The act requires that this year’s Economic Report include, along with a
review of the numerical goals and timetables for reducing unemploy-
ment and inflation, and the goal of a balanced budget, a report to
the Congress on the degree of progress being made in these areas,
and a discussion of the policies being used to achieve these goals.

In this and subsequent Economic Reports the President may, if he
finds it necessary, recommend modification of the existing timetable
or timetables for achieving the interim goals of 4 percent for the un-
employment rate and 3 percent for inflation.

Progress Toward Meeting the Humphrey-Hawkins Goals

At the end of 1976 the overall unemployment rate was still close to
8 percent. For blacks and other minorities the rate was over 13 per-
cent. The average duration of unemployment exceeded 15 weeks,
and 1 million discouraged workers stayed out of the labor force be-
cause they believed no jobs were available. A large part of the labor
resources idled by the severe recession of 1974-75, the deepest of
the postwar period, still remained unemployed.

Since the fourth quarter of 1976, increases in employment have
been extraordinarily large, averaging nearly 3% percent per year.
Gains in employment have occurred for all major demographic
groups (Table 18).

TABLE 18.—Changes in employment and unemployment by demographic group, fourth quarter 1976
to fourth quarter 1979

[Seasonally adjusted, except as noted)]

Unemployment rate Employment
(percent) - -
Group T of persons Percent
1976 IV | 1979 WV 1976 ¥ 1979 IV change t
Total 17 59 88,242 97,665 10.4
By sex:
Male 7.1 5.2 52,732 56,648 73
Female 86 6.8 35,509 41,017 149
By race and origin:
White 7.0 5.1 78,689 86,640 9.8
Black and other 13.2 11.2 9,577 11,048 15.2
Hispanic origin 2 111 8.6 3,841 4,626 204
By age:
Adults (20 years and over) 6.6 48 80,987 89,686 10.5
Teenagers (16-19 years) 19.0 16.1 7,255 7,979 9.4
Btack and other 36.6 341 588 671 15.7

* Adjusted for the increase of about 250,000 in employment and fabor force in January 1978 resulting from changes in the
sample and estimation procedures introduced into the household survey.
2 Data on persons of Hispanic origin are tabulated seearately without regard to race, which means that such persons are also
included in the data for white and black and other workers; at the time of the 1970 Census, approximately 96 percent of their
population was white. Data are not seasonally adjusted.

Source: Department of Labor, Bureau of Labor Statistics.
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For blacks and other minority groups the percentage rise in em-
ployment was half again as large as for whites. Gains in employment
among persons of Hispanic origin, in percentage terms, were about
twice as large as for all workers. Aided by strongly expanded Federal
jobs programs for youth, employment among black teenagers grew
by nearly 16 percent. Since the number of black teenagers seeking
work also climbed very sharply, however, their unemployment rate
fell less rapidly, and in December 1979 it was stll an exceedingly
high 34.3 percent.

While unemployment rates declined for all major demographic
groups, disparities among the rates for different groups did not
change appreciably. The unemployment rate late last year for blacks
and other minorities was still about twice as high as that for whites;
the teenage unemployment rate was more than three times that for
adults.

The most distressing feature of the unemployment record is the
fact that the unemployment rates of black teenagers failed to decline
significantly. To address this very serious problem the Administration
has substantially increased the funds available during the past 3 years
to support employment and training programs for youth. Indeed de-
spite a tight budget it has gone further. An important new initiative
to improve the basic skills and the ability of disadvantaged youth to
find and keep jobs is proposed in this year’s budget.

As discussed earlier in this chapter, inflation has not declined dur-
ing the past 3 years; in fact, it has increased appreciably since 1976.
A large part of the increase was due to developments in the food and
energy sectors, where aggregate demand policies and the voluntary
pay and price standards have little influence. The underlying, or
longer-term, rate of inflation, however, has also moved up consider-
ably.

Progress in reducing the Federal budget deficit has been signifi-
cant. The budget deficit has declined from $66 billion (4.1 percent of
GNP) in fiscal 1976 to a projected level of about $40 billion in the
1980 fiscal year (1.6 percent of GNP). The budget for 1981 just sub-
mitted to the Congress moves the deficit substantially lower, to $16
billion. Sharp increases in oil prices have worsened the outlook for
economic growth in 1980. If economic growth in 1980 and 1981
were strong enough to keep the unemployment rate from rising, the
expenditure programs and tax rates in the 1981 budget would yield a
surplus.

Achieving the Goals of the Humphrey-Hawkins Act

The next 2 years will be difficult for the U.S. economy. As indi-
cated earlier a mild recession is expected in the first half of this year,
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and some increase in unemployment is likely. Economic growth is ex-
pected to resume later in 1980 and to continue through 1981; and
the unemployment rate should begin to decline, though it is not ex-
pected to fall below 7% percent by the fourth quarter of 1981. Some
progress in slowing inflation from the very high rate that occurred
last year is foreseen; but, given the energy price increases now in
train, the rate of consumer price increases in 1981 1s still likely to be
close to 8% percent.

After 4 years of relatively rapid growth during the recovery from
the 1974-75 recession, some slowdown in the rate of economic ex-
pansion in 1979 and 1980 would have occurred even under the best
of crcumstances. But we have not had the best of circumstances.
Huge OPEC oil price increases since the end of 1978 have made the
outlook for economic growth much worse and have at the same time
sharply increased inflation. Attempting to offset the deleterious ef-
fects on output and employment from the rise in the cost of oil by
applying a very strong economic stimulus would make inflation worse
and risk pushing it permanently into the double-digit range. The ef-
fect that a further worsening of inflation would have on long-term in-
terest rates, the exchange value of the dollar, and investment plans
would in turn frustrate the effort to keep output and employment on
a rising course. Conversely, applying draconian monetary and fiscal
policies in an effort to suppress completely the inflationary results of
the oil price increase and keep the economy on a path toward the
Humphrey-Hawkins goal of 3 percent inflation would produce a deep
and extended recession without reducing inflation to the desired de-
gree. During the next 2 years, appropriate economic policies can
help the economy adjust to the impact of the OPEC price increases.
But no policies can change the realities which those increases im-
pose. The world oil situation has caused a tremendous setback in the
economic progress of all oil-importing nations.

Given this obstacle to economic progress, the goals of a 4 percent
unemployment rate and 3 percent inflation by 1983 are no longer
practicable. Reduction of the unemployment rate to 4 percent by
1983, starting from the level now expected in 1981, would require a
growth of real GNP averaging about 7 percent per year during 1982
and 1983. That would be a rate of growth higher than that in the
first 2 years following the recession of 1974-75, the deepest of the
postwar period. Indeed no 2 consecutive calendar years since the Ko-
rean war have produced a real GNP growth averaging over 7 percent
a year. Moreover, efforts to achieve so high a growth rate through
aggregate demand policies would be counterproductive. Their imme-
diate result would be extremely strong upward pressure on wage
rates, costs, and prices. As already noted, this would undercut the
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basis for sustained economic expansion and postpone still further the
date at which we could reasonably expect a return to a 4 percent un-
employment rate.

Reducing inflation from 8% percent in 1981 to 3 percent by 1983
is an equally unrealistic expectation. Recent experience indicates that
the momentum of inflation built up over the past 15 years is ex-
tremely strong. A practical goal for reducing inflation must take this
fact into account.

Because of these economic realities, the President has used the au-
thority provided to him in the Humphrey-Hawkins Act to extend the
timetable for achieving a 4 percent unemployment rate and 3 percent
inflation. The target year for achieving 4 percent unemployment is
now 1985, a 2-year deferment. The target year for achieving 3 per-
cent inflation has been postponed until 3 years beyond that. Eco-
nomic goals through 1985 consistent with this timetable are shown in
Table 19.

TABLE 19.—Economic goals, 1980~85

(tem 1980 | 1981 | 1ss2 | 1983 | 1984 | 1985

Level, fourth quarter !

Employ (mittions) 97.8 99.7 102.5 1053 108.0 1107

Unemployment rate (percent) ...l 75 73 6.5 5.6 48 40
Percent change, fourth quarter to fourth quarter

Ci prices 10.7 8.7 79 1.2 6.5 5.8

Real GNP -1.0 2.8 5.0 5.0 48 46

Real disposable income 5 11 47 47 46 44

Productivity 2 -3 1.3 23 2.5 25 2.5

1 Seasonally adjusted.
2 Based on real GNP per hour worked.

Source: Council of Economic Advisers.

The short-term goals represent a forecast for 1980 and 1981. The
medium-term goals for 1982 through 1985 are not forecasts but pro-
jections of the economic performance needed to achieve the unem-
ployment rate and inflation goals within the Administration’s timeta-
ble. Long-term policies that will improve the prospects of meeting
these targets are discussed in Chapter 3.

These projections through 1985 assume that growth of real poten-
tial GNP is 2% percent during this year and next and 3 percent
thereafter. Accordingly, given the growth rates forecast for 1980 and
1981, real GNP growth from 1982 through 1985 would need to be
quite rapid to achieve 4 percent unemployment by 1985. The projec-
tion shows growth at a 5 percent rate in 1982 and 1983 followed by a
deceleration as the economy approaches 4 percent unemployment.
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The rate of inflation is projected to slow steadily to just under 6
percent by 1985. Faster deceleration would be desirable but difficult
to attain, particularly in light of the prospect, discussed in Chapter 3,
that energy prices will probably continue to rise faster than other
prices. Progress against inflation along the lines projected would
have an important salutary effect on inflatonary expectations, howev-
er, and would greatly add to the chances of reducing inflation still
further in subsequent years.

As last year’s Economic Report pointed out, reducing unemployment
to 4 percent and at the same time achieving steady progress in curb-
ing inflation constitutes an enormous challenge. The rate of unem-
ployment has continuously exceeded 4 percent since early 1970.
Over the past decade, however, inflation has increased substantially,
stimulated by large increases in oil prices and the slowdown in pro-
ductivity growth.

The Administration believes that simultaneous progress toward the
unemployment rate and inflation goals cannot be made by relying
solely on aggregate demand policies. The Humphrey-Hawkins Act
also recognizes this fact. To be sure, a reduction of inflation over the
long term will require continued application of restraint in monetary
and fiscal policies. Braking the momentum of inflation will also re-
quire the widespread and sustained compliance of business and labor
with the voluntary pay and price standards. If output and employ-
ment are to be kept growing satisfactorily while growth of aggregate
demand is restrained, specific policies are needed to improve produc-
tivity and reduce the impact from outside inflationary shocks. Chap-
ters 3 and 4 in this Report discuss a number of such measures. First
among these is the Administration’s long-term energy program, de-
signed to promote conservation and to help in the development of
alternative energy sources that will make us gradually less vulnerable
to OPEC price increases that add to unemployment and inflation.

Also included among these longer-term measures and discussed in
Chapters 3 and 4 are grain reserve policies designed to prevent
worldwide crop shortages from leading to sharp increases in food
prices; regulatory reform policies to foster competition in currently
regulated industries and ensure cost-effective social regulations; co-
operative efforts with other oil-consuming countries to match oil im-
ports with available production and thus avoid a costly scramble for
petroleum supplies; and trade policies designed to secure the advan-
tages of a free flow of imports for American consumers, to give
American businesses access to expanding world markets, and to im-
prove procedures for the protection of American workers and busi-
nesses from unfair trade practices.
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Progress toward the goals of the Humphrey-Hawkins Act will also
require policies that reduce structural unemployment through care-
fully targeted jobs programs, especially for minorities and youth. The
Administration has launched a number of such programs since 1976.
In 1978 a new structural employment component was added to title
II of the Comprehensive Employment and Training Act (CETA) es-
tablishing a category of public service jobs especially for the disad-
vantaged and the long-term unemploved. The 1978 legislation also
provided new resources for employment and training opportunities
in private industry, and private industry councils have been estab-
lished in nearly all local CETA jurisdictions. In addition, under
CETA, particularly in the Youth Employment and Demonstration
Projects Act, special employment and training programs have been
established for the young, giving particular attention to the disadvan-
taged. Outlays for the Department of Labor’s youth employment and
training programs have tripled since 1976.

The Revenue Act of 1978 contained a targeted income tax credit
to encourage the employment of disadvantaged persons, particularly
those between the ages of 18 and 24. The Administration has also
worked vigorously for its proposed welfare reform, which would
make benefit levels uniform and expand work and training opportu-
nities for the poor, thus moving the country closer to the President’s
goal of providing job opportunities for all Americans. A major dem-
onstration project has been initiated to help in the design of the pro-
gram.

Further, as mentioned previously, a significant new Initiative is in-
cluded in the budget this year to improve basic educational and job
skills among the Nation’s disadvantaged young people. This program
is described further in Chapter 3.

CONCLUSION

Progress toward our goal of a high-employment economy with rea-
sonably stable prices was interrupted last year by the effects of sharp-
ly rising oil prices on economic growth and inflation. Achieving both
a 4 percent unemployment rate and 3 percent inflation by 1983 was
an ambitious goal a year ago; developments of this past year indicate
now that it 1s impossible. A reasonable degree of success in attaining
our objectives will take somewhat longer.

As last year’s Economic Report pointed out, the most difficult obsta-
cle to achieving our national economic goals is the tendency of infla-
tionary forces to intensify as the economy approaches full udlization
of its human and capital resources. This obstacle still exists; in fact
increased real prices of energy make it even greater. The challenge
for economic policy in the near term is to prevent last year’s higher
energy prices from becoming embedded in the structure of costs and
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industrial prices, thereby worsening inflation for years to come and
delaying even longer the achievement of our economic goals. The
challenge over the longer run is to strengthen our defenses against
the effects of OPEC price and supply decisions and reduce the infla-
tionary forces that accompany high employment through measures to
mncrease productivity and to lower structural unemployment. Long-
term policies to meet these needs are the subject of Chapter 3.
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CHAPTER 3

Longer-Term Policies for Stability and
Growth

THE CONTROL AND REDUCTION OF INFLATION 1s the Na-
tion’s highest economic priority, requiring fiscal and monetary poli-
cies that restrain demand not only in the immediate future but over
an extended period. We also need policies to improve the structure
and functioning of the economy in order to increase the effectiveness
of demand restraint in lowering inflation and to reduce its depressing
influence on output and employment. Such supply and structural
policies are also important because they address two other tasks fac-
ing the American economy: restoring the Nation’s productivity
growth and making the necessary adjustments (o scarce energy
supplies.

The first part of this chapter outlines the broad framework of ag-
gregate demand restraint consistent with a sustained attack on infla-
tion and touches briefly on the strengths and limitations of this
means of controlling inflation over the long run. The bulk of the
chapter is devoted to a discussion of supply and structural problems.
It examines how productivity and output are affected by the pace of
business investment and by measures to reform regulatory policies,
improve the operation of labor markets, promote energy conserva-
tion, and expand energy supplies. It also discusses ways to reduce
the economy’s vulnerability to inflationary shocks in the areas of
energy and food.

THE NEED TO REDUCE INFLATION

As Chapter 2 emphasized, the most immediate goal of ant-infla-
tion policy must be to prevent the recert price increases for energy
and housing from spilling over into the rest of the economy. Success
in that endeavor will still leave the country’s inflation rate far too
high. On the basis of measures of inflation in sectors other than en-
ergy and housing, and taking account of longer-term trends in unit
labor costs, the underlying inflation rate currently appears to be in
the neighborhood of 8 to 9 percent.
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Each new round of inflation since the mid-1960s has left us with a
higher underlying inflation rate. Without long-term policies to re-
duce the current underlying rate of 8 to 9 percent, the economy will
remain vulnerable to still further increases. These could come from a
variety of sources. Another sharp increase in oil prices or a world-
wide crop shortage could be the impetus for the next turn of the
ratchet. A sudden and unanticipated surge in private spending could
temporarily overheat the economy and spur inflation. Moreover, fail-
ure to lower inflation significantly after the latest inflationary episode
would strengthen long-run inflationary expectations and erode resist-
ance to future wage and price increases. Over the longer term, there-
fore, we must either have policies in place to reduce the underlying
rate of inflation or in all likelihood face worsening inflation.

Successfully unwinding inflation over the coming years will require
policies that address each of its three major long-run determinants:
the rate of growth of nominal wages, profits, and other income; the
pace at which productivity advances; and the occurrence of outside
inflationary events. First, the rise in hourly wages and other income
has to be reduced in order to bring down the rate at which costs are
rising. While the task of economic policy at the moment—after a year
of substantial increase in energy and housing prices—is to prevent
the acceleration of wages and other costs, the longer-run objective of
substantially reducing inflation can only be achieved by decreasing
the rate of growth in nominal incomes. Second, curbing the rise of
unit costs also requires that the rate of productivity growth be im-
proved. For the economy as a whole, short-run changes in the rate of
productivity growth do not seem to affect the growth of money
wages, which depends principally on the state of aggregate demand
and the momentum of past inflation. As a consequence, measures
that improve efficiency and speed up productivity growth not only
raise real living standards but retard the growth of unit labor costs
and thus lower the underlying rate of inflation. The dismal produc-
tivity performance of the American economy in recent years calls ur-
gently for improvement. Much of the rise in unit labor costs over the
past several years appears to derive not from an acceleration of wage
increases, but from the fall in productivity growth.

Finally, the Nation must improve its ability to cope with such
shocks as worldwide crop shortages or sudden increases in the world
price of oil. These periodic events, whose effects have been especially
severe in the past decade, do not cause merely temporary spurts in
inflation. They do more permanent damage through the formal in-
dexing and informal mechanisms that many groups in society resort
to in an attempt to raise their money incomes and escape the burden
of the initial price shocks. If widespread, these mechanisms cannot
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make up for the loss in real income, but they do raise the underlying
rate of inflation.

CONTROLLING AGGREGATE DEMAND

The President’s budget for 1981 calls for increased fiscal restraint.
Chapter 2 estimates the degree of restraint and explains the necessity
for using the budget as an anui-inflation tool, even in a period of
weakening economic growth.

The specific fiscal and monetary policies needed to reduce inflation
will necessarily vary from year to year, depending principally upon
the strength or weakness of the private economy and the actual
course of inflation and unemployment. Nevertheless some broad
principles can be laid down to guide fiscal and monetary policy to-
ward a long-term reduction in the underlying rate of inflation.

Reducing the Growth of Nominal GNP

While monetary and fiscal policies can to some extent directly af-
fect the rate of inflation through their impact on inflationary expecta-
tions, their principal influence comes indirectly through their effect
on the growth of total spending, or nominal gross nauonal product
(GNP). If inflation is to be reduced over the long run, the growth of
nominal GNP must decline. At one level this is simply an arithmetic
truism. The growth rate of nominal GNP approximately equals the
rate of growth of real output plus the rate of inflation. If real output
increases by 3 percent and prices rise by 10 percent, nominal GNP
will thus increase by about 13 percent. A long-term reduction in the
rate of inflation in an economy growing at or close to its potential
rate necessarily implies a decline in the growth rate of nominal GNP.

But the proposition is more than a truism. Because there is a mo-
mentum to inherited inflation, this year’s underlying rate of wage and
price increase is likely to perpetuate itself next year unless other
forces counteract it. In the absence of significant economic slack,
therefore, monetary and fiscal policies which aim at a continuation of
last year’s rate of growth in nominal GNP are likely to perpetuate last
year’s underlying rate of inflation. Indeed, failure to resist such per-
petuation of inflation may arouse inflationary expectations and there-
by produce a further increase in inflation—parucularly after the
economy has been shocked by soaring energy prices. On the other
hand, if monetary and fiscal policies reduce the growth of nominal
GNP, the persistence of wage and price increases at undiminished
rates would necessarily lessen the growth of output and create more
idle capacity and unemployment. Increased economic slack generates
greater resistance to wage and price increases; and the degree to
which wage and price increases respond determines the division of
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reduced growth in nominal GNP between a reduction in output and a
decline in the inflation rate.

Unfortunately, as the 1979 Economic Report of the President discussed
at length, the overall rate of wage and price increases in the Ameri-
can economy, while not immune to the effects of idle capacity and
unemployment, is not highly sensitive to moderate changes in eco-
nomic slack. Using monetary and fiscal policies to produce a very
sharp and immediate reduction in the growth of nominal GNP in the
hope of reducing inflation quickly by a large amount would almost
surely fail. It would produce a large decline in output and employ-
ment and only a modest reduction in the underlying rate of inflation.
In such circumstances the political consensus needed to continue
policies of restraint on aggregate demand would be short lived. The
most appropriate course is likely to be monetary and fiscal restraint
that aims for a long-term decline in the growth of nominal GNP and
produces a gradual but steady lowering of inflation. Persistence in
this endeavor, moreover, would improve the expectations about fu-
ture inflation, and as a result prices and wages might respond more
readily to economic slack than they have in the past.

In the context of such monetary and fiscal policies, standards for
moderation in setting wages and prices become a means not only of
reducing inflation but also of increasing jobs and output. If the pay
and price standards succeed this year in stabilizing the underlying
rate of inflation, they can be directed in later years to the more diffi-
cult task of reducing that rate. Over the longer term the challenge is
to develop standards and approaches that are sufficiently specific to
be self-administered by most employers and employee groups, but
flexible enough to avoid rigidity and misallocation of resources. The
National Accord between labor leadership and the Administration
provides a framework for developing such standards.

Similarly, in the context of a long-run aggregate demand policy
dedicated to reducing inflation, the supply and structural policies dis-
cussed later in the chapter also take on a new meaning. Many of
these measures are designed to speed up the rate of productivity
growth. To the extent that they succeed, the growth of output is like-
ly to be higher for any given reduction in the growth of nominal
GNP. Moreover an increase in the long-term rate of productivity
growth raises the potential growth rate, and thus output can rise
more rapidly without putting any greater demand pressure on pro-
duct or labor markets. As a consequence, a lesser degree of monetary
and fiscal restraint is needed to produce a decline in the inflation
rate. Policies that improve supply thus make possible an eventual re-
laxation of the monetary and fiscal constraints on the growth of ag-
gregate demand without endangering the effort to reduce inflation.
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Some General Principles

The general principles that must guide economic policies designed
to reduce the inherited underlying rate of inflation over the long run
can be summarized in four propositions: (1) The rate of inflation can
be reduced only if fiscal and monetary policies over the long term
amm at lowering the rate of growth of nominal GNP. (2) Because of
the momentum of underlying inflation, such restraint in fiscal and
monetary policies will operate to retard output and employment
somewhat, compared to what might have been achieved in a nonin-
flationary economy. (3) Greater moderation in wage and price deci-
sions by business and labor will result in correspondingly smaller
losses in output and employment growth as growth in nominal GNP
falls. (4) Measures that successfully increase the Nation’s efficiency in
using its human and capital resources not only directly reduce infla-
tion but also improve standards of living and make possible some re-
laxation of fiscal and monetary restraint, thereby promoting a faster
growth in national output and employment.

The goal of a long-term reduction in the nominal growth of GNP
stll leaves room for adapting fiscal and monetary policy to shorter-
run changes in economic conditions. In the first place the objective
of a long-term decline in nominal GNP growth has to allow for some
year-to-year variations. In 1980, for example, real output is expected
to decline, while subsequent recovery would raise GNP growth mod-
erately above potential for a ume. Anti-inflation policy this year will
be successful if it does no more than stabilize the rate of underlying
inflation after a series of huge oil price increases. Substantial reduc-
tions in inflation must come later. Taking all of these factors into ac-
count, the maintenance of an overall framework of monetary and fis-
cal restraint during the next several years 1s likely to be consistent
with a growth of nominal GNP that declines substantially in 1980 and
then rises in 1981 and 1982.

Furthermore any given growth of nominal GNP might require
more or less restraint from monetary or fiscal policy, depending
upon the strength of private demand. When the growth of private
spending promises to be very strong, aggregate demand should be
further restrained to prevent nominal GNP from growing too rapidly.
When private demand is very weak, the desired growth in nominal
GNP may require more expansive policies. The long-term reduction
of inflation does not mean that fiscal and monetary policy must be
locked into a fixed position. But it does require adjustments around
an average degree of demand restraint that produces declining infla-
tion over the long run and is therefore greater than would be appro-
priate in less inflationary times.
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In one respect the necessities of the long-term fight against infla-
tion have a very particular implication for the way in which specific
decisions ought to be made about short-run adjustments of monetary
and fiscal policies. Monetary and fiscal policies exert their effects on
the economy only after some time. Hence they must be based on
economic forecasts, which are often in error; makers of economic
policy must take this fact into account. A world in which the momen-
tum of past inflation is very strong and in which inflationary expecta-
tions are easily aroused produces asymmetric risks. If expansive mon-
etary or fiscal actions are undertaken on the basis of an erroneous
forecast that economic activity will weaken, the underlying inflation
rate may well worsen for many years to come. On the other hand, if
expansive actions are forgone because of a mistakenly optimistic
forecast, the resulting unexpected declines in output and employ-
ment, while still costly, can be remedied more surely and quickly
than if the error had been in the other direction.

These considerations do not warrant a rigid and unbending policy,
but they do indicate the need for continuing prudence and caution in
monetary and fiscal decisions. To be acceptable, the case for relaxing
monetary and fiscal restraint now and in the near future will have to
be more urgent and much clearer than it was in earlier and less infla-
tionary periods.

As events of the past decade have made painfully clear, monetary
and fiscal policy must be prepared to cope with sudden inflationary
forces arising from events like a worldwide crop shortage or a large
increase in world oil prices. Such supply shocks have two inflationary
effects. First, they directly increase prices of the affected commod-
ities; second, they threaten to induce larger wage increases and ef-
forts to restore profit margins which generate higher prices through-
out the economy.

If, before the supply shock, monetary and fiscal policies were set to
produce a decline in the growth of nominal GNP and in the rate of
inflation, how should they now be adjusted? To suppress even the
direct inflationary consequences of an abrupt increase in food or oil
prices, fiscal and monetary policy would have to be sufficiently tight-
ened that the reduction in price and wage inflation outside the affect-
ed sector would offset the price shock within the sector. But given
the relative insensitivity of wages and prices to economic slack, such
a policy would lead to unacceptably severe reductions in output and
employment. On the other hand, an effort to avoid any loss in output
and employment from the supply shock would require supporting ag-
gregate demand to the point where no resistance would be offered to
the wage-price spiral triggered by the price shock. Such a policy
would raise the underlying rate of inflation, setting back for many
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years the long-term goal of reducing inflation. A practical alternative
would be to accommodate the direct inflationary effects of the shock
but, through a combination of monetary and fiscal policies and wage-
price guidelines, to seek to stabilize the rate of wage and price in-
crease elsewhere in the economy. Thus monetary and fiscal policy
would recognize the inevitability of a temporary addition to inflation
but would fight vigorously any tendencies to increase the underlying
rate. Such a policy would lead to some temporary loss of output. But
the direct inflationary effects of the supply shock would gradually dis-
appear and the economic slack would itself moderate the indirect ef-
fects. At some cost, the economy could absorb the supply shock and
return to its previous path of increasing output and declining infla-
tion.

Finally, one must be clear about measuring restraint in fiscal poli-
cy. This Administration has committed itself to reducing the share of
Federal spending in GNP. At the same time, however, in the absence
of tax cuts the progressivity of the tax system generates Federal rev-
enues that grow faster than GNP, producing increasing fiscal re-
straint. (Table 12 estimates the growth of fiscal drag in 1979 and
1980.) Tax reductions become necessary at times to prevent exces-
sive fiscal restraint and need not in themselves be inconsistent with a
general policy of fiscal restraint. However, the timing and magnitude
of such reductions must be decided on the basis of prevailing and
expected economic conditions. Tax reductions at the appropriate
time could be quite consistent with the maintenance of restraint;
taken prematurely, they could induce an excessive growth in nominal
GNP and thus thwart the achievement of long-run and-inflation ob-
Jectives. Proper timing for tax reductions must also take into account
the asymmetry of risks discussed on the previous page. The Presi-
dent’s budget for 1981 was drawn up in accordance with these con-
siderations.

IMPROVING THE STRUCTURAL PERFORMANCE OF THE
ECONOMY

While a long-term strategy of restraint on the growth of aggregate
demand is essenual in bringing down the underlying rate of inflation,
it cannot accomplish the task by itself without serious costs in the
form of reduced growth in real incomes. Over the longer run there is
simply no alternative to increasing the efficiency with which the econ-
omy produces goods and services. “‘Supply-side” policies to achieve
this end fall into two general categories: those that improve the pro-
ducuvity of human and capital resources and those that help insulate
the economy from the price-increasing effects of supply shocks.
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Supply-side policies do not produce quick and dramatic results.
They operate slowly and sometimes only after a considerable lag. But
unless we successfully pursue them, we cannot achieve the high rates
of economic growth, stable prices, and full employment set forth as
goals in the Humphrey-Hawkins Act. '

MEETING THE ENERGY CHALLENGE

The immediate economic consequences of the sharp rise in world
oil prices in 1979 have focused attention on the short-term effects of
tighter energy supplies. Developments over the last year have a deep-
er significance, however. They confirm that rising energy prices are
not a transient phenomenon, but something the Nauon must adjust
to. This adjustment will place a significant burden on the economy,
but it cannot be avoided. Attempts to do so will damage the Nation’s
growth prospects and its competitiveness in the world economy.

Over the long run and with proper policies the United States can
make a successful transition to a world of higher energy prices. With
energy conservation and the timely development of alternative ener-
gy supplies, growth in output and improvements in our living stand-
ards need be only modestly reduced by the relative scarcity of energy
supplies. The task of energy policy is twofold: to promote over the
long run an efficient and orderly adjustment to a world of scarcer
and more costly energy supplies, and in the interim to reduce the
Nation’s vulnerability to the transitional economic costs of sudden in-
creases in oil prices and disruptions in supply.

REDUCING VULNERABILITY IN THE SHORT RUN

Over the longer term the Administration’s energy program will ac-
complish substantial reductions in oil imports. In the short run, how-
ever, the Nation’s dependence on imported oil is likely to remain un-
comtfortably high. The President has pledged that the United States
will never again import more oil than it did during 1977: a net of 8.5
million barrels per day. During 1979 both imports and oil consump-
tion fell considerably because of a number of factors, including physi-
cal shortages in the spring, conservation induced by the sharp in-
creases in energy prices, and policies to promote conservation and
conversion to non-oil energy sources. A continuing decline in domes-
tic demand for petroleum products is forecast for 1980. However,
uncertainty about further sharp price increases and supply disrup-
tions keep the balance between supply and demand in the world oil
market precarious. Measures to limit the Nation’s vulnerability over
the shorter term are therefore necessary.
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The most effective means of moderating the impact of supply dis-
ruptions is to change the conditnons which permit large and sudden
price increases. To the extent that world demand for oil can be re-
duced, the price-raising pressures of demand against supply will be
relieved. Similarly by developing a mechanism for responding to any
cutbacks in oil supply with a coordinated reduction in demand, the
major oil-consuming countries, acting together, can reduce the com-
petitive scramble for oil and thus lessen the bidding up of prices in
the spot market. High spot market prices would encourage further
official price increases by the Organization of Petroleum Exporting
Countries (OPEC). Chapter 4 discusses the efforts now under way by
the United States and other major oil-consuming countries in the In-
ternational Energy Agency to achieve these very important objectives.

While internauonal cooperation is essential, so are national meas-
ures. The Strategic Petroleum Reserve (SPR) is intended to cushion
the impact of any abrupt cutoff in supply. Purchases for the SPR
were halted last year at the onset of the Iranian crisis. In August
1979 the reserve contained 92 million barrels—far short of its target.
If conditions permit during the year ahead, SPR purchases could re-
sume. An adequate Strategic Petroleum Reserve, combined with pri-
vate stocks, will provide considerable protection for the United States
against supply interruptions. The SPR will also buy time for other re-
sponses to disruptions, such as mandatory conservation measures, to
be put in place.

Finally, we also need to have measures in readiness so that if a se-
vere disruption occurs available supplies will be distributed both fair-
ly and efficiently. While the price system is likely to be the most effi-
cient (and in some respects the fairest) way of handling minor inter-
ruptions in supply, it should not be relied on as the sole remedy for
interruptions of all magnitudes. In response to recent legislation the
Administration is developing a standby motor fuel rationing plan for
submission to the Congress. Under that legislation the rationing plan
may be put into effect in situations where the shortfall in gasoline,
diesel fuel, and heating o1l supplies is expected to exceed 20 percent
for more than 30 days. (Using 1979 figures, this shortfall would
amount to approximately 2 million barrels per day.) A notable fea-
ture of the plan is a “white market” for trading unused ration cou-
pons. All motorists would be assured a certain minimum supply of
fuel, but those wishing more would be free to purchase it—at market-
clearing prices.

The Nation must also be capable of dealing with smaller supply
disruptions. As we learned this past year, even cutoffs of less than 10
percent of supply can significantly disrupt normal activity, and hence
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the Administration is preparing proposals for standby measures to be
applied when smaller disruptions occur.

LONGER-TERM IMPROVEMENTS

A key aim in the Administration’s energy program is to move as
quickly as feasible to a rauonal pricing policy for energy. Price con-
trols are being removed from domestic oil and natural gas so that the
market can direct efficient use of energy and encourage the produc-
ton of additional supplies.

Unfortunately, reliance on the market will not be enough. Habits
of energy consumption learned over decades of falling real energy
prices are difficult to change. Furthermore the benefits to our nation-
al and economic security from reducing our dependence on foreign
oil exceed even the high price we must now pay for this oil. For both
of these reasons there is room for measures that mandate additional
energy conservation and encourage investment in new sources of
energy.

Gradual Decontrol of Domestic Natural Gas and Crude Ol Prices

The 1978 enactment of the Administration’s proposal for deregula-
tion of natural gas began what 1s to be a gradual decontrol of gas
prices. The iniual steps toward decontrol have already been benefi-
cial. The decline in yearly additions to reserves has been halted, and
natural gas previously confined to intrastate channels can now enter
the interstate market. Price flexibility 1s also helping to redirect sup-
plies to relatively more valuable uses.

In April 1979 the President announced that he would phase out
price controls on domestically produced oil. Decontrol began on
June 1 with the release of controls on the price of newly discovered
o1l (o1l discovered since January 1, 1979). At that same time 80 per-
cent of all “‘marginal” oil (oil produced from wells of various depths
yielding 10 to 35 barrels per day) was allowed to be sold at a sub-
stantially higher (but still controlled) price. In August the President
announced the immediate decontrol of “heavy” crude oil, an ex-
tremely viscous oil produced mainly in California. In December the
definition of heavy oil was broadened slightly, exempting still more
oil from controls. These initial decontrol steps had little impact on
the economy, however, because they affected a relatively small pro-
poruon of the domestically produced oil.

In January 1980 the pace of decontrol accelerated as the price of
most domestically produced oil began to move steadily toward the
world price. Decontrol is scheduled to be completed by October 1,
1981.

Decontrol of domesuic crude oil prices will provide strong,
unambiguous signals encouraging conservation and stimulating do-
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mestic energy supplies. According to recent estimates by the Depart-
ment of Energy and the Congressional Budget Office, by 1990 de-
control will result in U.S. oil imports being at least 2 million barrels
per day lower than they would be otherwise.

The Effect of Higher Prices on Oil Consumption

Some continue to doubt that higher energy prices significantly re-
duce energy demand. Because the elasticity of demand for most
petroleum products is somewhat smaller than that for other familiar
commodities, and is less than unity, economists have called the de-
mand for petroleum products inelastic. This fact, combined with a
widespread belief that use of energy in general and gasoline in par-
ticular is essential, has led to the erroneous conclusion that price
would have no impact on demand. However, economists who have
studied the question have almost invariably found statistical evidence
that gasoline demand is indeed responsive to price. In the majority of
studies, estimated short-run (1l-year) price elasticities of demand for
gasoline range between minus 0.2 and minus 0.4. (Thus a 10 percent
rise in price will lead to a reduction of 2 to 4 percent in consump-
tion.) Longer-run (5-year) elasticities are significantly higher, general-
ly between minus 0.6 and minus 0.8.

Even before the dramatic price rise of last year there were signs
that the price of energy was cutting into demand. Table 20 shows
that after the 1973 oil embargo the growth in per capita gasoline
consumption was much slower than in the years immediately preced-
ing it, even though real per capita income rose at approximately the
same rate during the two periods. While this finding is partly ex-
plained by improvements in the fuel efficiency of automobiles, there
was also a sharp reduction in automobile use. By the end of 1978 the
average miles traveled per car was slightly below the 1972 average. If
trends before the embargo had continued, the 1978 figure would
have been 10 percent higher.

Of course, gasoline is not the only energy source whose demand is
influenced by price. The final item in Table 20 shows that increases
in total per capita energy use slowed dramatically after the 1973 em-
bargo. If the trends of the preceding 6 years had continued, total
1978 use would have been 16 percent higher—the equivalent of
nearly 6 million barrels of oil per day.

During 1979 additional evidence accumulated that energy demand
is responsive to price. Preliminary estimates indicate that demand for
all petroleum products (as measured by disappearances from primary
stocks) fell by 4.2 percent between the fourth quarter of 1978 and
the fourth quarter of 1979. Demand for gasoline fell by 9.3 percent.
Preliminary estimates also suggest that miles traveled per car
dropped about 5 percent from 1978 levels. Although waiting in line
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TaBLE 20.—Gasoline consumption and energy use, 1966-78

[Percent change]

S

1972 1978
Real per capita income 17 15
Real gasoline price -12 21
Per capita i ion 25 11
Per capita total energy use 21 5

Sources: Department of Commerce (Bureau of Economic Analysis), Department of Energy (Energy Information Administration),
Department of Labor (Bureau of Labor Statistics}, and Councii of Economic Advisers.

for gasoline surely contributed to these dramatic reductions, there is
no doubt that sharply higher prices were a primary factor.

Side Effects of Crude Oil Decontrol: Windfall Profits and Impact on Lower-
Income Groups

Decontrol has inevitable side effects which public policy must ad-
dress. Decontrol generates substantial windfall profits and reduces
the real incomes of consumers. Gradual phasing in of decontrol can
mitigate those effects, but it cannot entirely eliminate them. Other
measures are therefore needed.

Decontrol of domestic crude oil will transfer very substantial rev-
enues from users of petroleum products to domestic crude oil pro-
ducers. While some of these increased revenues will stimulate addi-
tional domestic production, a large proportion will represent pure
windfalls-——revenues that owners of oil properties receive solely be-
cause of actions taken by others. Windfalls do nothing to increase
supplies. The windfall profits tax will divert a significant portion of
these revenues to public uses that will help the economy to adjust to
higher oil prices. Through the combined effect of the corporate in-
come tax and the windfall profits tax, the Federal Government will
collect considerably more than half of the additional net revenues ac-
cruing to producers. Certain States will also collect substantial addi-
tional revenues through their own tax systems.

Recent sharp increases in energy prices have had a significant im-
pact on low-income households. A portion of the windfall profits tax
will be used to cushion this blow. Public policy must try to offset the
drain on the incomes of poor households from higher energy prices
without blunting the incentive to conserve energy. Policies which di-
rectly reduce the perceived price of energy should obviously be
avoided. But even income supplement programs, which might not
appear to influence decisions at the margin, may blunt impulses to-
ward conservation. The weaker the link between the amount of as-
sistance and the family’s actual energy consumption, the less interfer-
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ence there will be with conservation incentives, but the greater the
likelihood will be that some poor families needing relatively large
amounts of energy may have significant losses of income. The Ad-
ministration’s low-income energy assistance program represents a
reasonable compromise in adjusting assistance to need without blunt-
ing conservation incentives.

The program provides two types of assistance to low-income
households. The first is the special energy allowance, which provides
assistance to recipients of supplemental security income and will pro-
vide grants to States to be distributed according to the energy-relat-
ed needs of the low-income population. This program will cost $1.2
billion in 1980, increasing to $2.0 billion in 1981 and later years.
The second is the energy crisis assistance program. It provides pay-
ments of $400 million per year that States can use to help low-in-
come households with critical emergencies related to energy: the
need to repair home heating systems, pay overdue heating bills, and
obtain additional clothing or food. In 1980 the program will be com-
pletely financed by the Federal Government, but in 1981 it will be-
come a matching-grant program with the States. After 1980, $2.4 bil-
lion in windfall profits tax revenues will be used annually for these
programs to assist low-income individuals and families.

The Case for Additional Conservation and Supply Incentives

Although the incentives for increased energy conservation as well
as for increased energy supplies must come principally from market
prices, a strong case can be made for supplementary measures to
push conservation and supply decisions beyond what the market dic-
tates. The most telling argument is that the cost to the Nation of
substantial dependence on imports exceeds the price that U.S. citi-
zens pay for imported oil.

First, the United States is the world’s largest importer of oil, ac-
counting for about one-fourth of all world oil imports. Reductions in
U.S. import demand will help ease pressures for higher prices in the
world o1l market. Second, the bill for imported oil adds substantially
to the Nation’s trade deficit. Reducing this bill will tend to strength-
en the dollar, thereby lowering the cost of all imports. Third, an in-
tangible but exceedingly important consideration is the cost to our
security entailed by an excessive reliance on imported oil. The events
of the past year graphically demonstrate these costs.

The conservation incentives in the Administration’s energy policy
are targeted to reach nearly every significant use of energy. Illustra-
tions here will focus on two such uses: automobiles and residential
space heating and cooling.
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Fuel economy standards for autos. Automobiles represent the country’s
single largest user of petroleum products. As of 1978, American mo-
torists were burning over 80 billion gallons of gasoline per vyear, al-
most 15 percent of total domestic energy use. Between 1950 and
1974 the average number of miles traveled per gallon of fuel con-
sumed by newly produced cars dropped by 20 percent.

Even though this trend was reversed in the 1975 model year, the
Energy Policy and Conservation Act passed in December 1975 re-
quired that automobile manufacturers substantially increase their im-
provements in fuel efficiency. By 1985 the average fuel efficiency of
new cars must reach at least 27.5 miles per gallon (EPA test basis).
While the relation between the Environmental Protection Agency’s
(EPA) estimates and actual mileage is uncertain, current estimates in-
dicate that actual mileage for new cars is about 80 percent of the
EPA figures.

Sharply higher gasoline prices in 1979 have caused consumer de-
mand to shift toward smaller and more fuel-efficient cars. Due to the
standards, this demand will be more easily accommodated.

The effect that improving the fuel economy of cars will have on
domestic demand for energy will be substantial. Because of the time
it takes to replace the entire fleet of domestic automobiles, the full
effects of these improvements will not be felt untl the mid-1990s.
But by then, even if the annual average number of miles driven per
car does not fall significantly from present levels, and even if the
fleet continues to grow, the total amount of fuel consumed by U.S.
passenger cars will be only about two-thirds of what it was in 1979.
This savings would translate into about 2 million barrels of gasoline
per day. To the extent that higher gasoline prices reduce the miles
traveled per car and that further improvements in automobile fuel
economy occur after 1985, the reduction in total gasoline consump-
tion could be significantly greater.

Residential space heating and cooling. Residential space heating and
cooling account for about 15 percent of all the energy consumed in
the United States. This figure can be significantly cut by several rela-
tively simple and inexpensive steps. Raising thermostat settings dur-
ing the summer and lowering them during the winter directly reduce
energy use and costs, though they entail some discomfort. Other
measures, such as increased insulation and making structures more
weatherproof, require investment but increase the efficiency with
which any given degree of comfort can be attained. It is difficult to
induce millions of individuals to undertake such changes. The single
most important inducement for residential users to conserve energy
will be the higher prices now confronting them. Indeed higher prices
may be the only way to bring about permanent changes.
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A targeted program of incentives can nevertheless accelerate in-
vestments in insulation and weatherproofing. The Administration’s
program to encourage energy conservation in residential structures
requires that electric and gas utilities offer to perform “energy au-
dits” of their customers’ residences, thus enabling households to pin-
point sources of serious heat losses and learn how to remedy them.

The program also provides financial assistance to households for
installing insulation, caulking, weatherstripping, storm windows, and
fuel-saving heating equipment. Households at all income levels are
helped in various ways. For example, a 15 percent tax credit on the
first $2,000 spent on qualified conservation measures is available to
any household. Households with low or moderate incomes may apply
for a direct interest subsidy of up to 35 percent with a limit of $1,000
per loan. (This limit includes the value of any tax credit taken.) The
Weatherization Grant Program goes even further in assisting families
with low incomes; it supplies grants for qualified energy-saving meas-
ures. Supplementing these provisions, the program requires that
utilities offer to help customers finance the energy-saving measures
they may need to take.

Special incentives are available to encourage use of solar energy.
Builders of new structures utilizing passive solar technology may be
eligible for a tax credit up to $2,000 per residence or $10,000 per
commercial building. A tax credit of up to $2,200 is available for new
homes with active solar systems. A proposed Solar Bank would pro-
vide interest subsidies of up to 40 percent on loans for equipment to
convert to solar energy.

The improvements that these programs and higher energy prices
could produce are impressive. One private study estimates that by in-
corporating in existing and new residential structures only those
technological improvements in heating systems and building shells
that are economically justifiable at an energy price equivalent to $30
per barrel for oil, the total U.S. consumption of energy for residen-
tial heating could be reduced to about half its 1975 level by the year
2000. This translates into a reduction in energy demand equivalent
to approximately 2 million barrels of oil per day.

Developing Additional Domestic Supplies of Energy

Policies to stimulate savings in energy must be supplemented by
programs to add to domestic supplies of energy. Even after decon-
trol, the unaided market place may not in all instances generate the
needed investment in new energy supplies. Or it may do so more
slowly than is desirable, especially in the case of investments involv-
ing new technology for increasing the supply of energy.
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The synthetic fuels program. Events of the past few years have demon-
strated that future oil prices are hard to estimate. Yet a private inves-
tor must predict not only the level but also the path of world oil
prices in deciding whether to undertake a development project for
synthetic fuel.

The difficulty is more than statistical. If world oil prices were mar-
ket determined, then an investor might reasonably estimate when the
rising world oil price would so far exceed the cost of commercializing
a given synthetic fuel technology that he would be compensated for
the risk of proceeding. But world oil prices are not market deter-
mined. The present price reflects both demand considerations (in-
cluding the demand for increased stocks) and OPEC’s desired pro-
duction levels. The latter incorporate the OPEC countries’ assess-
ment of the oil prices they can charge in the future.

The cost of producing synthetic fuels in commercial quantities,
however, can have an important effect on this judgment. As the pros-
pects of substantial supplies of synthetic fuels increase, OPEC coun-
tries may be induced to expand their own oil production consider-
ably because of the depressing effect of this development on the value
of their oil reserves. Thus the potential investor faces a risk that the
world price of oil will be less than his break-even point; he has little
chance of making much more than a going rate of return on his capital.
Few private concerns would be willing to invest in synthetic fuels on
the basis of forecasts that world oil prices will rise by a given amount.
They would more likely wait until the world oil price came fairly close
to the estumated cost of synthetic fuel production. This would not
present a problem if a synthetic fuels industry could be developed
quickly, but more than a decade will probably be required before much
capacity can be brought into operation.

A paradox here underlines the need for some governmental role.
The more OPEC countries are convinced that high oil prices will
bring a large synthetic fuels industry into existence, the more their
own decisions are likely to lead to moderate pricing. But the more
potential investors fear this reaction from OPEC, the less likely they
are to make the investments needed for developing a large-scale syn-
thetic fuels industry on their own.

In addition to such price risks, new products like synthetic fuels in-
volve serious technological uncertainties. Several processes may be
able to produce synthetic liquid fuels. The absolute and relative costs
of each are highly uncertain. Given the large capital costs, the risk of
picking the wrong technology could discourage private, commercial-
scale investment in any one.
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The preceding argument applies equally to all of the so-called un-
conventional sources of energy. The development of a significant do-
mestic capacity to produce liquid fuels from biomass, a substantial in-
crease in the use of solar energy, or the development of major new
sources of natural gas would all tend to limit the rise in OPEC prices
to a degree that depends on the cost at which each resource could be
brought to market. The Administration is strongly supporting pro-
grams in each of these areas tailored to the specific technological
characteristics and the current state of development.

During the past year, techniques which would tap the Nation’s vast
supplies of coal and shale and biomass were singled out for special
attention. These now seem to be at a stage where a focused effort
might hasten their commercial use. The Administration has therefore
proposed the creation of an independent government corporation to
assist in this major undertaking.

The Energy Security Corporation (ESC) will have a number of in-
struments at its disposal. It will be able to use at its discretion both
loan guarantees and outright loans to assist private enterprises pur-
suing approved synthetic fuel projects. The Corporation will also be
able to shelter to some extent the developing concerns from the risks
they would otherwise face because of the uncertainty of future oil
prices. Purchasing agreements or price guarantees will be arranged at
firm prices for the project output, but the agreements will require
private enterprise to bear a fair share of the risks. The variety of in-
struments available to the Energy Security Corporation increase its
ability to assist recipients without removing the normal incentives to
exercise prudent judgment and keep costs to a minimum.

The Energy Security Corporation will also be able to participate in
cooperative or joint ventures with private companies. In an extremely
limited number of cases, it may also construct and operate facilities
for processes that have technical merit but cannot be sufficiently de-
veloped by other means.

IMPLICATIONS FOR THE ECONOMY

The energy policy initiatives undertaken during this Administration
will sharply alter both the future consumption of energy in this coun-
try and the range of energy sources. Most important, the Nation’s re-
liance on oil, especially imported oil, will be cut. By the end of the
decade the economy will be well on its way toward completing this
transition—one of the most important and difficult it has ever faced.

Total U.S. energy use in 1978 amounted to 78 quadrillion Btu
(quads). Estimates for 1990, made soon after the 1973-74 oil price
rise, were as high as 120 quads. More recent forecasts have been re-
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vised sharply downward and seem to be clustering near 100-110
quads. Given recent rapid increases in oil prices, even lower figures
can be expected.

The composition of expected demand for fuels reflects a relatively
more rapid rise in the price of oil. In 1978 nearly half of the coun-
try’s primary energy demand was met by petroleum. In most present
forecasts this share falls sharply; some project it to be as low as one-
third by 1990. Removal of price controls on domestic crude oil will
ensure that the highest possible share will be met by domestically
produced oil.

In mid-July the Department of Energy estimated that the various
steps already taken or announced would reduce oil imports to ap-
proximately 4.5 million barrels per day by 1990—far less than earlier
estimates of imports, which were as high as 13 million barrels per
day. Events since July have reinforced the belief that record levels of
oil imports are already behind us.

Requirements for Higher Investment Levels

Changes in private consumption and production in response to
higher energy prices, the supplemental conservation measures in-
duced by regulaton, and the development of new, unconventional
sources of energy in the United States will all require substantial in-
vestments by both the private and the public sectors. Estimates vary,
but the following figures (all in 1978 dollars) give some idea of the
possible magnitudes.

The Department of Energy has estimated that the domestic oil and
gas sector will need to invest an average of $25 to $30 billion annual-
ly during the 1980s for exploration, development, production, and
refining capacity just to achieve the lower share of energy supply that
has been projected for it. Other private estimates range as high as
$35 billion per year. Comparable expenditures were less than $13
billion in 1972 and approximately $20 billion in 1978. The Depart-
ment of Energy also estimates that the domestic coal industry will
have (0 invest between $5 and $6 billion annually during the 1980s if
it is to increase its output as forecast. This compares to actual invest-
ments of less than $1 billion in 1972 and $2.4 billion in 1978.

Building a domestic synthetic fuels industry will also be expensive.
The costs of developing the technology and installing operating ca-
pacity are still highly uncertain; but to create the capacity to produce
about 1%42 million barrels of coal liquids and shale oil per day by the
early 1990s at a capacity cost per barrel of output per day of about
$40,000, investment will probably average more than $6 billion per
year over the next decade. While the ESC will provide various forms
of assistance, most of these funds will come from the private sector.
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The adjustments in consumption induced by decontrol, with its
consequent higher prices, and the supplementary conservation meas-
ures will also be costly. Fuel-saving features installed in old and new
dwellings will add at least an additional $4 billion per year to the
cost of residential construction. Similar conservation measures for
new and old commercial structures will also add to construction
costs. Finally, the replacement or refitting of portions of our industri-
al plants may have to be accelerated. Facilities that might have been
marginally profitable for a few more years at pre-1974 or even pre-
1979 energy prices may have become unprofitable at current energy
prices. Any such acceleration in obsolescence will add to required an-
nual investments during the mid-1980s.

CONCLUSION

The developments in the domestic and international energy mar-
kets during this past year have profoundly affected the economy. En-
ergy consumers and producers have begun in earnest to adjust to
higher prices. These adjustments—belt-tightening in some cases, or
finding more energy-eflicient ways to do things—have been costly
and in some cases painful. But as a result, the economy should
gradually become less dependent on foreign sources of oil and con-
sequently less vulnerable to disruptions in supply. It is imperative
that the Nation persevere in these efforts.

STRIKING THE PROPER BALANCE IN REGULATION

That the pace and scope of the government’s regulatory activity
have increased sharply over the last decade is obvious. Whether and
how the government should regulate certain activities have become
familiar questions in policy debates. In the case of traditional eco-
nomic regulatory activities, especially with regard to transportation,
communications, and finance, there has been a growing recognition
that we need to reduce direct regulation and give greater play to
competitive forces. In these sectors regulatory reform has become
synonymous with deregulation. But for the newer forms of regulation
dealing with social concerns such as the environment, occupational
health and safety, and the safety of consumer products, regulatory re-
form has come to mean not deregulation but more flexible and more
cost-effective regulation. The government is increasingly seen to
have a legitimate role in helping the private sector to attain socially
desirable ends that cannot be achieved in the market place. People
have also become much more aware that regulation often adversely
affects productivity, at least as it is conventionally measured.
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Over the last 3 years the Admimstration has made marked progress
in reforming this country’s regulatory institutions and procedures. In
some cases regulatory structures existing for decades are being dis-
mantled, exposing the industries they protected to new forces of
competition. In other areas important procedural reforms have been
put into place to help assure that, subject to legislative mandates,
regulations set reasonable goals and meet those goals in a cost-
effective manner. The job of reforming the regulatory process is far
from complete, but an important beginning has been made.

REGULATORY POLICY AND PRODUCTIVITY

Government regulation of individual and corporate behavior takes
many forms, including common law rules of liability, antitrust laws,
restrictions on international trade, and regulatory rules of all kinds at
the Federal, State, and local level. The ways in which this activity af-
fects productivity are varied and complex, but several broad general-
izations can be made:

First, regulations which divert capital and labor from the produc-
tion of steel, automobiles, or clothing (where output can be readily
measured) to the production of environmental cleanliness, workers’
safety, or other goods whose values are difficult to measure, entail a
loss in measured productivity. This is not necessarily a matter for
concern, since it stems primarily from the limitations of what can be
captured in the national income statistics.

Second, regulatory procedures which cost more in capital and
labor than they yield in social benefits, or which require more re-
sources than are necessary to meet stipulated social targets, do re-
duce national productivity, both measured and unmeasured.

Third, many economic regulations directly cut productivity. Before
recent decontrol actions, airline regulations encouraged low load fac-
tors on airplanes. Current trucking regulations require needless
empty backhauls and circuitous routing of trucks, both of which re-
duce productivity. Many local building codes necessitate the use of
excessively costly materials. Perhaps an even more important cause of
lower productivity is the attempt by many of the older economic reg-
ulatory bodies to preserve the domain of some established industries.
Such protective measures can suppress the competitive pressures that
force otherwise staid firms to adopt innovative ideas and improve
their productivity.

Some loss in measured productivity is a necessary and unavoidable
consequence of regulation. But there are also avoidable losses stem-
ming from regulatory activities. Regulatory reform that works toward
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the elimination of outmoded economic regulations and promotes im-
provements in the balance and cost effectiveness of social regulation
can contribute to growth in productivity.

REMOVING OBSOLETE REGULATORY STRUCTURES

The reasons why industries were originally made subject to de-
tailed economic regulation regarding the prices they charged and the
conditions under which they provided service were many and varied.
One obvious example was the objection to the so-called “‘natural mo-
nopoly” enjoyed by an industry with such large economies of scale
that meaningful competition was impossible. In other instances fear
of “destructive competition” provided the primary rationale for regu-
lation. Extending the scope of service was yet another aim behind
government intervention. In many cases the original justification is
no longer valid; in others it never existed. Legislative and administra-
tive action is helping to remove these obsolete regulatory structures.

In late 1978, with the cooperation of the Congress, the Administra-
tion succeeded in opening up the domestic airline industry to mean-
ingful entry and truly competitive pricing for the first time in at least
40 years. This was the culmination of a process of liberalization that
had begun several years earlier. Under regulation, airlines competed
through quality of service; under deregulation consumers benefited
immediately from an expanded volume of flights and lower fares. By
September 1978 the average level of domestic and foreign air fares
for the 11 largest U.S. airlines had fallen 2.8 percent from the year
before and stood only 1.4 percent above their 1976 level. In October
1978 air fares were actually lower than 2 years earlier.

Some critics have interpreted recent increases in airline fares as
evidence that deregulation, though perhaps successful initially, will
be a failure in the long run. Nothing could be further from the truth.
Deregulation of an industry does not render it immune to increases
in prices of factors of pfoduction. It does affect the degree to which
such increases are translated into higher unit costs and prices. The
airline industry has recently provided graphic proof of how reduced
regulation can improve productivity and hence price performance.

As of the end of September 1979, average fares for the 11 domes-
tic trunklines were 7.8 percent above their mid-1977 levels. But aver-
age weighted input prices for the airlines rose by 35.4 percent over
this same period. These rises in input prices were largely offset by
improved productivity. Load factors—the percentage of seats filled—
rose from 56.1 percent during the first 9 months of 1977 to 65.1 per-
cent during the comparable period in 1979. The airlines increased
the number of seats per aircraft by 8.6 percent for the large DC-10s
and L-1011s, and by 4.3 percent for the smaller 727s. Finally, air-
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lines have used their aircraft fleets more intensively. Airborne hours
per aircraft per day rose by 12 percent between the third quarter of
1977 and the third quarter of 1979. Greater use of the airlines’ capi-
tal stock has reduced passenger comfort and curtailed some other
amenities, but the lower fares it permits compensates for these re-
ductions in service.

The record under regulation offers an instructive contrast. During
the mid-1970s, airline input prices also rose substantially; in 1977
they averaged 56 percent above their level of 1973. During this peri-
od, however, the airlines lacked the strong spur to productivity
brought about by deregulation. Fares rose by 32 percent. Although
airlines’ profits have weakened during recent months, orders for new,
fuel-efficient aircraft have continued to be strong. The difficulty of
obtaining long-term credit, which accompanied some industry down-
turns in the past, as yet shows little sign of occurring.

The experience of the airlines during this past year differs sharply
from that of certain segments of the regulated trucking industry.
Here lack of fuel, large fuel price increases, and sticky Interstate
Commerce Commission rates were significant factors in leading many
of the smaller, independent truckers to go on strike rather than oper-
ate their trucks at a loss. The result was a shortage of trucking capac-
ity and a disruption in commerce.

It is both impractical and inequitable to dismantle regulatory insti-
tutions overnight. Producers and consumers, as well as suppliers and
others indirectly dependent on the industry, must have time to adjust
to a less regulated market environment, and some may be hurt by
less stringent regulation. Transitions must therefore be planned for
the groups seriously affected by the change. For this reason the Air-
line Deregulation Act of 1978 permits a gradual phase-out of the
Civil Aeronautics Board’s regulatory activity and of the Board itself
over a 6-year period. The act also provides continued subsidies for
essential service to communities affected by the easing of abandon-
ment restrictions.

Substantially relaxing detailed economic regulation of an industry
does not mean the end of governmental interest in the industry’s
performance. For example, the eventual abolition of the Civil Aero-
nautics Board will not weaken the powers of the Federal Aviation Ad-
ministration to regulate airline safety. The Administration is commit-
ted to basic reforms in economic regulation and to incorporating in
them the adjustments needed to ease the legitimate problems of
transition. The President has introduced or is supporting legislation
embodying these principles, which would substantially reduce Federal
regulation in trucking, railroads, telecommunications, and finance. As
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the record of airline deregulation has so graphically illustrated, these
initatives offer the prospect of large gains in productivity.

The Administration’s trucking bill proposes a sharp reduction in
regulatory barriers to competition. Among other things, the bill will
make entry into common-carrier trucking easier and will phase out
the numerous commodity and route restrictions which limit competi-
tion between firms in this segment of the industry. It will significantly
broaden the exemption from regulation currently enjoyed by the
transporters of some agricultural commodities and permit the Com-
mission to grant similar exemptions to other classes of commodities,
if this seems in the public interest. The bill permits freight forward-
ers and contract carriers to hold common-carrier certificates and
ends the artificial limit on the number of shippers that contract carni-
ers may serve. Private carriers will be allowed to apply for authority
to haul noncompany commodities, to provide transportation for cor-
porate subsidiaries, and to “trip-lease” for single trips to carriers
holding certificates. Finally, it will end the exemption granted in
1948 (over President Truman’s veto) of rate bureaus’ activities from
antitrust litigation. Because of the Administration’s belief that truck
safety is currently inadequate, the Administration’s bill would sub-
stantially increase the government’s responsibility for this activity and
the Federal resources channeled into it.

The Administration’s efforts are also directed at broadening the
gains achieved by earlier reform legislation affecting railroads. The
mtent of this legislation has been blunted by the Interstate Com-
merce Commission’s overly restrictive interpretation of certain of its
key provisions. The Admimstration is working with the Congress to
see how increased pricing flexibility can be achieved in ways that do
not reduce the protection offered “captive” shippers, and it has also
sought to make abandonment of unprofitable services less difficult.

In his September 1979 message on telecommunications policy the
President supported congressional efforts to amend the Communica-
tions Act of 1934. Consumers are already benefiting from Federal
Communications Commission (FCC) actions that have increased com-
petition in the market for telephone sets and for certain sophisticated
data-processing and private-line services. But in spite of extraordi-
nary technological advances that now make it possible to hold meet-
ings, transmit messages, perform research, bank, shop, and receive a
widening variety of information and entertainment through electron-
ics—and that invalidate the assumption that all telecommunications
enterprises are natural monopolies—the basic statutory framework
for regulating telecommunications has remained unchanged. The
President’s message encouraged legislation to promote competition
wherever it is workable. (If necessary, some markets, such as local
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telephone exchanges, may remain regulated monopolies indefinitely.)
He also urged removal of restrictions based on out-of-date market
distinctions, such as that between telecommunications and data proc-
essing, and he advocated allowing the FCC to develop more effictent
means of assigning nonbroadcast frequencies. At the same time, the
President reaffirmed the Administration’s support for regulations to
make basic telephone service available to all at affordable rates and
for measures to protect the technical quality of the telecommunica-
tions network.

In May 1979 the President sent a financial reform message to the
Congress urging that depositinterestrates be permitted to rise to market
levels after a period of orderly transition, and that federally insured
institutions be authorized to offer interest-bearing transactions ac-
counts to individuals. The President also urged the Congress to
grant all federally chartered savings institutions the power to offer
variable rate mortgages and to invest up to 10 percent of their assets
in consumer loans. This package was intended to bring the benefits
of market rates to small savers, promote a steadier flow of credit to
finance housing, and improve the efficiency of financial markets. Al-
though a bill was passed by the Senate which addressed all of the
President’s May proposals, the House-passed bill was less compre-
hensive. Resolution of the broader questions was postponed until
1980, but the Congress did pass more limited legislation extending
through March 31, 1980, authority for credit union share drafts,
automatic transfer services, and savings and loan institutions’ remote
service units. These three services effectively enable depositors to
earn interest on deposits that are used for making current transac-
tions.

BALANCING COSTS AND BENEFITS IN INDIVIDUAL REGULATIONS

Eliminating large areas of regulation is not the appropriate route
to reform of regulations aimed at environmental protection, health,
safety, and other social goals. Rather, attention must focus on the
processes and techniques of regulation. One especially important task
is to ensure that the individual regulations consider the balance be-
tween gains and social costs and the adoption of cost-effective ap-
proaches.

The designing of any regulation involves an implicit weighing of
costs against benefits. How explicit any such balancing should be or
can be is a major question, especially in regulation affecting the envi-
ronment, health, and safety. Although any explicit effort to deter-
mine the “appropriate” level of health and safety meets with opposi-
tion, many similar choices are being made implicitly. It is clear, for
example, that traffic fatalities could be reduced by drastically lower-
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ing maximum speed limits or by providing pedestrian underpasses at
all major traffic intersections. The failure of society to take these ac-
tions reflects a tacit judgment that the benefits in safety do not war-
rant the costs. Society also implicitly recognizes that a risk-free world
is impossible, and that pursuing such a goal would lead to unaccepta-
ble reductions in social welfare. Indeed, reducing some risks can gen-
erate new risks elsewhere. For example, prohibiting the use of sodi-
um nitrite as a meat preservative may cut the risk of cancer but in-
crease the risk of botulism.

The Administration has sought to encourage balanced and cost-
effective regulation through the requirement for regulatory analysis
called for in Executive Order 12044, signed by the President on
March 23, 1978, which applies to executive branch agencies and de-
partments but not to the independent regulatory agencies. The order
requires that agencies’ policy makers give increased attention to reg-
ulatory issues, provide greater opportunity for public participation in
the development of regulation, and conduct “sunset” reviews of ex-
isting regulations. In addition, the order requires that agencies pre-
pare a regulatory analysis for each major regulation. The analysis
must examine the costs and other burdens imposed by the proposed
regulatory action and compare them with those of alternative actions
differing in approach, timing, degree of stringency, or scope.

The purpose of regulatory analysis i1s not to reduce all costs and
benefits to dollar sums that can be mechanically compared. Some
monetary costs cannot be confidently estimated—the costs, for exam-
ple, of introducing untested changes in technology or production
processes, or of changing the attributes of products or the location of
plants. Even more clearly, many social benefits cannot be easily con-
verted to monetary terms. But costs and burdens can be identified
and in many cases measured. Benefits can be described and often
analyzed at least partially in quantitative terms even if not in dollars.

The fundamental premise of the requirement for regulatory analy-
sis is that the difficulty of measuring costs and benefits justfies nei-
ther indiscriminate regulation nor the elimination of all regulation.
The analysis required by the Executive Order is not a cost-benefit
analysis which automatically dictates the decision; it is a procedural
mechanmism—a decision-making tool—for examining the costs and
other consequences of achieving regulatory goals.

Regulatory analyses are not easy to prepare, but they play an im-
portant role. A formal regulatory analysis forces the rulemaking
agency to consider explicitly the objectives of a major regulation and
the best route to those goals. It requires consideration of process as
well as outcome. This sort of thinking is a prerequisite for good
rulemaking.
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A draft regulatory analysis is issued when a regulation is first pro-
posed. It can thus play a part in the public debate over the rule.
Members of the public can examine and evaluate the agency’s as-
sumptions and objectives. The President has also established an
interagency group to review and comment upon selected regulatory
analyses. The Regulatory Analysis Review Group comprises repre-
sentatives from the Executive Office of the President and from all ex-
ecutive branch economic and regulatory agencies. This group, which
is chaired by the Council of Economic Advisers, has completed five
comprehensive reviews during each of the past 2 years. In 1979 this
group’s reports, submitted for the public record, covered the Envi-
ronmental Protection Agency’s hazardous waste standards and new
source performance standards for electric utility plants; the Depart-
ment of Energy’s proposed and interim final regulations on coal con-
version for utilities and industrial boilers; and the Department of
Health, Education, and Welfare’s proposal for labeling to accompany
prescription drugs. At year’s end, reports were being prepared re-
viewing the Environmental Protection Agency’s air carcinogen policy,
its guidelines for water effluents in the leather-tanning industry, and
the Department of Energy’s standards for the energy performance of
new buildings.

The number of reviews that the group can undertake in any one
year is quite limited. Furthermore the Executive Order does not
apply to independent regulatory agencies. Comments filed by the
Council on Wage and Price Stability, however, partally fill the gap.
That Council is directed by statute to comment on the economic im-
pact of rules and regulations proposed by both the executive branch
and the independent agencies. In 1979 the Council on Wage and Price
Stability filed 58 comments in rulemaking proceedings.

The Administration’s regulatory reform legislation wduld make the
regulatory analysis called for in Executive Order 12044 a permanent
requirement and extend the order to cover the independent regula-
tory agencies. Agency heads would be required either to choose the
least burdensome alternative or to explain their proposed course of
action. Selecting the least burdensome alternative would not be man-
datory if there were a justification for choosing another approach.
The relevant substantive statute would continue to govern the final
decision.

Several existing statutes have been interpreted as limiting the ex-
tent to which regulatory agencies can consider costs (including added
risks). However, even for agencies having little or no discretion to
balance costs against benefits, the regulatory analysis allows consider-
ation of cost effectiveness. If even this degree of flexibility is not
within the terms of the statute, the rationale for precluding cost ef-
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fectiveness should be continuously re-evaluated in the light of new
knowledge. The Administration supports ‘“‘sunset” review legislation
that would require just such periodic re-examination of major regula-
tory mandates.

COORDINATING REGULATORY PROGRAMS

Improving individual regulations 1s an important part of long-term
economic policy, but more is needed for effective management of the
regulatory process. Many individual regulations overlap, and some
try to serve conflicting objectives. For example, congressionally man-
dated emission standards for automobiles have sometimes tended to
decrease fuel economy. When they do this, they make it harder for
auto companies to meet the Department of Transportation’s stand-
ards requiring a steady increase in fuel economy. This is not a case
of confused action but of conflicting goals. In designing an auto-
mobile, some balancing may be necessary between cleaner air and
energy conservation.

The President established the Regulatory Council, composed of 36
Federal departments and agencies, to help achieve better coordina-
tion among regulatory programs and expand efforts to manage the
regulatory process more effectively. At the President’s direction the
Council prepares the semiannual Calendar of Federal Regulations. This
provides in one document a concise summary and analysis of impor-
tant regulations being developed by each of the executive branch
agencies and by those independent regulatory agencies that choose
to participate. It includes all major rulemakings in progress or ex-
pected during the coming year and thus provides a means of identify-
ing potential overlaps or conflicts as well as previewing the impact of
the rules on affected sectors.

The Regulatory Council will assess the cumulative effects of regu-
lations issued by a number of different agencies on particular sectors
or industries. The Council has begun a comprehensive analysis of
how regulation affects the automobile industry, and it is conducting
projects related to coal, hospitals, and nonferrous metals. In addi-
tion, the Council has successfully coordinated a joint policy statement
by the five Federal agencies with primary responsibility for regulat-
ing carcinogens. The activities of the Council should help reduce two
of the major sources of unnecessary costs of regulation—uncertainty
about regulatory policies and conflict or duplication in regulatory
actions.

SETTING PRIORITIES

Because we do not live in a world of unlimited resources we can-
not simultaneously achieve all desirable social goals. Rational social
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regulation requires priorities in our use of the resources at hand. No
purely technical means can determine what resources should be de-
voted to social goals in any given year. That must come from the
poliucal system. Although some implicit balancing of goals occurs,
more explicit attention should be devoted to the aggregate and sec-
toral consequences of regulation and to the problem of priorities.

Unul recently efforts by the Federal Government to promote social
goals relied principally on direct expenditures. Since 1921 the Con-
gress has required that these expenditures appear in the Federal
budget. The budget process allows explicit tradeoffs to be made and
the appropriate level of government action to be debated. But as
more goals are pursued through rules and regulations mandating pri-
vate outlays rather than through direct governmental expenditures,
the Federal budget is an increasingly inadequate measure of the re-
sources directed by government toward social ends.

As a result, proposals have been made that the Federal Govern-
ment develop a “‘regulatory budget,” similar to the expenditure
budget, as a framework for looking at the total financial burden im-
posed by regulations, for setting some limits to this burden, and for
making tradeoffs within those limits.

However, a regulatory budget is not without problems. In the case
of particular programs in the expenditure budget, past outlays are
known and most future outlays can be predicted with some accuracy.
Estimates of the past or future costs of regulation, some of which
may be important to the development of a regulatory budget, are
much less certain. It is difficult, for example, to specify all the costs
to a firm when it must locate a new plant according to its third
choice rather than its first. It is equally hard to measure the cost of
banning the manufacture of a product.

A regulatory budget would also have to take into account the basic
difference between the processes through which regulation and ex-
penditures are determined. For Federal expenditures, the President
initially sets priorities in the budget he submits to the Congress,
which has the final word in adjusting those priorities through appro-
priation and revenue bills. For social regulations the order is general-
ly reversed. The Congress passes regulatory statutes which set forth
objectives with varying specificity. A number of executive branch
agencies and independent regulatory agencies are delegated the
power, subject to judicial review, to implement those objectives
through specific regulations on a case-by-case basis. Regardless of
which branch initiates and which completes the priority-setting, how-
ever, it is clear that the regulatory process as yet lacks any mecha-
nism analogous to the expenditure budget for comparing and inte-
grating priorities among different program areas.
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As the process of regulation develops, more consideration will
need to be given to the impact of regulations on the economy. The
Nation must recognize that regulation to meet social goals competes
for scarce resources with other national objectives. Priorities must be
set to make certain that the first problems addressed are those in
which regulations are likely to bring the greatest social benefits. Ad-
mittedly, this is an ideal that can never be perfectly realized, but
tools like the regulatory budget may have to be developed if it is to
be approached.

NEW APPROACHES TO REGULATION

Growing recognition that social regulations have significant and
sometimes unintended indirect effects on the economy is producing
pressure to modify regulatory mechanisms. One modification may
take the form of alternatives to, or variations of, the ‘“‘command-and-
control” approach, which uses detailed regulations to specify permis-
sible behavior. This approach often creates inflexibilities that add un-
necessarily to the burdens imposed by the regulations. In the past
few years regulatory agencies have begun to experiment with alterna-
tives or supplements to traditional regulation. For example, the Envi-
ronmental Protection Agency has developed an “offset” policy under
which firms can set up activities that result in pollution in areas not
currently attaining air quality standards only if they can purchase
greater reductions in the pollution from existing sources. The agency
has also recently promulgated a “‘bubble” policy, to be applied under
carefully controlled conditions, which permits a firm to trade further
reductions in emissions from one source for increases in emissions
from another. Since firms can thereby reduce pollution most where
costs are least, the same overall reduction of pollution can be
achieved at a lower cost (or more improvements realized for the
same cost). A similar approach was taken in permitting corporate-
fleet averaging in the present standards for automobile fuel economy.

Regulation can be improved in other ways as well. Although there
1s some doubt about the ability of consumers to assess and assimilate
certain information, the strategy of informing the public instead of
banning questionable products shows promise in some situations.
During 1979 the National Highway Traffic Safety Administration
made data available to potential buyers on how well cars can with-
stand crashes, and the Consumer Product Safety Commission contin-
ued to publish information about hazardous products as an alterna-
tive to outright bans or restrictions. Such programs help consumers
become better able to judge competing products.
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Increasing the information consumers can draw upon sometimes
complements more traditional structural remedies as a means of fos-
tering competition in a market. The Department of Agriculture 1s
currently trying to replicate in the United States the results of a re-
cent Canadian experiment that achieved price reductions of 3 to 7
percent on a typical market basket of food items by disseminating
comparative price lists for local grocery stores. If successful, this
strategy of fighting high prices by helping consumers take advantage
of price differentials among retailers could have wide application.

CONCLUSION

Regulation has joined taxation, and the provision of defense and
social services as one of the principal acuvities of government; it has
just as much need for effective management. Careful and responsible
management of the government’s regulatory efforts is all the more
vital because many of their effects on the economy are subtle and dif-
ficult to discern. Although some regulation can be largely or wholly
eliminated, most of the government’s regulatory activities are here to
stay. This country will not give up the protection afforded by these
programs, any more than it will give up education or a sound de-
fense. But it has every right to demand its dollar’s worth. The Ad-
ministration’s regulatory reform effort over the past 3 years has been
designed to assure just that.

PROMOTING FLEXIBILITY IN THE LABOR MARKET

How well the labor market functions will be crucial in any success-
ful long-run strategy for reducing inflation. Wages constitute a major
part of production costs, and the supply and productivity of labor
help determine how much of which goods and services will be sold at
any particular price. The more rapidly and smoothly the labor market
adjusts to changes in the supply and demand for labor, the less delay
and cost will be entailed in accommodating such major economic dis-
locations as the sharp rise in energy prices. Efficient adjustment in
the labor market makes possible a greater growth in employment and
output without hindering the long-term reduction in inflation.

Output and the demand for labor do not grow evenly in all indus-
tries and occupations. In a poorly adjusting labor market, unsatisfied
demands for labor in rapidly growing sectors or occupations can gen-
erate inflationary pressures while unemployment and economic slack
are still high elsewhere in the economy. In such situations inflation
can be avoided only by more restrained monetary and fiscal policies
and a slower growth of overall employment than would have been
possible in a more efficient labor market.
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In a modern industrial society, raising the productivity of labor is
less a matter of changing worker motivation than of attracting labor
to the sectors of the economy where it is most productive and then
combining it effectively with other resources. Therefore a labor mar-
ket in which the demand and supply of labor adjust smoothly raises
the general productivity of the labor force.

The use of labor market policy as part of an anti-inflation strategy
poses three requirements: (1) to identify the sources of potential
labor market pressures; (2) to consider how well the labor market is
likely to cope with these developments; and (3) to ascertain the meas-
ures most likely to promote timely and effective labor market adjust-
ments.

LABOR MARKET DEVELOPMENTS IN THE 1980s

On the demand side, two developments that will probably require
continuing adjustments in the labor market during the years ahead
are rising energy prices and the increasing importance of internation-
al trade. Governmental policies that help the labor market adjust to
these developments will also help build an energy-efficient economy,
pull labor into more productive uses, and thus work to reduce infla-
tion.

Energy. Technological adaptation to a higher real price of energy
entails two major shifts in employment. First, labor is needed to
build, operate, and maintain the new sources of energy. Second,
workers must adapt to the new productive techniques that become
economically efficient at the higher energy prices.

The amount of labor directly required by the President’s energy
program depends on the mix of energy sources, the technology used
to produce energy, and the labor required for constructing, operat-
ing, and maintaining these projects. The Administration’s initiatives
are expected to increase substantially the demand for labor in the en-
ergy sector. Employment in the industries supplying goods and serv-
ices to the energy sector will also increase. The distribution of these
added jobs will not be uniform either geographically or by skills.

In the remainder of the economy, higher energy prices, once ad-
justed to, will also lead to changes in employment patterns. Some
studies using data through the early 1970s have suggested that high-
er fuel prices cause a substitution of labor for energy and capital in
manufacturing industries, although the evidence on this, as noted
earlier, i1s mixed. Historically, energy and blue-collar workers have
appeared on average to be substitutes in production; energy and
white-collar workers in manufacturing have appeared to be comple-
ments. If those relationships continue as energy prices rise, the con-
sequent increases both in gross manufacturing employment and in
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the ratio of blue-collar to white-collar jobs may partially offset a
trend of the past several decades. Given the uncertainty about the
technology that will prevail in a world of sharply higher energy
prices, however, predictions about the impact of higher energy prices
on employment patterns must remain tentative.

International trade. Over the past two decades U.S. foreign trade has
expanded very considerably. Real exports have increased steadily
from 4.1 percent of real GNP in 1950 to 8.4 percent in 1979. A
growing role for international trade tends to favor industries for
which our Nation has particular efficiencies; it also helps provide an
additional competitive force to the market. On both counts, trade has
a moderating effect on inflation. But it also forces shifts in employ-
ment. Jobs become fewer in domestic sectors threatened by imports;
they increase in industries which are more competitive in world mar-
kets. Since the comparative advantage of the United States tends to
be in its high-technology, capital-intensive industries, a growth in ex-
ports shifts the demand for labor toward more highly skilled workers
with more advanced training.

Other factors. If the adjustments required by international trade and
higher energy prices are encouraged rather than hindered, changes
in the composition of labor demand during the next decade should
favor a faster productivity growth. Reducing race and sex discrimina-
tion will also improve productivity because human resources will be
put to more advantageous use. The virtual disappearance of wage
discrimination against young blacks with high levels of education is a
favorable development. Unless the pace of improvement is acceler-
ated, however, it will still be many decades before all wage discrimi-
nation against blacks is eliminated.

Supply Side

The dominant force on the supply side of the labor market during
the 1980s will be the aging of the large World War II “baby boom™
generation. As Table 21 shows, young people in the 16-24 age
group have represented one of the fastest growing components of
the labor force during the 1970s. In the coming years their share of
the labor force will decline swiftly. At the same time the proportion
of the work force accounted for by prime-age and the more experi-
enced workers will grow rapidly.

This demographic change should help reduce both inflation and
unemployment. The growth in the relative size of the experienced
work force means that average productivity should rise. The fact that
young people, whose unemployment rates are usually higher than
average, will represent a smaller fraction of the work force, will itself
tend to lower the level of aggregate unemployment at which infla-
tionary pressures begin to emerge. Finally, young members of minor-
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TABLE 21.—Share of selected demographic groups in the civilian labor force, 1970-85

Annual percent

change in

share *
1985

Group 1970 | 1977 | (pro- 1977

jected) | 1970 to
to 1985
1977 | (pro-
jected)

Share (percent)?

All youth (16-24 years) 216] 243 216 171 -~15
Black and other minority youth (16-24 years) 26 2.8 2.7 1.2 )
All prime-age (25-54 years} 609 610 65.7 0 9
Prime-age women (25-54 years) 220( 243 28.7 14 2.1

! Percent changes based on unrounded shares.
2 percent of civilian labor force.

Source: Department of Labor, Bureau of Labor Statistics.

ity groups, whose unemployment rates are now exceedingly high,
should find it easier to secure entry-level jobs in a work force where
there are fewer young people seeking such jobs.

The productivity of the labor force depends not only on the num-
ber and experience of workers but also on their education. As Table
22 shows, a general increase occurred during the past four decades
in the years of schooling of all groups in the labor force, with a dra-
matic rise for blacks. School enrollment rates for whites and non-
whites are now comparable. Unfortunately, trends in the quality of
education have not all been favorable. For elementary school chil-
dren an improvement in basic skills and a substantial lessening of ra-
cial differentials are evident. But there has been no improvement in
the skills achieved in the secondary schools. Blacks and low-income
city youths do especially poorly in tests measuring functional literacy,
and this weakness may contribute to their unemployment problems.

TaBLE 22.—School attainment of 25- to 29-year-olds, 1940, 1960, and 1978

Item All persons Blacks
Percent with—
Less than 5 years of schooi:
1940 5.9 217
1960 2.8 7.0
1978 9 8
4 years of high school or more:
1940 38.1 116
1960 60.7 37.7
1978 85.3 773
4 years of college or more:
1940 59 1.6
1960 11.1 48
1978 233 11.8

Source: Department of Commerce, Bureau of the Census.
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There is some evidence that the gap between the achievement of
black and white students has been narrowing. Future improvements
in productivity performance would be aided by continuation of this
movement.

HOW WELL CAN THE LABOR MARKET ADJUST?

Policies that will help the labor market allocate resources so as to
raise productivity and reduce the waste of human resources need to
be targeted to areas where the market fails to perform effectively.

The fact is that the labor market worked quite well for most people
during the 1970s; the serious failures were concentrated among spe-
cial groups. During this period the civilian labor force grew by some
21 million workers, or 25 percent. One-third of that growth was
among young people from 16 to 24 years old, and 39 percent was
among women between the ages of 25 and 44. Although unemploy-
ment rates for those groups rose over the decade, the percentage in-
crease in their unemployment rate was less than that of the total un-
employment rate. Indeed, the market even works well for most
youths; they find jobs without difficulty when they enter the full-time
labor force.

There is a large flow of workers through the labor market each
year as people change jobs and individual firms hire and lay off
workers. In January 1978 a special study by the Bureau of Labor Sta-
tistics showed that fewer than 72 percent of those employed had held
the same job they were in a year earlier. Transfers on so large a scale
imply that the labor market is relatively flexible and capable of mak-
ing major adjustments. Moreover, fewer than 42 percent of those un-
employed in 1978 were on indefinite layoffs or had lost their jobs.
Most were re-entering the labor force, had quit their last job, or had
never worked before.

While the market has worked well for most groups, it has not
worked well for all. The greatest problems are concentrated among
disadvantaged young people, especially blacks. Approximately three-
fourths of the weeks of unemployment reported by youths are ac-
counted for by those who have been unemployed for periods totaling
more than 15 weeks within a year. A disproportionate share of those
young people are black. Over the past 15 years the employment-
population ratio for black youths has been falling both absolutely and
relative to the record for white youths. A Department of Labor study
found that among black males aged 16 to 19 the unemployment rate
rose from 23 percent to 42 percent between March 1964 and March
1978. Among black teenage females there was an increase from 35
percent to 44 percent over the same period. Increases were especially
large for central city black teenagers attending school. The message
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is clear: when major labor market adjustments are required, like the
absorption of the large numbers of young people during the 1970s,
the poor or those with other disadvantages have the least chance of
making that adjustment successfully. Further, when potential workers
have few basic skills and little experience and when the minimum
wage and other institutions create wage floors, the result can be un-
employment or part-time employment rather than full-time but
lower-wage employment. The Administration’s targeted jobs tax
credit is an employment subsidy designed to deal with these prob-
lems.

Unwarranted differences in the experiences of different groups
imply that there has been failure in the labor market, and the Hum-
phrey-Hawkins Act places special emphasis on reducing such differ-
ences. While it is not possible to establish detailed employment and
earnings goals for disadvantaged youths, older displaced workers, the
handicapped, women, Hispanics, veterans, and other such subgroups,
the specific goal can be set forth: to reduce unemployment and raise
earnings for all these groups. Equality of unemployment rates among
all demographic groups is not an appropriate objective, of course,
since it would fail to recognize differences in employment needs. For
example, young people searching for better careers and not greatly
attached to any job should not be expected to have the same unem-
ployment rates as older experienced workers. But structural policies
are needed to reduce unjustified disparities among groups, and espe-
cially to lower unemployment among those with the most acute prob-
lems and those handicapped by childhood poverty. Labor market dif-
ferences based on factors which do not affect productivity or reflect
variations in tastes for work and type of job search should be elimi-
nated.

Another group for whom labor markets may not work adequately is
older, more experienced workers whose long-time jobs disappear.
Workers with skills specific to the needs of a particular firm often
have to accept lower wages when they must seek another job. In a
dynamic economy where the fortunes of individual firms wax and
wane, these problems are continual. If they are concentrated in a
major industry or in a large firm, they often become issues for gov-
ernment to deal with.

Problems in adjustment will continue in the 1980s as the labor
market responds to changes in energy sources, in patterns of interna-
tional trade, and in other economic factors. While no general rule
will serve every occasion, the goals of raising productivity and im-
proving living standards are best achieved if governmental policy is
designed to aid the flow of human resources from obsolescent and
lower productivity uses to new and more productive ones.
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Although there are some general principles for dealing with dis-
placed workers possessing firm-specific skills, applying them to par-
ticular cases is not easy. It is difficult to tell in advance which dis-
placed workers will have trouble. For example, a study of workers
who had been laid off and were eligible for aid under the Trade Ad-
Jjustment Act in 1978 showed that about three-fourths eventually re-
turned to their previous place of employment. In the same period a
sample of unemployed manufacturing workers receiving unemploy-
ment insurance showed that 58 percent eventually returned to their
previous jobs.

POLICIES TO AID LABOR MARKETS

The labor market is sufficiently flexible that it can adjust to most
of the pressures of the 1980s without special assistance. Governmen-
tal policy still has a role, however, in easing the adjustment for some
workers. This cannot be accomplished through aggregate demand
policy alone, because attempting to do so would merely add to infla-
tion while yielding only minimal benefits for the groups suffering es-
pecially from unemployment. Active labor market policies directed at
the structural unemployment of particular groups or at specific rigidi-
ties in the market are thus called for.

Nearly 5 percent of the Federal budget goes to education, training,
and employment programs, many of which are aimed directly at in-
creasing employment. These include public service jobs (some
450,000 such jobs will be funded in 1981); a new targeted jobs tax
credit giving subsidies to firms hiring the disadvantaged; antidiscrimi-
nation efforts of the Equal Employment Opportunity Commission
and the Office of Federal Contract Compliance; the new Presidential
directive expanding the hiring of disadvantaged workers in private
sector jobs through Federal economic development programs; and
flexitime experiments and employer technical services of the U.S.
Employment Service that help restructure jobs to fit workers’ needs.
Complete evaluations of most of these programs are not yet availa-
ble. Some of them may prove effective on a small scale but may not
work so well on a larger scale.

Programs to create public sector jobs provide an example of some
of the difficulties faced by structural labor market policies. Such pub-
lic jobs programs have three consequences which must be consid-
ered: First, the existence of such jobs may attract such large numbers
of people into the labor force that the reduction in unemployment is
significantly less than the increase in employment. (To the extent
that new members of the labor force were previously too discouraged
even to seek work, this would of course be beneficial.) Second, the
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jobs may either displace some public sector workers or end up fi-
nancing existing public sector jobs rather than providing new ones.
The limits placed on wages payable in public service jobs in the 1978
Administration-supported amendments to the Comprehensive Em-
ployment and Training Act (CETA) and other amendments should
eliminate some of the “substitution” problems. Third, such jobs are
relatively short-term solutions for individual workers and may only
postpone the transition for these workers, without adequately prepar-
ing them for unsubsidized employment. To address this problem, the
1978 CETA amendments increased the emphasis on preparing work-
ers for unsubsidized jobs, and the programs were also changed in
other ways that should help workers adjust to labor market needs.

Both the Administration and the Humphrey-Hawkins Act recognize
that the problems of disadvantaged and minority youth make this
group a particularly appropriate subject for structural labor market
policy. The Administraton has tripled expenditures on Labor De-
partment programs for youth training and employment. In anticipa-
tion of the expiration of authority for some youth activities this year
and in recognition of the persistent needs of disadvantaged youth,
the President’s budget contains proposals that will form the basis of
this Administration’s policies to alleviate the labor market problems
of young people in the 1980s. These policies recognize that, especial-
ly as the proportion of youths in the population declines, there is no
general youth problem; but that employment problems are likely to
be serious for the roughly 10 percent of young people who are poor
and suffering long-term unemployment. Not all of them require gov-
ernment help, but many do. The decline in young people’s share of
the labor force should make it more likely that training and job de-
velopment will help that group.

The President’s new policies also recognize that the best time to
confront the employment problems of the young is before they leave
school and experience long stretches of unemployment. Better and
more intensive training in basic skills for junior and senior high
school students before they leave school must have high priority if
we are to improve their opportunities to find employment. The need
to reduce long-term unemployment among labor market entrants 1s
made more urgent because one of its consequences i1s lower produc-
tivity and earnings in later years. Our economy cannot afford to
waste such human potenual. So far, however, the amount of govern-
ment money spent on compensatory education for secondary stu-
dents has been relatively small.

The goals of the President’s new initiative are: (1) to teach basic
skills in the secondary school to those youths who did not master
them in elementary school and who need special help; (2) to provide
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part-time employment and training to dropouts willing to undertake
extended training to develop skills that will improve their labor mar-
ket prospects; and (3) to provide intensive long-term training aimed
at achieving unsubsidized private sector placements for older youths
out of school. Under the proposal the funds will go largely to poor
rural areas and central cities, where a lack of basic skills and high un-
employment are most serious.

For principal wage earners in low-income families with children,
the Administration has sent to the Congress a set of major proposals
for welfare reform. One component of these proposals would pro-
vide training, help in seeking jobs, and work opportunities for em-
ployable persons. The other major component improves the cash-
assistance provisions of the welfare system. Together the two parts of
the program would provide minimum income for those low-wage
earners in need, along with jobs for those who can work. The pro-
gram is designed to make employment more attractive than cash aid.

Much remains to be learned about the design of effective policies
aimed at other groups in the labor market. Perhaps most important,
the efficacy of training programs for adult low-income workers is un-
certain. The CETA system and other programs provide such workers
with both work experience and training. Although a new authority,
Title II-C of CETA, can be used for retraining and aiding any dis-
placed worker, most of CETA has increasingly been targeted toward
the disadvantaged and long-term unemployed. Evaluations of the
training components of such programs show that they have modest
positive effects, especially for women. These effects seem to diminish
for male participants in the course of time.

Another question in policy design is whether the government or
the unemployed workers themselves are better informed about the
type of training they need and can most benefit from. If the unem-
ployed workers are knowledgeable about themselves and the market,
schemes giving them vouchers for training through either private or
public programs should be considered. Some limited experiments
using this approach for welfare recipients show promise.

A third issue is the success of programs to help workers relocate.
Relocation assistance is a feature of the Trade Adjustment Assistance
Act. The concept of providing relocation assistance is sound, but few
workers now take advantage of such assistance, and many who do re-
turn to their home towns within a relatively short time.

As demographic changes begin to reduce some of the problems in
the labor market remaining from the 1970s, significant progress in
helping those groups which suffer the worst unemployment problems
becomes feasible. By improving the employment opportunities of
these groups and by making them more productive, labor market
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policies can increase our supply of goods and services, improve our
efficiency in using the Nation’s human resources, and help people
lead more satistying lives.

INCREASING THE RATE OF CAPITAL FORMATION
(Investment Policy Report)

To reach a number of our important economic goals, the share of
national output devoted to capital formation will have to increase in
the 1980s. Lifting the growth of productivity from the very low levels
of recent years will require an accelerated rise in the stock of capital.
Environmental and related improvements will also demand large in-
vestments. Further, as discussed earlier in this chapter, we will need
to invest very substantial sums in developing alternative sources of
energy and improving the energy efliciency of the economy. A larger
and more efficient capital stock would also help the United States to
compete in world markets, improve the foreign trade balance, and
strengthen the value of the dollar relative to other currencies in ex-
change markets.

Because of the importance of capital formation in determining the
long-run growth of the economy, the Humphrey-Hawkins Act places
considerable emphasis on the performance of business fixed invest-
ment. One of the requirements of the act is that an Investment Policy
Report be included in each Economic Report of the President. The follow-
ing section touches on the topics specified in the act; relevant mat-
ters, such as policies dealing with Federal expenditures, Federal reg-
ulation, and international trade, are discussed in more detail else-
where in this Economic Report.

THE ADEQUACY OF RECENT INVESTMENT

An examination of recent trends in investment raises a number of
questions. The fraction of GNP devoted to investment in 1978-79
has approached the shares realized in the late stages of the last two
expansions, but this proportion was relatively low during the early
stages of the recovery from the 1974-75 recession. Thus the addition
to the stock over the past 4 years has been relatively small, especially
when the depreciation of the stock during this period is taken into
account. At the same time the growth in the labor force was larger
than in earlier periods, and hence the rate of growth in the capital
stock available per worker fell substantially. Furthermore some of the
recent investment has been devoted to meeting increased energy
needs and the requirements of environmental, health, and safety reg-
ulations. While such investment is important to national goals, it
does not directly expand industrial capacity or contribute to meas-
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ured productivity. Finally, the composition of investment has been
more heavily weighted toward shorter-lived assets than it was in peri-
ods prior to the 1974-75 recession.

Since 1974 the share of gross business fixed investment has
reached 10 percent of GNP only during the last 2 years (Chart 6).
Moreover the 1979 gain occurred despite reduced growth in real in-
vestment expenditures; real GNP grew at a still lower rate.

Chart 6

Real Nonresidential Fixed Investment
as Percent of Real GNP
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Historically it has not been uncommon for the share of such invest-
ment in GNP to rise as growth of the economy begins to slow. Simi-
lar behavior occurred in 1960, 1969, and again in 1974. The growth
of investment does not always coincide with the overall growth of the
economy because actual investment expenditures lag the planning
and appropriation stages and because expenditures for ongoing proj-
ects are not necessarily curtailed in a downturn.

The composition of recent business fixed investment has been
quite different from historical norms. In 1979 the share of invest-
ment in producers’ durable goods in real GNP (7.0 percent) was the
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second highest in the last three decades. Both motor vehicles and
other equipment attained shares of GNP that approached record
peaks for the year as a whole, although purchases of vehicles de-
clined sharply during the course of 1979. In contrast the share of
real GNP accounted for by business investment in structures (3.3
percent) continued to be less than that realized in every year between
1947 and 1974.

A variety of causes could be found for the changing strength of the
major components of business fixed investment. One is Federal tax
legislation, which since 1971 has increased the investment tax credit
for equipmerit while giving structures only partial coverage. Another
is that the higher level of inflation in recent years has increased the
tax burden on long-lived assets relative to short-lived assets. Uncer-
tainty about future economic conditions and about the outcome of
various regulatory processes has intensified, and such uncertainty
tends especially to penalize investments in assets with long-term
payofts.

As discussed in Chapter 2, only part of the unsausfactory produc-
tivity of recent years can be blamed on declining rates of capital ac-
cumulation. Nevertheless there is little doubt that increased rates of
capital formation will improve productivity in the future. Capital ac-
cumulation increases labor productivity directly by giving labor more
to work with, and some technical advances contribute to productivity
growth only when they are embodied in the capital stock.

Investment and Innovation

The last point made in the preceding section takes on special sig-
nificance in the light of changes in the average age of the capital
stock. From 1948 through 1966 the average age of producers’ dura-
ble equipment and structures fell about 3 years. The average age fell
by about 1 year from 1966 through 1973. Since 1973 the average age
of business capital has not changed significantly. Because the gap be-
tween best-practice and average-practice technology is narrowed
when innovations are put in place, modernization of the capital stock
is one way to diffuse innovation that will add to productivity. Not all
technical progress is embodied in capital, however, and the quality of
some new capital may change little. Thus the fact that the average
age of the capital stock has remained constant may account for only a
small portion of the recent declines in productivity growth.

A Domestic Policy Review, imtated by the President, recently as-
sessed the proper role of the government in fostering industrial inno-
vation. On the basis of this review, the President sent an Industrial
Innovation Message to the Congress in which he detailed a number
of steps that the Administration had taken or would soon be taking.
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Specifically, the President’s 1981 budget proposes programs to en-
courage the development and transfer of technical information and
to improve the patent system. The budget also contains proposals to
stimulate small businesses devoted to high technology, including di-
rect support to small research and development firms. The President
has directed the Small Business Administration to increase further
the availability of venture capital to these firms. Finally, also to in-
crease the availability of venture capital, Employee Retirement In-
come Security Act regulations have already been changed to allow
pension funds to invest in small innovative firms.

Federal support for research and development, measured in real
terms, fell substantially between 1969 and 1975. In more recent years
the trend has been reversed. The Nation’s effort in basic research de-
pends on the Federal Government for about two-thirds of its sup-
port. The budgets of the Administration have increased that support
each year, the increase amounting to 22 percent in real terms be-
tween 1976 and 1979. The President’s 1981 budget proposal contin-
ues that policy.

SPECIAL INVESTMENT NEEDS

Compliance with mandates to improve the environment, health,
and safety requires substantial investment. The results of this invest-
ment—cleaner air, purer water, and a safer working environment—
are not included in conventional measures of output, although they
benefit everyone. Investments to meet regulatory requirements are fi-
nanced from the same sources as investments that directly increase
industrial capacity. Thus any given fraction of GNP devoted to in-
vestment will yield less measured gain in productivity than historical
relationships would suggest. Meeting requirements of the Clean Air
and Water Acts alone is estimated by the Environmental Protection
Agency to have absorbed 5.6 percent of business fixed investment, or
0.6 percent of GNP, in 1977. Over the decade of the 1980s the in-
vestment required to meet existing environmental regulations alone
is expected to average 0.3 to 0.6 percent of GNP. To the extent that
new regulations are imposed, the share of GNP used may be larger.

The additional private investments directly attributable to increas-
ing and diversifying our domestic energy supplies and improving en-
ergy ethciency will also be substantial. The requirements outlined
earlier in this chapter, including those stemming from the national
energy program, will add the equivalent of about 1 percent of GNP
to investment needs. There will be other indirect investment require-
ments. Since rapidly rising energy costs increase the rate at which the
capital stock becomes obsolete, replacement investment must also
rise if a reduction in the Nation’s productive capacity is to be avoid-
ed.

139

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Even without the special investment needs of energy and the envi-
ronment, it is difficult to imagine that healthy economic growth could
be maintained by a ratio of business fixed investment to GNP of less
than 10 percent. The direct investment requirements for increased
energy supplies, plus environmental regulations currently on the
books, could raise this to over 11 percent. Finally, depending upon
how much investment will be required by new environmental regula-
tions and by the need to accelerate the replacement of industrial
facilities made obsolete by higher energy costs, the necessary invest-
ment ratio may be higher sull. Achieving this level of investment will
not be easy; the highest share attained by the economy in the
postwar period was 10.8 percent in 1966.

SAVING-INVESTMENT RELATIONSHIP

The basic saving-investment relationship as measured in the na-
tional income and product accounts is presented in Table 23. The
reported values represent the amount of gross saving by the house-
hold, business, and government sectors, along with gross investment
by type of expenditure. Household saving equals disposable personal
income less personal outlays, which consist mainly of personal con-
sumption expenditures. Business saving is defined as retained earn-
ings plus depreciation. The government sector’s contribution to na-
tional saving depends on the budget surpluses or deficits of Federal,
State, and local governments. The government sector adds to nation-
al saving when a combined budget surplus is recorded.

Gross investment consists of domestic investment and net foreign
investment. Net foreign investment is conceptually similar to the cur-
rent account deficit in the balance of payments, with a surplus in the
current account corresponding to positive net foreign investment. As
Table 23 shows, saving and investment as fractions of GNP have in-
creased in the iast 2 years, although they remain slightly below the
values of the 1965-69 period.

Whether business investment will grow enough to meet the coun-
try’s needs in the 1980s will depend on two key questions. Will in-
vestment incentives be sufficient to bring the demand for business
capital goods up to the necessary level? And will the share of nation-
al saving in GNP expand to permit that investment demand to be
realized without adding to inflationary pressures on the economy?
While the two questions are related—since additional saving tends to
lower long-term interest rates and encourage investment demand—it
1s useful to examine each of them separately.
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TaBLE 23.—Gross saving and investment as percent of GNP, 1965-79

[Percent]
Item 1965-69 1970-74 1975-77 1978-791

Gross saving 2 3 15.8 15.1 138 153
Personal 44 5.0 4.2 3.2

Busi 116 10.5 119 11.8
Government -2 -5 ~2.3 3
Federal -3 -12 -33 -8

State and local %) 7 1.0 1.2

Gross investment 2 15.8 15.3 14.2 15.5
Nonresidential fixed 10.5 10.2 98 10.6
Residential fixed 40 45 41 49
Change in busi inventories 13 8 4 9

Net foreign 1 -3 -2 -9
Statistical discrepancy *) 2 4 2

1 Preliminary.

2 Includes net capital grants received by the United States, not shown separately.
3 Saving and investment may not be equal due to rounding.
4 Less than 0.05 percent.

Source: Department of Commerce (Bureau of Economic Analysis).
DEMAND FOR NONRESIDENTIAL FIXED CAPITAL

Future trends in capital formation will reflect both past and future
investment incentives. Last year’s Economic Report discussed many of
the factors which appear to influence business decisions to invest.
Table 24 presents data for a number of these factors.

Preliminary data for the year 1979 as a whole do not indicate a
clear pattern. Two of the measures shown—capacity utilization and
the rate of return on stockholders’ equity——rose and were above their
average levels for the 1955-69 period. The other three declined and

TaBLE 24.—Determinants of business fixed investment, 1955-79

[Percent, except as noted])

Nonfinancial corporations
Capacity :
Ratio of real | utilization Rate of Rate of maﬁteltov%flue
Period tinvestpgm) rat:z iq Cash flotw ef:s return on ret{lmkon to
0 rea manufactur- | percent o depreciable stock- replacement
ing * GNP 2 3 holders

assets equity * coasstS gtfsllet
1955-69 averag 95 84.2 94 129 6.4 1.097
1970-77 averag 10.0 80.9 83 9.4 6.4 871
1978 10.0 84.4 8.8 9.7 71 678
1979: First 3 quarters €... 10.4 86.0 85 9.2 17 654

! Federal Reserve Board index. .

2 Cash flow calculated as after-tax profits plus capital ¢ ion all tory valuation adjustment.

3 Profits before taxes plus capital consumption adjustment and mventory valuation adjustment plus net interest paid divided
by the stock of depreciable assets valued at current replacement cost.

4 After-tax profits corrected for inflation effects divided by net worth (physical capital component valued at current
replacement cost).

s Equity plus interest-bearing debt divided by current replacement cost of net assets.

8 Seasonally adjusted.

Note.—For annua! figures for 1955-77, see Appendix Table B-85.

Sources: Department of Commerce (Bureau of Economic Analysis), Board of Governors of the Federal Reserve System, and
Council of Economic Advisers.
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were below their 1955-69 averages. The steady increases in capacity
utilization rates since the 1974-75 recession reflect the strength and
duration of the subsequent recovery as well as the relatively slow ac-
cumulation of additional industrial capacity. The rate of return on
stockholders’ equity also rose (see Table 24). However, this increase
is not a good measure of the change in the rate of return available
on new equity investments, because it stemmed largely from unantici-
pated increases in inflation which reduced the real burden of corpo-
rate debt. The slowdown in the growth of profits in 1979 contributed
to the declines in the rate of corporate cash flow and the rate of re-
turn on depreciable assets. The ratio of market value to replacement
cost of net assets declined even further from its low 1978 level as in-
flation pushed the replacement cost of physical capital well beyond
the market value reflected in equity and debt prices. All of the invest-
ment determinants except the ratio of market value to replacement
cost of net assets and the return to depreciable assets were above
1970-77 averages, but these averages themselves were equal to or
below those of the 1955-69 period.

Federal tax policy has an important influence on business fixed in-
vestment. The Revenue Act of 1978 lowered the corporate tax rate
across all income classifications. The investment tax credit was made
permanent and was extended to a broader range of investment ex-
penditures. The tax rate on capital gains was also reduced by allow-
ing a larger proportion of capital gains to be excluded from an indi-
vidual’s taxable income.

While these reductions in tax rates were occurring, the increase in
inflation tended to raise the tax burden on businesses. During peri-
ods of rising inflation the real tax burden increases because depreci-
ation allowances are based on historical costs rather than on replace-
ment costs. Partly for this reason, the ratio of Federal corporate in-
come taxes to profits measured on an economic basis was higher in
1979 than in 1978 despite the reduction in the corporate income tax
rate which took effect in 1979. Since long-lived investment goods suf-
fer larger declines in the real value of depreciation allowances over
time, inflation distorts both the amount and composition of invest-
ment.

THE SOURCES OF SAVING

In periods of economic slack the production of additional capital
goods does not require a reduction in the output of consumer goods.
In fact the expansion of wage income from the increase in output of
investment goods will lead to a simultaneous rise in the demand for
and the production of consumer goods. ‘
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In periods of relatively high employment, however, the growth of
national output is limited to the 2% to 3 percent rate given by the
growth in potential GNP. Investment can grow more rapidly only if
its share in GNP rises, which in turn requires an increase in the share
of GNP that is saved. In order to increase the share of investment in
GNP during the 1980s, therefore, total saving will have to rise rela-
tive to GNP. Saving frees resources for use in the production of capi-
tal goods and provides the flow of funds needed to finance invest-
ment outlays. The amount of saving by governments, business firms,
and individuals is thus the major determinant of the amount of total
investment that can be undertaken. About one-fourth to one-third of
national saving in the past has been absorbed by residential construc-
tion. The bulk of the remainder is available for business capital for-
mation.

Recently, as the Federal Government’s deficit has narrowed, Feder-
al Government dissaving has declined. The Federal deficit (as meas-
ured in the national income and product accounts) has declined in
every year since 1975 from an average of 3.3 percent of GNP in
1975-77 to 0.8 percent in 1978-79 (see Table 23).

Gross saving in the State and local government sector averaged 1.2
percent of GNP during 1978-79. The bulk of this saving was from
net additions to the surpluses of social insurance and pension funds.
Last year the operating budgets of State and local governments were
approximately in balance. The combined budgets of Federal, State,
and local governments recorded a net surplus in 1979, the first such
surplus since 1973.

In contrast to the recent changes in governmental budgets toward
positive net saving, the personal saving rate has declined substantially
in recent years. For 1979 as a whole, the rate was 4% percent; it was
even lower by year end. A number of contributing factors have been
cited as causes of the recent low saving rate. These include the high
proportion of the work force consisting of younger people, the in-
creased number of two-earner households, and—in 1979—the efforts
of consumers (o maintain real consumption in the face of slow
growth in real income. In addition, inflationary expectations in con-
juncuon with low rates of return on financial assets, low real borrow-
ing costs, and the ready availability of credit may have reduced the
personal saving rate by increasing the attractiveness of real assets rel-
ative to financial assets. The relative importance of these factors to
the decline in the saving rate is uncertain.

Business saving—retained earnings plus depreciation—grew at a
rate of 9.2 percent in 1979, down moderately from the growth of re-
cent years. Historically the rate of growth of business saving has var-
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ied substantially; the most recent figure is well within past ranges.
Because business saving is an internal source of funds to finance ex-
penditures on physical capital, policies designed to increase business
saving also tend to have a direct impact on business fixed investment.
The Revenue Act of 1978 strengthened this source of corporate fi-
nancing by lowering the corporate income tax rate.

CAPITAL MARKETS AND THE AVAILABILITY OF CREDIT

Financial markets and institutions play a major role in linking sav-
ing and investment. The business sector finances a significant portion
of its long-term investment expenditures through such financial inter-
mediaries as insurance companies and pension funds. Direct pur-
chases of new equities and corporate bonds by households have re-
cently been only a minor source of financial capital for businesses. In
1978, for example, the nonfinancial corporate business sector raised
$20.1 billion in the corporate bond market, while the household sec-
tor reduced its net corporate bond holdings by $1.4 billion. Indirect-
ly, however, workers and other individuals constitute an important
source of business funds through pension funds and other forms of
group saving.

During most of 1979 businesses had little difficulty in obtaining
credit. Total financial capital raised by the nonfinancial business sec-
tor rose by an estimated 17 percent in 1979. Short-term debt was an
unusually important source of the business sector’s financing. Busi-
nesses preferred shorter-term issues because it was thought through-
out most of the year that longer-term rates were at or near their cy-
clical peaks and would decline in the near future. In fact long-term
rates rose sharply during 1979, but this increase had not been widely
anticipated.

To help ensure that financial capital is available to businesses in
the future, the Administration is systematically reviewing Federal
credit activities. In the budget for fiscal 1980 the Administration an-
nounced the development of a program to establish a credit-monitor-
ing system which covers direct lending by agencies as well as guaran-
teed loan programs. The 1981 budget recommends limitations on
annual appropriations for a wide range of activities involving Federal
credit. This new monitoring system includes both on- and oft-budget
Federal loan and loan guarantee programs. Although some programs
are exempt, this review will lead to a more efficient allocation of both
credit and real resources.

The availability of financial capital in the future will be maintained
by improving the economic environment in the United States, as out-
lined in this chapter, and by selective policies designed to meet the
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needs of small businesses for financing. Through the continuing ef-
forts of the Small Business Administration and the programs includ-
ed in the President’s proposals to foster industrial innovation, more
credit will be available to small businesses. For the economy as a
whole, a reduction in inflation will enable monetary policy to ease,
thereby improving the flow of funds in financial markets.

SOME LIKELY PATTERNS OF NATIONAL SAVING IN THE 1980s

Table 25 illustrates a pattern for national saving that seems possi-
ble under a set of reasonable assumptions for the 5-year period
1982-86. The Federal budget is assumed to be balanced on average
over the period. Continued control over spending should make it
possible both to reduce taxes during the period and to have a bal-
anced budget in most of those years. State and local governments are
likely to continue, on average, the surpluses of recent years which
stem from an excess of revenues over expenditures in pension and
related funds for their own employees. Business saving will probably
remain close to historical trends in the absence of future business tax
cuts, and the personal saving rate is assumed to increase to slightly
above its 1975-79 average. In sum, total domestic saving as a pro-
portion of GNP can be expected to rise slightly in the 1982-86 peri-
od compared to recent years. But the inflow of investment from
abroad, which is the financial counterpart of the U.S. current account
deficit, should move toward zero as market forces bring receipts and
expenditures in the current account close to balance. The share of
GNP used for housing will increase slightly because of the energy re-
quirements discussed earlier in this chapter. With inventory invest-
ment taking about the same share of saving as in the recent past, the

TaBLE 25.—Actual and illustrative saving-investment balances

[Percent of GNP)

Actual \ttustrative

ftem 1975-791 | 1982-86
Federal Government surplus, —22 ¢
State and local government surplus 1.1 1.0
Gross busi saving 118 115
Personal saving 3.8 40
Equals: Total saving 145 16.5
Less:  Net foreign investment -3 0
Residentiai fixed investment 45 438
Inventory investment 6 N
Equals: Saving availabie for business fixed capital formation 99 11.0

1 Preliminary; detail may not add to total because of rounding.
Sources: Department of Commerce (Bureau of Economic Analysts) and Council of Economic Advisers.
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amount available for business fixed investment should be about 11
percent of GNP.

It was estimated earlier that to improve productivity, expand capac-
ity, make the adjustment to higher energy costs, and meet environ-
mental needs the ratio of business capital formation to GNP would
have to rise to at least 11 percent and possibly somewhat higher. The
earlier discussion of factors underlying the demand for investment
goods and the analysis of saving ratios in Table 25 suggest that spe-
cific measures to increase investment and saving may be needed in
later years.

THE PROSPECTIVE POLICY MIX

Inflation and economic growth tend to increase average effective
tax rates and thus the share of Federal taxes in GNP. Under current
inflationary conditions, and given the uncertainties in the economic
outlook, the highest priority in the use of additional Federal revenues
is to reduce the budget deficit. This 1s the policy incorporated in the
President’s 1981 budget proposals. However, continued control of
Federal spending will make possible tax reductions in future years
that are quite consistent with the maintenance of an appropriate de-
gree of fiscal restraint. Considering the need for additonal invest-
ment incentives, the design of future tax reductions should give a
high priority to measures which strengthen investment.

Policies will also be needed to increase the amount of available na-
tional saving. One way to do so is to have smaller tax reductions and
run a Federal budget surplus. A budget surplus would increase na-
tional saving and thereby provide additional sources of funds for in-
vestment. Alternatively, some of any potential budget surplus could
be used to reduce taxes in ways which increase the after-tax return to
personal saving. There is considerable uncertainty about the likely
size of the response of personal saving to increased after-tax returns.
It is clear, however, that each dollar of such tax reduction—which
lowers the potential Federal surplus (and hence total national saving)
dollar for dollar—will yield at most a small fraction of a dollar in ad-
ditional personal saving.

Tax reductions devoted explicitly to business firms in the form of
increased investment incentives, on the other hand, will tend to in-
crease both business saving and investment. While some part of a
business tax reduction will go toward higher dividends, a fairly large
fraction of it is likely to end up as increased retained earnings.

The fact that an increase in the ratio of saving to GNP may be nec-
essary to make possible the desired expansion of investment does not
imply, of course, that increasing the saving share will itself guarantee
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a rise in investment. A higher saving share will tend to reduce real
interest rates and thus encourage investment. But that alone may not
be sufficient. An overall economic climate with inflation being stead-
ily reduced and output growing at a sustainable pace would be very
conducive to investment. It may be necessary also, as fiscal drag al-
lows statutory tax rates to be reduced, to provide a significant part of
the reduction in forms which both raise the return to investment and
increase business saving.

ADJUSTING TO EQUILIBRIUM IN AGRICULTURE

During the past decade the role of U.S. agriculture in the national
and international economy changed dramatically. This change has
important implications for inflation, agricultural productivity, and the
long-term performance of the farm sector.

Historically agriculture’s productive capacity increased so rapidly
relative to demand that national agricultural policy had to concen-
trate heavily on protecting farm income from the consequences of
overproduction. But rising world population, increased consumption
of animal products, and the improved capability of some developing
nations to purchase food and feed grains—combined in the last dec-
ade with dollar devaluations and global crop shortfalls—now require
nearly full use of the land, labor, and capital available to agriculture.
Measured in constant dollars, this sector’s total exports have in-
creased more than 60 percent since 1972. U.S. agriculture appears
closer to resource equilibrium than it has been for many decades.

This situation is likely to persist. While year-to-year fluctuations in
weather, world economic performance, or even international affairs
may result in potentially troublesome periods of excess production,
the longer-term outlook strongly suggests that production will more
typically be at or near capacity. Growth in world population and 1m-
proved economic conditions in both developed and developing coun-
tries will increase their need for and improve their capability to pur-
chase food and feed grains.

POLICY ISSUES

The United States is now more vulnerable to agricultural price and
income fluctuations arising from changes in worldwide demand for
U.S. farm products than it was in the past. Sustained full use of farm-
land, for example, makes it more difficult to increase output in re-
sponse to successive world crop shortfalls. Then too, as exports are
expanded, U.S. agriculture becomes even more closely linked with
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world weather and the domestic policies of other nations. Since little
can be done to influence these factors, domestic agricultural policies
must operate to cushion the sector and the Nation from the price
and income shocks that they would otherwise experience. Reducing
this vulnerability while improving the sector’s productivity and eco-
nomic performance is a major objective of the Administration’s food
and agricultural policy.

Supply Shocks

The total demand for food is so inelastic that small changes in glo-
bal food supply can lead to very large changes in price. And because
the supply cannot be increased quickly, year-to-year price changes do
litle to alter the quantity offered for sale; rather they increase the
potential for generating oscillauons in price and production. Wide-
spread crop shortages can set off a general inflatonary surge.
Bumper crops can reduce market prices below what 1s needed to
cover variable operating expenses. These characteristics, combined
with the fact that food is a basic raw material, leave us exposed to
abrupt price changes in the food sector.

A clear demonstration that small variations in global food supply
can lead to wide variations in producers’ incomes and food prices
was furnished by the events of 1972-74. World food production de-
clined only about 2 percent globally in 1972. This modest decline led
to an increase of 54 percent in U.S. crop prices in 1973 and to an-
other 28 percent increase in 1974. Consumer food prices increased
31 percent over these 2 years. Net farm income was a record $33.3
billion in 1973, 78 percent higher than in 1972.

The rise in grain prices touched off the most rapid liquidation of
the domestic cattle herd ever recorded. Cattle prices fell as catle
marketings increased during 1975 through 1977. Grain prices also
fell during the period, a consequence of increasing world stocks. In
1976 net farm income was about equal to its 1972 level. Beginning in
1978, food prices rose, reflecting strong consumer demand and the
cut in meat supplies that resulted from the earlier slaughter of breed-
ing herds. During 1978 and 1979 retail beef and veal prices in-
creased more than 50 percent.

Price and Income Support

Government programs in the past have increased farm income by
raising commodity prices. These artuficially high price supports often
interfered with adjustments in production and agricultural trade
flows; farmers frequently based decisions on government price guar-
antees rather than on basic forces of demand and supply. Production
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often exceeded market needs at government-supported prices, and
government stocks began to accumulate. As a result, quotas and acre-
age allotments were adopted to control output. Agriculture was justi-
fiably cited as an example of the inefficiency created by government
interference in private markets.

The Agriculture and Consumer Protection Act of 1973 (see the
1974 Economic Report for detail) represented a significant change in
the philosophy underlying government support of farm incomes
through commodity programs. For major crops the price support
mechanism was augmented by a system of direct income payments
under which market prices are allowed to fluctuate in response to
supply and demand, thereby promoting a more efficient allocation of
agricultural resources among the crops. By this means consumers
and grain-using producers can benefit from lower prices when har-
vests are large. When market prices fall below legislatvely deter-
mined targets, farmers receive direct income payments to make up
for the income lost through the lower prices.

While the 1973 act changed the way incomes were protected, the
primary focus was still on the problem of low incomes. The act made
no provision for cushioning farmers and consumers from the effects
of instability resulting from increased reliance on market prices. It
was generally believed that the rapid price increases of 1973 were
largely an aberration and that sufficient commercial grain stocks
would be available in the future to moderate the price fluctuations
associated with occasional crop failures. Only in the years that fol-
lowed did the inflationary consequences of a continuing policy of
placing sole emphasis on minimum income protection become clear.

Agricultural Productivity

A sustained and nearly full use of agricultural resources requires
giving more attention to policies that improve the sector’s productiv-
ity. Crop production per acre increased at an average annual rate of
2.4 percent from 1953 to 1973. Since then the average rate has been
about 1.1 percent per year. Without the excellent growing conditions
in 1978 and 1979, which pushed yields per acre well above the trend,
the rate of increase would have been below 1 percent per year.

The greater use of marginal lands during this decade has undoubt-
edly contributed to the slower increase in crop production per acre.
After steadily declining for more than 20 years, the number of crop
acres harvested increased significantly in 1973. This number has re-
mained at about the 1973 level, despite the occasional use of acreage
set-asides since then. The rise in agricultural exports has been a sig-
nificant factor in increased land use. Today one-third of the U.S.
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crop acres produce for export, 40 percent more than in the 1960s
and 120 percent more than during the 1950s.

Continued intensive use of cropland will lead to a depletion of soil
and water resources unless specific resource management schemes
are employed. These improved farming practices are becoming even
more crucial to productivity improvements because the migration of
labor from the sector has slowed and because prices for fuel and fer-
ulizer are climbing.

THE ADMINISTRATION’S AGRICULTURAL POLICIES

In January 1977 world grain stocks and prices were returning to
pre-1972 levels. The domestic cattle herd was being liquidated at a
rapid rate, and retail meat prices were lower than in 1976. Net farm
income had fallen 44 percent from 1973. Sentiment was growing for
a reinstatement of farm programs designed to support producers’ in-
comes through higher commodity prices. It was uncertain whether
the 1972-75 situation was an aberration or a signal that price and in-
come stability would have to be the major consideration in future
farm policy.

The Administration, believing that conditions had indeed changed,
worked with the Congress in developing the Food and Agriculture
Act of 1977. That legislation and the policy directions it implied be-
came the basis for a broad range of food and agricultural programs
to protect farmers’ incomes while supporting the principle of full-
capacity production and increased reliance on market prices.

Grain Reserves

In a major departure from past policies the Administration’s pro-
grams went beyond minimal income protection for grain farmers and
established a farmer-owned grain reserve. Using existing authority
and the Commodity Credit Corporation (CCC) loan program, the
Administration announced the implementation of a farmer-owned
wheat and rice reserve in April 1977. CCC loans on the 1976 crops
were extended and farmers received government payments for crop
storage. They were allowed to repay the loans without penalty when-
ever the market price reached 140 percent of the loan rate on the
crop.

In August 1977 the Administration announced its plan to establish
reserves of 30-35 million metric tons of food grain (wheat and rice)
and feed grain (corn, sorghum, barley, and oats). Most were (o be
owned by farmers, but a small government-owned food reserve was
also planned.

Passage of the 1977 Act formally authorized these reserves. It man-
dated the farmer-owned wheat reserve with essentially the same op-
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erating rules as those announced earlier by the Administration. The
act also provided broader authority for incentives to use the farmer-
owned reserve to store crops. It authorized a reserve for feed grains
as well and provided low-interest loans to expand facilities for grain
storage at the farm. By October 1979 more than $1.3 billion in loans
were outstanding to farmers for constructing such facilities.

The Administration achieved its goal for the level of reserve stocks
in less than 2 years. By early 1979 more than 11 million metric tons
of wheat and 20 million metric tons of feed grains had entered the
reserve.

Explicit rules now govern release of the grain from the reserve.
Farmers may not redeem loans or sell the reserve stocks within the
contract period (generally 3 years) without penalty unless market
prices reach a certain percentage of the loan value. If they do, the
reserve is ‘released”; that is, the government ceases storage pay-
ments and farmers are allowed (but not required) to repay the CCC
loan and sell their reserve stocks. If the market price reaches a higher
percentage of the loan rate the loans are “‘called”; farmers are re-
quired to repay the CCC loans or forfeit the grain. This program
thus makes it less likely that grain prices will rise significantly above
the call price, because grain is released from the reserve in stages.

The combination of the call price and the loan rate establishes a
known corridor of market prices. Price movements within that range
allocate resources among crops but the probability of excessive fluc-
tuations which disrupt planning and increase volatility in agricultural
production i1s much reduced. This arrangement helps to make the
Nation less susceptible to the inflationary effects of crop shortages.

The first test of how well the managed reserve concept could
weather a period of tight supplies occurred in the spring of 1979.
Late plantings in the United States and most of the rest of the North-
ern Hemisphere increased the likelihood that 1979 would bring a
poor harvest. Reports of a potentially serious production shortfall in
the Soviet Union added to this possibility. The farm-level price of
wheat rose 16 percent between mid-May and mid-June alone. Feed
grain prices also increased rapidly.

Even with the prospect that world carryover stocks might decline
more severely than in 1972, a rapid rise in grain prices was avoided.

The price increases in late spring brought the wheat and the feed
grain reserves into release status. At that point the government
ceased storage payments and farmers were allowed to withdraw grain
from the reserve without penalty. By mid-October 40 percent of the
wheat and sorghum and more than 25 percent of the corn had been
withdrawn. As this grain came into the market the price increase
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slowed. As a result, producers of hogs, poultry, and dairy products
could continue to expand their output, and cattle producers could
continue to rebuild their breeding herds.

The suspension of sales of agricultural products to the USSR in
early 1980 will provide yet another test of the grain reserve concept.
Normally such an action would have substantially reduced farm
prices. In announcing the trade suspension the President assured the
Nation that the burden of that action would not fall unfairly on the
agricultural sector. Shortly thereafter the Administration stated that
the farmer-owned grain reserve would play an important role in iso-
lating affected commodities from the market. To remove the immedi-
ate price-depressing effect of the Soviet grain suspension, the CCC
offered to assume the contractual obligations for the unshipped
grains. Simultaneously the Administration announced that the rules
governing the reserve were being changed to encourage farmers to
place grain in storage. These two actions were expected to reduce
the level of free stocks and counter downward pressure on prices.
Then, as prices firmed, the government-secured grain could be sold
back to the market, thus keeping season-average prices little changed.
The flow of grain into reserve stocks would support prices over the
current crop year and serve as a buffer against future crop shortfalls.
The central role assigned to the use of farmer-owned reserves in this
case underlines their usefulness as a major tool for cushioning supply
shocks in the farm sector.

The reserve can thus be a moderating force on both the upside
and the downside. If corn prices had reached $3.50 per bushel in
early 1979, as some thought possible, the expansion in the cattle-
breeding herd would have been delayed. Hog and poultry producers
would have begun slaughtering their animals 1immediately. Total
meat production in 1981 and beyond would have been lower than is
now expected, and food prices would have been higher. Then too,
the early 1980 suspension of agricultural trade with the Soviet Union,
in the absence of speaial policy actions, would have resulted in a sig-
nificant decline in commodity prices and farm income. Use of the
farmer-owned grain reserve coupled with other policy actions will
mitigate these impacts. In both cases food prices and farm income
will have been stabilized—and, importantly, stabilized around long-
term market trends.

International Trade Agreements

The avoidance of excessive price fluctuations in an agricultural sec-
tor operating at full capacity with an increased reliance on agnicultur-
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al exports requires improvements in international trade arrange-
ments. The grain reserve helps to cushion the effects of fluctuations
in world trade, of course, but better commodity trade communication
between nations 1s also essential.

Since 1970 the communication process has been made more for-
mal in a number of ways, perhaps the most important being passage
of reporting requirements on export sales. The Agricultural Act of
1970 requires that all exporters of major agricultural products report
weekly the type of commodity to be exported, the marketing year of
shipment, and the destination, if known. The Secretary of Agriculture
is then required to publish the compiled data each week following
the week of reporting. The law was amended by the Food and Agri-
culture Act of 1977 to allow the Secretary of Agriculture to require
the daily reporting of export sales.

In addition to requiring these regular reports of export trade the
Administration has been successful in several other related areas.
Completion of the Multlateral Trade Negotiations, ratified through
subsequent passage of the Trade Agreements Act of 1979, is one ex-
ample. In addition, the President’s Export Council has been revital-
ized with a strong subcommittee on agricultural exports. Agricultural
trade offices have been opened in several overseas locations, and the
rank of the U.S agricultural attaché at important foreign posts has
been upgraded. All these actions help to improve our network for in-
ternational agricultural trade communications.

The Administration has also moved to moderate the volatility in
domestic sugar prices. Acting in concert, the world’s sugar producers
and importers have established a mechanism for balancing world
sugar supplies more nearly in accord with market needs. When the
International Sugar Agreement is fully operational, we should be less
likely to see a repetition of the 450 percent price increase of 1974.

The Meat Import Act of 1979, which provides a new procedure for
determining meat imports, is further evidence that price stability in
the food and agricultural sector is important to the Administration.
Under the predecessor to this legislation allowable meat imports
were tied directly to domestic production, and this served to accentu-
ate cyclical movements in the beef industry. Presidents were often
impelled to take action that would increase the amount of meat avail-
able to consumers and would moderate retail price rises in years
when domestic production was low. But even suspension of the
quota could not increase total supplies for domestic consumption by
much, since most cattle-producing nations are generally at the same
phase in the production cycle.
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The new authority automatically allows imports to increase when
domestic supplies fall. With prior knowledge that the United States
will accept greater quantties of imported meat when domestic pro-
duction declines, producers around the world can act in ways that
help to stabilize beef production.

Humanitarian aid has long been an important aspect of U.S. agri-
cultural policy. But when crop prices rose sharply in 1973-75, the
food sent to aid the developing nations was substantially reduced,
evidencing the need for a policy that would not leave such nations so
vulnerable to crop shortages and high prices. As a result the Admin-
istration has proposed an International Food Security Reserve, which
would isolate about 4 million metric tons of wheat from the market
and make it available to developing nations during emergencies. The
Congress has yet to act on the legislation. Title III of Public Law
480, the Food for Peace Program, is also a major vehicle of the Ad-
ministration’s policy related to international food aid. Under Title
III, qualifying nations are permitted to repay debts for food aid by
investing in projects which improve their countries’ long-term eco-
nomic prospects and thereby reduce the future need for emergency
food assistance.

FUTURE POLICY PROBLEMS

Significant progress has been made in refocusing food and agricul-
wral policies toward making the Nation better able to withstand
shocks in the food sector. Managing full-capacity production with
grain reserves and better arrangements for long-term international
trade and food aid represent a fundamental shift in policy. But much
is still left to be done.

The concept of a farmer-owned grain reserve has been tested, at
least to a point, and has proved capable of moderating volatility in
grain prices. Important questions must still be answered, however,
about its operation and impact on the sector’s productivity. There
are misgivings about the appropriate size of the reserve and the
price-trigger rules. There is also a danger that the target price could
eventually be established “‘too high” and possibly lead to subsequent
upward adjustments in both the release price and the call level. If
that happens, our grain will become less competitive in world mar-
kets, and the flexibility of the reserve policy will largely be negated.

More emphasis needs to be placed on increasing the food and agri-
culwural sector’s productivity. Past productivity gains in the sector
were aided by the widespread use of relatively inexpensive energy in-
puts, especially petroleum-based fertilizers, and by the migration of
the rural population to the cities. Today, in the face of the world’s
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growing needs for food, and increased anxiety about inflation, envi-
ronmental damage, and the energy shortage, other avenues to ad-
vanced productivity will probably need to be found. As an example,
the Food and Agriculture Act of 1977 provides targeted, competitive
grants for studying plant growth, a field where research may disclose
many possible ways to improve productivity.

Over the next several years, food prices will continue to command
attention. Although rising commodity prices have been a significant
cause of past increases in retail prices, programs to stabilize com-
modity prices by buffering annual fluctuations in production cannot,
by themselves, lead to significant reductions in food price inflation.
Marketing costs, of which labor costs and the price of energy inputs
are major components, account for approximately two-thirds of every
dollar spent on food. Long-term progress in lowering the annual rate
of food price increases will therefore depend on reducing the under-
lying general inflation rate.

While we must expect future problems, the accomplishments of re-
cent years in certain key commodity areas have been encouraging. In
a relatively brief time the agricultural sector has moved from excess
capacity, supported by policies designed to reduce production, to
nearly full utilization of the sector’s resources, with sales at world
market prices. This change in the operation of the sector made the
economy more vulnerable to potentially rapid increases in food and
commodity prices, such as those in 1972-74. Administration policies
in agriculture have aimed at reducing this vulnerability, and the
events of the past year are evidence of their promise.
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CHAPTER 4

The World Economy—Testing
Resilience

ABROAD, JUST AS AT HOME, oil price increases dominated eco-
nomic developments in 1979. Both the sharply higher price for oil
and the likelihood that oil supplies will continue to be uncertain in
the intermediate future raise difficult questions for economic policy
in all countries. Substantial adaptations within and among the world’s
economies are needed to respond to the changing energy situation.

Improvement in economic performance during 1978 had provided
a solid base for further expansion in 1979. Qutside the United States,
inflation pressures had eased somewhat. Growth had begun to in-
crease, partly in response to the less restrictive policies that the de-
clining inflation made possible. As a result of previous changes in ex-
change rates as well as the altered pattern of relative growth among
the United States and the major foreign countries, external imbal-
ances were diminishing rapidly. Actions in November 1978 to
strengthen and stabilize the dollar helped to reduce uncertainties in
financial markets.

Other circumstances also favored continued expansion abroad in
1979. Declining real oil prices during 1978 and the appreciation of
most currencies against the dollar had improved the terms of trade
for many countries. The resulting gain in real incomes began to be
reflected in higher spending in late 1978 and early 1979. With dimin-
ishing margins of spare productive capacity, strengthening profit po-
sitions, and improving business expectations, investment demand re-
covered sharply. Trade volumes also grew at a higher rate than had
been generally expected despite a virtual collapse in exports to Iran.

Developments in oil markets, however, began to pose a growing
threat to continued economic progress. In December 1978 the Orga-
nization of Petroleum Exporting Countries (OPEC) announced a
schedule of gradual price increases to raise the average price of
crude oil from about $13 per barrel to about $14.50 by the end of
1979. Following the temporary interruption of Iranian supplies, offi-
cial OPEC selling prices rose sharply and prices in spot markets
soared even further. With continued tightness in oil markets, stem-
ming in part from a large inventory buildup by consuming countries,
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world oil prices reached an average level of about $28 by early
January 1980.

Thus in the course of 13 months oil prices have more than dou-
bled. The additional payments for oil imports resulting from this
price rise represent just over 2 percent of the combined gross nation-
al product (GNP) of the industrial countries. Measured in this way
the oil shock of 1979 is fully as large as that of 1974.

The dimensions of the 1979 price increase raise the question of
whether the 1974-75 pattern of global recession and increased infla-
tion will be repeated. There are a number of similarities in the two
situations.

First, direct transfer of purchasing power from oil consumers to oil
suppliers can be expected to lead consumers to spend less on other
goods and services. As in 1975, this reduced consumer spending will
not be replaced fully in the near term by increased purchases by the
oil-exporting countries. On the contrary, internal conditions in a
number of these countries suggest that the expansion of imports in
response to higher revenues will be less rapid now than in 1974-75.

Second, as discussed in Chapter 2, the policy dilemma that became
apparent in 1974 reappeared in 1979. Large oil price increases de-
press demand, output, and employment. But by sharply raising con-
sumer prices, they also threaten to set off a new wage-price spiral as
workers and other income recipients seek to prevent a reduction in
real income. Stimulative fiscal and monetary measures designed to
prevent the adverse effects on output and employment increase the
likelihood that the oil price rise will become embodied in wages and
other costs, and thus in underlying inflation. On the other hand, re-
strictive fiscal and monetary policies aimed at preventing a spillover
of oil price increases into a more general inflationary surge exacer-
bate the harmful effects of the higher oil prices on output and
employment.

Third, international financial markets will once again need to recy-
cle very large flows of funds from OPEC countries to countries with
current account deficits. While the 1974-75 experience demonstrated
the versatility and flexibility of these markets, serious strains may still
emerge.

There are also major differences between the current situation and
the 1974-75 oil price shock. In one respect the situation is now more
difficult. Following the rise in oil prices in 1974, the oil market began
to ease and from 1975 to 1978 a buyers’ market prevailed. An ex-
tended easing is less probable in the current situation since moderate
reductions in the demand for oil may be matched by reduced sup-
plies. Sustained price weakness is not likely unless rapid and substan-
tial conservation can be achieved.
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In other respects, however, the situation is somewhat more hope-
ful. Perhaps most important, there is now substantially less aggregate
demand pressure on overall capacity and on labor markets than in
the earlier period. All countries had reached cyclical peaks more or
less simultaneously in early 1974, and clear signs of overheating had
emerged. Inventory building in particular had become marked by
speculative excess. In order to counter aggregate demand pressures,
government policies had turned sharply toward restraint. The shock
of rising oil prices reinforced these other tendencies toward weak-
ness, and together they produced a global recession in 1975. The
close synchronization of economic activity across countries in 1974-
75 also intensified the transmission of recession from one country to
another through rapidly declining world trade.

Currently elements of cyclical strength persist in a number of
countries. Signs of a speculative surge in inventory building have not
appeared, and prospects are good that a large inventory cycle can be
avoided. Continued growth in a number of the larger countries—al-
beit at a much reduced rate—will help to sustain world trade in the
face of weakening activity and imports in the United States; hence the
secondary repercussions on growth from declining trade will be less
pronounced.

Moreover a good deal has been learned since 1974. The major
countries recognize more clearly the nature of the constraints im-
posed by the rise in o1l prices. In at least some countries labor mar-
ket participants appear to have recognized that higher oil prices can-
not be fully compensated through higher nominal wages. A “wage
explosion” like that in many countries during 1974 is therefore less
likely. Government policies, too, seem better prepared to limit the
spillover effects from the oil market, while avoiding the sharp swings
of fiscal and monetary policy that characterized the earlier period. Fi-
nally, the mechanisms for gaining international cooperation and poli-
cy coordination have been strengthened since 1974, though much
more can be done in this regard.

Although oil price increases and the problems they bring dominate
the current economic scene, they cannot be viewed in isolation from
other developments in the international economy. Appropriate poli-
cies in trade, international financial relations, and energy can make it
easier to adjust to the rise in oil prices. Conversely if protectionist
trade actions multiply, if energy policies work at cross-purposes, or if
financial markets become disrupted, then overall economic perform-
ance will be that much worse.
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The remainder of this chapter examines the direct economic as-
pects and policy implications of the oil price rise and then considers
some broader questions of managing international economic interde-
pendence.

The first section discusses recent and prospective overall economic
performance in the industrial world and explores the challenges for
fiscal, monetary, and energy policies to manage this performance.

The second section discusses recent developments in the interna-
tional financial and monetary system. Three topics are of particular
importance: the emerging pattern of international payments and the
problem of recycling the OPEC surplus to finance the deficits of de-
veloping countries; the evolution of a system of ‘“managed floating”
exchange rates among major currencies; and the longer-run role of
the dollar as the principal international reserve asset and medium of
exchange.

The final section discusses trade and trade policies, focusing on
the process of adjustment to changing patterns of comparative
advantage.

DEVELOPMENTS IN MAJOR INDUSTRIAL ECONOMIES

Despite the sharp rise in energy prices, average GNP growth for
the six major industrial countries other than the United States was
about 4 percent in 1979, roughly unchanged from 1978. The mo-
mentum of growth appears to have been surprisingly well maintained
into the second half of the year in most foreign countries. While vir-
tually all forecasts suggest that growth will slow sharply this year,
clear signs of a general weakening have not yet emerged.

Irflation rates in 1979, as measured by the personal consumption
deflator, averaged about 7 percent for this same group of countries,
a moderate increase from 1978. During the course of the year, how-
ever, inflation accelerated sharply as higher oil prices began to work
their way through these economies.

The most recent projections by the Organization for Economic Co-
operation and Development (OECD) are that the average growth of
GNP for these six countries will fall to about 2% percent in 1980 and
that inflation will rise to about 9 percent (see Tables 26 and 27). The
further increases in oil prices that have occurred since this projection
suggest that these forecasts understate the extent to which economic
performance is likely to deteriorate.
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TABLE 26.—Growth in real GNP in major industrial countries, 1978-80
{Percent change)

Country 1978 19791 1980 2

United States.
Japan
Germany
France 2
United Kingdom 2
Italy 3
Canada
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Average excluding United States*

! Preliminary.

2 Forecasts by OECD and Council of Economic Advisers.
3 Data are for real gross domestic product.

4 Based on 1978 GNP/GDP weights and exchange rates.

Sources: Department of Commerce (Bureau of Economic Analysis), Organization for Economic Cooperation and Development
{OECD), and Councit of Economic Advisers.

GROWTH IN 1979

The fact that growth abroad remained strong while our own
growth was slowing stems in part from differences in the earlier pace
of recovery. Through mid-1978, economic recovery from the global
recession of 1974-75 was far more complete in the United States
than in most other industrial countries. For that reason economic
policies here and abroad moved in different directions. In the United
States, where unemployment had fallen to a relatively low level and
inflationary pressures were intensifying, a shift toward more restric-
tive monetary and fiscal policies was made. In a number of other
countries, particularly Germany and Japan, policies to promote faster
growth were set in motion.

TaBLE 27.—Inflation in major industrial countries, 1978-80

[Percent change in prices ')

Country 1978 19792 19803

United States.
Japan
Germany
France
United Kingdom
italy
Canada
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Average excluding United States*

lChange in implicit price deflator for private consumption expenditures for United States, Japan, Germany, United Kingdom,
and Canada. Change in consumer prices for France and ftaly.

2 Preliminary.

3Forecasts by OECD and Council of Economic Advisers.

+ Based on 1978 GNP/GDP weights and exchange rates.

Sources: Department of Commerce (Bureau of Economic Analysis), Organization for Economic Cooperation and Development
{OECD), and Council of Economic Advisers.

Perhaps the most important factor accounting for higher growth
abroad in 1979, however, was the recovery in private invesitment,
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which had been unusually weak since 1974. A pent-up demand for
replacement investment and capacity expansion had developed be-
cause of low rates of investment over the preceding several years.
Consequently, when business firms perceived a moderate improve-
ment in the prospects for overall demand, investment responded rap-
idly. The recovery of investment was reinforced by improving profits
and higher cash flows for enterprises. A substantial part of the gains
in the terms of trade experienced by the major foreign industrial
countries during 1978 apparently accrued to businesses in the form
of higher profits, since the relative decline in the prices of imported
goods was only partly passed through to final consumers. The gener-
ally moderate rise in wages in both 1978 and early 1979 also worked
to strengthen profits. Profit positions were further improved in
a number of countries by a sharp rise in productivity as output
expanded.

The acceleration of growth in the second half of 1978 and the first
half of 1979 was accompanied by an even sharper acceleration in the
growth of imports. Import volumes, which had increased at an aver-
age rate of about 4 percent for the six major foreign industrial coun-
tries during the preceding year, grew by more than 11 percent over
the year-from mid-1978 to mid-1979. This -more rapid increase in im-
ports reflected not only higher final domestic demand but also a rise
in inventory accumulation and, for Japan, the appreciation of the yen
during 1978. The principal beneficiaries of this strengthened demand
for imports were the United States and a number of the smaller
countries of the OECD.

During the second half of last year, imports by the major foreign
countries slowed; and their exports accelerated, primarily because of
the rapid growth of purchases by the oil-exporting countries. The
continuation of relatively rapid growth abroad in the face of the
growing burden of higher oil prices is explained in large part by this
strengthening of net exports. Another factor is that abroad as well as
in the United States consumers apparently reacted to accelerating in-
flation by reducing personal saving rates, so that consumer demand
slowed less than personal income.

It is difficult to judge whether the growth momentum that had be-
come established abroad would have been sustained in 1980 if oil
prices had not risen. Qutside Germany, Japan, and a few smaller
countries, inflation rates were still very high. Because they probably
would have begun to increase, a strong recovery might have been dif-
ficult to sustain in any event. The serious structural problems
brought on by rigid labor markets and other resource immobilities
continue to limit the degree to which full capacity utilization can be
approached without serious inflationary repercussions.
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INFLATION IN 1979

With ol prices rising sharply, inflation increased everywhere. Table
28 shows the rate of consumer price increases during 1978 and 1979
in major countries. An attempt has been made to separate the
changes in prices into energy and other components. For compari-
son, import unit values are also shown.

TaBLE 28.—Changes in consumer prices, with and without energy, and mport unit values, major
industrial countries, 1978-79

{Percent change, annual rate !]

Latest 3
Dec. 1977 | June 1978 { Dec. 1978 | months Latest
Country and item to to to over month
June 1978 | Dec. 1978 {June 1979 preceding (1979)
3 months
C prices 2 85 17 11.0 10.3| December
Energy 3 17 85 436 234
Other 8.7 7.3 8.1 8.5
Import urit value 17.2 5.0 242 36.2| November
Japan:
prices 38 32 4.2 6.7t September
Energy ¢ -56 -117 316 50.2
Other 44 42 24 39
Import unit value —9.8 —-12.3 632 73.8| October
Germany: )
prices 1.9 29 4.7 74| September
Energy ¢ 21 94 328 30.2
Other 19 24 2.7 558
Import unit valve -22 -16 23.4 18.8| September
C prices, 9.6 9.7 10.7 126 September
Energy ¢ 10.3 142 173 30.8
Other 95 9.3 10.1 109
Import unit value 1.2 2.7 18.1 23.81 September
United Kingdom:
onsumer prices 6.4 10.2 12.5 334} September
Energy * 4 8.0 181 82.4
Other 7.0 104 119 5284
Import unit value 28 6.0 10.1 8.9] September
Italy: .
prices 11.5 11.6 15.6 18.5! September
Energy ¢ 11.5 0 8.1 $61.0
Oth: 115 12.4 16.1 15.5
Import unit value 6.8 8.1 252 359| September
C prices 8.7 81 9.5 7.1]1 September
Energy + 1.2 10.2 7.1 10.3
Ot 89 79 9.8 6.7
Import unit value 11.0 16.7 6.6 30.6] October
1Q prices are lly adjusted; import unit values are not seasonally adjusted.

2 Consumer prices with rent substituted for home ownership.

3 Gas (piped) and electricity; fuel oil, coal, and bottled gas; and gasoline, motor oit, coolant, etc.
 Fuel and light and gasoline.

5 Reflects increases in value-added tax rates in these countries.

6 Fuel and tight only.

Note.—All data for breakdown of consumer prices between energy and other are. estimates.

Sources: Department ot Commerce, Department of Labor, Organization for Economic Cooperation and Development, and Council
of Economic Advisers.

While it is not possible to distinguish precisely between “internal-
ly” and “externally” generated inflation, a substantial part of the de-
clining inflation abroad in 1978 can be traced to the relative modera-
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tion in import prices during 1978. This moderation resulted not only
from the stability of dollar prices of oil and primary commodities but
also from the appreciation of most currencies against the dollar.
Conversely the sharp acceleration in inflation in 1979 predominantly
reflects the turnaround in import prices, a development exacerbated
in Japan by the sharp depreciation of the yen.

The judgment that the domestic component of inflation in most
countries did not accelerate much in 1979 is borne out by the behav-
ior of wages, which have risen at a relatively constant rate in most
countries (see Table 29). One exception is Italy, where widespread
indexation (the scala mobile) leads inevitably to a rapid transmission of
higher prices into wages. In the United Kingdom very sharp wage in-
creases in new contract settlements signed in October may also signal
an acceleration in wages, though the evidence is still scanty. Domes-
tic cost pressures in most countries outside the United States were
also eased by relatively strong productivity growth.

TaBLE 29.—Changes in wages in major industrial countries, 1978-79

{Percent change)

Change from same period a year eartier to
Latest month
Country 1978 1978 1979 o7y (1979)
1st half 2nd half 1st haif months

United States. 79 8.3 8.0 8.0 | December
Japan 79 6.3 44 7.0 | October
Germany 55 56 49 4.8 | October
France 126 12.7 12.7 12.2 | June
United Kingdom 13.2 15.6 145 15.1 | October
Italy. 173 156 17.0 20.8. | September
Canada 74 74 9.1 9.3 | July

Source: National sources.

THE RESPONSE OF ECONOMIC POLICY TO RISING OIL PRICES

The mechanism through which increases in OPEC oil prices reduce
growth and worsen inflation is well understood and is much the same
in all countries that rely heavily on imported oil.

Higher prices for imported oil raise the prices of petroleum prod-
ucts directly and also increase the costs and prices of goods and serv-
ices requiring petroleum for their production. Consumers suffer a
real income loss. The result is equivalent to a rise in excise taxes,
hence the term “OPEC tax.” Except temporarily, this tax cannot be
offset by increases in nominal wages; such increases, when they
occur, tend to lead not to a restoration of real incomes but to a rise
in other prices, a sequence that builds the increase in oil prices into
the underlying inflation rate.
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In the longer run the loss in real income resulting from the OPEC
tax need not result in a weakening of aggregate demand. To the ex-
tent that the higher receipts of OPEC countries lead to a commensu-
rate increase in their demand for goods and services, aggregate de-
mand would be unaffected. Lower real spending by consumers of pe-
troleum products would be offset by stronger exports. Jobs lost in
the consumer goods industries would be replaced by new jobs in ex-
port industries. Indeed, by 1978 the industrial countries as a group
were exporting sufficient goods and services to the oil-producing
countries to pay in full the tax imposed on them by the 1974 rise in
ol prices.

In the short run, however, OPEC’s imports will not increase as rap-
idly as its receipts. Indeed, as discussed in more detail below, it ap-
pears probable that the gap between OPEC receipts and expendi-
tures that has now reappeared will remain very large for a number of
years.

The adverse effects on aggregate demand of the current rise in oil
prices could be offset, at least in the short run, by changes in private
spending. For example, while the “oil tax” caused economic growth
in the United States to decline in 1979 by more than had been ex-
pected early last year, the drag on the economy has been softened by
a drop in the personal saving rate. A similar though less marked de-
cline has occurred elsewhere. This decline may not be sustained,
however. Historically, the greater uncertainty associated with higher
inflation, the increased job insecurity resulting from adjustment to
the higher oil prices, and the desire of consumers to restore the real
value of financial wealth that has been eroded by inflation have all
induced more cautious behavior by consumers.

Policy responses of most countries during the past year have not
compensated for the OPEC tax. On the contrary, fiscal and monetary
policies have shifted toward restraint. Germany and the United King-
dom both raised value-added tax rates during the course of 1979,
though in the United Kingdom this was partially offset by reductions
in income taxes. Almost everywhere, government deficits in 1979
were smaller than had been projected at the beginning of the year.
Planned budgets for 1980, furthermore, are generally more restric-
tive than those of last year, Italy being the principal exception.

Monetary policies were also tightened during 1979 in all major
countries. Short-term interest rates abroad rose by over 500 basis
points on average during the year as monetary authorities attempted
to maintain growth of the monetary aggregates within target ranges
in the face of rising inflation. The fact that these target ranges were
not changed implies in itself greater monetary restraint on real
growth, since price levels are higher now because of the oil price rise
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than had been expected when the targets were set. A number of
countries have announced lower targets for growth of the monetary
aggregates for 1980.

The major reason for pursuing relatively restrictive economic poli-
cies is the overriding need to limit the spillover from higher oil
prices into higher nominal wages. In other countries, as in the United
States, preventing an upward ratcheting of the wage-price spiral is
viewed as the most pressing task of economic policy. Nominal wages
in most countries have not, so far, shown signs of sharp acceleration.
Prospects for limiting wage acceleration seem better in Germany and
Japan than elsewhere. In those countries and some others the proc-
ess of wage determination is relatively concentrated in wage rounds
that terminate each spring when annual labor contracts for most
workers are negotiated. In such circumstances it is easier to enforce
the perception that an accelerated growth of wage claims cannot ef-
fectively raise real incomes. Synchronization of wage bargaining does
not by itself assure a moderate wage outcome—both Germany and
Japan experienced wage explosions in 1974 when the “‘consensus
mechanisms” broke down. Recognition of this fact perhaps explains
why those two countries, as well as most others, .are currently practic-
ing restrictive demand management as the principal means of limit-
ing the inflationary effects of higher world oil prices.

THE OUTLOOK FOR 1980

Most major countries thus face the prospect that growth in 1980
will be slowed by both the direct effects of higher oil prices and the
shift to more restrictive policies needed to limit the rise in inflation.
However, if real oil prices do not rise substantially beyond the $28
per barrel average that appears to have been established by early
1980, growth will probably remain positive in all major countries ex-
cept the United States and the United Kingdom. Investment demand
in a number of countries may be relatively well sustained. Japan is
likely to benefit from a stronger growth in the volume of exports
during 1980 as a result of the lower value of the yen (although the
growth induced by yen depreciation will to some extent displace pro-
duction in other countries). The United Kingdom’s fall in output
does not derive principally from the rise in oil prices but from the
very sharp shift toward restrictive monetary and fiscal policies insti-
tuted by the new government.

For at least some countries the rise in inflation may be brief if the
increases in oil prices now begin to moderate. To the extent that the
cautious economic policies generally pursued during 1979 succeed in
forestalling wage increases induced by higher oil prices, there may be
more room for policy actions to support economic activity in some
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countries as 1980 proceeds. Hence the slowdown in economic
growth need not be prolonged.

It is clear, however, that the outlook is precarious. Further substan-
tial increases in the price of oil could induce a widespread recession
as well as higher inflation. If wages accelerate more sharply than is
now assumed and, in response, monetary policies tighten further,
positive real growth will become less likely. Finally, a sharper slowing
of world trade—because of a general move to reduce inventories, in-
creased protectionist barriers, or forced retrenchment by developing
countries unable to finance needed imports—could also lead to
weaker growth than is currently expected.

REDUCING WORLD OIL DEMAND

The rise in petroleum prices reflects very tight conditions in world
markets. If there are no further significant reductions in supply, some
temporary easing in market conditions is likely, at least in 1980, be-
cause of price-induced conservation, slower growth in oil-importing
countries, and reductions in the recent rate of stockbuilding demand.
Given the relatively low price elasticity of demand for oil in the short
run, however, the margin between ease and tightness is very narrow.
Increased uncertainty of supply, as well as the erosion of previously
established buyer-supplier relationships in the petroleumn markets,
have tended to raise the demand for oil inventories as a hedge
against possible future scarcity. Decisions by a small number of oil-
exporting countries to reduce production in response to market
weakness could undo some or all of the benefits of reduced demand.
Unless the reductions in demand are substantial, upward pressure on
oil prices could continue, even as consumption declines, and thus
further undermine the prospects for economic performance.

The current situation is marked by strong interdependence among
oil-consuming countries. Increased demand for petroleum in one
country, by putting pressure on world o1l prices, affects inflation and
growth prospects in all other oil-importing countries. Conversely the
benefits of lower consumption in one country tend to be shared by
all in the form of reduced price pressure in the world oil market.
Such interdependence creates strong grounds for the coordination of
energy policies among countries.

Considerable progress toward this end was made during 1979. But
the problem is difficult, given both the strong perception of national
interest that colors each country’s views regarding adequate supplies
of oil and the attendant pressure on each to secure its own position.

The basis for cooperation among oil-consuming countries since
1974 has been the Emergency Allocation Agreement within the Inter-
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national Energy Agency, to which the major industrial countries ex-
cept France belong. This agreement provides a mechanism for shar-
ing available oil supplies among member countries when the supply
shows a substantial shortfall (a 7 percent reduction or more). The
agreement, however, does not provide a mechanism for limiting com-
petition among countries when the shortfall is below this threshold.

Early in 1979 it was agreed within the International Energy Agen-
¢y, and in parallel within the European Economic Community, that
by the end of the year each country should reduce its consumption
by 5 percent relative to trend. While the United States met this ob-
Jective, there was significantly less success in doing so among most
other countries.

At the Tokyo Summit meeting last June the leaders of the seven
major industrial countries took several important steps to establish a
framework for cooperation in energy over the medium term. Of cen-
tral importance was the acknowledgment of interdependence and rec-
ognition of the resulting need for each country to commit itself to
import levels that, in sum, would not exceed the volume of oil likely
to be available. Firm targets for 1985 were laid down. It was further
agreed to pursue discussions in the International Energy Agency and
other forums on steps to reach these targets and develop cooperative
approaches to limit demand for imports during the intervening years.
These discussions resulted last December in a new agreement by the
International Energy Agency, setting out individual targets for each
country’s oil imports in 1980. It was further agreed to review the tar-
gets each quarter and revise them if necessary to match reductions in
supply. The successful carrying out of this approach would do much
to moderate future upward pressure on oil prices, since it provides a
means of averting a competitive scramble for limited oil supplies.

Over the long run, the cut in the availability of oil need not sharply
check the growth of the world economy. Higher relative prices for oil
will encourage conservation and additional production of energy
from other sources. While the increased real price of energy may
somewhat slow the substitution of energy-intensive capital for labor
and thus curb the growth of productivity, most studies indicate that
this effect is likely to be quite small. In the shorter term, however,
given the wage and price rigidities in all industrial economies, the
limited availability of oil acts as a constraint on growth through its
impact on the price of oil and in turn on inflation. Coordinated poli-
cies to reduce the demand for energy and increase energy production
are therefore essential tools not only of energy policy but of overall
economic management.
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THE GLOBAL PATTERN OF PAYMENTS

In 1977 and early 1978 the major imbalances in current account
positions were among the largest industrial countries: sizable sur-
pluses for Japan and Germany and a large deficit for the United
States. During 1978 and into 1979 these imbalances were eliminated.
The United States was near balance in 1979, and both Germany and
Japan had deficits.

The large shift in Japan’s current account, from a surplus of over
$16 billion in 1978 to a deficit of about $8 billion in 1979, is particu-
larly striking. Primarily as a result of the appreciation of the yen since
mid-1977, the volume of imports into Japan began to accelerate
sharply during 1978, while export volumes declined. From June 1978
to June 1979 import volumes grew by a remarkable 21 percent. Until
late in 1978, however, these volume trends were not fully reflected in
a declining current account balance. The reason was that the appre-
ciation of the yen also caused the terms of trade to move strongly in
Japan’s favor. Import prices in dollar terms grew moderately while
export prices surged. In late 1978 the yen turned around. During the
course of 1979 the yen depreciated by 23 percent and at the same
time both oil and other commodity prices rose sharply. The resulting
61 percent rise in import prices (October 1978 to October 1979),
coupled with the trade-volume trends that had previously become es-
tablished, led to a very rapid shift toward deficit in the current ac-
count. More recently the growth in the volume of imports into Japan
has begun to slow and export volumes to rise again as the lower
value of the yen has made Japanese producers more competitive in
both domestic and foreign markets. Since Japanese payments for oil
will rise substantially further this year, it is not now expected that
these volume shifts will lead to a renewed current account surplus in
1980.

While current account positions within the OECD have become
more nearly balanced, the increase in oil prices has led to a renewed
and substantial imbalance in the pattern of payments among the
three major groupings of countries—the OECD, the oil-exporting
countries, and the other developing countries.

Table 30, which is based on esumates by the OECD, shows the
pattern of surpluses and deficits among major groups of countries in
recent years. The final column gives projections by the Council of
Economic Advisers for the distribution of current accounts among
major groupings in 1980. Between 1978 and 1980 the OPEC surplus
is projected to rise by more than $90 billion. The counterpart to this
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is a near doubling of the deficits of the other developing countries
and a shift into deficit of about $60 billion in the aggregate position
of the OECD countries.

TaBLE 30.—Curvent account balances, 1975-80
[Billions of dellars; OECD basis]

Country 1975 1976 1977 1978 1979+ | 1980 2

OECD countries. —-04| -182| -248 91| -300 - 50
United States 18.3 46 --14.1( -139 .0
Japan -7 37 109 16.5 ~75
Germany 35 34 4.2 8.8 -35
france -1 —6.1 -33 39 1.5
United Kingdom —4.1 —15 5 2.0 -55
italy -8 -28 25 6.4 6.3
Canada —47 -39 —4.0 —46 -6.0
Other OECD —118) -156f -215) -100] -153

OPEC countries 3 271.3 36.5 29.0 7.0 65.0 100

Other loping ( -375] -255] -—-240| -360; -470 -70

1 Preliminary.

2 Estimates by Council of Economic Advisers.

3 Includes Algeria, Ecuador, Gabon, Indonesia, Iran, iraq, Kuwait, Libya, Nigeria, Oman, Saudi Arabia, United Arab Emirates, and
Venezuela.

Sources: Organization for E ic Ci

and Devel (OECD) and Council of Economic Advisers.

The projected rise in the combined deficits of the non-OPEC de-

- veloping countries reflects not only the very substantial increase in

their payments for oil but also more slowly growing export receipts.
Slower growth in the industrial countries will reduce the demand for
the goods that developing countries export. Rising external debt at
higher interest rates will also add to their deficits, the more so be-
cause most of their debt to banks is contracted at a floating rate of
interest.

In relation to GNP, however, the projected rise in the deficit of de-
veloping countries is less than that in 1974-75. To some extent this
is explained by the generally better maintenance of world trade that
is foreseen. As a further point, in 1975 most developing countries
chose to finance large deficits, rather than reducing them by slowing
their demand for imports. It seems probable that adjustment actions
now will be somewhat more prompt. Most important, however, the
collapse in prices of raw materials, which greatly weakened the terms
of trade of the developing countries in 1975, is not expected to be
repeated. First, raw materials prices are currently quite low compared
with production costs, whereas they had soared in 1972-73. Second,
low investment since 1975 to expand capacity for producing raw ma-
terials has resulted in fairly low levels of excess capacity. Finally, in-
ternational commodity agreements may moderate price fluctuations
for a number of commodities.
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THE RECYCLING PROBLEM

The pattern of large surpluses for OPEC and large deficits for de-
veloping countries (as well as for some more developed ones) re-
quires that international financial markets once again “recycle” funds
on an enormous scale. The problem, while not insuperable, is more
difficult than in 1974-75 in three respects. First, the OPEC surplus is
likely to persist longer. Second, debt burdens for many developing
countries are larger now than they were in 1974. The increased in-
debtedness that higher oil bills will once again impose comes on top
of the debts incurred when oil prices rose in 1974. Finally, banks and
other lenders now have a substantially larger exposure in many de-
veloping countries than they did in 1974 and may become increas-
ingly reluctant to add yet further to their exposure.

Persistence of OPEC Surpluses

In 1974 it was widely predicted that large OPEC surpluses would
persist for many years. In fact, however, the OPEC surplus of 1974
was cut roughly in half in 1975, largely because the recession in the
industrial countries greatly reduced the demand for oil, while OPEC
imports continued to rise sharply. The surplus widened somewhat in
1976 and 1977 but was increasingly concentrated in the hands of a
small number of ‘“low-absorbing” countries whose revenues were
large relative to their populations. In 1978 the overall surplus de-
clined to modest proportions, and a number of OPEC countries
began to incur deficits.

The reduction of the OPEC surplus is likely to be less rapid and
complete this time. After the initial marked increases in oil prices in
1974, world oil prices then declined relative to the prices of the
goods that OPEC imported. Conditions in oil markets likely to pre-
vail during the next several years, however, suggest that a sustained
decline in the relative price of oil is less likely. In a number of impor-
tant OPEC countries—and most notably in Iran—trends toward so-
cial conservatism may limit the growth of imports, as governments
scale back development plans in order to minimize the disruption
and social strains that rapid growth sometimes entails.

Debt Accumulation

Judgments differ on the rate of debt accumulation that developing
countries can sustain. The external debts of developing countries
have grown rapidly since 1974. Debt service obligations have in-
creased even faster, since maturities have shortened on average and
interest costs have risen as a result of the increased role of commer-
cial relative to concessionary financing. If developing countries incur
deficits on the projected scale, their indebtedness will accelerate sub-
stantially in coming years. However, the debt-carrying capacity of
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many developing countries has also been increasing rapidly. With few
exceptions, the most rapid rises in indebtedness have been among
countries whose growth rates are also high and whose exports are ex-
panding rapidly. Consequently debt burdens—as measured by the
ratio of debt-service payments to exports, for instance—have not
risen sharply on average. Where substantial increases have occurred,
they have been largely in those countries whose prospects for longer-
term growth are quite favorable.

In such circumstances it is difficult to judge the appropriate combi-
nation of adjustment policies to reduce deficits and additional bor-
rowing. Faced with sharply higher bills for oil imports, a developing
country may borrow to sustain the flow of imports devoted to invest-
ment and growth. If the borrowed resources are being effectively in-
vested, the productivity growth that is preserved by borrowing
should more than cover the debt-servicing costs. While the country’s
living standards will improve more slowly than they would have done
in the absence of the oil price rise, borrowing to pay for the in-
creased oil import bill can be appropriate and manageable.

For most developing countries, however, some actions to curtail
the growth of imports will be required to compensate for higher oil
bills and weaker export revenues. Some countries, where past adjust-
ment has been inadequate, may have to begin a stringent retrench-
ment. On balance, a general shift to highly restrictive policies is not
likely to be necessary if the rise of oil prices now begins to slow.

' Lenders Exposure

To some extent OPEC countries directly provide loans or grants to
developing countries. To a far larger extent, however, they have de-
posited their surpluses in the banks of industrial countries and their
foreign branches. These banks, in turn, have extended loans to coun-
tries needing to finance their balance of payments.

Balance of payments financing is not of course exclusively carried
out through banks. Historically the largest portion of developing
countries’ deficits has been financed through other mechanisms, in-
cluding direct investment flows, official financing from international
financial institutions, and bilateral development assistance. In recent
years, however, bank credit has become a major source of funds for
an increasing number of developing countries. The sustainability of
large deficits therefore depends very greatly on the amounts, and
terms, of resources made available through this channel.

Banks making international loans incur a variety of risks. Two in
particular have received the most attention: “maturity risk” and
“country risk.” Maturity risk arises from the fact that banks use rela-
tively short-term deposits to make longer-term loans. In 1974-75
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some feared that this risk would inhibit the recycling process. If
OPEC deposits proved volatile, individual banks would have difficulty
meeting sudden demands of depositors for cash. Such apprehension
proved unwarranted, partly because OPEC deposits were less volatile
than feared. More important, however, was the functioning of the in-
terbank lending market. While autonomous deposits in individual
banks fluctuated, the aggregate level of such deposits to the interna-
tional banking system as a whole was fairly stable and on a strongly
rising trend. Individual banks could therefore attract funds from
other banks to offset deposit shifts. The depth of this interbank mar-
ket is indicated by the fact that interbank deposits account for over
two-thirds of total gross Eurocurrency liabilities.

Country risk arises from the recognition that countries may be un-
able or unwilling to repay all or part of the principal or interest on
their loans, thereby forcing a rescheduling of loans, which might en-
tail losses to the bank. Such reschedulings have occurred pertodically
with respect to individual countries, and no doubt they will continue.
Nevertheless, losses to banks from such events have been minimal. In
1978, for instance, the ratio of losses on foreign loans to outstanding
claims averaged .01 percent for a sample of 30 U.S. banks. The com-
parable loss ratio on domestic loans was .34 percent. On the record
to date at least, international lending is comparatively safe. It is like-
ly, however, that country risk will become an increasingly important
consideration as the debt burdens of a number of countries rise be-
yond historical levels.

By far the greatest share in the projected rise of the other develop-
ing countries’ aggregate deficit will accrue to a small number of gen-
erally more prosperous nations that have been substantial borrowers
in international markets for a number of years. A further acceleration
in borrowing by some of these countries might encounter resistance
from banks reluctant to increase commensurately their exposure to
risk. To some extent banks may be restricted by internally set ““coun-
try limits,” which specify the maximum lending to be undertaken in
any one country. National banking authorities, moreover, may exer-
cise increased surveillance or, as Japan seems to have done recently,
i1ssue more direct guidance to their banks to limit the growth of inter-
national lending.

In practice, however, there appears to be a great deal of flexibility
in banks’ international lending. The number of banks participating in
international lending has grown rapidly. Even if individual banks be-
come more cautious, the overall flow could well be maintained. In-
deed a striking development in the last few years has been the eager-
ness of the banking system to provide financing. Interest rate spreads
over the London interbank offered rate have steadily tended down-
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ward for most developing countries seeking loans. These countries
have used the opportunity to refinance outstanding debts and build
up their reserves by substantial amounts. Larger demands for credit
and somewhat tighter monetary conditions in national markets sug-
gest that spreads over the London rate on new loans may widen over
the coming year. Front-end fees have already become a little more
expensive and maturities on new loans have shortened.

A widening of spreads can be expected to serve a useful rationing
function. Wider spreads, by raising the profitability of lending rela-
tive to the cost of obtaining funds, may increase the supply of funds
that banks make available. By raising the costs of borrowing, wider
spreads will also induce borrowing countries to shift their policies in
the direction of greater adjustment in their current account and less
financing. This process does not always work smoothly. A general
widening of spreads may be difficult to achieve even when it is war-

" ranted by market conditions. Borrowers have resisted such move-
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ments strongly because they, and other lenders, view a narrow spread
as an indicator of creditworthiness. If an increase in the spread is
confined to one or a few countries, other potental lenders to these
countries might shy away, with the possible result of a sudden, sharp
interruption of financing.

While judgments differ on the seriousness of these risks, existing
international channels are probably capable of preventing severe dis-
ruptions. The International Monetary Fund in particular has substan-
tial resources that can be drawn upon temporarily by countries en-
countering financing difficulties while they institute programs to
overcome problems with their balance of payments. Implementation
of such programs, in turn, is likely to restore the confidence of pri-
vate lenders.

Many developing countries, particularly the poorer ones, do not
have sufficient standing to borrow on international markets. For such
countries an incipient increase in deficits cannot be financed by pri-
vate recycling, and in consequence a forced adjustment could arise.
While some adjustment may be necessary, retrenchment is not an ac-
ceptable solution for poorer countries where large portions of the
population are near or below subsistence levels.

In practice, the poorer countries have received a substantial flow of
resources through bilateral and multilateral development assistance
from outside. This Administration, like the governments of many
other industrial countries, and the International Development Banks
have policies under which a growing proportion of official financing
and other aid flows is directed to these countries. Further additions
to such flows would be appropriate even in the absence of the incre-
mental oil price rise.
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While current assessments indicate that existing financing mecha-
nisms can prevent major widespread disruption, the rise in oil prices
cuts severely into the incomes of most countries. Even rapidly grow-
ing countries will be forced into some combination of higher debt
service and lower investment, both of which will adversely affect liv-
ing standards. The poorer countries especially can ill afford any such
losses. Furthermore, financing mechanisms cannot cope with any and
all increases in oil prices and the associated financing needs. The cu-
mulative effects of large further rises in oil prices could increasingly
threaten to overload the international financial system.

FOREIGN EXCHANGE MARKETS IN 1979

The strong coordinated actions taken by the United States and
other major countries in November 1978 to strengthen the dollar,
which had been under almost continual downward pressure for more
than a vear, had beneficial effects in exchange markets in 1979. On a
trade-weighted basis against an average of foreign currencies, the
dollar fluctuated within a relatively narrow range during the vyear. In
December 1979 the weighted-average dollar exchange rate was 2.5
percent lower than a year earlier.

This relative stability of the dollar reflected divergent movements
with respect to individual foreign currencies: a depreciation of about
5-10 percent vis-a-vis the mark, most other currencies of the Euro-
pean Monetary System, and the British pound; and an appreciation
of about 23 percent vis-a-vis the Japanese yen.

Shifts in expectations about inflation rates, uncertainties about the
oil market, perceptions of central banks’ intentions with respect to in-
tervention policy, and, perhaps most importantly, the conduct of
monetary policy by the major countries affected movements in ex-
change rates at various times during 1979. Except for Japan, external
balance considerations played only a small role, since successful ad-
Justments had been made. Occasional downward pressure on the dol-
lar in the second half of 1979 primarily reflected the market’s assess-
ment of the strength of continued inflationary pressure in the United
States. Rising oil prices and a less secure supply of oil had an espe-
cially important effect on the yen. The United Kingdom’s favorable
outlook respecting oil independence tended to strengthen the pound
during much of the year, despite an acceleration of inflation. The
market’s perception of the new government’s policies, particularly
the emphasis on tight monetary policy, also helped strengthen the
pound.

Exchange rate movements between the dollar and the German
mark, as well as between the dollar and those currencies linked to the
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mark through the European Monetary System, tended to reflect
changes in the market’s expectations about relative rates of inflation
in the United States and Germany and about the course of monetary
policy. Prior to October 6 exchange markets tended to consider in-
terest rates in the United States to be low relative to those in Ger-
many, given the inflation rates in the two countries. The dollar
strengthened notably vis-a-vis the mark after the Federal Reserve an-
nounced a shift in its operating strategy on October 6, and short-
term interest rates in the United States rose strongly; but at the end
of the year the dollar weakened again, largely because of the in-
creased uncertainty caused by the Iranian situation.

The substantial depreciation of the yen is perhaps the most strik-
ing aspect of exchange market developments during the year. Some
portion of the decline may represent a reversal from the overshoot-
ing during the yen’s previous period of appreciation, but the reversal
went beyond that. Of course Japan is particularly vulnerable to the
rise in oil prices and to a diminished security of supply. Prices of
other raw materials on which Japan is dependent have also risen
sharply. For the major industrial countries, Table 31 shows estimated
changes in terms of trade that would have stemmed from the 1979
changes in o1l prices if exchange rates had remained at their Decem-
ber 1978 levels. The terms-of-trade loss is substanually larger for
Japan than for other major countries except the United States. Unlike
the United States, Japan does not have large potential sources of al-
ternative forms of energy. Some decline in the real value of the yen
would thus be consistent with needed longer-term adjustments in ex-
ports and imports. Changes in long-term trade volume in response to
exchange rate changes are large, however, and the actual depreci-
ation of the yen may have exceeded the requirements of the adjust-
ment process.

TasLE 31.—Impact of oil price increase on terms of trade

{Increased oi! bills at 1978 oil import volume as percent of value of 1978 merchandise exports)

Country Percent
United States 314
Japan 29.8
Germany 110
france 17.2
United Kingdom 12.2
{taly. 23.1
Canada 16

Saurces: Central Intelligence Agency, International Monetary Fund, and Council of Economic Advisers.

The Japanese government generally resisted the depreciation of
the yen, notably through heavy intervenuon sales of dollars. Its mon-
etary policies also became somewhat more restrictive, although the
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rise of interest rates during the year was less in Japan than in a num-
ber of other countries.

At several times during 1979 the market’s perception of the inter-
vention policy of central banks also affected exchange rates, especial-
ly the dollar-mark rate. Early in the year the stability of the dollar
may have been due to perceptions in the market that coordinated ac-
tions by central banks could effectively counter large short-term rate
movements. Under such conditions market participants faced a “two-
way risk” and acted in ways that helped to keep rates relatively sta-
ble. By contrast, after midyear, market participants were less certain
about the goals of intervention policy, and their testing of the inten-
tions of the monetary authorities led to greater volatility in exchange
rates. Problems of this sort inevitably arise when intervention is used
as a tool for limiting erratic fluctuations in exchange rates. On bal-
ance, however, the mechanisms of coordination among monetary au-
thorities have kept such problems minor. More important, it is clearly
and generally recognized that intervention per se has limited useful-
ness when the market is convinced that prevailing exchange rates are
inconsistent with its perceptions of underlying economic conditions
and of monetary and other macroeconomic policies.

Foreign exchange intervention and monetary policy actions affect
exchange rates in different ways. Intervention results in a change in
the market supply of financial assets denominated in one currency
relative to those denominated in another. If demands for the two
currencies are stable, this shift in relative supplies leads to a rise in
the exchange value of the currency whose supply is reduced. Because
assets denominated in the major currencies appear to be close substi-
tutes, however, this exchange rate effect is correspondingly small.
The consequences of intervention are therefore likely to be deter-
mined mostly by the way market expectations respond. Intervention
is most likely to succeed in stemming large unwanted changes in
rates if accompanying actions signal an intention to pursue policies
that will justify the existing exchange rate level over the longer term.

Monetary policy affects exchange rates primarily by influencing the
demands for different currencies. For example, a rise in interest rates
in the United States increases the demand for dollars because the in-
terest return on dollar assets is raised. The result is a bidding up of
the exchange rate for the dollar. There is a limit to such apprecia-
tion, however, if it is expected that the dollar exchange rate will sub-
sequently move back toward its longer-run equilibrium value. For
this reason exchange rate changes due simply to changes in interest
rate differentials ought not to be very large. Stronger effects, howev-
er, are likely when shifts in monetary policy are taken to be a sign of
changed objectives for overall macroeconomic performance. Thus a
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rise in interest rates that is interpreted as a shift to a more restrictive
policy will lead to expectations of slower growth and less inflation.
Expectational effects will then reinforce the exchange rate move-
ments generated by the attraction of higher interest returns.

How effectively monetary policy can be used to stabilize the do-
mestic economy depends on how accurately exchange markets assess
the policy implications of changes in interest rates. In recent years a
number of countries have begun to define monetary objectives in
terms of quantitative targets for one or more monetary aggregates,
rather than targets for interest rates. Last October the Federal Re-
serve Board modified its operating techniques to place greater em-
phasis on achieving target rates of growth in the monetary aggre-
gates. In such a world, even when monetary objectives remain un-
changed, short-term interest rates will tend to fluctuate in response
to changes in real growth, or the rate of inflation, or other factors.
Thus an economy in which inflation is moderating or economic activ-
ity is weakening will experience a decline in interest rates in the con-
text of unchanged monetary policy. To avoid unwarranted exchange
rate movements, exchange markets must recognize that such interest
rate declines do not represent a shift in monetary policy toward ex-
pansion, but in fact spring from developments that are anti-inflation-
ary in character.

THE DOLLAR IN THE INTERNATIONAL MONETARY SYSTEM

For many years the dollar has been the key currency of the interna-
tional monetary system. It is the largest component of official re-
serves, although not the only one. Relatively smaller amounts of
other currencies are also held; holdings of special drawing rights
(SDRs) and credit positions with the International Monetary Fund are
also reserve assets. Gold holdings are counted in reserves, though
their official use is now quite limited.

The dollar is also the principal intervention currency. For example,
if Switzerland wishes to intervene to support the Swiss franc in rela-
tion to the German mark, it is likely to do so by selling dollars to buy
francs. This can put pressure on the dollar if the seller of the Swiss
francs is unwilling to hold the new dollar balances.

Beyond its role in official transactions, the dollar is also the princi-
pal international medium in private transactions; international bor-
rowing is conducted in dollars, and settlements for international
transactions in goods and services take place in dollars, even for
trade contracts denominated in other currencies. While an interna-
tional monetary system based on a single currency offers certain mul-
tilateral advantages, there is no inherent reason why the dollar
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should continue to play this dominant role. Indeed, the international
importance of other currencies has been increasing. International
and foreign bond issues, for instance, were 71 percent dollar de-
nominated on average in the 1960s; in 1978 only 37 percent were
denominated in dollars. Despite considerable reluctance by the Swiss
and German monetary authorities to have their currencies held as of-
ficial reserves, such holdings have been growing. Recently the Swiss
have allowed foreign governments to hold deposits of Swiss francs
directly with the Swiss National Bank. Until now such holdings have
been primarily Eurodeposits. Intervention in other currencies is also
increasing, particularly with the establishment of the European Mon-
etary System, where member countries often intervene directly in
each other’s currencies to maintain bilateral rates within agreed
margins.

Over the longer term a declining relative role for the dollar would
seem a natural consequence of a changing world situation. The U.S.
economy today accounts for a smaller share of world trade than it
did when the dollar-based system evolved, and the U.S. economy has
become relatively smaller. The European Economic Community’s
GNP is almost the same size as that of the United States; the Japa-
nese economy alone is almost half the size of the U.S. economy. The
relative preponderance of U.S. capital markets has also diminished.
The share of worldwide long-term funds (essentially bonds and equi-
ty issues) raised in the United States has declined from 45 percent in
the 1960s to 32 percent in 1978.

However, the evolution of the international monetary system from
a system based on the dollar to one based on a number of currencies
could be unsettling. The process of reserve and private portfolio di-
versification through which such an evolution would proceed requires
a gradual increase in the supply of assets denominated in foreign
currencies and a relative reduction in dollar-denominated assets. If
such shifts in relative supplies do not take place to match shifts in
demand, exchange markets would come under pressure. Further-
more, demand shifts may not always be gradual. Pressures for diver-
sification are likely to become greater when expectations for a weaker
dollar are strongly held, and to be arrested when expectations for an
appreciation of the dollar predominate.

There are, however, certain constraints limiting the development
of an international role for other currencies. Private holders of liquid
dollar assets will continue to need these dollars to finance interna-
tional transactions. Many holders of dollar assets also hold dollar-
denominated debts and would therefore increase their exposure to risk
by selling dollars. Official diversification on a large scale has not
taken place; and it is inhibited by the limited availability of suitable
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alternative assets, as well as by the recognition that the attempt to
sell large quantities of dollars would weaken the dollar and hence
cause capital losses on remaining reserves.

Nevertheless it is possible that, if left to evolution, the process of
diversification could generate episodic downward pressure on the
dollar. Such a result might not be welcomed internationally if it tend-
ed to generate large current account surpluses for the United States;
and it would be unwelcome domestically if it increased inflationary
pressures.

It is also widely perceived that a multicurrency system—even with-
out considering the transition costs—is far from ideal. Exchange rates
in such a system might be destabilized as a result of shifts in the
composition of reserve assets by central banks, or of attempted shifts
in private holdings. Transaction costs for both official and private
agents would be raised by the need to manage complex portfolios.

Such considerations have given rise to renewed interest in an alter-
native movement that would place greater reliance on a single inter-
national reserve asset, the special drawing right, in preference to the
development of a multicurrency reserve system. A number of steps
have been taken to strengthen the role of the SDR. Most recently the
International Monetary Fund has been considering the possible es-
tablishment of a substitution account into which countries could de-
posit dollars and perhaps other currencies and receive claims de-
nominated in SDRs in exchange.

Such an account could not resolve all the issues raised by the cur-
rent role of the dollar in the international monetary system. It would
not directly address, for example, the role of the dollar as the princi-
pal intervention currency. Countries would still need currencies for
intervention. SDR claims could only be used directly for intervention
if they were widely held in private portfolios and so could be sold
directly in foreign exchange markets to nonofficial participants, a
possibility that could be considered at a future stage of the evolution
of the SDR. In the near term, however, a substitution account would
establish a mechanism to reshape the trend toward a multicurrency
system in a form that did not destabilize exchange markets.

In October 1979 the Interim Committee of the International Mon-
etary Fund agreed that a properly designed substitution account
could make a useful contribution to improving the international mon-
etary system. A number of difficult and complex problems must be
addressed, however, before such an account can be established, and
it is not clear when or whether these issues can be resolved. They
will be the subject of continuing internatonal discussion during the
coming year.
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WORLD TRADE: PATTERNS AND ISSUES

The slower average rate of growth in the industrial world since
1973 and the more marked decline in the average growth of trade
over the same period have tended in general to intensify the difficul-
ties of absorbing the continuing structural adjustments that trade
necessarily imposes. At the same time the large benefits that come
from open trade are less visible when markets are growing more
slowly. The challenges facing trade policy are difficult: to preserve,
and indeed enhance, an open trading system in the face of strength-
ened protectionist pressures; to accommodate and absorb the in-
creasing ability of a number of developing countries to compete in a
widening range of product markets; and to ensure that market proc-
esses are not subverted as the primary determinants of evolving com-
parative advantage.

THE MULTILATERAL TRADE NEGOTIATIONS

The signing last December of the agreements reached in the
Tokyo Round of the Multilateral Trade Negotiations strengthens the
framework for world trade at a critical ume. This set of agreements is
an important commitment by industrial and developing nations to re-
solve current and future trade problems in ways that preserve the
benefits to world growth that derive from free trade.

The Tokyo Round agreements include significant reductions in tar-
iff and nontariff barriers to trade, and they introduce through a se-
ries of codes a set of procedures designed to limit nontariff distor-
tions of trade patterns. The United States and its trading partners
have made reciprocal tariff cuts; the U.S. reductions average about
30 percent, those of Japan 22 percent, and those of the European
Economic Community 27 percent. Negotiations have not been com-
pleted on a safeguards code to sharpen and clarify the conditions
under which exceptional relief action could be taken. Five major
codes, however, have been agreed upon in the Tokyo Round. The
government procurement code significantly improves the opportuni-
ties for suppliers to compete equally for government orders. The
agreement on standards should speed the certification of foreign
products. The agreement on customs valuation ensures more consist-
ent practices and thus reduces the scope for offsetting tariff conces-
sions by changes in valuation rules. The agreements on subsidies and
countervailing duties and on antidumping actions restrict the use of
subsidies and clarify the circumstances in which countervailing and
antidumping duties may be imposed.

These agreements may owe their greatest significance to the specif-
ic rules they establish to help regulate the process by which nontariff
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barriers to trade are implemented. They emphasize the importance
of transparency—that is, making visible the requirements for licens-
ing and bidding on contracts, and using explicit rather than arbitrary
measures to regulate imports when this is unavoidable. The role of
procedures is stressed; in practice, trade policy is made on a case-by-
case basis, and procedural safeguards are needed to ensure that rele-
vant information is brought to bear on any decisions. The agree-
ments embody the realization that the processes whereby trade policy
is implemented must be considered fair by all signatories.

The agreements themselves do not guarantee success in resolving
these difficult and detailed nontariff issues. Only when they are ap-
plied in individual circumstances will the procedures specified in the
agreements reveal their adequacy. But in facing these questions
squarely, the parties to these agreements have made significant prog-
ress in the continuing effort to reduce barriers to trade and strength-
en the rules under which trade and investment are conducted. The
agreements should improve markets for U.S. exports and help reduce
inflation by lowering our own import barriers.

SOURCES OF RISING PROTECTIONISM

Much needs to be done to consolidate the progress represented by
the Tokyo Round agreements. The growing interdependence of the
world economy and the increased frequency of shocks during the
past decade have led in recent years to a growing skepticism about
the benefits of trade. These doubts have several roots: the significant
increase in current account deficits following the oil price increase of
1973; the recession and associated high unemployment experienced
in many industrial countries for most of the last 5 years; the develop-
ment of long-term structural difficulties in several leading industrial
sectors; and the rapid industrialization of a group of middle-income
developing countries, whose growing exports have increased compe-
tition in markets for certain manufactured goods.

Oil price increases in 1979 will give further impetus to calls for
greater protectionism. Current account deficits have already widened
substantially in a number of countries and are likely to be reduced at
a much slower rate than that which followed the 1974 oil price rise.
Individual countries may attempt to curtail imports and accelerate
penetration of foreign markets to pay for increasingly expensive oil.
The slower rate of growth of domestic markets over the next several
years will also invite actions to limit imports and to subsidize exports.

The need to adjust capacity and employment so as to reflect
changed patterns of world consumption and production became
acute in several sectors of the major industrial economies after the
1974-75 recession. The steel industry has begun the process, and its
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experience suggests the difficult choices that must be made in deter-
mining the burden of adjustment within and among countries. The
shipbuilding industry has completed somewhat more of the requisite
adjustment of capacity and employment. The automobile industry is
in the early stages of a complex rationalization and consolidation. As
the adjustments continue, the temptation will be great to put off the
difficult choices by limiting imports.

Calls for higher import barriers will intensify as industrialization
continues in a number of developing countries. Though accelerated
growth in these countries began in the 1960s, the exports integral to
the process aroused concern in the major industrial countries only
during the period of rising unemployment after the 1974-75 reces-
sion. They can be expected to occasion continuing concern in the
near future.

The world economy has witnessed several instances of rapid indus-
trialization earlier in the postwar period. Italy in the 1960s i1s a par-
ticularly good example. Such developments in part reflect the exploi-
tation of significant cost advantages in the use of labor or other re-
sources. In part they are a natural consequence of the maturation of
product design and technology, which allows production to be trans-
ferred from more industrialized countries to regions that were initial-
ly served by exports. These regions subsequently become able to ex-
port back to the industnalized countries, or to third countries. In re-
cent years this cycle has accelerated. Technology has been diffused
more quickly, capital has moved more rapidly, and labor skills have
grown impressively outside the major industrial countries. The inter-
national spread of production processes by transnational companies
has also quickened the cycle, particularly for newly industrializing
countries enjoying political stability.

The industrial countries, whose own innovations triggered this
process, have responded by focusing production toward more sophis-
ticated, knowledge-intensive products, the direction in which their
comparative advantage is evolving. Problems of adjustment have oc-
curred, in particular because the increases in exports from the newly
industrializing countries have been concentrated in a few very narrow
product lines, such as certain textiles, specific standardized items of
electronic equipment, or footwear. In the aggregate the share of ex-
ports from newly industrializing countries to OECD countries is still
quite small. Furthermore most of the former countries, using the
debt-servicing capability that rapid export growth provides, have in-
creased their imports by even larger amounts. Thus increased ex-
ports by these countries to OECD countries have been more than
matched by an increased flow of goods (especially capital equipment)
and services in the opposite direction.
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In developing policies to address these problems one must take
into account a number of important considerations. The first is that
protection, even when it appears attractive from the point of view of
an individual country, is very costly to all countries—including the
one initiating protection—once the likely retaliatory responses of
other countries are taken into account. Trade actions, when judged
necessary, must therefore be implemented in ways that minimize the
risk of an escalating retahatory cycle. The emphasis on transparency
and procedural safeguards in the Tokyo Round agreements is impor-
tant in this regard.

Another consideration is that the counterpart to the adjustment
costs imposed on some industries that are facing increased competi-
tion from abroad is the benefit to consumers from cheaper goods
and the benefit to the nation from lower inflation. In assessing the
appropriateness of trade actions, one must weigh such costs and
benefits. The increased use of direct or indirect export subsidies by
many countries creates particularly difficult problems in this regard.
In the short run, subsidies provide importing countries with bargain-
priced goods. In the longer run, however, the adjustments that the

- subsidies induce are likely to be generally harmful. A country that ad-
justs out of a sector in which its underlying comparative advantage is
“favorable, because foreign subsidies have made the sector appear less
competitive, will ulimately face higher prices if foreign subsidies are
removed in the future, or if the market power that subsidies promote
is later used to extract monopoly rents. Because, in the long run, ex-
port subsidies reduce the efficiency with which resources are allo-
cated globally, such subsidies are undesirable. Where foreign subsi-
dies create injury to domestic sectors, countervailing action may
therefore be justified to assure an appropriate worldwide pattern of
production.

A final important point is that, over the longer term, expanding
imports will be matched by a concomitant growth of export markets
through the adjustment process. The loss of jobs in sectors of declin-
ing comparative advantage will be offset by the growth of new jobs in
higher-wage, high-technology industries. The principal focus of trade
policy must therefore be on adjustment not preservation. Only in this
way can foreign trade approach its potential for improving productiv-
ity and reducing inflation.
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REPORT TO THE PRESIDENT ON THE ACTIVITIES
OF THE
COUNCIL OF ECONOMIC ADVISERS DURING 1979
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LETTER OF TRANSMITTAL

CounciL oF ECONOMIC ADVISERS,
Washington, D.C., December 31, 1979.
MR. PRESIDENT:

The Council of Economic Advisers submits this report on its activi-
ties during the calendar year 1979 in accordance with the require-
ments of the Congress, as set forth in section 10(d) of the Employ-
ment Act of 1946 as amended by the Full Employment and Balanced
Growth Act of 1978.

Cordially,

CHARLES L. ScHuLTzE, Chairman
LyLE E. GRAMLEY
GEORGE C. Eabs
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Report to the President on the Activities of the
Council of Economic Advisers during 1979

The Council of Economic Advisers was established by the Employ-
ment Act of 1946 to provide economic analysis and advice to the
President and thus to assist in the development and implementation
of national economic policies. The Council also advises the President
with regard to decisions on other matters that affect the health and
operations of the Nation’s economy.

With the enactment of the Full Employment and Balanced Growth
Act of 1978—the Humphrey-Hawkins Act—the chartering legislation
of the Council of Economic Advisers was substantially revised for the
first time since 1946. This revision left unchanged the basic mission
of the Council of Economic Advisers but created a new framework
for the government’s pursuit of its economic policies. This act was
discussed in detail in the 1979 Report of the Council.

Charles L. Schultze, Chairman, and Lyle E. Gramley, Member, con-
tinued to serve in these positions throughout 1979. On February 4,
1979, William D. Nordhaus, Member, resigned to return to Yale Uni-
versity, where he is Professor of Economics and a member of the
Cowles Foundation for Research in Economics. On June 6, 1979,
George C. Eads became a Member of the Council. He was formerly
Director of the Regulatory Policies and Institutions Program of the
Rand Corporation.

RESPONSIBILITIES

Since its creation the responsibilities of the Council of Economic
Advisers have grown steadily as new economic problems placed new
demands on the Council and its staff. Over the last decade the Coun-
cil’s activities have broadened with the growing recognition that
many ‘“‘noneconomic” decisions have major consequences for our
economy. Today the Council is responsible for advising the President
not only on Federal fiscal policies but also on regulation and regula-
tory reform, energy policies, and international economic policies.
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Past Council Members and their dates of service are listed below:

Name

Position

Oath of office date

Separation date

Edwin G. Nourse

Chairman

Leon H. Keyserling

Vice Chairman

August 9, 1946

Acting Chairman

Chairman.
John D. Clark Member
Vice Chairman......
Roy Blough. Member
Robert C. Turner Member
Arthur F. Burns Chairman
Neil H. Jacoby Member
Walter W. Stewart Member
Raymond J. Saulnier Member April 4, 1955...
Chairman. ..{ December 3, 19!
Joseph S. Davis ... Member ... ..{ May 2, 1955....
Paul W. McCracken Member December 3, 19
Karl Brandt Member N ber 1, 1958
Henry C. Wallich Member May 7, 1959
Walter W. Heller Chairman January 29, 1961
James Tobin Member January 29, 1961
Kermit Gordon Member January 29, 1961
Gardner Ackley Member August 3, 1962....
Chairman N 16, 196
John P. Lewis Member May 17, 1963........ccccocrarnnnn]
Otto Eckstein Member September 2, 1964
Arthur M. Okun Member N 16, 1964
ChaiIrman.........ccccococcorccorccccen] February 15, 1968....
James S. Di berry Member February 2, 1966.
Merton J. Peck. Member February 15, 1968....
Warren L. Smith Member July 1, 1968
Paut W. McCracken Chairman February 4, 1969.
Hendrik S. Houthakl Member February 4, 1969.
Herbert Stein Member February 4, 1969.
Chairman.......ccc.cccccenecrncnend January 1, 1972...
Ezra Sof Member ptember 9, 197
Marina v.N. Whitman Member March 13, 1972
Gary L. Seevers Member July 23, 1973 ...
William J. Feliner Member October 31, 19
Alan Gr P Chairman ptember 4, 1
Paul W. MacAvoy Member June 13, 1975.
Burton G. Malkiel Member July 22, 1975 ..
William D. Nordhaus Member March 18, 1977

November 1, 1949.

January 20, 1953.

February 11, 1953.
August 20, 1952.
January 20, 1953.
December 1, 1956.
February 9, 1955.

.| April 29, 1955.

January 20, 1961.
October 31, 1958.

.4 January 31, 1959,

January 20, 1961.

.| January 20, 1961.

November 15, 1964.
July 31, 1962.
December 27, 1962.

February 15, 1968.

August 31, 1964.
February 1, 1966.

..| January 20, 1969.

June 30, 1968.

..{ January 20, 1969.

January 20, 1969.

..| December 31, 1971.

Suly 15, 1971,

...| August 31, 1974.
March 26, 1973.

.| February 25, 1975.

January 20, 1977,

.. November 15, 1976.

January 20, 1977.

.| February 4, 1979,

MACROECONOMIC POLICIES

From the outset the Council’s fundamental role has been to advise
the President on comprehensive economic policies designed to
achieve the government’s objectives for employment, output, and
price stability. To fulfill this responsibility the Council develops eco-
nomic forecasts several times each year with the assistance of an
Interagency Forecasting Committee. The members of this Committee
include, in addition to the Council, representatives from the Office of
Management and Budget and the Departments of the Treasury,
Commerce, and Labor. This group, which is chaired by a Member of
the Council, meets to analyze the outlook for individual sectors of
the economy and to develop detailed economic forecasts for the peri-
od immediately ahead. The Chairman of the Council presents these
forecasts to the Economic Policy Group (EPG), which is made up of
the President’s principal economic advisers and meets each week to
discuss and develop the Administration’s proposals touching on eco-
nomic policy. The Chairman of the Council of Economic Advisers is
a member of the EPG and of its steering group.
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In the final months of each year, during the preparation of the
President’s annual budget, the Council works with other members of
the EPG to develop and present to the President proposals for the
stance and structure of Federal fiscal policies during the coming fis-
cal year. The Council monitors the progress of the economy and of-
fers advice on when changes in fiscal policies are in order. Advising
the President on macroeconomic policy has remained one of the
Council’s major responsibilities.

In addition, the Council has been heavily involved in the ant-infla-
tion program, including the design of the second-year standards and
the discussions with organized labor concerning the National Accord.

The Chairman of the Council also chairs the Interagency Commit-
tee on Housing and Housing Finance. In 1979 the Council coordi-
nated efforts to ascertain the impact of the October change in mone-
tary policy on the housing market and prepared a report to the EPG
and the President on the available means for dealing with problems
of housing finance.

MICROECONOMIC POLICIES

Over the years the Council of Economic Advisers has become in-
creasingly involved in the analysis of microeconomic issues—those
economic developments and policy actions that affect individual in-
dustries, markets, or sectors of the economy. In 1979 the Council
took part in formulating and articulating the Administration’s policies
on agriculture, energy, health insurance, hospital cost containment,
youth employment, welfare reform, regulatory reform, and interna-
tional trade.

In 1979 the Council continued to chair the interagency Regulatory
Analysis Review Group (RARG) created late in 1977 to review select-
ed analyses of the economic effects of major regulatory proposals.
The President has ordered that each major regulatory proposal is-
sued by a nonindependent regulatory agency must be accompanied
by a regulatory analysis. The analysis is to be developed by the agen-
cy originating the proposal and made available in draft form for pub-
lic comment before the final regulation takes effect. During the peri-
od for public comment the Regulatory Analysis Review Group evalu-
ates a select few of these regulatory analyses, and its appraisal is filed
in the agency’s record of public comment.

In 1979 five regulations were reviewed by RARG: the Environmen-
tal Protection Agency’s hazardous waste standards and new source
performance standards for electric utility plants; the Department of
Energy’s proposed and interim final coal conversion regulations for
utilites and industrial boilers; and the Department of Health, Educa-
tion, and Welfare’s proposal for labeling to accompany prescription
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drugs. At year’s end reports were being prepared reviewing the Envi-
ronmental Protection Agency’s air carcinogen policy; its guidelines
for water effluents in the leather-tanning industry; and the Depart-
ment of Energy’s building-energy performance standards. The Coun-
cil’s staff served as part of the analytic staff for the RARG and pre-
pared a number of the review group’s comments. The Council and
the staff also actively contributed to the continuing progress of the
Administration’s legislative proposals for regulation reform.

The Council had a strong role in the development and presenta-
tion of the Administration’s energy policy initiatives, especially these:
phased decontrol, the windfall profits tax, low-income energy assist-
ance, and the Energy Security Corporation. The Chairman serves as
a member of the Executive Committee of the Energy Coordinating
Committee.

INTERNATIONAL ECONOMIC POLICIES

During 1979 the Council of Economic Advisers continued to take
an active part in international economic affairs. The Chairman of the
Council was elected to serve another year as Chairman of the Eco-
nomic Policy Committee of the Organization for Economic Coopera-
tion and Development (OECD). As such, he chaired two meetings of
the Committee, which consists of senior economic officials from
OECD member governments. The Chairman also coordinated the
work of a group of senior officials from other countries in drafting a
common position paper on economic policy issues for the Tokyo
Summit.

The Council is active in the OECD Economic Policy Committee’s
working parties on inflation, balance of payments adjustment, and
medium-term growth. A Member of the Council chairs a task force of
the special high-level group on positive adjustment policies. Council
Members or staff economists represent the U.S. Government at peri-
odic meetings of these working parties during the year.

Economic developments in most Western nations were strongly af-
fected in 1979 by the continued sharp rise in energy prices and the
uncertainty of supplies. Analysis of the impacts of, and appropriate
responses to, the energy price and supply situation dominated many
OECD meetings. The Council assisted in developing the United
States position on energy issues for the Tokyo Summit and in pre-
paring for the International Energy Agency Ministerial Meeting, in-
cluding the setting of an oil import quota.

PUBLIC INFORMATION

The annual Economic Report is the principal medium through which
the Council informs the public of its work and its views. It is also an
important vehicle for presenting and explaining the Administration’s
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economic policies, both domestic and international. Distribution of
the Report in recent years has averaged about 50,000 copies. The
Council also assumes primary responsibility for the monthly Economic
Indicators, a publication prepared by the Council’s Statistical Office,
under the supervision of Catherine H. Furlong. The Joint Economic
Committee issues the Indicators, which has a distribution of approxi-
mately 10,000 copies. Information is also provided to members of
the public through speeches and other public appearances by the
Chairman, Members, and staff economists of the Council. In 1979
the Chairman and Members made 25 appearances before Commit-
tees of the Congress to testify on the Administration’s economic poli-
cies.

ORGANIZATION AND STAFF OF THE COUNCIL

OFFICE OF THE CHAIRMAN

The Chairman is responsible for communicating the Council’s
views to the President. This duty is performed through discussions
with the President and written reports on economic developments.
The Chairman also represents the Council at Cabinet meetings and
at many other formal and informal meetings of government officials.
He exercises ultimate responsibility for directing the work of the pro-
fessional staff.

COUNCIL MEMBERS

The two Council Members directly supervise the work of the
Council’s professional staff and are responsible for all subject matter
covered by the Council. They represent the Council at numerous
meetings of public and private groups, and they assume major re-
sponsibility for the Council’s involvement in the activities of the gov-
ernment that affect the economy.

The Chairman and the Council Members work as a team on most
policy issues. Operationally, however, responsibility over major topics
of concern is divided between the two Members. Mr. Gramley has
continued to take primary responsibility for macroeconomic analysis,
including international monetary developments and the preparation
of economic forecasts; and for labor market policies. Mr. Eads has
supervised microeconomic analysis, including analysis of policies re-
lated to such matters as energy, agriculture, social welfare, and inter-
national trade; and the overseeing of regulatory reform activities.

PROFESSIONAL STAFF

At the end of 1979 the professional staff consisted of the Special
Assistant to the Chairman, 10 senior staff economists, 2 staff econo-
mists, 1 statistician, and 5 junior staff economists.
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The professional staff and their special fields at the end of the year
were:

Susan J. Irving ... Special Assistant to the Chairman
Senior Staff Economusts

Willham T. Boehm ................. Agriculwre and Food Policy
Paul N. Courant Public Finance, Taxes, State and Local Fi-
nance, Social Security, Health, and Welfare

K. Burke Dillon..................... Finance, Money, Housing, and Urban Policy

David Harrison, Jr. ............... Regulation and Natural Resources

Val L. Koromzay.................... International Financial and Economic Devel-
opments

David S. McClain................... Macroeconomic Analysis and Forecasting, Fis-
cal Policy, and International Trade

David C. Munro.................... Macroeconomic Analysis and Forecasting,
and Energy

V. Vance Roley.........c............ Investment, Research and Development, and
Potential GNP

Daniel H. Saks ....................... Labor Market and Ant-Inflation Policies, and
Education

Charles L. Trozzo.................. Regulation and Energy
Statistician

Catherine H. Furlong............ Senior Statistician

Staff Economists

Michael J. McKee................... Macroeconomic Analysis and Forecasting,
Productivity, Prices, and Ant-Inflation Poli-
cies

Kate Stith Pressman .............. Regulation and Energy

Junior Economists

David W. Berson .................. Public Finance

Lisa L. Blum ..., International Economic Developments and
Trade

Stephen G. Cecchetti............. Labor Market Policies

Judith R. Gelman.................. Regulation and Health

Matthew D. Shapiro............... Macroeconomic Analysis and Forecasting

Catherine H. Furlong, Senior Statistician, continued to be in
charge of the Council’s Statistical Office. Mrs. Furlong has primary
responsibility for managing the Council’s statistical information sys-
tem. She supervises the publication of Economic Indicators and the
preparation of all statistical matter in the Economic Report. She also
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oversees the verification of statistics in memoranda, testimony, and
speeches. Natalie V. Rentfro and Earnestine Reid assist Mrs. Furlong.

In preparing the Economic Report the Council relied upon the edito-
rial assistance of Rosannah C. Steinhoff. Also called on for special as-
sistance in connection with the Report were Dorothy L. Reid and
Dorothy Bagovich, former members of the Council’s staff.

SUPPORTING STAFF

The Administrative Office of the Council of Economic Advisers
provides general support for the Council’s activities. Nancy F. Skid-
more, Administrative Officer, prepares and analyzes the Council’s
budget and provides general administrative services.

Elizabeth A. Kaminski, Staff Assistant to the Council, handles gen-
eral personnel management, coordinates the schedule for the Econom-
ic Report, and provides general assistance to the Council and the Spe-
cial Assistant in the management of the Council’s activities.

Members of the secretarial staff for the Chairman and Council
Members during 1979 were Patricia A. Lee, Linda A. Relilly, Lisa A.
Stockdale, and Alice H. Williams. Secretaries for the professional
staff were Catherine Fibich, Bessie M. Lafakis, Joyce A. Pilkerton,
Margaret L. Snyder, and Lillie M. Sturniolo. Bettye T. Siegel pro-
vided secretarial assistance in connection with the Report. Robert L.
Gilliam served as a clerk during the summer months. Michael J. Han-
del served as an intern during preparation of the Report.

DEPARTURES

The Council’s professional staff members are in most cases on
leave from universities, other government agencies, or research insti-
tutions. Their tenure with the Council is usually limited to 1 or 2
years. Senior staff economists who resigned during the year were
Thomas C. Earley (Schnittker Associates), Robert J. Flanagan (Stan-
ford University), Steven W. Kohlhagen (University of California,
Berkeley), Susan J. Lepper (Senate Budget Committee), David S. Sib-
ley (Civil Aeronautics Board), Lawrence J. White (New York Universi-
ty), David A. Wyss (Data Resources, Inc.), and John M. Yinger (Har-
vard University). Robert E. Litan, staff economist, resigned to accept
a position with Arnold and Porter. Peter G. Gould also resigned from
the position of Special Assistant to the Chairman to accept a position
with the Department of Commerce.

Junior economists who resigned in 1979 were James P. Luckett
(Brookings Institution), Robert S. Lurie (Yale University), Frederick
W. McKinney (Yale University), Elizabeth A. Savoca (University of
California, Berkeley), and Wanda S. Tseng (International Monetary
Fund).

Florence T. Torrison, secretary to the Chairman, also resigned
from the Council staff.
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Appendix B

STATISTICAL TABLES RELATING TO INCOME,
EMPLOYMENT, AND PRODUCTION
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NATIONAL INCOME OR EXPENDITURE

TABLE B-1.—Gross national product, 1929-79

[Billions of dollars, except as noted; quarterly data at seasonally adjusted annuat rates)

Net exports of goods and Government purchases of goods and Percent
services services change
Personal | Gross from
Year o Gross con- private Federal preced-
varter national | sumption | domestic State ing
q product eipendi- inves{- Nett Exports | Imports | Total National | N and period,
ures men exports ational on- gross
Total | defense ! | defense | '8! || nationat
product 2
713 16.2 1.1 7.0 5.9 838 14 74
458 14 4 24 20 8.2 2.1 6.1 —4.2
67.0 9.3 11 44 34| 135 5.2 1.2 39 83 69
710 13.1 1.7 54 36| 142 6.1 2.2 39 8.1 10.1
80.8 17.9 13 59 46| 249 169 13.7 3.2 80 249
88.6 9.9 0 438 48| 59.8( 520 494 2.6 78 26.8
99.4 58| -20 44 65| 889| 813 79.7 1.6 15 21.3
108.2 121 -18 5.3 711 97.0| 894 874 2.0 16 9.6
119.5 10.6 -6 1.2 78] 828| 746 735 1.1 8.2 9
143.8 30.7 76 148 12 215| 176 14.8 2.8 99 -13
1617 340 116 19.8 82| 255| 127 9.0 3.7 128 11.1
174.7 459 6.5 16.9 104 320) 167 10.7 60] 153 113
178.1 353 6.2 15.9 96| 384 204 13.2 721 180 -4
192.0 53.8 1.9 139 120| 385| 187 14.0 471 198 109
207.1 59.2 38 18.9 151 60.1| 383 335 48| 21.8 15.4
217.1 52.1 24 18.2 158 | 756 524 45.8 65| 232 5.1
229.7 53.3 6 17.1 16.6 | 825 57.5 48.6 89| 250 5.5
235.8 52.7 2.0 18.0 16.0( 758 479 41.1 68| 27.8 0
253.7 68.4 2.2 20.0 178} 750} 445 384 60| 306 9.0
266.0 71.0 43 239 196 794 459 40.2 57| 335 5.4
280.4 69.2 6.1 26.7 20.7| 87.1| 500 440 59| 371 5.2
289.5 619 25 23.3 208 950 539 456 83] 411 14
310.8 776 6 23.7 232 976| 539 45.6 83 437 84
3249 76.4 44 276 23.2| 100.3| 537 445 93| 465 4.0
335.0 743 5.8 289 23.1| 1082 574 47.0 104 508 34
355.2 85.2 54 306 25.2| 1180 63.7 51.1 12.7] 543 17
3746 90.2 6.3 32.7 264 | 12371 64.6 50.3 143 59.0 55
400.4 96.6 8.9 374 284 1298 | 652 49.0 16.2| 64.6 6.9
430.2 112.0 16 395 320| 1384 67.3 494 178 711 8.2
464.8 124.5 5.1 428 37.7| 158.7| 788 60.3 185] 798 9.4
490.4 120.8 49 456 4061 180.2| 909 71.5 195 89.3 58
5359 1315 2.3 49.9 4771 1987 98.0 76.9 21.2| 100.7 9.1
579.7 146.2 18 54.7 529} 2079 975 76.3 21.2| 1104 77
618.8 140.8 39 625| :985} 2189 | 956 735 22.1| 1232 5.0
668.2 160.0 1.6 65.6 64.0| 2337 | 96.2 70.2 26.0| 1375 8.2
7330 1883 -33 727 759 | 253.1| 102.1 735 286} 151.0 10.1
809.9 220.0 7.1 101.6 944 | 269.5| 102.2 735 28.7 | 167.3 11.6
889.6 2146 60| 137.9( 1319/ 302.7| 111.1 77.0 34.1| 1915 81
979.1 130.9 204 1473| 1269 3384 1231 83.7 394 | 2154 8.2
1,089.9 243.0 80| 163.3| 1554 361.3] 129.7 86.4 433 2316 11.3
1,210.0 3033 —99| 1759| 1858 396.2} 1444 93.7 50.6 | 251.8 11.6
1,350.8 3515| ~10.3| 207.2§ 217.5| 4356 152.6 99.0 53.6 | 283.0 12.0
1,509.8 386.2| —-35| 2574| 2609 | 476.1| 166.3 108.3 58.0 | 309.8 11.3
1,169.1 2804 -92| 1705| 179.8| 380.0| 138.2 916 46.6 | 241.8 154
1,190.5 3000 -60{ 1786| 1847 | 391.6| 1426 93.1 49.5| 249.0 12.8
1,220.6 3157 ~6.3 180.1| 1864 | 400.5| 1456 93.9 51.7 | 254. 12.1
1,259.7 3169 | — 1742 | 1923 | 412.8| 151.2 96.4 54.8| 261.6 8.7
1,287.2 3270 —22.2| 1844 2066 4194 1509 97.6 268.5 8.4
1,331.2 3523 —76| 2057 213.3| 428.3| 1482 98.2 50.0 | 280.1 19.8
1,369.3 356.2| —68| 2138| 2206| 4409 1523 53.3| 288.6 10.9
14154 3705 —45| 2249| 2294 | 453.8| 159.0 101.2 294.8 148
1,454.2 373.8 40| 2385| 2344/ 460.1| 163.6 1034 60.2 | 296.5 10.6
1,475.9 3954 | 81| 2437 25191 4666 | 161.7 106.0 55.7 | 304.9 6.7
1,528.6 3923 —-23| 2673| 2695 477.8| 162.9 109.0 539 3149 11.9
e, 1,580.4 3833 -—7.7| 280.0| 287.7| 499.8| 177.0 1146 624 | 322.8 10.3

v 1 T{IE'JSB 1cg:vtegory corresponds closely to the national defense classification in “The Budget of the United States Government, Fiscal
ear .
2Changes are based on unrounded data and therefore may differ slightly from those obtained from data shown here.

Source: Department of Commerce, Bureau of Economic Analysis.
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TaBLE B-2.—Gross national product in 1972 dollars, 1929-79

[Billions of 1972 dollars, except as noted; quarterly data at seasonally adjusted annual rates)

Personal consumption expenditures

Gross private domestic investment

Gross Fixed investment
Year or quarter national
product Durable Non- Nonresidential
Total oods | durable | Services | Total

e goods Total Producers’

Total | Structures | durable
equipment
215.6 215 98.1 96.1 55.9 513 37.0 206 16.4
170.7 109 829 76.8 84 13.3 104 49 55
220.3 191 1151 86.1 336 320 20.7 86 12.1
2304 218 1199 88.7 44.6 384 25.7 99 158
244.1 247 | 1216 91.8 55.8 438 30.3 119 185
241.7 16.3| 1299 95.5 29.6 244 17.6 6.7 10.9
248.7 145| 1340 100.1 18.1 18.0 14.0 42 9.8
255.7 135| 1394 102.7 19.8 22.1 18.7 5.5 13.2
2714 14.8| 150.3 106.3 2718 314 216 83 19.2
301.4 258 | 1589 116.7 710 58.8 420 18.8 23.2
.2 306| 1548 1208 70.1 704 489 17.3 316
312.8 331| 155.0 124.6 823 76.8 §1.0 184 327
3200 36.3| 1574 126.4 65.6 700 46.0 17.8 28.2
338.1 434 161.8 132.8 937 83.2 50.0 19.1 309
342.3 399! 1653 137.1 94.1 80.4 52.9 20.6 323
350.9 389 171.2 140.8 83.2 789 52.1 20.6 315
364.2 431 1787 145.5 85.6 84.1 56.3 22.5 338
3709 435 177.0 150.4 834 85.6 55.4 235 318
395.1 522 | 1854 157.5| 104.1 96.3 61.2 25.3 359
406.3 498 | 1916 1649 | 1029 97.1 65.2 28.1 37.1
4147 497 1949 170.2 97.2 95.7 66.0 28.1 379
419.0 464 | 1968 175.8 87.7 89.6 58.9 26.4 325
441.5 51.8| 205.0 1847 | 107.4{ 101.0 62.9 26.8 36.1
453.0 525| 2082 192.3 | 1054 101.0 66.0 288 37.2
462.2 50.3| 2119 2000 1036| 1007 65.6 29.3 36.3
482.9 55.7| 2185 208.7| 117.4] 1093 709 308 40.1
501.4 60.7] 223.0 2176 1245 116.8 135 308 427
528.7 65.7| 2333 2297 1321 1248 81.0 333 47.7
568.1 734 | 2440 240.7( 150.1 | 1388 95.6 39.6 56.0
586.1 79.0 | 255.5 2516 161.3| 1446] 106.1 425 63.6
603.2 79.7| 259.5 26401 1527 1407| 1035 41.1 62.4
6334 882 270.2 2750 159.5| 150.8| 108.0 420 66.1
655.4 919 | 2764 287.2( 168.0f 157.5| 1143 440 703
} 668.9 889 | 2827 297.3( 1547 1504 110.0 42.8 67.2
. 691.9 98.1| 2875 306.3| 166.8| 160.2| 108.0 41.7 66.3
171.1 733.0 11121 299.3 3224 1883| 1788| 116.8 425 74.3
,235.0 767.7 12181 309.3 336.5| 207.2| 190.7| 131.0 45.5 85.5
217.8 760.7 1125 3039 3443 1836 1756| 1306 425 88.1
202.3 7746 112.7 | 306.6 35531 1426 1524 | 113.6 37.1 76.5
273.0 820.6 1266 3215 3725 1734| 166.8| 119.0 38.3 80.7
340.5 861.7 13821 3327 39081 200.1| 1869]| 1293 39.1 90.1
399.2 900.8 1467 3433 4108 2143 200.2( 140.1 439 96.2
431.1 924.5 1470 3493 4282 | 2148 2046 1482 479 100.3
849.2 1358 | 3289 3845 19101 179.7| 1263 375 88.8
853.1 1366 | 3296 3869 | 1996 186.2| 1283 39.0 89.3
3.7 1382 3321 393.3| 206.7| 190.1) 1308 399 90.9
880.9 14241 340.0 3985 2030 19L7| 1317 40.1 91.5
882.7 139.31 3373 40611 209.0( 1925 133.1 40.2 93.0
894.8 1478 3394 407.6 | 2168 201.2| 1403 439 96.4
905.3 1475| 3447 4131 | 214.0] 201.8( 1416 451 96.5
920.3 152.1| 3519 4163 | 217.4| 2055 1455 46.5 989
921.8 150.2| 3481 4235| 217.2| 2049( 1472 458 101.3

915.0 1448 | 3441 426.1| 221.7| 203.5( 1469 47.9 99.
925.9 1469 | 349.2 4299 | 2142| 207.1( 1507 48.7 1019
935.2 146.0 | 356.0 4332 2062 | 203.0] 1480 493 98.7

See next page for continuation of table.
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TABLE B-2.—Gross national product in 1972 dollars, 1929-79—Continued
[Billions of 1972 dollars, except as noted; quarterly data at seasonally adjusted annual rates]

Gross private domestic investment— Net exports of goods and Government purchases of
continued services goods and services
Percent
Fixed investment—continued c?;aon“g‘e
Year or Residential Change prie:ged~
quarter in Net State period,
Pro- business export Exports | Imports | Total Federal and 0SS
Nonfarm | Farm | ducers’ | inven- ports local || B0%
Total struc- | struc- | durable | tories roduct !
tures tures | equip- P
ment
143 13.6 0.6 0.1 46 22 15.6 134 409 70 338
29 26 2 1 —-49 2 94 93 428 109 319 -22
113 10.6 6 1 1.6 20 133 114 62.9 22.8 40.2 76
12.8 11.8 .8 1 6.2 30 14,6 11.5 65.2 26.7 385 17
13.5 125 9 2 12.0 14.7 14.0 97.7 36.7 16.1
6.8 6.1 6 1 5.2 -25 103 12.8 1915 | 1574 34.1 15.5
4.0 35 4 0 1 -13 9.0 163 | -271.2 | 2396 316 153
34 30 4 0 -2.3 72 10.0 17.3 3003 | 269.7 30.6 71
38 35 3 1 -36 —45 135 18.0 2653 | 2337 316 -15
16.8 155 11 2 12.2 11.6 26.1 14.6 93.0 8.2 347 —14.8
21.5 198 13 3 -2 16.6 30.2 136 754 36.1 39.3 -1.8
258 23.9 1.5 3 55 85 24.2 15.7 84.1 424 41.8 41
240 223 14 3 —44 88 24.2 154 96.2 489 47.4 6
33.2 315 1.3 3 106 40 217 17.7 97.7 47.0 50.7 87
21.5 259 1.3 3 13.7 74 259 18.5 132.7 81.3 51.3 81
26.8 253 1.2 3 43 49 249 20.0 1595 | 107.0 52.5 38
278 26.3 1.2 3 15 2.0 23.8 218 1700 | 1146 55.4 39
30.2 288 1.1 3 22 45 25.3 208 154.9 95.2 59.7 -13
351 338 9 4 17 47 279 232 150.9 86.9 64.0 6.7
319 304 1.0 4 58 73 323 250 1524 859 66.5 21
297 283 1.0 4 15 89 348 26.0 160.1 89.8 703 18
306 29.2 9 5 -18 35 30.7 27.2 169.3 92.8 76.4 -2
381 36.5 1.0 6 6.5 9 315 30.6 170.7 91.8 789 6.0
350 337 8 .5 44 55 358 30.3 172.9 90.8 82.0 2.3
351 336 1.0 5 29 6.7 370 30.3 182.8 87.1 25
384 36.9 9 K 8.1 58 39.6 339 1931 103.1 90.0 58
432 417 9 6 78 73 422 35.0 1976 | 102.2 95.4 40
438 42.2 9 7 73 10.9 47.8 36.9 202.7 | 1006 | 102.1 53
43.2 41.6 8 7 113 82 49.1 410 2096 [ 1005  109.1 5.9
385 36.9 9 8 16.7 43 516 47.3 2293 | 1125 116.8 5.9
37.2 355 9 8 12.0 35 54.2 50.7 2483 | 1253 | 1231 2.7
4238 41.1 8 9 87 -4 58.5 58.9 259.2 | 1283 | 1309 44
43.2 415 9 9 106 | -13 62.2 63.5 256.7 | 1218 | 1349 26
404 389 6 9 43 14 67.1 65.7 250.2 | 1107 | 139.5 -3
52.2 50.5 7 1.0 6.6 -6 67.9 68.5 2494 | 1039 | 1455 3.0
62.0 60.3 7 1.1 94 -33 727 759 253.1 102.1 | 151.0 57
59.7 57.9 .5 1.2 16.5 16 874 799 252.5 96.6 | 155.9 5.5
45.0 43.0 9 11 8.0 159 93.0 77.1 2577 958 | 161.8 -14
388 372 7 9 -9.38 226 90.0 67.5 262.6 96.5 | 166.1 -13
47.8 46.0 7 1.1 6.6 158 96.1 80.4 2633 96.4 | 166.9 59
57.7 95.5 9 13 131 103 984 88.2 2685 [ 1006 | 167.9 5.3
60.1 51.7 1.0 14 141 110 | 1089 2732 98.6 | 174.6 44
56.5 54.1 9 14 10.2 17.7 119.8 102.0 274.1 992 | 1749 2.3
51.2 1.0 1.2 113 11.1 96.5 85.4 264.5 984 | 166.0 89
95.7 1.0 1.2 134 10.9 99.4 88.5 2676 | 1003 | 167.3 48
57.0 1.0 13 166 132 100.5 873 2703 | 101.8 | 1685 70
58.0 7 14 11.3 5.8 97.3 91.4 2715 | 1018 | 1698 22
56.8 1.1 1.4 16.5 53 100.7 954 270.7 1709 19
58.6 8 1.5 156 12.3 109.2 96.9 271.3 96.6 | 174.7 83
57.7 1.0 14 12.2 133 | 1119 2747 985 | 1762 35
57.6 1.0 14 12.0 129 | 1138 101.0 276.0 176.6 56
55.6 8 14 12.3 117.0 100.0 2747 1011 | 1736 1.1
54.4 9 14 18.1 13.2 116.0 102.9 2724 98.1 | 1743 -2.3
54.0 1.0 14 71 20.1 122.2 102.1 273.1 974 | 1756 31
52.5 1.1 15 32 207 123.9 103.2 276.3 | 1004 | 1759 14

t Changes are based on unrounded data and therefore may differ slightly from those obtained from data shown here.
Source: Department of Commerce, Bureau of Economic Analysis.
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TaBLE B-3.—Implicit price deflators for gross national product, 1929-79

[Index numbers, 1972 =100, except as noted; quarterly data seasonally adjusted)

Personal consumption expenditures Gross private domestic investment !
Gross Fixed investment
Year or quarter nat&on{al N P
product ! Durable | Nandurabi onresidentia
Total | Durable | Nondurabie | goyieg
goods | goods Total Producers’
Total | Structures | durable
equipment
1929 32.87 358 431 384 316 28.2 28.2 24.1 334
1933 25.14 26.8 317 26.8 26.1 224 22.8 19.1 26.2
1939 28.48 304 349 305 29.2 27.6 28.2 22.8 32.0
1940 29.13 308 35.7 30.9 29.5 285 29.1 23.1 32.8
1941 31.34 331 39.1 336 308 30.6 309 24.7 349
1942 34.39 36.7 42.1 39.1 324 334 338 28.1 37.3
1943 36.18 40.0 45.0 437 34.2 356 35.7 320 37.3
1944 37.03 423 49.5 46.2 36.1 36.9 36.6 334 380
1945 37.92 44.0 537 47.8 373 371 36.6 336 379
1946 43.95 47.7 61.1 52.1 389 413 39.9 36.3 4238
1947 49.70 52.8 66.8 58.7 41.7 489 46.8 437 48.5
1948 53.13 55.9 69.1 62.3 444 53.6 51.3 484 52.9
1949 52.59 55.7 69.1 60.3 46.1 54.8 52.8 48.0 55.9
1950 53.64 56.8 70.8 60.7 474 56.5 54.3 48.8 576
1951 57.27 60.5 747 65.8 499 60.8 58.9 54.7 61.6
1952 58.00 61.9 74.8 66.6 52.6 62.1 59.9 55.8 62.5
1953 58.88 63.1 755 66.3 55.4 62.9 61.0 56.8 63.7
1954 59.69 63.6 732 66.6 57.2 634 61.4 55.9 65.4
1955 60.98 64.2 740 66.3 58.5 64.8 62.6 57.0 66.5
1956 62.90 65.5 76.0 67.3 60.2 68.3 67.0 61.8 710
1957 65.02 67.6 79.2 69.4 62.2 709 70.7 64.4 754
1958 66.06 69.1 794 71.0 64.2 708 706 63.3 76.5
1959 67.52 704 81.9 714 66.0 71.6 720 63.6 78.2
1960 68.67 1.7 82.1 726 68.0 719 72.2 63.1 793
1961 69.28 725 82.7 733 69.1 716 718 62.7 79.2
1962 70.55 736 839 739 704 720 723 63.0 794
1963 71.59 74.7 84.8 749 717 72.1 729 63.5 79.6
1964 7271 75.7 85.7 75.8 728 728 736 64.4 80.1
1965 74.32 771 85.6 7.3 743 738 745 65.9 80.6
1966 76.76 79.3 85.7 80.1 76.5 76.2 76.8 68.8 82.1
1967 79.02 81.3 87.4 81.9 78.8 78.7 79.3 71.8 84.3
1968 82.57 84.6 90.7 85.3 82.0 82.1 826 75.3 87.3
1969 86.72 88.5 93.1 894 86.1 86.9 86.6 81.1 90.0
1970 91.36 92.5 95.5 93.6 90.5 91.1 91.3 88.0 934
1971 96.02 96.6 9.0 96.6 959 96.4 94.4 97.6
1972 100.00 | 100.0| 100.0 1000 10007 100.0] 100.0 100.0 100.0
1973 10580 | 105.5| 101.6 1079 104.7| 1060 1038 107.8 1017
1974 116.02| 1169| 1084 1238 1136 117.1] 1153 128.1 109.2
1975 127.15| 1264 1177 1334 1232| 1323| 1322 144.9 126.0
1976 133.717 1328} 1243 1381 131.2| 139.7| 1385 149.5 133.3
1977 14170 | 1404 | 1294 1447 | 140.7 | 1505 1466 160.0 140.7
1978 152.05] 150.0} 136.5 1546 | 1509 | 164.4| 157.8 174.3 150.3
1979 » 165.50 | 163.3| 144.8 1709 | 1635| 1797 1713 192.5 161.2
1977:
| 13834 13771 1284 1422 1371} 1453 | 1424 154.9 137.1
il 14093 | 1396 | 1287 14431 1394 149.0] 1450 159.0 1389
il 14259 | 1413| 1295 1454 | 1420 1516| 1477 161.0 141.9
v 144821 1430| 1309 146.8 | 144.1| 1557| 1508 164.9 1447
1978:
| 147.05| 1458| 133.0 1500 | 146.8| 1580 153.0 166.5 147.1
] 150.82 | 1488 | 1356 1537 | 1494 162.3| 156.0 171.5 149.0
1] 15345 1513 | 1379 155.7 | 1523 | 1666 | 159.6 176.5 151.7
v 156.68 | 153.8 | 139.4 1586 1550 1703| 1623 181.4 1534
1979:
I 160.22 | 157.8 | 1424 164.1| 1580 1730{ 1654 185.2 156.4
1] 16381 161.3| 144.1 1689 | 1610 177.8| 169.6 189.0 160.2
i 167.20 | 165.1| 1453 173.2| 1653| 18241 1738 195.1 163.6
e 170.74 | 169.0 | 147.6 177.3| 1694 | 1857] 176.6 200.3 164.7
See next page for continuation of table.
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TABLE B-3.—Implicst price deflators for gross national product, 1929-79—Continued
{index numbers, 1972=100, except as noted; quarterly data seasonally adjusted)

_Gross private domestic
investment * —continued

Fixed investment—continued

Exports and
imports of
goods and
services t

Government purchases
of goods and services

Percent change
from preceding
period 2

Gross

Year or quarter Residential domestic || Gross | Gross
Pro- State product ||national | domestic
Non- | farm | ducers’ | Exports | Imports | Total | Federal | “and roduct | product
farm implicit | implicit
Total struc- | durable local ; .
struc- tures | equip- price price
tures o deflator | deflator
278 286 7712 450 438 216 205| 21.8 328
198| 195 58.8 255 221 193 1941 192 252 -21 =20
26.3| 234 61.1 333 96| 215 22.7| 207 285 -7 -7
g 272 236 59.6 36.8 315 217 227 210 29.1 23 2.3
9] 297 26.6 63.8 40.2 332 255 278 217 313 716 716
. 31.8) 307 71.3 465 3741 312 330 229 344 9.7 97
: 43| 357 714 492 96| 328 340| 238 36.2 5.2 5.2
381 373| 408 75.0 52.6 411 323 331 | 249 37.8 23 23
4081 400 429 84.6 53.6 4361 312 3191 259 37. 24 24
446 439 466 95.2 56.7 49.7 1 296 302 286 439 159 159
53.7] 530 528 1056 65.8 60.7 | 33.8 351 325 49.7 13.1 13.0
58.1| 574| 57.3] 1115 69.8 66.11 38.0 394 366 53.1 6.9 6.9
5871 581| 580 1079 655 62.7 399 418 380 52.6 -10 ~1.0
600| 595{ 594| 1074 64.0 67.8| 394 3991 390 53.6 2.0 2.0
644 63.8| 638 1149 731 81.8| 453 47.1 | 424 57.2 6.8 6.7
664| 658; 657 1146 73.0 7911 474 489 442 57.9 13 1.3
669 663 662| 114.2 719 7581 485 50.2{ 45.1 58.8 15 15
67.1| 666 665| 1124 71.2 769 | 489 504 466 59.6 14 14
687! 682 683] 1091 71.8 76.8! 497 SL1| 478 60.9 22 2.2
7091 705 7067 1043 739 783 521 534 504 62.8 3.2 32
71.3| 708 709| 1034 76.4 795| 544 55.7| 52.8 65.0 34 34
7121 707, 708} 1019 75.7 7651 56.1 58.1| 53.8 66.0 16 16
71.01 706| 70.8| 1018 754 75.7| 57.2 587 554 67.5 2.2 2.2
714 709! 71.2| 1008 77.1 76.7 58.0 59.1( 56.8 68.6 1.7 17
7137 709| 707 99.1 78.0 761} 59.2 60.0| 583 69.2 9 9
715 711| 713 96.8 773 745¢ 611 618 603 70.5 1.8 19
709| 705| 707 95.3 715 756 62.6 63.3] 61.9 716 1.5 1.5
7121 708 710 943 78.3 77.1| 640 648 633 72.7 16 1.6
723| 720} 723 92. 80.5 780| 66.0 67.0] 65.1 743 2.2 2.2
746 74271 743 90. 82.8 797 69.2 70.1| 684 768 33 33
770| 767| 76.7 91. 84.0 80.1! 726 726| 725 79.0 29 3.0
80.7| 804/ 805 93. 85.3 809! 767 764 769 826 45 45
87.7| 815| 875 95.2 879 83.3| 810 80.0| 819 86.8 5.0 5.1
906! 9041 905 97.5 931 89.1| 875 86.4| 883 914 5.4 5.3
949 94.8| 95.0 99. 96.6 935 937 926 945 96.0 5.1 5.1
00.0 | 100.0| 1000} 100. 100.0 | 100.0| 100.0| 100.0 | 100.0 100.0 41 41
108 111.01 1107 | 100. 116.2| 11821 106.7| 105.8| 107.3 105.7 5.8 5.7
122.3 ] 122.7 | 122.7] 105. 1483 171.0| 117.5| 1159| 1184 115.6 9.7 93
.81 133.2| 1329 116. 163.6 | 188.0| 1289 | 127.5| 129.7 126.8 96 97
.5 143.0] 1426} 121. 1699 ) 1933 137.2| 1346]| 138.8 133.3 5.2 5.1
160.0 | 159.7{ 126. 1787} 210.7| 147.6 | 143.6| 150.0 141.2 6.0 59
180.8 | 180.3| 132. 190.3 1 222.11 159.4| 154.8| 162.1 1515 7.3 73
X . 139. 2149 255.7) 173.7! 167.6) 177. 164.6 8.8 8.7
152.8 | 1535! 1242 1767 2105! 143.7) 140.4| 1456 1378 6.0 5.7
1585] 1594 1259 1796 208.7| 146.3| 142.1] 1489 1404 1.7 78
1609 161.7 126.5| 179.1| 2134 148.1| 143.0]| 1513 142.0 48 47
167.1) 166.7 | 1282] 1791} 210.3| 1520} 1486 154.1 144.3 6.4 6.6
129.21 18311 2166 1549 1511 157.1 146.5 6.3 6.2
1314 18847 2202} 157.8| 153.4| 160.3 150.2 106 10.6
133.0 191.1| 223.9| 160.5| 154.6| 163.8 152.9 7.2 72
1356 1976 227.2} 1645| 160.1 | 166.9 156.1 8.7 87
1382 2039 2345 1675( 161.9! 170.8 159.5 93 9.1
1395} 210.1| 2449 1713 16481 1749 163.1 9.3 9.2
139.6 | 2187 | 264.0| 175.0| 167.2} 179.3 166.2 85 8.0
140.8 | 2260 278.7| 180.9{ 176.3| 183.6 169.7 87 86

1 Separate deflators are not available for gross private domestic investment, change in business inventories, and net exports of

goods and services.

2 Changes are based on unrounded data and therefore may differ slightly from those obtained from data shown here. Quarterly data

are at annual rates.

Source: Department of Commerce, Bureau of Economic Analysis.
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TaBLE B—4.—Implicit price deflators and alternative price measures for gross national product and gross

domestic product, 1929-79

{Quarterly data seasonally adjusted)

Index numbers, 1972=100 Percent change from preceding period !
Gross national Gross domestic ; :
product product Gross national product Gross domestic product
Year or quarter
Fixed- Fixed- B Fix%d- ’ Fixfg- ’
. hted - ighted . weighte . . weightes .
Impiet | "pice” | oot | “prce” | et | "pcs” | Chat | impiet | Tpice” |
p index ¢ index ¢ mdex | P P ndex | P
deflator (1972 deflator (1972 deflator (1972 index | deflator (1972 index
weights weights weights) weights
ights) ights) ight: ights)
328
25.2 -21 ~20
285 -7 -7
29.1 2.3 23
313 16 16
344 97 9.7
36.2 52 5.2
370 23 23
379 24 24
439 15.9 15.9
49.7 131 13.0
53.1 69 69
52.6 -1.0 -1.0
53.6 2.0 2.0
51.2 6.8 6.7
579 13 1.3
58.8 1.5 15
59.6 14 14
60.9 22 2.2
62.8 32 3.2
65.0 34 34
68.1 66.0 68.0 1.6 16
69.1 67.5 69.1 2.2 1.6 1.6 22 16 1.6
703 68.6 70.2 17 1.7 1.7 17 1.7 1.7
711 69.2 711 9 11 1.2 9 12 12
720 70.5 720 1.8 13 14 19 1.3 15
728 716 728 15 11 13 1.5 11 13
13.7 72.7 737 1.6 12 14 16 12 14
750 743 75.0 2.2 18 19 2.2 1.8 19
772 76.8 772 33 29 31 33 3.0 31
79.5 790 796 29 30 30 30 30 31
83.0 826 83.0 45 43 44 45 4.4 44
87.1 86.8 87.1 5.0 50 50 5.1 5.0 5.0
91.6 91.4 91.7 5.4 5.2 5.3 5.3 5.2 5.3
96.0 5.1 49 5.0 5.1 49 5.0
100.0 100.0 100.0 4.1 40 4.1 4.1 4.0 41
106.0 105.7 105.9 5.8 6.0 6.0 57 59 59
116.8 1156 116.4 9.7 10.2 99 9.3 99 9.6
1277 126.8 127.2 9.6 93 9.4 9.7 9.3 9.4
1348 133.3 134.4 5.2 5.6 5.6 5.1 5.6 56
1435 141.2 1429 6.0 64 6.3 59 6.4 6.2
154.2 151.5 153.7 13 15 74 13 15 74
168.7 164.6 168.0 8.8 94 89 8.7 9.3 88
140.1 137.8 1396 6.0 1.4 1.2 5.7 7.1 6.9
1424 140.4 1419 77 6.6 6.6 78 6.8 6.7
144.2 142.0 143.7 48 5.1 5.0 47 5.0 49
146.7 1443 146.2 6.4 72 6.8 6.6 73 7.0
149.1 146.5 148.7 6.3 6.8 6.8 6.2 6.8 6.7
. 152.6 150.2 152.1 10.6 96 94 10.6 9.7 9.4
153.45 155.7 152.9 155.2 12 83 8.2 12 83 82
156.68 159.0 156.1 158.5 8.7 89 86 87 89 87
160.22 162.8 159.5 162.3 9.3 99 9.7 9.1 9.9 9.6
163.81 166.6 163.1 166.0 9.3 9.5 88 9.2 94 8.7
167.20 170.6 166.2 169.9 85 10.0 89 8.0 9.6 84
170.74 1747 169.7 1738 87 9.9 9.2 8.6 9.7 89

t Changes are based on unrounded data and therefore may differ slightly from those obtained from published indexes shown here.
Quarterly data are at annual rates.

Source: Department of Commerce, Bureau of Economic Analysis.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

208



TABLE B-5.—Gross national product by industry in 1972 dollars, 1947-78
[Billions of 1972 dolars}

Agticul Manufacturing Transpor- Whole- Finance Gg‘vg{p
. o | e | o Bl I ol SO O 0
ear national | forestry, | o4 etion purable | NO™ | nication, | 3N | ‘ang’ |Services | govern- | o
i | o | o " | | ||
Isheries o indus- | BUS | utilities estate rises
tries | "Hfics p
26.1 2291 1149 68.5 46.4 3831 76.1 55.4 55.1 68.5 11.1
28.0 26.51 1215 720 49.6 38.7| 780 57.1 56.7 69.0( 120
278 265 1150 66.3 488 364 799 60.7 57.2 73.1 14.1
29.1 29.3| 1313 78.1 53.2 396 | 876 64.4 59.4 754 175
282 325 146.0 899 56.1 4421 883 66.7 60.6 898 ( 20.2
29.0 3381 150.7 94 56.4 443 911 711 61.6 9661 202
303 3481 161.2| 1026 58.6 459 940 740 63.0 964 | 223
311 36.0( 1496 9] 57.9 456 | 946 71.7 63.1 949 211
319 382| 1658 1034 624 494 | 103.2 82.0 675 9541 214
314 409 1669 1025 64.4 52.3| 106.2 85.7 71.1 976! 166
308 409 1678 1029 64.9 534 | 1080 89.8 73.3 100.1 16.8
320 421 1533 88 645 5221 1079 935 758 101.7] 210
309 45.5( 170.7 | 100.7 70.0 55.7| 1158 98.1 80.3 1036 200
322 46.1] 1720] 1015 705 58.0( 1179] 1019 822 107.2 194
323 466 171.2 99.3 720 59.11 119.2| 106.8 85.4 1111]| 236
323 483 186.2| 1101 76.2 6211 1267 1153 88.6 115.1 245
328 498 201.0) 119.0 821 65.6 | 131.71 1153 922 1183 241
321 §3.7| 2157 | 1293 86.4 68917 1397 1193 96.9 1226 | 256
330 §7.0] 235.1| 144.1 91.0 743| 1486 1272 101.2 1274 221
313 59.0| 254.0| 157.0 97.0 80.0( 1569 1314 106.5 1364 254
326 595 254.1| 157.2 96.9 82.31 160.71 1365 1127 1435 25.7
324 6251 2684 | 165.5| 1029 88.2| 1706 1429 1163 148.1 224
330 61.2| 276.2| 169.1| 107.2 929 1745 1493 1214 1518 184
343 57.1( 2606 1544 106.2 951 1784 1529 124.7 1520 204
36.1 5711 264.1( 155.3| 1087 97.3; 1868 | 160.6 126.6 153.1 257
354 58.0] 2888 1719 1168 1036 201.2| 167.3 1345 1549 277
359 58.3( 313.0f 1890 1241 1126 2120 171.1 1431 157.3| 317
357 56.0| 2919 | 176.0| 1159 112.4| 2057 | 180.3 1447 1600 31.2
370 498 277.1( 1622 1149 1135} 206.2 | 1823 145.2 1627 285
36.2 53.8| 303.5( 17841 1252 1186 2189 | 1920 151.9 164.7| 335
383 566 32581 1925 1333 1249 2280 | 205.8 159.5 1655 36.1
387 59.2| 3416 2038 1378 1344 2391 216.1 169.1 1686 323

1 Mining, rest of the world, and residual (GNP in 1972 dollars measured as the sum of final products less GNP in 1972 dollars

measured as the sum of gross product by industry).

Note.—The industry classification is on an establishment basis and is based on the 1972 Standard Industrial Classification.
Source: Department of Commerce, Bureau of Economic Analysis.
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TABLE B-6.—Gross national product by major type of product, 1929-79

[Biltions of dollars; quarterly data at seasonally adjusted annual rates]

Goods
Gross . Inven-
Year or h Final . Struc- || Auto
quarter g?;m:at! sales c gg;yg . Total Durable goods | Nondurable goods | Services tures |joutput
s Inven- y Inven- !
Final Final Final | Inventory
Total | Gajes cl:g;yge sales cr:gl?ée sales | change

17 56.1 54.4 1.7] 161 14 383 03 359 | 114

~16 21.0 286 —16 5.4 -5 23.2 -11 25.9 29

4 49.0 486 4| 124 .3 36.2 343 15

2.2 56.0 53.8 22) 154 1.2 384 1.0 35.7 83

45 125 68.0 45] 238 31 44.2 14 406 118

1.8 93.7 919 18| 345 1.0 57.4 7 506 | 14.0

—.6]| 1204 121.0 —-6| 942 0 66.8 -6 62.9 87

—-1.01[ 1323| 1333| -10/| 585 —.6 748 -3 1.2 6.1

—-101}| 1289| 1299{ -10} 501| -13 79.8 2 76.9 6.5

64| 1253 1189 64| 318 53 87.1 1.1 68.6| 157
-5 139.8| 1403 -5 441 1.7 96.2 =22 7131 217 13
471 1544 | 1497 47| 469 J| 1028 4.0 767 280 89
—31]| 147.7] 1508 -3.1| 483 --21}| 1025 -10 819 284 120
68| 1624 | 1556 68| 54.7 41| 1009 2.7 882 3561 155
10.3 ]| 18951 179.2 103 | 625 69} 1167 34| 1029 378| 134
31} 1946 191.5 31| 676 11| 1239 20 1131| 394 122
441 2031 2027 41 715 9| 1312 -5 1210 420 163
-15(] 1961 19761 —15( 69.0/ —25| 1287 1.0| 1257] 445|| 149
60| 2145 2085 60! 782 30| 1303 29| 1353 495| 21.5
47 || 2233 2186 471 823 28| 1363 19| 1452 522 17.2
13| 2323| 2310 13| 813 13| 1437 0| 1575 S3.0( 196
—15]| 2282 | 229.7| —-15| 805| -28| 1492 1.3 1669 53.8( 146
52| 24747 2422 52| 874 2.7| 1548 250 1795] 595 19.6
38| 2543 2506 38| 891 24| 1614 141 1932| 584 216
221 25651 254.3 221 902 ~.1{ 1641 23( 206.7| 6014 18.1
651} 2780, 2715 65| 984 36| 1732 29| 221.5( 643| 229
6.0|| 289.7| 2837 6.0 1054 271 1783 33| 236.2| 689| 256
581 309.0; 303.2 581 1150 39} 1882 19| 2544 724} 265
9.5 3366| 327.1 951 121.0 6.6 200.1 29| 27127 7881 318
143 || 3739| 359.6 14.3| 139.0 10.0| 2206 43 297.7| 814 311
10.1|] 3873} 377.2 101} 1435 5.3) 2337 48 3261 8293 288
7.71] 4189 4112 77| 1574 50 2538 28| 35.6( 930 366
94 || 446.2| 436.8 94| 169.2 6.1| 2676 33| 3887 1007 | 36.8
38| 456.2| 4524 38| 170.7 .0t 2817 37 4246 1016 306
64| 4798 4735 641 179.8 18| 2937 46| 4655| 11811 422
941 5260 516.6 941 202.1 63| 3145 32| 5108| 13431 45.1
17.91| 598.8| 580.9 17.9 | 229.6 109 | 3513 70| 5605| 147.21 507
891 6386 | 629.7 8.9 2408 7.14 389.0 18 626.8 | 1474 || 429
—10.7 )| 6866 697.3| -10.7| 2679| -89 | 4294 —18 697.6 | 144.7 || 456
100 762.7| 7527 10.0 | 300.6 53| 4520 47| 77671 162.7 ]| 624
21911 842.2| 8202 219 3339 119 486.3 100} 8664 1909 723
22.31] 930.0] 907.7 22.3| 3665 139| 5412 84 9.3| 2282 || 775
184 {(1,030.5 { 1,012.2 184 | 409.7 1371 602.5 4.7 1,0853 | 252.7(| 76.1
1931 8122 793.0 9.3] 329.8 88 4631 104 | 8335| 1744 727
225 8342| 8118 225 329.9 130 4819 951 8517 19011 715
2151 855.5| 8280 275| 3367 146 4913 129 878.7| 1963 || 706
185|| 866.6| 8482 185 3393 113 5089 71| 9019/ 202.8) 74.2

22.8|| 873.0| 850.2| 228 340. 18 510.1 42| 9341 204.21| 7
258 || 9225| 896.7( 258/( 364.9 131} 5318 127( 956.2| 2256 79.6
200|] 9409 | 9208| 200 3723 10.3| 5486 971 981.7| 237.0| 758
206|| 983.8| 963.2| 20.6| 3889 134 | 5743 7.21 1,0053 | 246.0 || 8

19.111,011.8 | 992.7 19.1| 407.1 184 | 5855 71 1,041.4| 23891 843
3341110181 9846| 334} 3980 243} 586.6 9.1 1,064.2( 24751 775
14.5111,036.0 | 1,021.5 1451 417.1 73| 6044 721 1,006 | 259.8 || 71.2
, 6.4 1(1,056.2 | 1,049.9 6.4 | 4164 46| 6334 1.8 1,135.0 | 2646 714

Source: Department of Commerce, Bureau of Economic Analysis.
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TaBLE B-7.—Gross national product by major type of product in 1972 dollars, 1929-79

[Billions of 1972 doliars; quarterly data at seasonally adjusted annual rates]

Goods
Gross . Inven-
Year or B Final : Struc- || Auto
quarter ll;?;lctl)l:l:tl sales o '::[r‘)ée Total Durable goods | Nondurable goods | Services tures {joutput
. Inven- 8 Inven- s
Finat Final Final | Inventory
Total to tory
sales charige sales charige sales | change
1929 3146 3100 46| 1439 1393 46| 40.7 35 98.6 11} 1268 440
1933 222.1 2269 | -491 972 1021 —-49| 176| -21 84.5 —28| 1108 140
317.2 16/ 153.9) 1523 16| 356 71 1167 9! 1346 303
3371 6.2 (| 171.2] 165.0 62| 431 34| 1218 28| 1395 326
386.4 12.0 {{ 197.4 | 1854 120 575 82| 1279 38| 1576) 434
455.1 5.2f 221.1| 2159 52| 760 35( 1400 17| 192.7| 464
530.5 111 263.5 | 2634 d 1193 71 1441 —6| 2409 26.3
5709 -2.3(/28681 289.1| -23| 1359f 18| 1532 —.5] 2636| 181
5636 | —36] 2792 2828| ~-36] 1219| -=3.7| 1610 1| 2619 189
464.7 12.2 || 238.0 | 225.8 122{ 605 108 1653 13| 1997 392
468.5 ~.211236.8| 237.0 -2 749 18] 1621 20| 1869 447| 129
4822 5.5 24421 2387 55| 756 157 1631 40| 19091 525( 14.7
4951 | —4412399| 2443| -44| 761| -37]| 1682 -8 197.0| 53.7( 189
522.9 10.6 || 261.5| 250.9 106 844 631 1665 42| 2060| 66.0| 24.0
562.8 13.7 1 283.1 | 2694 137 926 98| 176.8 39 2290| 644 204
594.2 431 292.3 | 288.0 43| 1006 18| 1874 25| 2406 656 184
620.3 1.51 30659 | 3054 1.5 1059 14| 1995 Q| 2455 694 | 239
6158 22| 2922 2944 | -22| 1017 -36| 1927 14| 247.0 745| 229
647.1 7.7 (| 316.3 [ 308.6 771 1129 421 1957 35| 2576{ 809| 313
663.0 58 3209 315.1 581 1135 37| 2006 21| 267.2( 80.7(f 244
679.4 1.5 321.8 320.3 1.5] 1146 15| 2056 0 2793 799 258
68131 —-181 3120 3138 18| 1048 -34( 2090 16} 2856 818!l 20.0
7140 6.5 (| 3325 326.1 6.5| 1106 33| 2155 32| 2980 899| 247
7324 441 337.1| 3328 44| 1116 29| 2212 1.5 3107| 89.0i 268
7524 290 33811 335.2 291 1126 -1} 2227 301 3255| 9L7| 226
791.0 8.1 | 362.0 353.8 81 1211 441 2327 37| 3399 972( 275
823.0 7.8 373.0| 365.2 78] 1284 34| 2368 43| 35401 1038 303
867.1 7.3 (| 394.0 | 386.7 731 1392 5.0| 2415 23| 3722|1081} 311
914.6 11.3 ] 421.5] 410.2 11.3 1526 80| 2577 33| 389.1| 1153 374
964.3 16.7 [} 455.6 | 438.9 16.7 [ 165.2 119 2737 481 4102] 11521 367
995.7 12.0 | 461.9 | 449.9 12.0| 166.6 64 2833 56| 43271 11311 335
1,043.1 8.7 481.1| 4724 87| 1757 56| 296.7 32| 449.9( 1209 406
1,068.2 10.6 {| 492.3 | 481.7 10.6 | 183.3 68| 2984 3.7| 4654 121.1|{ 40.0
075.3| 1,071.0 4.3 4834 4791 43| 179.1 1 3000 42| 477.21 1146 325
,107.5| 1,100.9 6.6 | 491.6 | 484.9 6.6 1815 181 3034 48! 491.1| 1249 | 421
U711 1,161.7 94 || 526.0 | 516.6 941 202.1 621 3145 32| 51081 1343 451
2350 1,2185 16.5 || 569.0 | §52.5 16.5 | 225.9 106 | 326.6 59| 53L1| 1348 506
217.81 1,209.9 8.0 554.2 | 546.2 801 2227 56| 3235 24| 5464 | 117.2( 401
20231 12121 —98/ 5383 | 5480{ —9.87 2198 -7.0( 3282 —27( 560.1| 104.0| 394
273.0| 1,266.4 6.6 || 5784 | 571.8 6.6| 233.2 3.7] 3386 29 5826 11211 499
3405 1,3274 13.1 || 615.6 | 602.4 13.1| 2486 80| 3539 52| 6044 1205{| 955.2
,399.2| 1,385.1 14.1 | 6395 6254 14.1| 2614 86| 3640 55| 630.3] 1295]|| 54.9
A31.1| 14210 10.2 || 652.9 | 642.8 10.2} 2707 76| 3721 26| 649.8( 1284 515
11.3 |} 605.0 | 593.7 11.3 | 2485 6.1 3452 52| 996.2| 1145 561
13.4 |l 610.6 | 597.2 134} 2469 85| 3503 49 5996 1211 553
16.6 || 622.5 | 605.9 16.6 | 249.9 96| 356.0 70| 60821 1232 54.2
113 ]} 624.2 | 612.9 11.3 | 249.0 76| 364.0 37| 6138 1233 551
16.5 | 621.4 | 604.9 16.5 248.5 1181 3564 47| 6242 1221 53.6
156 || 637.2 | 621.6 156 262.8 79] 3588 76| 627.9| 1301 568
12.2 || 641.8 | 629.6 1221 263.6 63| 3660 591 6331} 1324 §3.0
12.0 |} 657.3 | 645.3 120 | 270.6 85| 3747 35| 636.0| 1333 563
12.3 | 658.6 | 646.3 12.3| 2752 108| 3712 14 6452 1268 | 581
18.1 || 647.3 | 629.1 18.1| 265.1 132 364.1 49 647.3| 1277 529
7.1 651.3] 644.2 7.1( 2729 371 3713 34] 6520| 1300 475
3.2 654.5| 651.3 32| 2695 27| 3818 51 6547] 129.2) 415

Source: Department of Commerce, Bureau of Economic Analysis.
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TABLE B-8.—Gross national product: Receipts and expenditures by major economic groups, 1929-79

[Billions of dollars}

Persons Government
Disposable personal income Net receipts Expenditures Surplus
Per- . . X or

Year oF quarter Less: | gouals: | Personal | sonal Tlr?nss'- Tlr?nss'- E ‘:ﬁ'f' deficit

Inter | o8 | con- | saving | Tax and { '3 fas | chases | (=)
est | oot o | sumption [ or | nontax | ;o Ecwals: Total | &% | C08ES | national
Total? paid interestg expendi- | dis- | receipts est et | expendi- est 00ds income

and aid and tures | saving or and receipts | tures and gand and
trans- | £00fors —) | accruals | yps;. subsi- | sery- | product
fers2 dies diess | ces | 2ccounts
19 80.4 7.3 31 113 1.5 9.8 10.3 15 88 1.0
7 4438 458 —1.0 9.3 25 6.9 10.7 25 8.2 -14
9 69.1 67.0 21 154 41 113 17.6 41| 135 -22
1.0 743 71.0 33 17.7 43 135 18.4 43| 142 ~.7
11 91.0 80.8 | 102 250 38 21.2 28.8 38| 249 —38
8 115.6 886 270 326 42 284 64.0 42| 59.8| -314
7 132.1 994 | 327 49.2 44 447 93.3 44| 889| -441
.8 144.6 1082 | 365 51.2 6.0 452 103.0 60| 970 -518
9 148.0 1195( 285 53.2 9.9 43.3 92.7 99 88| -395
14 157.3 1438 134 510{ 180 330 456| 180( 275 54
17 166.7 161.7 49 56.9| 17.1 399 4251 171 255 144
21 185.3 1747 106 589) 185 404 5651 185| 320 84
23 184.9 178.1 6.7 559 209 35.0 593 209| 384 ~34
2.7 202.8 19201 108 690} 225 46.5 610 225| 385 8.0
29 2219 207.1| 148 852 191 66.2 792 19.1| 601 6.1
33 233.1 217.1| 16.0 90.1| 183 71.8 939 183| 756 -38
4.0 246.6 22971 170 946 190 756 1016| 19.0| 825 —6.9
43 251.4 2358 15.6 899 213 68.6 97.0| 213| 758 -71
48 268.6 2537 149 1011} 230 78.1 980 230{ 750 31
5.6 285.7 26601 19.7]| 1097 25.1 846 1045| 251 794 5.2
59 301.0 2804 206| 116.2] 282 880 1153| 282 8711 9
6.0 311.1 2895 217| 1150[ 326 824| 1276| 326| 950 -126
6.5 329.6 3108 1887 1294] 334 960 | 131.0| 334| 976 -16
74 342.0 3249 171 1395| 36.1| 1034 1364| 36.1| 1003 31
17 355.2 3350 202 1448 409| 1039| 1491 409 1082 -43
83 375.6 3552 204! 1567 424| 1143| 1605| 424 1180 -38
94 3934 3746 188 1685 | 44.1 1244 167.8{ 441 1237 7
105 426.5 4004 | 26.1| 1740| 46.5| 127.5] 176.3| 46.5| 129.8 —-23
11.7 460.4 4302 303| 1883| 49.5| 1389 187.8| 495) 1384 5
12.6 497.8 464.8( 33.0| 2123| 549| 1574 2136| 549| 158.7 -13
13.3 531.2 4904 | 409 | 2282| 622} 166.0| 2424 | 622 180.2| -—142
14.1 574.0 5359( 381| 2634| 702| 1932 2689 70.2| 198.7 -55
15.6 614.8 579.7{ 351| 2963( 77.8| 2185| 2856| 77.8| 2079 10.7
16.6 669.4 6188 | 50.6| 3026| 931| 2095| 3119 93.1]| 2189 ~-94
17.3 7255 668.21 57.3| 322.2| 1068| 2155| 3405| 106.8| 233.7( -—183
18.9 7824 7330 494! 3674 1178| 2496 3709 117.8| 253.1 -35
21.5 880.2 809.9( 703| 4112 1354| 275.8| 4049 1354 269.5 6.3
234 961.3 8896 717| 45511 1556| 2995 458.2| 1556 302.7 -32
239| 1,062.7 979.1 | B836| 4685 1944| 2741 532.8| 1944 3384| -644
26.1 ,158. 1,089.9| 686 5383| 2127 3256| 574.0| 212.7| 361.3| -357
302 12749 1,2100| 650( 606.6{ 2299 | 3767 626.1| 2299{ 396.2| —19.5
356| 14228 1,3508| 720 685.7| 250.4| 4353| 686.0( 2504 | 4356 -3
406 | 15826| 15098| 728| 7719 2818 490.1| 757.9| 281.8| 476.1 14.0

See next page for continuation of table.
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TABLE B-8.—Gross national product: Receipts and expenditures by major economic groups, 1929-79—
Continued

(Bittions of dollars)

Business International
Gross
Net | NEteoLts of goods and | Excess || pota) | statis. | national
Year or quarter Gross g’:ﬁfﬁ °sf trans- transfers mc:rme diglccraé . pro;i[uct
Gross private or o fers and and receipts | anc P expend-
retqined‘ dpmesttic invest- intgcll'elst Ecwatls: intere'st P Y iture
earnings invest- aid to e or o
ments '("en)t oreign. | Eports ex- net
- erss ports export15
1.7 16.2 —44 0.4 7.0 5.9 11 -07 102.3 1.1 103.4
32 14 1.8 2 24 2.0 4 -2 55.1 7 55.8
88 93 -5 2 44 34 11 -9 89.4 14 90.8
10.9 13.1 —-22 2 5.4 36 1.7 -15 989 1.1 100.0
12.0 17.9 —5.8 2 5.9 46 13 -11 124.3 5 1249
14.8 99 49 2 48 48 0 2 159.1 —.8 158.3
16.7 5.8 10.9 2 44 65| —20 2.2 1938 -18 192.0
17.7 12 10.5 3 5.3 711 —18 2.1 207.8 2.7 2105
16.0 10.6 54 8 72 78] -6 14 208.2 41 212.3
15.8 307 -149 29 14.8 7.2 76 -46 2089 7 209.6
218 340 -121 26] 198 82| 116 -90 231.0 18 232.8
300 459 -—158 45| 169 104 6.5 —20 26031 -—12 259.1
314 353 -38 5.6 15.9 9.6 6.2 —6 257.0 1.0 258.0
308 538| -23.0 40 139 12.0 19 21 284.1 2.0 286.2
346 59.2| -24.6 35 18.9 15.1 38 -3 326.2 4.0 330.2
37.1 5211 -151 2.6 18.2 15.8 24 2 3445 2.7 347.2
38.0 533| -153 2.5 17.1 16.6 6 1.9 362.8 33 366.1
41.0 527 =117 2.3 18.0 16.0 2.0 3 363.3 30 366.3
475 6841 -208 25| 200 17.8 22 3 396.8 25 399.3
48.7 710 -223 25 239 19.6 43 -1.8 4215 -8 420.7
51.1 69.21 -—18.1 25( 267 20.7 6.1 -36 442.6 2 442.8
51.3 619 106 241 233 208 25 -1 447.2 1.7 4489
58.5 776| -19.0 26| 237 23.2 6 20 486.7 -2 486.5
58.7 764 177 26| 276 232 44 -17 506.7 -7 506.0
59.8 7431 —145 281 289 23.1 5.8 -30 521.7 16 523.3
67.0 852| -—182 30 306 25.2 54 —24 559.8 4.0 563.8
70.1 92| -201 31 327 264 6.3 -3.2 591.0 37 594.7
76.2 96| —204 32 374 284 89 -57 6335 22 635.7
84.6 1120 -274 33f 395 320 16 —43 687.2 9 688.1
91.2 1245] -333 35| 428 37.7 5.1 —1.6 749.8 32 753.0
93.7 1208 -27.1 37] 456 40.6 49 -12 7946 1.7 796.3
98.2 1315 =333 36 499 41.7 23 14 869.1 -6 868.5
101.7 1462, -—445 38| 547 529 1.8 20 9388 -—33 935.5
101.4 1408 | -395 43| 625 58.5 39 3 98451 -21 982.4
115.7 1600 | —44.3 55| 656 64.0 16 391| 1,062.1 13| 1,0634
1310 1883 | 573 65) 727 7159 | -33 9.8} 1,169.4 171 1,171.1
140.2 2200 -798 7.7 1016 944 71 6 || 1,3039 26| 123066
1379 2146 -76.7 85| 1379 1319 6.0 25| 1,407.1 58| 14129
176.2 1909| -14.8 85) 147.3| 1269| 204) -—119]| 1,5215 741 15288
203.3 2430 -397 87| 1633 1554 8.0 71| 1,696.0 6.1| 1,702.2
230.7 3033 726 97| 1759 1858} -99 19.6 || 1,892.0 75| 1,899.5
252.9 351.5| —986 1331 207.2) 2175| -103 235]] 2,124.2 33| 21276
276.0 386.2| —110.2 158 | 257.4 9| -35 19.3 || 2,364.6 40 2,368.5

1 Personal income less personal tax and nontax payments (fines, penalties, etc.).

2 Interest paid by consumers to business and net personal transfer payments to foreigners.

3 Government transfer payments to persons an

government enterprises, and dishursements less wage accruals. . _ ) .
+ Undistributed corporate profits with inventory valuation and capital consumption adjustments, corporate and noncorporate capital
consumption allowances with capital consumption adjustment, and private wage accruals less disbursements.

5 See Table B-14.

¢ Net transfers to foreigners by persons and government and interest paid by government to foreigners.
7 Capital grants received by the United States (net) less net foreign investment.

Source: Department of Commerce, Bureau of Economic Analysis.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

213

foreigners, net interest paid by government, subsidies less current surplus of



TABLE B-9.—Gross national product by sector, 1929-79

[Billions of dollars, except as noted; quarterly data at seasonally adjusted annual rates]

ROV N——O V= UDNPNNWO BRNWOOUINEWY® BB OO B

Gross domestic product Percent
change
Business Government 2 from
Gross House- Rest || preced-
Year or quarter national Statis- holds of the ing
product | Total Non- tical and State | world || period,
Total farm Farm discre insti- | Total ! Federal | and grass
anc P- | tutions local d ic
y product 3
102.6 95.4 847 97 1.1 29 43 09 35| 0O
55.5 49.1 43.8 46 7 17 47 1.2 35 —41
90.5 80.6 729 63 1.4 2.3 76 34 42 70
89.4 818 6.5 11 18 3. 10.1
1245 112.6 103.1 89 9.4 5. 25.0
157.9 139.9 127.7] 130 - 10. 26.8
1916 162.8 149.3| 153 -1 20. 214
210.1 174.2 156.21 153 2 27. 9
212.0 172.8 152.7| 16.0 4 29.
209.0 183.8 164.2| 189 14, ~1
2318 210.0 188.0| 202 1 9. 10
251.9 2349 2127 233 -1 8. 11
256.9 2315 211.7| 188 1 10. —
284.8 251.5 23551 20.0 2 10.
328.7 294.4 2674 229 4 15
345.7 307.3 2825 222 2 5.
364.6 3249 301.21 203 g 5.
. 2
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0

6

8.

8

7
8. 9
9. 5,
1 9 5,
1 0. 1.
1 0. 8.
: 1 } - 1 1. 4
5202| 4553 4334| 202 16| 1 2. 3.
560.2| 4304 4659| 205 20| 1 4. 1
5011| 51651 4922| 205 37] 1 5 5,
6314[ 5507\ 5292 193 22| 1 7. .
6834| 5%6| 5738 220 1 8. 8.
7488 | 6511 6250 229 32| 2 2. 9.
7918 6827| 6588| 222 17| 2 5. 5,
863.7| 7422| 7202| 226| -6| 2 ) 9.
9311| 7981| 7762| 252 —33| 2 1. 7.
4| 9778| 8315 807.6| 259| —21| 316| 1147| 4a. 5,
4| 1,058 8969| 8679| 277 13| 347| 1252| 46. 8.
1| 11641 9895| 9558| 320 171 3712] 1374| s0. 10.
6| 1.2975| 1,080 1,0552 | 501 26] 405] 1291 51 1.
9| 13998 | 11937| 11399| 480 58| 443| 1614] 549/ 1 1 7
8| 15183 | 1289.2| 12326| 49.2 74| s05| 1786| 590] 1 1 8
2| 1687.7| 14377 | 13852| 464 61| 564| 1935 624 1312] 1 1
18995 | 158817 | 15609.0| 1552.2| 4922 750 626| 2101| 664 1837/ 1 11
1276 | 210701 180781 17250 595 33| 696| 2296! 718] 1578 2 12
3685 | 23433 | 20177 | 19432 895 20| 772 2484 770| 1714] 2 1
482 91| 604| 2037) 652| 1386 174 150
479 86| 64| 207.1] 653] 117} 176 129
4756 77| 632| 211.1| 656] 1455] 188 12,0
532 46| 54| 2187| 696| 1491} 175 91
56.3 30| 6731 2236] 702 1534 193 8.1
50 23| 689] 2268] 707|151 210| 198
589 39| 703) 2310 715| 1504| 207 1111
633 41| 721) 2370| 48| 1622 212 148
700 6| 748| 2418| 755/ 1663 24.2 10.1
706 13| 758/ 2458 | 758 1700 237 6.9
68.9 83| 779 2406 763) 1733 | 269 115
683 804 | 256.6| 806 1759 261 105

! Includes compensation of employees in government enterprises.

2 Compensation of government employees.

3 Changes are based on unrounded data and therefore may differ slightly from those obtained from data shown here. See Table B-1
for percent changes in gross national product.

Source: Department of Commerce, Bureau of Economic Analysis.
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TABLE B-10.—Gross national product by sector in 1972 dollars, 1929~79

[Billions of 1972 dollars, except as noted; quarterly data at seasonally adjusted annual rates)

Gross domestic product Percent
change
Business Government 3 from
Gross House- Rest || preced-
Year or quarter national holds of the ing
product | Total Non- . Resid- 'antq Total | Federal Sta:le world )| period,
arm insti- | Total |Federal | an gross
farm ual? | tutions local domestic
product ¢
3128 2442 | 238| 31| 156 26.1 521 209 19l
220.5 15211 250| 26| 122| 287 66| 220 16 -2.2
3177 2307 253 47 151 420 169( 251 12 77
3420 2538 247 36| 161 439 186| 253| 13 1.7
397.2 299.1; 263 9! 159] 651, 296! 255 12 16.1
459.2 3360 287)-38; 164| 818 | 567 250; 11 15.6
529.7 3639| 278 -66| 152 1293] 105.0| 244] 10 154
567.5 3727 273| 35| 151} 1490 1252| 238| 10 72
559.2 366.4| 258| 58| 150( 146.2( 121.8| 245 8 —15
475.8 362.2| 258 3.0 151 81 497( 261 L1{i —149
466.7 3708 239( —19( 160} 579| 298| 281| 16 -19
4859 387.2| 257| —17( 167| S580| 29.2| 288( 18 41
488.8 3821 255 18] 173 622{ 313| 309| 19 6
531.5 41791 269 38| 183| 646 327| 319 19 87
574.7 4459| 258| 55| 187| 788 462| 326 18 81
596.7 460.7 | 263| 57| 186( 853] 516; 337| 18 38
619.9 48061 276{ 73| 193| 850 496| 355| 20 39
611.4 47341 283| 62| 194 839 472| 367| 23 -14
652.2 512.5| 29.2| 48| 214| 844, 459) 384| 25 6.7
666.1 5293 288( —9 25| 8.5 456| 408| 27 2.1
678.0 5387 281 —.8] 231) 889) 458} 431} 29 18
676.5 52821 29.3| 44! 242} 904| 445| 458| 30 -2
ns3 5696 282 27| 249| 918 445 413| 32 6.0
7336 580.5( 29.5 18 268 949| 452] 497 32 2.3
751.2 5909 | 296| S1| 27.2| 985( 462| S523( 41 24
794.3 6296 295| 48| 283| 1021] 483} 539 48 5.7
8258 6584 300| 36| 290 1048! 482 566| 4.9 4.0
868.7 6971 292 40| 299) 1084| 485| 600 57 5.2
919.9 74671 301} -4 31.1| 1124| 487 636 6.1 59
975.6 791.1| 285 28| 328 1204 530| 675 54 6.1
1,001.9 807.8] 296 24| 348]| 127.2| 57.2| 700{ 58 2.7
1,045.7 85061 294 —18| 359 1317 581| 736 6.1 44
1,073.1 8774 299) -59| 366| 1350| 582| 768 57 26
07531 1,069.8 87131 311| —42] 363} 1352| 552 801 535 -3
. ,100.3 8949( 328( -.1| 366) 1360| 525| 835( 7.2 2.8
17111 1164.1 9558 320 1.7} 372]| 1374 501} 8231 170 58
235.01 1,227.4 1,013.2( 323( 49) 381 1389 483 906 76 54
217.8| 12110 9937 | 322f 53| 380| 1419| 486| 933| 68 -13
202.3 ,197.5 975.3| 337 4.7 39.4| 1444 485 96.0 49 —-11
2730 1,266.2 1,0399| 324 74| 407 1458| 485| 973| 68 57
340.5| 13329 1,100.7| 344| 87| 422) 1470 487| 984| 76 5.3
399.21 1,391.1 1,160.0( 342 34| 436 1499| 49.1/| 1008| 8.1 44
431.11 1,423.2 1,190.7{ 347 24 450 1505 49.1( 1013| 79 2.3
,308.3 1,079.1 323| 95| 414 1460 486 974| 74 8.8
323.6 1,0935] 330| 91 417| 1462| 486| 976| 1.6 4.7
,346.0 L1113 359 87| 425) 1476| 487 988| 79 6.9
,353.9 1,118.71 36.2 715( 432) 1483 487 995| 74 24
359.9 11266 35.7 53] 430 1494 489( 1005( 78 18
,386.8 1,156.2| 342 32| 434/ 1498 49.0/( 1008 84 81
,399.2 1,169.11 336| 24| 439 1502| 49.2) 1009| 81 36
,418.4 1,18801 332 27| 441 1504 493} 1011 81 5.6
g 11931 334 A 444 1504 492 1012 89 9
2 1,184.71 351| .81 447| 1505 49.1| 1014| 81 -21
.3 1,18941 349} 50| 454| 1506] 49.2| 101.5| 80 32
7 1,1955( 353| 50( 457 1503} 49.0( 1012 6.7 18

! Includes com tion of

2 The difference between gross

gross product by industry.

produ

3 Compensation of government employees.
4 Changes are based on unrounded data and therefore may differ slightly from those obtained from data shown here. See Table B-2
for percent changes in gross national product in 1972 dollars.

Source: Department of Commerce, Bureau of Economic Analysis.
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TABLE B-11.—Gross domestic product of nonfinancial corporale business, 1929~79

[Billions of dollars; quarterly data at seasonally adjusted annual rates]

Net domestic product

Gross | Capital i
do;pes- contgump- Domestic income
ic jon e with i . ;
Corporate profits with inventory valuation and capital
product |  allow- Indi- consumption adjustments
Yearor | Of | ances rect
uarter [, o= | with busi- Compen- Profits before tax
q financial | capital | Total ness | ot satlfon II:ven- Capital 'Ntet
corpo- |{consump- otal o ] : ory _| inter-
rate tion ett‘::x'l employ- Total Pirtosf Profits after tax valua- coq?:':np est
?1:?5 ag\J:::- ees Total It_ax Total | Div- tu"l;dits.d aémt- adjustt.
ia- | Tota ributed men
bility dends | profits | Ment
54| 447 34| 413 323| 7.6] 84| 12| 73} 52 2.0 0.5 —-13| 14
42| 202| 38| 164 167(-20f .6 5| .1]| 20] -19| -21 -5 17
471 391| 51| 340 282 43| 61} 14| 47| 33 14 -1 -10| 15
48| 456 55 401 31.2| 75| 88| 27| 61| 36 25 -2 -11] 14
53| 604{ 64| 539 39.8) 12.8| 16.4| 75| 9.0( 4.0 491 -25 -11} 13
60| 770{ 68{ 701 51.0( 179} 20.1111.2| 89| 3.8 51| -12 -10] 13
61| 926] 13| 853 62.2| 22.0| 23.6/13.8| 98] 4.0 5.7 -8 -8 11
62| 959| 81| 818 65.11 21.7| 22.2|126| 96| 4.2 54 -3 —-2! 10
64| 889| 89| 800 61.9| 17.2| 17.8|102| 76f 4.2 34 —.6 =1 10
73| 921| 101| 819 67.21 1411 22.0| 86} 134! 5.1 83 -53 -2 1
9.1 1108 11.2| 9938 79.11 19.9] 29.1| 10.8] 183 59 124 -59 -33 8
10.7| 1265 12.1| 1144 87.8] 25.8| 31.8{11.8{ 20.0f 6.5 135 -22 -39 9
116 121.9| 12.6| 109.3 85.3] 23.0| 249| 93| 156{ 6.5 9.1 1.9 —-38| 10
12.6] 139.3| 14.1| 1252 94.7] 29.6{ 38.5]169( 216 79 136 =50 -39 k]
146 159.9| 152| 144.7| 110.2) 334} 39.1{21.2} 179 7.8 101 -12 -45| 1.1
15.7) 166.7] 16.8] 149.8| 1183} 30.3} 33.8|17.8] 16.0{ 7.8 8.1 1.0 ~44) 12
17.0| 178.1| 182| 159.9| 1287{ 29.9| 34.9|185| 164 8.0 841 -1.0 -40; 13
17.9] 174.1| 17.4| 156.6| 1265} 28.6| 32.1|156( 164 8.2 8.2 -3 —32f 16
19.2} 1975] 19.2| 178.3| 1385| 382 42.0|20.2( 21.8, 94 124 -17 21| 16
21.5| 210.1| 20.8| 189.2| 151.4| 36.11 41.8;20.1| 21.8| 10.1 116 ~27 -30| 17
23.7| 2185| 22.4| 196.2| 159.1( 35.0( 39.8|19.1| 20.7| 104 103 -15 ~-33| 22
249) 211.4| 22.8) 188.6| 1559 30.1} 33.7|16.2| 17.5| 10.2 13 -3 —-34] 27
26.0( 239.7| 25.4] 2144| 1716 39.7| 43.1]20.7| 22.3| 10.8 115 -5 —-29] 31
27.0| 250.3| 28.3( 222.0f 181.1| 37.4| 39.5{19.2| 20.3| 115 8.7 3 -23| 35
278 256.7| 30.1 2265 185.1( 3741 39.2(19.5| 19.7| 11.7 8.0 1 -18| 38
28.7| 2823| 33.0( 249.2| 199.8{ 44.9| 43.7(20.6| 23.1| 12.7 103 1 10| 45
29.8| 301.1| 356| 2656; 210.7| 50.0| 48.3] 22.8| 255 14.1 114 -2 19! 48
310| 3266 384| 288.3| 226.3| 56.7| 54.6|24.0| 30.7| 153 154 -5 26| 53
32.8| 359.3| 4l.1| 3182 246.1| 66.1| 64.4727.2| 371.2| 11.2 200 -19 36} 6.1
357] 3949| 429| 3520| 273.5] 71.2| ¢9.5/29.5| 40.0| 18.1 219 ~2.1 38 74
39.3] 4136| 45.8] 367.9| 291.9] 67.2| 65.4|27.7| 37.7| 189 188| -—17 36| 87
43.0( 4554| 516{ 403.8| 32164 72.1{ 71.9| 336/ 38.3] 20.7 176 -34 36| 101
47.8] 494.0| 57.1| 437.0/ 357.4| 66.4| 68.4f33.3| 35.1| 20.7 14.4 —55 35} 131
53.1| 507.5| 61.8| 445.7| 377.1) 51.6| 55.1|27.3| 27.9| 199 80/ -51 15} 17.0
58.2| 544.2| 682 476.0| 399.4| 58.7| 63.3(29.9| 33.3| 20.0 1331 -50 51179
62.6( 608.4; 73.5| 534.8| 443.8' 72.0| 759|335 424| 21.7 20.7f —6.6 2.7] 191
68.7| 683.3| 80.5( 602.8| 5038| 76.0] 92.7|39.6| 53.1| 239 29.21 —186 18§ 23.1
80.8| 728.0{ 85.7| 642.3| 5529] 59.5(102.9}42.7| 60.2{ 26.0 342 —404 -3.0| 299
96.8( 777.3| 92.6| 684.6, 5769| 76.91101.3]40.6| 60.7| 28.5 322 -124| -119| 308
106.8| 88l.2] 99.8| 781.5| 650.2{100.9|130.0f{ 52.5| 77.4| 33.1 443 -146| —144| 304
116.0f 990.3{ 107.8| 8825 732.6{116.5/143.5/59.6( 83.8| 37.2 466 —152| -—11.8] 334
126.9(1,120.0| 117.2{1,002.7| 834.7{128.3/166.1| 68.8| 97.4] 41.8 55.5| —25.2| -—126| 39.7
140.8{1,2475} 126.3(1,121.2{ 940.7{133.3{190.8( 754 [1155{ 47.2 68.3] —419) 156} 472
111.7{ 9428| 104.9| 838.1| 700.5(106.2{137.4(57.4| 80.0| 35.6 445| -187| -—125/ 314
114.5| 978.8| 106.3| 8725| 723.6{116.4|143.5|599| 83.6| 36.6 47.0| -159f -—112| 325
117.511,011.4| 109.1| 902.4| 742.8{125.5/145.4/60.2| 85.1| 37.6 475 -89 -109} 340
120.511,028.1| 111.1| 917.0) 763.4{117.81147.5,60.9| 86.6| 39.1 475) —17.0f -12.7) 358
123.211,045.8| 113.2| 9326] 791.4(104.3|140.2| 56.5| 83.8| 404 433 -239|( -121| 37.0
125.811,110.8| 117.4| 9934 824.6(130.0{167.3( 69.5| 97.8| 40.0 5171 --25.1| -12.1| 388
128.211,139.7| 117.5(1,022.2| 846.5(135.1|171.3| 71.2(100.1| 42.8 573| -23.0( -13.2| 406
130.5|1,183.5( 120.7)1,062.8| 876.5|143.8{185.7| 77.9(107.8| 44.1 63.7} -288] -—13.1| 424
,346.4 1334(1,213.0| 122.8(1,090.2| 910.0(1359|189.5 74.7|114.8| 46.2 686 —399| -—136| 44.2
,370. 138.4(1,232.0| 124.2(1,107.8 928.4(133.9|184.2| 71.8|112.5| 47.3 652 —366( —13.8| 455
.. 1,401.3 1434(1,257.9| 127.611,130.3} 949.7(132.3|192.7{ 76.3|116.3| 46.3 700( —44.0( -—164| 483
Ve 148.0 130.7|1,156.4| 9745 488 -469{ -187| 507
1 [ndirect business tax and nontax iability plus b transfer payments less subsidi

Source: Department of Commerce, Bureau of Economic Analysis.
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TABLE B-12.—Output, costs, and profits of nonfinancial corporate business, 1948-79

[Quarterly data at seasonally adjusted annual rates)

Gross domestic

Current-dollar cost and profit per unit of output (dollars) *

product of —
nonfinancial Capital Corporate profits with Output
corporate con- inventory valuation and gr Compen-
business (billions sumption capital consumption ho%’ of sation
of dollars) Total allow- | Indirect | Compen- adjustments all per hour
Year or quarter cost | ances | busi- | sation Net employ- | Of all
and "'!:‘l r;ess °{ interest ces. | emoloy-
h capital ax employ- : ; ees
current | 1972 | Prefit* con- | etes ees Total P'g,'('s P;?{g,s dﬁ)}gz) (dollars)
doltars | dollars sgg}ﬂ?‘?n liability | tax+
ment
0.047( 0053{ 0382 0004| 0.112] 0.051( 0.061
.053 057 .388 004 .105 042 062
.051 057 .383 004 120 .068 051
.054 .056 .408 004 124 .079 045
057 061 430 004 .110 065 046
.058 .062 441 004 102 063 .039
.063 061 446 .006 .101 .055 046
061 061 439 .005 121 .064 .057
066 064 467 .005 112 062 .050
072 068 484 007 .106 .058 .048
.080 073 497 009 096 .052 044 || 5.201 2.587
075 0713 494 009 114 .060 085 || 5.428 2.682
.075 079 .505 .010 .104 053 051 || 5.539 2.795
076 082 .505 o1 102 .053 049 || 5.715 2.885
072 083 .500 011 112 052 .061 || 5.992 2.996
070 084 495 .011 118 .054 064 || 6.238 3.089
068 084 497 012 125 .053 072 ) 6.475 3218
066 083 497 012 134 085 079 || 6.685 3.325
067 080 513 .014 134 055 078 || 6.828 3.504
072 084 .535 016 123 .051 072 || 6.906 3.694
.074 089 .553 017 124 .058 066 || 7.133 3.944
079 094 .589 022 109 .055 055 || 7.154 4.207
.088 .103 628 028 .086 .045 041 || 7.147 4487
.094 110 645 029 .095 .048 .046 || 7.389 4.766
.093 110 .661 028 107 .050 .057 || 7.631 5.047
.095 112 699 032 .105 055 .050 || 7.790 5.447
116 123 .796 .043 .086 .061 024 || 7.492 5.961
142 136 .848 045 113 .060 .053 || 7.726 6.554
146 .137 .890 042 .138 072 066 1| 7.973 7.098
.151 .140 2951 043 151 077 074 || 8.064 1.666
.155 .143 1.020 048 157 .084 073 || 8142 8.302
167 .150 1.114 056 .158 .089 .069
.148 139 928 042 141 .076 065 || 8.063 7.480
.149 .139 .945 042 .152 078 .074 || 8.042 1.596
151 .140 954 .044 .161 077 .084 || 8110 7.738
.154 142 .975 046 .150 .078 073 || 8.059 7.859
.156 143 1.002 047 132 071 061 || 8.056 8.071
154 144 1.009 047 159 .085 074 || 8138 8.212
.155 142 | 1.024 .049 .163 086 077 || 8179 8.379
.155 143 1.042 050 171 .093 .078 || 8.201 8.544
.158 .145 1.075 052 .161 088 072 || 8159 8.770
.165 1487 1104 .054 159 085 074 || 8.100 8.941
170 .151 1127 .057 157 .091 .066 || 8.095 9.127
1 Qutput is measured by gross d product of | corporate b in 1972 dollars.

2 This is equal to the deflator for gross domestic product of nonfinancial corporate business with the decimal point shifted two

places to the left.

3 Indirect business tax and nontax liability plus business transfer payments less subsidies.
4 With inventory valuation and capital consumption adjustments.

Sources: Department of Commerce (Bureau of Economic Analysis) and Department of Labor (Bureau of Labor Statistics).
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TABLE B-13.— Personal consumption expendstures, 1929-79

[Biltions of dollars; quarterly data at seasonally adjusted annual rates)

Durable goods* Nondurable goods ! Services !
Personal F:Jmi- Hous?pold‘
Year or con- Motor | uré Cloth- | Gaso- | Fuel operation
sumption . and ¢ - y
quarter | oxpendi- | Total veia\:ﬁjles house- | Total | Food | 18 2:5 ;:1':1 Total }::‘);sz Elec- T’fa'}isg:r'
tures parts egzlig- shoes | oil | coal Total "a'ﬁgy
ment gas
9.2 33 47| 377 195 94 18 16| 303| 11.7| 40 1.2 26
35 1.1 19| 223| 115 46| 15 12| 201 8.1 28 11 1.5
6.7 2.3 34| 351 191 71| 22| 14| 252 94| 38 14 2.0
78 28 38| 370| 202 15| 23| 15| 262 97| 40 15 2.1
9.7 35 48| 429| 234 88| 26| 17| 282( 104| 43 15 24
69 N 46| 508| 284 110| 21 19| 31.0 112| 48 1.6 27
6.5 .8 39} 586 332 134} 13| 20| 343 118} 52 17 34
6.7 8 38| 643) 36.7| 146 14| 20| 371 123 59 1.8 37
8.0 1.0 45| 719} 406 165 18| 22| 396| 128 64 19 40
15.8 41 84| 827 | 474 182 34| 25| 453| 142 68 2.1 5.0
204 66| 106! 909| 523| 188 4.0| 30| 504 160 75 2.3 5.3
229 80| 115{ 96| 542| 201 48| 34| 553; 179 8l 2.6 5.8
25.0 106} 11.3| 949| 525) 193] 53| 31| 582| 196| 85 29 5.9
308 13.7| 137| 982 539| 196 55| 34| 63.0| 2L7| 95 33 6.2
298 122| 14.0) 1088 604 | 21.2| 6.1y 35| 685| 243| 104 37 6.7
29.1 1131 140/ 1139{ 634| 219{ 68| 34, 740| 270| 111 4.1 7.1
325 1391 1461 1165( 644 221 741 341 806 298| 120 45 7.8
318 130 146 1180| 654 221 78| 35| 861 322} 126 5.0 79
386 178 162 1229 672 231| 86| 38| 921| 343| 140 55 8.2
379 158 17.1} 1289 | 69.9| 241 94| 39| 992 36.7| 152 6.1 86
39.3 172 169 1352 736 24.3| 10.2] 41| 1059] 393 162 6.5 9.0
36.8 1481 166| 1398| 764 247 | 106| 42| 1128| 420| 173 7.1 9.3
424 189) 178 1464 7911 26.1) 113 40| 1219| 450} 185 76 10.1
43.1 19.7| 1727 1511y 811 267 | 12.0] 38| 130.7| 481 20.1 8.3 10.7
41.6 178 179 1553| 832] 274 12.0] 3.7| 1381| 512| 210 8.8 11.2
46.7 215| 189 | 1616 855 28.7| 126 3.7 147.0| 54.7| 222 94 11.7
514 244| 203| 167.1t 878! 295} 129| 40| 1561| 58.0| 234 99 12.2
56.3 260| 228| 17697 927 319) 135| 41 167.1| 614| 248 104 128
62.8 298| 24.7| 1886| 989 335| 147| 44| 1787| 655 263 109 13.7
67.7 30.1| 27.7| 204.7) 1066 36.6| 160 47| 1924| 695 280! 115 15.0
69.6 297 29.5| 2126 10964 382} 170! 48| 2081 | 741} 306 122 16.2
80.0 358| 326 2304 | 1183} 418} 184 5.0 | 225.6 799 327 13.1 174
85.5 3771 350 2470 1261 45.1| 204 52| 247.2 86.8| 355 14.2 189
849 349| 36.7| 264.7| 1363 | 466 220 54| 269.1| 940} 383| 155 21.1
97.1 438 394 2777 1406} 505 234| 55 2934| 102.7} 416 17.0 23.8
111.2 506 44.8| 299.3| 1504 55.1| 249| 63| 3224 1123| 459 189 26.0
123.7 5521 507 3338 168.1| 61.3| 27.8| 7.7{ 3523 1232} 50.2| 206 219
1220 480( 549 376.3| 1898} 653 | 364 | 961! 3913 1365 56.1( 24.1 30.7
132.6 534 | 58.0| 4089 | 2096 | 70.1| 39.5| 10.2| 437.5| 1502 | 645| 293 326
157.4 700| 64.0| 4439 227.1| 759| 429| 12.0| 4885 1662 | 728 | 330 379
178.8 816| 709 481.3| 246.7| 824 46.7] 131 187.3 | 82.0| 383 43.6
200.3 91.2 77.6| 5306 | 271.7¢ 91.2( 509| 14.0| 619.8| 212.2] 914 426 49.2
212.8 913 857| 597.0| 3019 996 651| 183 | 700.0 | 241.6|1020| 488 55.8
174.3 81.7| 681 467.7[-2838! 79.2] 46.5| 134 527.1| 178.7 | 80.6 | 384 40.6
175.7 80.6( 69.8| 4755| 2458 79.7! 46.6 | 12.8| 539.3| 1843 | 78.7| 357 429
178.9 805| 71.6| 483.0} 248.0| 82.8| 464 | 13.0| 558.7 | 1900 | 84.0) 39.8 444
186.4 837| 74.0| 499.2| 2544 879| 47.3) 13.1| 574.1| 196.1| 848! 393 46.6
185.3 1 5059 | 2606 | 854 | 48.1 ] 146 596.0} 2025| 904 | 434 47.6
200.3 935( 765| 521.8| 267.7| 89.9| 49.0{ 144| 609.1| 209.0| 889 | 40.8 48.6
2035 924 789 536.7| 2745 927 515( 134| 629.1| 2150 | 925 42.8 49.7
2121 9 7| 558.1| 2839 96.8| 55.0 13.6| 645.1 | 222.1] 93.7] 434 8
213.8 7.7 2.1 | 571.1| 2929 955| 584 154 669.3| 2295| 99.1 | 47.7 52.9
208.7 89.1| 84.2) 581.2| 296.7| 9691 60.2| 17.2| 686.0| 236.3| 99.7| 473 545
2134 8981 87.3] 604.7| 303.1|101.0| 68.3| 204 | 7106 | 2449{103.5| 496 56.8
215.5 886 894} 631.0( 3151|1050 734 20.0| 733.9| 25571056 505 589

1 Total includes “other” category, not shown separatelr.
2 Includes imputed rental value of owner-occupied dwellings.

Source: Department of Commerce, Bureau of Economic Analysis.
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TABLE B-15.—Inventories and final sales of business, 1946~79

[Billions of dollars, except as noted; seasonally adjusted]

Inventories * Inven.tory—tfinal
Nonfarm _ sales ratio
Year and quarter Total F Whot s;’ég',
otal arm ole- f
Manufac- Retail Non-
Total turing éghee trade Other Total farm®
Fourth quarter:
737 218 519 26.7 9.6 119 37 1920 0.384{ 0270
86.9 25.8 61.1 318 106 14.1 46 2196 .396 278
90.6 234 67.2 3481 121 15.3 49 235.7 .384 285
81.0 19.5 614 310f 117 14.3 44 2346 .345 262
98.8 24.2 746 374 | 143 17.7 5.2 259.8 .380 287
112.1 26.5 85.6 4621 149 18.3 6.2 295.6 379 290
109.4 23.1 86.3 4731 149 17.9 6.2 313.3 .349 275
110.1 216 88.5 4931 151 18.5 5.5 325.8 .338 272
. 20.5 86.7 47.0f 154 18.7 5.6 330.1 .325 263
17.6 94.6 5141 167 20.9 5.6 356.5 315 265
18.3 103.5 575 17.8 21.8 6.4 377.0 .323 274
20.9 1058 579 181 22.9 6.9 392.7 323 269
249 103.9 56.0| 181 229 6.9 405.0 318 257
236 108.7 57.5| 19.2 24.1 8.0 426.7 310 255
24.8 111.3 58.1 | 196 256 8.1 442.1 .308 252
25.0 1134 595 202 25.1 8.7 465.3 .297 244
26.6 118.6 62.5| 209 26.7 8.6 492.7 .295 241
269 124.6 648 224 28.2 9.2 524.2 .289 238
25.7 131.8 685 236 29.8 99 553.1 285 238
29.7 143.0 73.7{ 253 331 109 610.7 .283 234
289 160.2 834 286 36.6 11.6 647.5 292 247
29.2 173.0 91.1| 306 37.8 13.5 688.0 .294 251
304 184.9 9741 324 40.7 14.4 757.6 .284 244
334 202.8 107.1| 353 444 16.1 804.5 .294 252
1970 2442 317 2125 1108 | 383 456 17.7 839.4 291 253
1971 261.9 36.8 225.1 1136 412 51.0 19.2 915.2 .286 246
1972 288.6 446 2439 1204 | 457 559 21.8( 10199 283 239
1973 355.8 66.2 289.6 1436 552 64.4 26.4 20.5 318 258
1974, 425.6 619 363.7 1864 | 69.8 2.3 352 12160 .350 299
1975 428.3 64.3 1879} 681 721 359 1,355.1 316 269
1976 460.5 60.8 399.7 2039 | 766 80.5 388 | 1,480.9 311 270
1977.. 506.0 61.5 4445 222.5| 864 91.6 44.1] 1,651.3 306 269
1978 586.9 76.7 510.2 253.7 102.0( 1054 49.1( 18843 311 271
1979 ». 684.3 81.8 602.5 305.3| 1186 | 118.7 59.9 | 2,086.5 328 289
1977:
| 4746 61.5 413.0 208.7 | 802 836 40.5| 1,519.5 312 272
1] 479.2 57.6 421.6 21321 810 85.7 41.7 | 1,567.6 .306 .269
1} 490.1 57.1 433.0 2174 834 889 432 | 1,609.9 .304 269
v 506.0 61.5 4445 2225| 864 91.6 441 1,6513 306 269
1978:
I 526.4 66.1 460.3 230.3| 909 95.0 44.1| 16783 314 274
] 5447 69.0 475.7 237.0| 942 98.8 45.7| 1,761.7 309 270
ti 563.2 715 491.7 24551 97.1| 1020 47.0| 1,817.6 310 271
[\ 586.9 76.7 510.2 253.7( 1020} 1054 49.1 | 1,884.3 31 271
1979:
| 613.4 79.8 533.5 2674 | 1069} 107.6 516 | 19322 317 .276
1] 635.1 81.2 5539 277.7| 1110| 1116 53.5{ 19511 .325 284
" 662.9 799 583.0 2944 | 1163 | 1145 57.81 2,027.5 327 .288
Ve 684.3 81.8 602.5 305.3| 1186| 1187 59.9 | 2,086.5 328 289

1 End of quarter.
2 Annual rates.

3 Ratio based on totat final sales, which include a smalt amount of final sales by farms.

Note.—The industry classification of inventories is on an establishment basis and is based on the 1972 Standard Industrial
Classification (SIC) beginning in 1948 and on the 1942 SIC prior to 1948.

Source: Department of Commerce, Bureau of Economic Analysis.
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TABLE B-16.—Inventortes and final sales of business in 1972 dollars, 1947-79

[Billions of 1972 dollars, except as noted; seasonally adjusted]

) |
Inventories * : lnvel‘tory—tjinal
't sales ratio
Nonfarm Final
Year and quarter Total . Whor sales?
ota arm ofe- .
Manufac- Retail Non-
Total turing ’ég:jee trade Other Total farms
Fourth quarter:
1186 25.7 93.0 499 138 205 8.7 397.2 (| 0299 0.234
124.1 26.7 97.3 51.3| 161 21.3 86 412.0 .301 236
118.7 26.2 93.5 486| 16.1 209 18 4151 .288 225
130.2 215 102.7 518 183 239 8.7 44261 .29 232
1439 29.1 114.8 625 189 239 95 476.5 .302 241
148.2 304 117.9 65.2] 192 239 9.6 499.1 297 236
149.7 30.2 119.6 669 194 245 87 516.2 .290 232
1415 311 116.5 633 197 24.6 88 517.0 285 225
155.3 315 123.7 66.7| 214 21.2 84 547.4 .284 226
161.1 30.7 130.3 716 220 215 9.2 557.6 .289 234
162.6 314 131.2 7111 219 284 9.8 565.3 .288 232
160.8 324 1284 6861 21.8 28.2 9.8 571.2 279 222
167.2 324 134.8 1| 237 29.6 105 596.8 .280 .226
196/ 171.6 328 138.8 724 243 315 10.7 609.0 282 228
196 1745 332 141.2 742 250 306 114 636.6 274 221
196 1826 345 148.1 784 259 325 114 664.2 275 223
196 190 35.7 154.7 808 | 27.8 34.1 12.0 699.3 272 221
1964, 197.7 35.1 162.6 847 291 36.0 128 730.7 271 223
36.2 1728 89.1| 305 394 13.8 7913 .264 218
36.0 189.7 990 337 42.7 14.3 809.2 279 234
36.8 200.9 10591 355 43.1 16.3 837.2 284 .240
37.0 209.4 110.7 [ 366 45.3 16.8 882.8 279 .237
373 219.7 11581 382 47.7 18.0 892.2 .288 .246
1970. 261.3 37.7 223.6 117.1| 404 473 18.8 891.7 293 .251
1971 267.9 39.2 2288 11541 420 51.9 19.5 935.0 287 .245
1972 2774 39.8 2376 117.5| 444 54.4 21.3 | 1,007.6 275 .236
1973 2939 421 251.8 1236 | 474 58.2 22.71 1,031.8 .285 244
1974 301.8 418 260.1 1286 ( 506 56.5 245| 1,005.3 .300 .259
1975. 292.1 43.0 249.1 12421 472 54.0 23.6| 1,0433 .280 239
1976. 298.7 411 251.6 126.8| 503 56.8 23.6 | 1,0927 273 .236
1977... 311.8 410 270.8 1310| 537 61.6 2454 1,151.2 271 235
1978 3259 413 284.6 136.3 2 64.8 2531 1,212.0 .269 235
1979 P.....covvrcrcmresssnesescssssserene] 336.1 423 293.8 1435} 595 65.1 258| 1,2326 273 238
1977:
| 301:5 40.7 260.8 127.6 1.4 57.9 23.8| 1,109.6 272 235
] 304.8 40.7 .2 129.3| 518 59.0 2411 11222 272 235
L] 309.0 40.7 268.2 1304 | 528 60.6 244 11393 271 235
v 3118 41.0 270.8 131.0 53.7 61.6 245 1,151.2 27 .235
1978:
I 3159 41.0 2748 1326 55 626 2431 1.151.0 274 239
H 3198 41.0 278.8 1343} 56.3 63.5 24.7| 1,178.0 271 237
1] 3229 41.2 281.7 1356 | 56.8 64.4 249 11929 271 236
\ 3259 413 284.6 136.3 | 582 64.8 253 12120 .269 .235
1979
| 3289 414 287.6 1384 59 64.4 2551 12146 271 237
1] 3335 415 292.0 1411 594 65.8 25.7| 1,2008 278 .243
i 3353 417 293.5 1425 60.0 65.3 25.7 | 1,222.2 274 .240
e 336.1 423 2938 143.5 65.1 25.8| 1,2326 273 .238

1 End of quarter.
2 Annual rates.

3 Ratio based on total final sales, which include 2 small amount of final sales by farms.

Note.—The industry classification of inventories is on an establishment basis and is based
Classification (SIC) beginning in 1948 and on the 1942 SIC prior to 1948.

Source: Department of Commerce, Bureau of Economic Analysis.
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TABLE B-17.—Relation of gross nai snal product and national income, 1929-79

[Billions of dollars; quarterly data at seasonally adjusted annual rates)

Less: Plus: Less:
Capital Subsidi
consump- Faual fess "
tion uals: curren! " ;
Gross Indirect Busi- . Equals:
Year or quarter national | lowances natig;al suropflus business | ness Sttfga'ls National
product capital product | govern- t::n?gg trgu;;fer discrep- | Mcome
comump g:f:rt‘ liability | ments | 3¢
adjustment prises
1929 103.4 9.7 93.7 -02 71 0.6 1.1 84.8
1933 55.8 15 483 -0 11 7 7 399
1939 90.8 87 82.1 A 94 5 14 73
1940 100.0 9.0 91.0 A 10.1 4 11 79.7
1941 1249 10.0 1149 1 113 5 5 102.6
1942 158.3 112 147.1 1 11.8 "5 -8 135.7
1943 192.0 115 180.5 1 12.8 5 -1.8 169.1
1944 210.5 13 198.7 6 142 .5 2.7 181.9
1945, 212.3 123 200.0 7 155 .5 41 180.6
1946, 209.6 138 195.7 9 17.1 5 7 178.3
1947 232.8 17.2 215.6 -2 184 6 1.8 194.6
1948 259.1 20.3 2388 -1 20.1 7 -1.2 219.0
1943 258.0 22.0 236.1 -3 213 8 1.0 212.7
1950, 286.2 239 262.3 1 234 8 2.0 236.2
1951 330.2 216 302.6 -1 253 9 40 272.3
1952 347.2 29.6 3176 -3 211 1.0 2.7 285.8
1953 366.1 316 3345 -5 29.7 1.2 33 299.7
1954 366.3 331 333.2 -3 296 1.1 3.0 299.1
1955 399.3 353 364.0 -0 322 12 25 328.0
1956. 420.7 389 381.8 7 35.1 14 -8 346.9
1957 442.8 42.0 400.8 7 315 1.5 2 362.3
1958, 448.9 441 404.8 11 387 16 1.7 364.0
1959 486.5 46.1 4404 1 41.8 1.8 -2 397.1
1960. 506.0 41.7 458.3 A 454 2.0 ~.1 412.0
1961 5233 49.1 474.2 1.7 48.0 2.0 16 424.2
1962 563.8 50.5 513.3 1.8 51.6 21 4.0 457.4
1963 594.7 52.2 542.5 1.1 54.6 24 37 482.8
1964 635.7 581.2 1.7 58.8 2.7 2.2 519.2
1965 688.1 57.5 630.6 1.6 62.6 28 9 566.0
1966. 753.0 61.7 691.3 25 65.3 30 32 622.2
1967 796.3 67.0 729.3 16 10.2 31 17 655.8
1968 868.5 73.8 794.7 1.3 78.8 34 —6 7144
1969 935.5 825 853.1 18 86.4 38 -33 767.9
1970 982.4 90.8 891.6 2.7 94.0 4.0 =21 798.4
1971 1,063.4 98.8 964.7 24 1034 42 1.3 858.1
1972 1,171.1 105.4 1,065.8 36 111.0 47 17 951.9
1973 1,306.6 1177 | 1,188.9 39 120.2 5.4 26 | 1,064.6
1974 1,4129 131.7 | 1,215.2 1.0 128.6 59 58 { 11360
1975 1,528.8 1620 | 1,366.9 2.3 139.2 16 74| 12150
1976, 1,702.2 177.8 | 15244 1.0 151.4 8.0 6.1 | 13598
1977 1,899.5 1954 | 1,704.1 31 165.1 8.7 75| 15258
1978 2,121.6 2169 | 19107 42 178.1 9.2 331 17243
1979 ». 2,368.5 2430 | 21256 2.3 189.5 10.2 40 | 19242
1977:
| 1,820.2 1869 | 1,633.3 15 160.1 86 9.1 | 14569
1] 1,876.0 1919 | 1,684.1 12 162.7 8.7 86 | 15053
W 1,930.5 1987 | 1,731.8 2.8 166.9 89 771 15511
W 19713 2043 | 1,767.0 6.8 170.6 89 46 | 1,589.8
1978:
| 2,011.3 209.1 | 1,802.2 43 1736 89 30| 16210
1] 2,104.2 2144 | 1,889.8 46 179.3 9.0 23| 1,7039
11} 2,159.6 2196 | 1,940.0 2.8 171.2 9.2 39| 1,752.5
v 2,235.2 224.6 | 2,0106 5.1 182.1 9.5 41| 18200
1979:
| 2,292.1 2299 | 2,062.2 1.8 184.8 9.6 6| 1,869.0
1] 2,329.8 239.0 | 2,090.8 26 186.9 99 -13 | 18979
1] 2,396.5 2479 | 21485 32 191.1 10.4 83| 19419
Ve 2,455.8 255.1 | 2,200.8 1.5 195.2 10.8
Source: Department of Commerce, Bureau of Economic Analysis.
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TABLE B-18.—Relation of national income and personal income, 1929-79

[Billions of dollars; quarterly data at seasonally adjusted annuat rates)

Less Plus Equals
Corporate
prqms
wi
. Govern-
National | inventory Contribu- | , W38€ | “ment .
Year or quarter : valuation 4 accruals Personal Business
¢ income and int!?;st tlggzi;?r less ga;sefetrs interest | Dividends | transfer Pi:m:g'
capital incoraace | disburse- | P e | income payments
cor;is(t,ll:np- ments persons
adjust-
ments
1929...... 848 9.2 47 0.2 0.0 09 6.9 5.8 0.6 849
1933...... 399 -17 41 3 .0 1.5 5.5 2.0 7 46.9
53 36 21 0 25 5.4 38 5 724
8.7 33 2.3 0 2.7 53 40 4 718
14.1 33 2.8 0 26 5.3 44 5 95.3
19.3 31 35 .0 2.7 5.2 43 5 122.4
235 2.7 4.5 2 2.5 5.1 44 5 150.7
236 24 5.2 -2 31 5.2 46 5 164.4
19.0 22 6.1 0 5.6 59 46 5 169.8
16.6 1.6 6.1 -0 10.8 6.4 56 5 177.3
22.2 2.1 58 0 11.2 73 6.3 6] 1898
29.1 2.1 5.4 0 10.6 77 70 7] 2085
269 22 59 -0 1.7 8.2 12 8| 2056
33.7 2.3 71 0 144 89 8.8 8| 2261
38.1 2.7 85 .1 116 9.6 85 91 2537
354 3.0 9.0 -0 12.1 10.3 85 10| 2704
355 34 9.1 —-.1 12.9 114 88 127 2861
346 43 10.1 0 15.1 12.7 9.1 11 288.2
446 438 11.5 0 16.2 13.8 10.3 1.2 3088
429 5.2 12.9 0 17.3 153 111 14] 3309
42.1 6.5 14.9 0 20.1 17.4 115 151 3493
375 8.0 15.2 0 243 18.8 113 161 3593
48.2 88 180 .0 25.2 209 122 18 382.1
46.6 9.8 211 0 270 233 129 20| 3997
46.9 11.2 21.9 .0 308 246 133 20) 4150
54.9 12.8 243 0 31.6 27.1 144 2.1 440.7
59.6 14.3 213 .0 334 30.2 15.5 24| 4631
67.0 15.9 28.7 .0 3438 333 173 2.7) 4957
771 185 30.0 0 376 37.2 19.1 28| 5370
825 219 388 .0 416 418 194 30| 5849
79.3 24.3 434 0 495 45.0 20.1 31 626.6
85.8 26.8 48.1 K] 56.5 49.6 219 34| 6852
814 308 54.9 .0 62.7 55.9 22.6 38| 7458
67.9 315 58.7 0 75.9 64.3 229 40 801.3
77.2 42.8 64.8 6 89.9 69.3 23.0 42| 8591
92.1 47.0 73.6 .0 99.4 746 24.6 47| 9425
99.1 52.3 915 -1 1135 84.1 27.8 54| 10524
836 69.0 103.8 -5 1349 103.0 31.0 591 1,1549
95.9 786 110.6 0 170.6 1155 319 76 12555
126.8 83.8 126.0 0 185.8 127.0 315 80 1,381.6
150.0 94.0 142.5 0 199.6 141.7 42.1 87| 1,5316
167.7 1095 164.1 2 2149 163.3 47.2 92| 1,7174
1785 129.7 189.8 -2 2419 191.8 52.7 10.2 | 1,923.1
137.1 89.3 137.7 .0 1945 1356 408 861 14725
1489 92.7 140.7 .0 1956 | 1402 415 8.7 1,509.0
160.8 95.8 1438 0 2024 1439 2.7 891 15485
153.0 98.2 1476 0 206.0f 1472 434 89| 1,59.4
1412 1015 158.3 .0 208.5 152.2 4 89 16348
169.4 | 106.8 162.6 .0 209.8| 1594 46.0 9.0 1,689.3
17521 1119 165.7 5 219.1 167.2 47.8 9.2 1,7425
1848 | 117.6 170.0 4 222.3 1743 49.7 9.5] 1,803.1
17891 122.6 184.6 1 221.7 181.0 51.5 96| 1,852.6
1766 1256 187.7 -9 2337 | 1876 52.3 99 1,8925
.. 180.8 | 131.5 191.1 -1 250.4 194.4 52.8 104 19466
> 1389 195.9 2 25581 2043 54.4 10.8 | 2,000.5

Source: Department of Commerce, Bureau of Economic Analysis.
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TaBLE B-19.——Natronal income by type of income, 1929-79
[Billions of dollars; quarterly data at seasonally adjusted annual rates]

Compensation Proprietors’ income with i y ion and capital p
of employees adjustments
' Supple- Farm Nonfarm
Year or National ments ] Inven-
quarter income ! Wages to Capital to Capital
Total and wages | Total consump- vaILya consump-
salaries | and Total | Income? tion Total | Income+ tion g tion
sval-2 adjust- adjust- adjust-
aries ment ment ment
51.1 50.5 0.6 14.9 6.2 6.3 ~0.1 88 8.8 0.1 -0.2
29.5 29.0 5 5.8 26 25 1 32 39 -5 -2
481 46.0 21 1.7 44 44 -0 13 16| -2 -1
52.1 49.9 2.3 12.9 45 45 —.0 84 86| -0 -1
64.8 62.1 2.7 17.4 6.4 6.5 -0 109 1.7 -6 -1
85.3 82 32 240 9.8 103 —-5] 143 1441 -4 2
109.5 105.8 38 290 11.7 12.2 -5 1713 17.1 -2 3
121.2 116.7 45 30.2 11.6 12.2 —6| 186 183 -1 A
123.1 1175 56 317 12.2 126 —4| 194 193] -1 2
1181 1120 6.0 36.6 149 15.1 -2 216 23.3| -17 0
129.2 123.1 6.1 358 15.2 15.6 —4| 2086 218 —15 A
1414 135.5 5.9 40.7 17.5 181 -6 232 231 -4 5
1413 1347 6.6 36.1 127 134 ~11 235 22.2 5 8
154.8 147.0 78 384 13.5 14.1 —-7] 249 251 | —11 9
181.0 1713 9.7 428 15.8 16.6 -81 270 264 -3 9
195.7 185.3 104 429 149 15.7 -8( 280 269 2 9
209.6 198.5 110 41.3 129 13.7 —.7| 284 2716 -2 9
2084 196.8 116 40.8 123 129 —6| 285 216 -0 1.0
224.9 211.7 13.2 425 11.3 11.9 -6 312 305| -2 1.0
243.5 228.3 15.2 43.6 11.2 11.8 -6 324 318 -5 11
.5 239.3 17.2 45.0 11.0 11.8 -8 339 331 -3 1.2
258.2 2405 17.7 474 13.1 139 ~8] 343 3321 -1 11
279.6 2589 | 206 47.2 107 116 -9 366 363 -1 13
2949 27119( 230 47.0 114 12.3 -9 356 4.2 1 1.3
303.6 2795 241 48.3 11.8 12.7 —9| 364 353 -1 1.2
325.1 2980 | 271 49.6 11.9 12.8 -10| 377 364} -0 14
2.9 3134 29.5 50.3 116 125 -9| 387 372} -0 16
368.0 336.1 318 52.2 10.3 11.2 -101 420 402 -0 1.8
396.5 362.0 5 56.7 126 135 -9 41 4271 -2 16
439.3 39841 409 60.3 136 146 -10| 467 453} -3 16
471.9 42715| 444 61.0 12.1 132 —1.2| 489 4751 -3 17
519.8 469.5| 503 63.4 12.0 13.3 ~-13| 514 504| -4 1.5
571.4 5146 56.8 66.2 139 15.4 —-14} 823 51.3; -5 14
09.2 546.5! 62.7 65.1 139 15.3 —-14| 512 5071 -5 1.0
650.3 58001 703 67.7 14.3 16.0 ~17] 534 528| -4 11
715.1 633.8( 814 76.1 18.0 20.0 —-20| 581 64| -.7 25
799.2 701.2 98.0 924 320 34.2 -22| 604 60.3| —1.7 1.8
875.8 764.11 1117 86.2 254 219 —25| 609 629 —36 1.6
931.1 8059 | 1252 87.0 23.5 27.1 —-37| 635 640 —1.2 6
1,037.8 890.0 | 147.8 89.3 18.3 223 —-40| 710 22| -12 -0
1,156.9 984.0| 1729| 1002 19.6 240 —43| 805 819| -13 ~.1
1,304.5| 1,1035( 201.0{ 1168 21.1 326 —49| 891 922 -21 -10
1,459.1| 1227.3| 231.8| 1300 321 315 -54| 980 103.7| -3.0 -28
1,110.1 9458 | 164.3 96.9 19.2 231 ~40|( 777 793 -17 .1
1,141.5 97181 169.7 97.6 17.9 221 —-42| 798 810} —1.2 0
1,170.7 9950 | 1757 98.6 16.8 213 —4.5| 817 826 -8 -1
1,205.5| 1,0234| 1821} 107.6 247 294 —-47 829 845| -13 -3
1,2440| 10520 1920( 109.1 25.7 304 -4 834 856 | —1.7 ]
1,288.2 | 10900 1983 ( 1150 21.1 325 —-49| 873 90.1 —20 -8
1,321.1} 11174 203.7( 1174 26.1 31.1 -50| 913 945| —20 -11
1,3648 11547 2101 1257 313 -51| 944 985( —24 -16
1,411.2) 11894} 221.8{ 129.0 342 393 -51}) 948 -31 -19
1,439.7 12115] 2282 1293 337 39.0 -53| 955 1005| —-25 -25
... 147281 12380 2348 1303 309 36.2 -53| 994 106.0 | -31 —-34
Ve 1,512.8| 12703, 2426 1315 29.5 355 —6.0| 102.0 1086 | —3.1 -34

See next page for continuation of table.
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TaBLE B-19.—National income by type of income, 1929-79—Continued

[Biltions of dollars; quarterly data at seasonaily adjusted annual rates)

Rental income of persons
with capital consumption

Corporate profits with inventory valuation and capital consumption adjustments

adjustment Profits with inventory valuation adjustment and without
capital consumption adjustment
N Capital
Year or quarter Rental | Capital Profits before tax inven- | con- int'g;st
income | _ €M Total Profits after tax tory | sumption
Total | M€ | sumption ' valua- | adjust-
of adiust Total Profits - tion ment
persons | AT Total i tbaf't Total | DV tu'gdlts.d adjust-
iability | Total ribute
dends profits ment

49 57 —0.8 92| 105| 100 14 86| 5.8 2.8 0.5 -13 47
22 23 ~1| -17| -12 1.0 5 4] 20 -16{ =21 -5 41
26 31 -6 5.3 6.3 70 14 56{ 38 138 -1 -1.0 36
27 3.3 ~.6 87 98] 100 2.8 12| 40 32 ~2 -1l 33
31 39 ~8| 141} 152| 171 16| 101] 44 57| -25 -11 33
4.0 5.0 ~10{ 193] 203] 215 114} 1.01] 43 59| -12 -1.0 31
44 5.6 121 235| 244| 251 141 111| 44 6.6 -8 -8 21
45 59 —14| 236 238| 241 129 112| 46 6.5 -3 -2 24
46 6.2 —-16| 190 192 19.7| 107 90| 46 44 —6 -1 2.2
5.5 13 —18] 166§ 193] 24.6 g1{ 155 56 99| -53 -27 16
5.3 11 —25| 222 256 315| 113| 202| 63 1391 -59 -34 2.1
5.7 85 —281 291 330 352 124 227| 10 157 -22 -39 21
6.1 89 -28| 269 308| 289| 102 187| 12 115 19 -38 2.2
71 10.0 —29| 337| 3716| 426| 179 247| 88 159 -50 —40 2.3
17 11.0 —33| 381| 427 439( 226] 2131 85 128| -12 —46 2.7
8.8 12.2 ~-347 354| 398| 389 194! 195| 85 11.0 1.0 —45 3.0
10.0 13.4 —-341 355 395{ 405{ 203| 202 88 115 -10 -4.1 34
11.0 144 -33| 36| 378} 381 176 205| 9.1 114 ~3 -32 43
113 148 ~35( 4461 467 484 220{ 264 103 161} -17 21 48
116 15.2 —-36| 429 459] 486} 220 266 111 155 =217 -30 5.2
12.2 159 ~36| 421 454 469 214f 255| 115 140 -15 -33 6.5
129 16.7 -38] 375] 408]| 411 190] 221} 113 10.8 ~.3 -34 8.0
132 17.3 —40| 482| 512} 516 236 280 122 15.8 ~5 -29 88
13.8 17.8 —41| 466 489 485 227| 258| 129 13.0 3 —-23 9.8
143 18.3 —40| 469 | 487 486| 228| 258| 133 125 1 -18 11.2
15.0 19.0 —40; 549 537 536{ 240| 296 144 15.2 1 1.2 12.8
15.7 19.6 —-39] 596| 576§ 57.7| 262 315| 155 16.0 -2 2.1 143
16.1 20.1 —40| 670 642| 647 280| 367) 113 19.4 -5 2.8 159
17.1 210 -39} 77.1| 733 1752 309| 443| 191 2521 -—-19 38 185
18.2 221 —39| 825| 786| 8077 337| 471 194 276| -21 39 219
19.4 234 —~40| 793| 756| 71.3| 325| 449]| 201 27| -17 37 243
18.6 238 -521 858| 821| 856| 394} 46.2| 219 2421 —34 37 26.8
18.1 248 —6.7] 8l4| 7719| 834 397| 438]| 226 212| -55 35 308
18.6 258 —7.1] 679| 664| 715| 345| 37.0| 229 41| -51 15 315
201 21.7 —-76} 7121 769| 80| 377} 443| 230 213| -50 3 428
21.5 294 —79) 921| 896 96.2| 415| 546 246 300 —6.6 25 470
216 313 —9.8| 9917 972 1158 487 671 278 3937 —186 19 52.3
214 337 -123| 836 865! 1269| 524| 745 310 436 | —404 -29 69.0
224 3697 -145( 959 1079| 1204 | 498 706| 319 3871 —124| -120 786
221 383 -—16.2| 12681 141.3| 1560 | 63.8| 922 375 547 | —-146| -—145 83.8
24.7 442| -195| 1500 1620 177.1| 726 1045| 42.1 6241 —152| -120 94.0
259 4931 234 167.7| 1808 | 2060 | 845 1215} 47.2 743| =252 —131] 1095
26.9 550 -2811 1785( 1952 2370 927 1444 527 9171 —419| -167| 129.7
236 4141 1781371 149.7} 1684 69.2] 99.2] 408 5831 —1871 -126 89.3
24.6 435| -189| 1489 1603 | 176.2| 725| 103.7§ 415 622 | —-159| -114 927
25.2 4521 200/ 160.8] 172.0| 1809 | 737) 107.21 427 646| —89] -112 95.8
255 46.7| -21.21 153.0] 166.0 | 183.0| 751 1079 434 645 —170| -13.0 98.2
4691 -21.71 1412 1536 177.5| 708} 106.7] 451 616] —239! -124| 1015
4731 223 1694 1820 2072 847 1224| 46.0 764! -251| -—126| 1068
509| -~24.1] 175.2| 189.01 2120 875 1246| 478 768) —230] 138 1119
521 -250| 184.8| 1986 | 2274 951| 1323| 497 826| —288| —138| 1176
5307 —2574 17891 193.3( 23337 913 1420, 515 905} —399| -145{ 1226
41| -273| 17661 191.3| 2279 | 887[ 1393 523 870 -366| —147| 1256
56.0| —2951( 180.8| 198.3| 2423 94.0| 1483 528 955 —44.0| -~176( 1315
568 —29.8 4.4 —469| -201] 1389

1 National income is the total net

taxes. See Table B~17.

income earned in production. It differs from gross national product

A ° I k mainly in that it excludes
depreciation charges and other allowances for business and institutional consumption of durable capitai goods and indirect business

2 Employer contributions for social insurance and to private pension, heaith, and welfare funds; workmen's compensation; directors’

fees; and a few other minor items.

3 With inventory valuation adjustment and without capital consumption adjustment.
+ Without inventory valuation and capital consumption adjustments.

Source: Department of Commerce, Bureau of Economic Analysis.
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TaABLE B-20.—Sources of personal income, 1929-79

[Biltions of dollars; quarterly data at seasonally adjusted annual rates)

Wage and salary disbursements!

Proprietors’

income with
Commodity- inventory
prgdutc(ng Gover?- oth valuatipp Iand
industries et men er capita
Year or quarter ﬁﬁg‘mgl Dl"st‘“';'eb Service | and labor consumption
Total : indus- | govern- | income * adjustments
indus- | “tries | “ment
Total Manufac- | tries enter-
turing prises Farm | Nonfarm
50.5 215 16.1 15.6 8.4 5.0 0.5 6.2 88
29.0 938 78 838 5.2 52 A 26 3.2
46.0 17.4 136 133 7.1 8.2 6 44 13
49.9 19.7 15.6 14.2 1.5 85 6 45 84
62.1 215 21.7 16.3 81 10.2 7 6.4 10.9
82.1 39.1 309 18.0 9.0 16.0 9 9.8 14.3
105.6 49.0 409 20.1 99 26.6 1.1 11.7 17.3
1169 50.4 429 22.1 10.9 33.0 15 11.6 18.6
117.5 459 38.2 248 119 349 18 12.2 194
112.0 46.0 36.5 31.0 143 20.7 2.0 14.9 21.6
123.1 54.2 425 35.2 16.1 17.5 24 15.2 20.6
1355 61.1 47.1 375 179 19.0 2.7 17.5 232
1348 57.8 446 377 18.5 20.8 29 12.7 235
147.0 64.8 50.3 39.8 19.8 226 37 13.5 249
171.3 76.3 59.3 443 215 29.2 4.6 15.8 21.0
185.4 82.0 64.1 469 231 333 5.2 149 280
198.6 89.6 71.2 49.7 249 344 59 129 284
196.8 85.7 67.5 50.1 26.1 349 6.1 12.3 285
211.7 93.1 73.8 534 286 36.6 7.0 11.3 312
22831 100.6 79.4 57.7 313 388 8.0 11.2 324
2393 | 1042 824 60.5 336 41.0 9.0 11.0 339
240.5 | 100.0 786 60.8 356 441 9.4 13.1 343
2589 | 109.6 86.8 64.8 385 46.0 10.6 10.7 36.6
2719 | 1131 89.7 682 414 49.2 1.2 114 356
27195] 1137 89.8 69.3 44.] 524 11.8 11.8 364
2980 | 121.8 96.7 72.8 472 56.3 13.0 119 377
3134 | 1269 100.6 76.3 50.2 60.0 14.0 11.6 38.7
33.1| 1354 107.1 814 544 64.9 157 10.3 420
3620 | 146.0 1155 87.2 589 69.9 17.8 12.6 441
3984 161.0 128.0 94.4 64.7 783 19.9 136 46.7
4215| 1683 134.1 1 1009 71.8 86.4 21.7 12.1 489
469.5 | 1834 1458 | 109.9 79.8 96.4 25.1 12.0 514
5146 | 1996 1575 1207 894 | 1049 282 139 523
546.5 | 202.9 158.2 [ 1301 975! 1160 320 139 51.2
5794 | 208.3 1603 | 1393 | 1062 | 1256 36.2 143 534
633.8| 2273 1754 | 1519| 117.2| 1373 42.0 18.0 58.1
70131 2543 196.2 1 168.1| 1303 1486 48.7 320 60.4
7646 | 274.6 2114 1843| 1451} 1605 55.6 254 60.9
8059 | 275.0 2110 1953 160.1 | 1754 65.1 235 63.5
890.0 | 307.2 2374 2163 1785 188.0 174 18.3 71.0
9840 | 343.1 2660 | 239.1( 2005{ 201.3 91.8 19.6 80.5
1,103.3 | 3874 298.3 | 2694 | 228.7( 217.8 106.5 21.71 89.1
1,227.5 | 435.2 3309 ( 3008 | 257.8| 2337 122.7 321 98.0
9458 | 3279 2548 | 23001 1922 1957 86.2 19.2 7.7
971.8| 3405 2633 2360 | 1968 1985 89.7 179 79.8
9950 | 3481 2694 | 2418 2029 2022 93.7 16.8 81.7
1,023.4 | 356.1 2764 | 2485 2100 2088 97.4 24.7 829
10520 3639 2856 2576 | 2182 | 2123 1011 25.7 834
1,090.0 [ 3834 2941 | 2659 | 2254 2153 104.7 217 87.3
1,116.8 | 393.7 300.8 | 2725 | 2319 2187 108.2 26.1 91.3
1,154.3 | 408.6 312.7 | 2816 | 2394 | 2247 1119 313 944
1,189.3 [ 423.0 3248 | 291.1| 2472 2280 116.0 342 94.8
12124 | 4317 3285 | 2958 | 2528 | 2321 1203 337 95.5
1,238.1 | 4383 3319 | 3040 | 2613 2345 1249 309 99.4
1,270.1 | 4479 3386 | 3122 2699 | 240.1 1296 29.5 102.0
See next page for continuation of table.
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TABLE B-20.—Sources of personal income, 1929-79—Continued

[Billions of dollars; ‘quarterly data at seasonally adjusted annual rates]

Rental Transfer payments
mcofme 0Oid L
o -age, g o ess:
persons | . .| personal survivors, G?nveer:tn Gl'::’eer:{1 fgllgil}:s Personal ||yontarm
Year or with Divi- interest disability, unem- employ- | with contribu- |
quarter capital | dends | 1 SEst i L 1 and oy nent | Veterans '“ge ¥ denend. | Other | tions for [IPEFSONE
con- health | PIYEN! | benefits | 08 1 0eRet social
sug\_ption insur- ance ment | children insurance
adust pance | benefits benefits | (AFDC)
49 5.8 6.9 15 0.6 01 08 0.113..
22 2.0 55 21 6 2 14 2.
26 38 5.4 3.0 0.0 0.4 5 3 17 6 1].
2.7 40 53 31 0 5 5 3 1.7 Na|n
31 44 53 31 1 4 5 3 1.8 8
40 43 52 31 1 4 5 3 1.8 1.2 4.
44 44 5.1 30 2 1 5 4 1.8 1.8
45 46 52 36 2 1 1.0 4 2.0 | —
46 46 5.9 6.2 3 4 3.0 5 2.0 2.3
55 5.6 64| 113 4 11 70 7 2. 2.0 159.6
5.3 6.3 731 117 5 8 7.0 N 3 2.5 2.1 1715
5.7 7.0 771 113 6 9 59 N 4 29 2.2 187.7
6.1 7.2 82] 125 7 19 5.3 9 5 33 2.2 189.9
7.1 8.8 89| 152 1.0 1.5 77 1.0 6 35 29 209.3
7.7 8.5 96! 126 19 9 46 1.1 6 36 34 2344
88 8.5 1037 131 2.2 1.1 43 12 5 38 38 252.0
100 88 11441 141 3.0 1.0 4.1 14 5 41 40 269.9
11.0 9.1 1271 162 36 2.2 42 15 6 41 46 272.7
11.3] 103 138) 175 49 15 4.4 17 6 43 5.2 294.3
1161 111 153] 187 57 15 44 1.9 6 45 5.8 3164
122 115 1741 216 7.3 19 45 2.2 N 49 6.7 335.0
129 113 188 | 259 85 41 47 25 .8 53 6.9 3426
132 122 209 | 27.0 10.2 2.8 46 2.8 9 58 79 367.7
13.8( 129 233| 289 11.1 3.0 46 31 1.0 6.2 9.3 384.4
143 133 246 | 328 12.6 43 5.0 34 1.1 6.4 9.7 399.0
150 144 27.1( 338 14.3 31 47 3.7 1.3 6.7 10.3 4245
1571 155 302 358 15.2 30 48 42 14 73 118 447.0
161} 173 333| 374 16.0 2.7 47 47 1.5 78 126 480.7
17.1| 191 37.2| 404 18.1 2.3 49 52 17 8.3 133 519.5
182 194 418 | 447 20.8 19 49 6.1 19 92 17.8 566.1
194 | 20.1 450| 526 25.5 2.2 5.6 6.9 23] 102 206 609.1
186 219 4961 599 30.2 2.1 5.9 7.7 28| 111 22.8 667.5
18.1| 226 559 | 66.5 329 22 6.7 86 35| 125 26.3 725.8
186 229 643 799 385 40 7.7 10.1 48 149 28.0 780.7
201 230 69.3( 941 445 58 8.8 11.7 6.2 17.2 308 838.0
21.5| 246 746 | 104.1 49.6 5.6 9.7 135 69( 189 342 917.3
216 278 84.1| 1189 60.4 43 104 15.6 721 210 42.2 | 1,011.9
214 310 103.0| 140.8 70.1 6.6 11.8 188 79| 255 477 1,119.3
2241 319 1155| 178.2 814 17.4 145 22.7 9.2 33.0 50.5 || 1,220.8
22.1| 315 127.0| 193.8 929 15.5 144 25.9 10.1| 352 55.6 || 1,350.6
24.7 | 421 141.7 | 208.4 104.9 12.5 138 29.2 10.6 313 613 1,498.1
259| 412 163.3| 224.1 116.3 9.2 139 329 10.7| 411 69.6 i 1,674.2
269 | 527 191.8 ] 252.1 1324 9.3 14.3 374 11.0} 477 80.7 | 1,873.1
236 408 1356 | 203.1 99.6 14.7 14.3 21.6 104 364 59.5 {| 1,439.9
246 | 415 140.2 | 204.2 101.7 126 139 289 106 367 60.8 1 1,477.5
252 427 1439 | 211.3 1084 114 134 296 107 | 378 6181 1,517.6
255 147.2 | 214.8 110.0 11.2 13.7 30.8 7 38 63.0(.1,557.3
252 451 15221 2174 1114 105 14.0 314 10.7| 39 67.3 || 1,594.5
244 | 46.0 159.4; 2188 1124 9.2 13.7 325 108 | 403 69.0 || 1,646.6
268 | 478 167.2 ] 228.3 119.8 9.0 13.7 33.1 107 | 420 70.2 |} 1,700.6
2717 49.7 1743 | 231.8 1215 8.2 14.1 346 10.7 | 426 71.8 || 1,755.3
21.3| 515 18101 237.3 123.8 8.7 145 353 10.7 | 443 78.7 || 1,801.3
268 523 187.6 | 243.6 127.1 8.8 14.1 36.7 108 46.2 798| 1,841.0
266 52.8 1944 260.8 138.7 9.6 142 379 109! 496 812 (| 1,897.6
270| 544 204.3 | 266.7 140.2 10.0 145 397 115 507 83.0 ]| 1,952.4

.1 The total of wage and salary disbursements and other labor income differs from compensation of employees in Table B-19 in that
it excludes employer contributions for social insurance and the excess of wage accruals over wage disbursements.
2 Personal income exclusive of farm proprietors’ income, farm wages, farm other labor income, and agricultural net interest.

Note.—The industry classification of wage and salary disbursements and proprietors’ income is on an establishment basis and is
based on the 1972 Standard Industrial Classification (SIC) beginning 1948 and on the 1942 SIC prior to 1948.

Source: Department of Commerce, Bureau of Economic Analysis.
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TaBLE B-21.—Disposition of personal income, 1929-79

[Billions of dollars, except as noted; quarterly data at seasonally adjusted annual rates)

Less: Personal outlays

Percent of disposable
personal income

Per-
Less: Equals: sonal Personal outlays
Personal | Personal | Dispos- Personal '";:j’?t transfer | Equals:
Year or quarter | oo | taxand | able con- c%nsunyb pay- | Personal

nontax | personal | Total | sumption ors to ments | saving Consump- | Personal
payments | income expendi- busi- to Total tion saving

tures ness for- expend-

eigners itures

(net)
26 823 79.1 713 15 0.3 31 96.2 93.9 38
14 455 465 458 5 2 —1.0}i 102.2 100.7 —2.2
24 699 67.8 67.0 7 2 21 97.0 95.8 30
26 75.2 720 710 8 2 33 95.6 943 44
33 920 818 80.8 9 2 10.2 889 87.7 11.1
59 116.5 894 886 7 1 21.0 76.8 76.1 23.2
17.8 132.9 100.1 99.4 5 2 327 754 748 24.6
189 145.5 109.0 108.2 5 4 36.5 749 744 25.1
208 149.0 120.4 119.5 5 5 285 80.8 80.2 19.2
18.7 158.6 145.2 1438 7 7 134 915 90.6 85
214 168.4 163.5 161.7 10 7 49 97.1 96.1 29
21.0 1874 176.9 1747 14 N 10.6 94.3 93.2 5.7
185 187.1 180.4 178.1 17 5 6.7 96.4 95.2 36
20.6 205.5 194.7 192.0 23 A 10.8 94.7 934 5.3
289 224.8 210.0 207.1 25 A 14.8 934 92.1 6.6
34.0 2364 2204 217.1 29 4 16.0 93.2 91.8 6.8
355 250.7 233.7 29.7 36 5 17.0 93.2 91.6 6.8
325 255.7 240.1 35.8 38 5 15.6 93.9 92.2 6.1
354 2734 258.5 53.7 44 A 14.9 94.6 92.8 54
39.7 291.3 271.6 66.0 51 5 19.7 93.2 91.3 6.8
424 306.9 286.4 80.4 5.5 5 206 93.3 914 6.7
42.1 317.1 2954 89.5 56 A4 21.7 93.2 91.3 6.8
46.0 336.1 317.3 10.8 6.1 K] 18.8 944 925 5.6
504 3494 332.3 24.9 7.0 A 17.1 95.1 93.0 49
52.1 3629 342.7 35.0 13 A4 20.2 944 92.3 5.6
56.8 3839 363.5 55.2 18 5 204 94.7 92.5 5.3
60.3 402.8 384.0 74.6 88 6 18.8 95.3 93.0 4.7
58.6 437.0 4109 4004 99 6 26.1 94.0 91.6 6.0
649 4722 1.9 430.2 11.1 7 30.3 93.6 91.1 6.4
745 5104 477.4 464.8 12.0 6 330 935 91.1 6.5
82.1 544.5 503.7 4904 12.5 9 40.9 92.5 90.0 15
97.1 588.1 550.1 535.9 13.3 8 38.1 93.5 91.1 6.5
1154 630.4 §95.3 §79.7 14.7 9 35.1 94.4 92.0 56
1153 685.9 635.4 618.8 155 11 0.6 92.6 90.2 74
1163 742.8 685.5 668.2 16.2 1.1 51.3 92.3 90.0 17
141.2 801.3 751.9 733.0 17.9 1.0 494 93.8 91.5 6.2
150.8 901.7 831.3 809.9 20.2 13 70.3 922 89.8 78
170.3 984.6 913.0 889.6 224 1.0 717 92.7 90.3 13
168.8 | 1,086.7 | 1,003.0 979.1 23.0 9 83.6 92.3 90.1 11
197.1| 1,1845| 1,1159| 1,089.9 25.1 9 68.6 94.2 92.0 5.8
2264 ( 13051 12402 1,210.0 293 9 65.0 95.0 92.7 5.0
259.0| 14584 13864 1,350.8 348 8 720 95.1 92.6 49
2999 16232 1,5504 | 1509.8 396 9 728 95.5 93.0 45
2224 1,250.1] 1,1976( 1,169.1 215 1.0 §2.5 95.8 93.5 42
22301 1,286.0| 12202 1,190.5 28.7 1.0 65.9 94.9 92.6 5.1
2253 1,323.2| 1,251.3( 1,220.6 29.8 9 719 94.6 92.2 54
2352 1,361.2( 1,291.7| 1,259.7 311 9 69.5 94.9 92.5 5.1
23981 1,395.0| 1,3204| 1,287.2 324 8 746 94.7 923 5.3
252.1| 1,437.3| 1,366.1( 1,331.2 340 9 71.2 95.0 92.6 5.0
266.0 | 1,4765] 14056 1,369.3 356 7 709 95.2 92.7 48
2782 15248 14534 | 14154 37.1 9 715 95.3 92.8 47
2804 15722 14930 14542 377 1.1 79.2 95.0 92.5 5.0
2907 16017} 15158} 14759 39.0 9 85.9 94.6 92.1 54
3066 16400 1,569.7 1,528.6 40.2 9 703 95.7 93.2 43
321.7| 16788 1,6229| 1,580.4 416 9 §5.9 96.7 94.1 33
Source: Department of Commerce, Bureau of Economic Analysis.
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TABLE B-22.—Total and per capita disposable personal income and personal consumption expenditures in
current and 1972 dollars, 1929-79

{Quarterly data at seasonally adjusted annual rates, except as noted}

Disposable personal income Personal consumption expenditures
Popula
Year or quarter Totat (billions of Per capita Total (billions of Per capita (3‘%':'_
dollars) (doltars) dollars) (dollars) sands) *
Current | 1972 | Current | 1972 | Current | 1972 | Current | 1972
dollars | dollars | dollars | dollars | dollars | dollars | dollars | dollars
1929 8231 2298 675 | 1,886 7731 2156 634 | 1,769 ||121,875
1933 455 | 169.7 362 | 1,350 458 | 1707 364 | 1,358 || 125,690
1939 69.9 | 2301 534 | 1,756 67.0 | 2203 511 | 1,681 |f 131,028
1940 752 | 243 570 | 1,849 710 | 2304 537 | 1,744 {132,122
1941 920 | 2781 690 | 2,084 808 | 2441 605 | 1,830 || 133,402
1942 1165 | 317.3 863 | 2,353 886 | 2417 657 | 1,792 |[ 134,860
1943 1329 | 3322 972 | 2429 994 | 2487 727 | 1,819 || 136,739
1944 1455 | 3439 1,051 | 2,485 108.2 | 255.7 781 | 1,847 ({138,397
1945 149.0 | 3386 1,065 | 2,420 1195 ) 2714 854 ) 1,939 | 139,928
1946 1586 | 3324 1,122 | 2,351 1438 | 3014 1,017 § 2,131 || 141,389
1947 1684 | 3188 1,168 | 2,212 1617 | 306.2 1,122 | 2,124 || 144,126
1948 1874 | 3355 1,278 | 2,288 1747 { 3128 1,192 1 2,133 1{ 146,631
1949 187.1 | 336.1 1,254 | 2,253 178.1 | 320.0 1,194 | 2,145 ({149,188
1950 2055 | 361.9 1,355 | 2,386 1920 | 3381 1,266 | 2,229 (151,684
1951 2248 1 3716 1,457 | 2,408 207.1 | 3423 1,342 | 2,219 1| 154,287
1952 2364 | 3821 1,506 | 2,434 217.1 | 3509 1,383 | 2,236 || 156,954
1953 2507 | 3975 1,571 | 2491 229.7 | 364.2 1,439 | 2,283 || 159,565
1954 255.7 | 402.1 15714 | 2476 | 2358 | 3709 1452 | 2,284 |[ 162,391
1955 2734 | 4259 1654 | 25771 2537 | 3951 1,535 | 2,391 || 165,275
1956 291.3 | 4449 1,731 | 2,643 | 266.0 | 406.3 1,581 | 2,415 || 168,221
1957 3069 | 4539 1,792 | 2,650 | 2804 | 4147 1,637 | 2,421 |[ 171,274
1958 317.1 | 459.0 1,821 | 2,636 2895 | 419.0 1,662 | 2,406 i[ 174,141
1959 336.1 | 4774 1,898 | 2,696 | 3108 | 4415 1,755 | 2,493 | 177,073
1960 3494 | 4873 1934 | 2,697 3249 | 4530 1,798 | 2,507 || 180,671
1961 3629 | 500.6 1,976 | 2,725 | 3350 { 462.2 1,824 | 2,516 || 183,691
1962 3839 | 5216 | 2,058 ,796 | 355.2 | 4829 ,904 | 2,589 |1186,538
1963 402.8 | 539.2 2,128 | 2,849 | 3746 | 5014 1,979 | 2,649 |1 189,242
1964 43701 51731 2278 { 3009 [ 4004 | 5287 | 2,087 | 2,755 1{191,889
1965 472.2 | 6124 | 2430 | 3,152 430.2 | 5581 2214 ,872 || 194,303
1966 5104 | 6436 | 2,597 | 3274 464.8 | 586.1 2,365 ) 2,982 |(196,560
1967 5445 | 6698 | 2,740 | 3,371 4904 | 603.2 | 2,468 | 3,035 || 198,712
1968 588.1 | 6952 | 2930 | 3464 5359 | 6334 2,670 | 3,156 || 200,706
1969 6304 { 71231 3111 3515 579.7 | 6554 | 2860 | 3,234 |!202,677
1970 6859 | 7416 | 3348 | 3619 | 6188 | 6689 | 3,020 | 3265 | 204,878
1971 7428 | 7690 1 3588 | 3714 668.2 { 6919 | 3,227 | 3,342 ||207,053
1972 801.3 | 8013 3,837 | 3,837 7330 | 7330 3,510 | 3,510 08,846
1973 901.7 | 85471 4,285 | 4,062 8099 | 767.7 | 3,849 | 3,648 || 210,410
1974 9846 | 8420 | 4646 | 3973 | 8896 | 7607 4,197 | 3589 || 211,945
1975 1,086.7 | 859.7 5088 | 4025 9791 7746 | 4584 | 3627 || 213,566
1976 1,1845 | 8918 5,504 ,144 | 1,089.9 | 820.6 5,064 | 3,813 5,203
1977 1,3051 ( 9295 | 6,017 | 4,285 | 12100 | 8617 5519 | 3973 || 216,898
1978 14584 | 9725 | 6,672 | 4449 | 13508 | 9008 | 6,179 | 4,121 | 218,594
1979 » 16232 | 9941 7,363 | 4,509 | 1,509.8 | 9245 | 6,848 | 4,193 || 220,466
1977:
| 1,250.1 | 9080 | 5781 { 4,199 | 1,169.1 | 849.2 5406 | 3927 || 216,244
] 1,286.0 | 9215 5936 | 4254 | 1,1905 | 8531 5495 | 3938 [[216,643
[T 13232 | 9363 | 6,094 | 4312 | 12206 | 863.7 | 5622 | 3978 || 217,119
v 1,361.2 | 9518 | 6,256 | 4,374 | 1,259.7 | 8809 5789 | 4,049 || 217,586
1978:
| 1,395.0 | 9566 | 6,401 | 4389 | 1,287.2 | 882.7 | 5906 | 4,050 ||217,942
[ 1,437.3 | 966.1 ,583 | 4,425 | 1,331.2 | 8948 | 6,097 ,098 || 218,335
1] 1,476.5 | 976.2 6,748 | 4461 | 1,369.3 | 9053 | 6,258 | 4,137 |218,814
1) 15248 | 9915 | 6954 | 4,522 | 14154 | 9203 | 6455 | 4,197 }/219,286
1979:
| 1,572.2 | 9966 | 7,157 | 4,536 | 1,454.2 | 921.8 | 6,619 | 4,19 |l219,690
1] 16017 | 993.0 | 7,275 | 4,510 | 1,4759 | 9150 ,704 | 4,156 [| 220,166
! 1,640.0 | 9934 7430 | 4,501 | 1,5286 | 9259 | 6,926 | 4,195 || 220,715
e 1,678.8 | 9934 7586 | 4,489 | 1,5804 | 9352 | 7,42 4,226 (] 221,291

* Population of the United States including Armed Forces overseas; includes Alaska and Hawaii beginning 1960. Annual data are for
July 1 through 1973 and are averages of quarterly data beginning 1974. Quarterly data are average for the period.

Source: Department of Commerce (Bureau of Economic Analysis and Bureau of the Census).
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TABLE B-23.—Gross saving and investment, 1929-79

[Billions of dollars; quarterly data at seasonally adjusted annual rates)

Gross saving

Gross investment

Government surplus or

s . Capital .
. . deficit (—), national Statis-
Year of Gross private saving income and product régcr::?vtesd p?irv‘l)astse Net tical
quarter Total accounts by the Total | domestic foreign | discrep-
United invest. | invest- | ancy
Total | Personal RS | rotal | Federat | g | States ment | ment?
SAVINg | ‘saving 1 focal | (MeV)*

15.9 149 31 11.7 10 12| -02 17.0 16.2 08 1.1
9 22 -10 3.2 -14} ~13| -1 1.6 14 2 7
87 109 21 8.8 —22| =22 .0 10.1 9.3 9 14
135 142 33 10.9 -7} -13 6 146 13.1 15 11
185 22.2 10.2 12.0 —-38; -51 1.3 | e 19.0 17.9 1.1 5
105 419 21.0 148 314} -331 1.8 9.7 99 -2 -8
53 494 32.7 16.7| —44.1| —46.6 2.5 35 5.8 ~2.2 —-1.8
2.3 54.1 36.5 17.71 -518| —545 2.7 51 7.2 =21 2.7
5.1 446 285 160 -395| —421 2.6 9.2 10.6 -14 41
346 29.2 134 158 54 35 19 353 30.7 46 N
41.2 26.8 49 218 144 134 1.0 429 340 9.0 18
49.0 40.6 10.6 300 84 .83 1 478 459 2.0 —12
348 38.2 6.7 314 —34| -26 -7 359 353 6 1.0
49.7 41.6 10.8 308 8.0 92| -12 517 53.8 -21 20
585 49.4 14.8 346 6.1 65| —4 59.5 59.2 3 4.0
493 53.1 16.0 37.1 -38; -37 -0 51.9 52.1 -2 2.7
48.1 55.0 17.0 38.0 -69| -71 1 514 533 -19 3.3
494 56.5 15.6 41.0 -71] -60| -11 52.4 52.7 -3 3.0
65.6 624 149 475 31 441 —-13 68.0 68.4 -3 25
736 68.4 19.7 487 52 6.1 -9 728 71.0 18 -8
726 717 20.6 51.1 9 23| -14 728 69.2 36 2
604 730 217 5131 —-126| -10.3| -24 62.0 61.9 1 1.7
758 773 188 585 —-16| -11 -4 755 716 20 -2
789 75.8 17.1 58.7 31 30 1 78.2 76.4 17 -7
75.8 80.0 20.2 59.8 ~43| 39| -4 71.3 74.3 3.0 1.6
836 874 204 67.0 —38| -—-42 5 876 85.2 2.4 40
89.6 889 188 70.1 7 3 5 934 90.2 3.2 37
100.1| 1024 26.1 76.2 —23( -33 1.0 102.3 96.6 5.7 2.2
1154 1149 303 846 5 5 -0 1163 112.0 43 9
1229 1242 330 91.2 -13] -18 5 126.1 1245 1.6 32
1203 1346 409 937 -142| —132| -11 122.1 120.8 1.2 17
130.8 136.3 38.1 98.2 —5.35 -~5.8 3 130.2 131.5 —14 —.6
147.5| 1368 35.1 101.7 10.7 8.5 2.1 1442 146.2 -20 -33
1434 151.9 50.6 101.4 -94] —121 28 09 1414 140.8 5 =21
15541 173.0 57.3 115.7| —-183}| —-22.0 37 7 156.8 160.0 —-3.2 1.3
1775 1804 494 131.0 -35| -17.3| 137 g 179.2 188.3 —9.0 17
2168 | 2105 70.3 140.2 63| —67| 130 0 2194 220.0 -6 2.6
2044 2095 71.7 137.9 —-32] =107 76| +-20 210.1 2146 —45 58
1954 259.8 836 176.2| —644| —706 6.2 .0 202.8 190.9 11.9 7.4
2362 2719 68.6 2033 | -—-357| -5361 179 0 2423 243.0 -.7 6.1
276.1 | 2956 65.0 23070 —-195| —-46.3| 26.8 .0 2836 303.3 —196 715
3246 3249 720 2529 —.3| =277 274 .0 3279 3515 =235 33
3640 3489 728 276.0 1401 —-105| 244 11 368.0 386.2 —182 40
266.4 525 2139 -—-131| -37.2| 242 0 262.5 280.4 -179 9.1
292.7 65.9 2268 —166| —409| 242 .0 284.7 300.0 -153 86
3151 719 2432 -235| —536( 301 0 299.3 315.7 —16.4 1.7
308.4 69.5 2389 | -—-248| —-536| 288 0 288.1 316.9 —288 46
3089 746 2343 -192) —494) 302 0 292.7 327.0 —34.2 30
324.2 7.2 253.0 50| —246( 296 0 3315 352.3 —-208 2.3
3304 709 2595 23| —204( 227 0 3365 356.2 —19.6 39
336.1 715 264.6 108] —163| 271 0 351.0 370.5 —194 41
3452 79.2 266.0 158| —117| 276 1.1 362.8 3738 —11.0 6
360.5 859 2746 127 =70 197 11 373.1 3954 223 -13
352.1 703 2819 140 —11.3| 253 11 375.6 3923 ~16.7 8.3
55.9 11 360.4 3833 w228 [

1 Undistributed corporate profits with inventory valuation and capital consumption adjustments, corporate and noncorporate capital

consumption allowances with capital consumption adjustment, and private w.
2 Allocations of special drawing rights (SDR), except as noted in footnote

age accruals less disbursements.

3 Net exports of goods and services less net transters to foreigners and interest paid by government to foreigners plus capital grants
received by the United States, net. .
*In February 1974, the US. Government paid to India $2,010 million in rupees under provisions of the Agricultural Trade
Development and Assistance Act. This transaction is being treated as capital grants paid to foreigners, i.e.,, a —$2.0 billion entry in
capital grants received by the United States, net.

Source: Department of Commerce, Bureau of Economic Analysis.
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Digitized for FRASER

TABLE B-24.—Saving by individuals, 1946-791
[Billions of dollars; quarterly data at seasonally adjusted annual rates}

Increase in financial assets Net investmentin | L&SS: Neaeig‘crease in
Securities
Y Total Cur- Say. | Money py tnsur- ¢ 'ég:— g:rg
ear or quarter | Total rency | Sav- 0rpo- ance _ | Con- ~

Totatz| . and | ings T(g{' Govern- | rate |Corpo-| and fNaTrln sumer pgll;git-e dgnt sﬁ?r:‘er Other
o121 demand | ac- fund | Ment | and | rate |pension | o tdura- | ace t o Feredit | €0t 7

depos- |counts | ooroc t securi- | for- | equi- | re- bles | "ac> | farm

its ties® b%ir%gs ties* (servess sets® |homes
244| 188 56| 63 -15| -08]| 11 531 36| 61y 21| 36/ 31 -05
202| 132 A 34 16| -8] 11 54 67| 88| 20| 47| 37 22
245 91| -28} 22 13} -1 19 53} 91} 98 71} 46| 32 2.8
213 99| -20| 26 18| -4 7 56 84| 109 20 44| 32 2.2
309 137 26 24 —-1{ -8 7 6.9/ 11.8( 149! 707 67| 438 5.0
3471 191 46| 47 -6 2] 18 6.3 11.7] 11.3| 4.4} 66| 16 36
307| 232 16| 78 251 -0 16 771 11.3| 84| 20! 62| 53 238
316( 228 1.0{ 81 250 —11 10 7191 123 94 8 16| 42 19
217 222 22f 81 1.0 -9 8 78| 1271 69| 15 87| 15 55
334] 280 12| 86 5.8 S5 10 85( 16.7) 119{ 24| 122 72 6.4
36.7| 30.2 18] 94 39 11 20 95( 156| 87 5) 1121 39 32
358| 286 —.4| 119 23 8| 15 95| 132 76 21| 89| 29 38
334] 316 38{ 139 —25| 12} 15 104| 121| 34| 23| 95 5 6.0
356| 374 8| 111 10.1 A 6] 118| 159| 69; 34| 128| 80 1.2
356! 325 1o} 121 24 gl -5 115( 143| 67 31| 11.7] 44 48
341 3591 —.9] 183 18] -1 3| 121 120( 41t 33| 122] 25 6.5
403] 406| -12| 261 18f —.5] —-20f 127] 128} 82| 63| 141| 63 12
4521 473 42| 263 1.2 2y -26) 139! 134) 118 85| 162] 89| 106
55.7| 56.1 52| 261 51( -5{ -.1| 161( 139 151 7.7| 175| 938 98
638! 59.0 15| 278 39 S| —211 169| 134} 202{ 11.2| 17.0| 106 126
72.1| 584 24| 190 117{ 131 —6| 192| 126] 228; 94| 138] 65| 108
776 704 99 353 —7i 39) —42} 186/ 109} 209f 85] 125/ 57| 150
822 762f 111 311 57| 43| —-64] 198( 143 263| 94| 171} 115 153
737| 645] -25| 91 253| 54| —36| 215| 142| 262| 11.4; 185 108 133
86.1| 788 89| 43.6 —7.3| 95| —15f 24.0| 117| 202, 9.8| 141| 54| 148
98.7( 103.0| 122 678 -101| 88| 51} 27.5| 188| 26.2| 13.5| 264| 147| 218
1169| 128.8( 139 745 19] 50| —56[ 294( 26.0( 351{ 17.7| 41.5( 19.8{ 295
38.4( 1485| 141| 638 2411 20| —6.7| 33.0| 282| 411| 20.3| 47.1| 260 265
1289] 1424 7.1 559 24 278 51| -22| 363 231| 286 28| 354{ 99| 227
40| 84.0| 13} 229| 84| -36] 435 208} 266| —.2| 381| 97| 166
14.9] 109.3 0 120| 58| -32| 526| 331] 406 —1.0; 61.3| 256| 29.2
22.7] 109.2 2 183| —33| —6.1| 654] 48.1| 509| 59| 932 406 400
18.31 105.2] 69( 30.2] —1.4| —-6.2 779| 59.2| 575 6.9|103.8] 506! 462
3.7| 11581 -9 56| 49|-11.0f 569 39.8| 508 34| 775! 307 47.0
311 1035 -.1 131| -5.1| —3.5{ 60.0/ 457) 49.8| 7.7( 935/ 425| 376
255( 120.6 1 17| -47| —-1.7| 806| 520 498| 57| 101.6| 39.3] 408
104 969| 17| 469| —83| —83] 63.8| 549| 531| 6.7 1002 7| 347
2671 912/ 69| 353| -89 —-88| 710| S 48.1| 53| 953| 434| 381
17.2) 1137} 54} 325] 15| —7| 732 583| 595/ 5.2]102.8| 569, 53.0
147) 1171 58| 265 -10| —-51| 907 59.8| 58.8| 6.7} 104.1| 488 557
147) 988 96| 271} 30{-102; 76.4| 620 63.4| 104|113.2| 533| 380
~240| 90.0f 288] 522| -10| —9.5| 705| 604| 61.3] 7.0/ 1115/ 50.7{ 449
16.2) 832| 316 511} 85[-131; 851] 585| 525] 6.7]1174| 44.7; 545
17.7 1085| 331 —105| —~14{ —36| 90.8| 56.6| 53.6] 4.6} 101.5| 424 586

1 Savin; by househalds, personal trust funds, nonprofit institutions, farms, and other noncorporate business.

2 Incl ial paper and Il financial assets, not shown separately.

3 Consists of U.S. savin§s bonds, other U.S. Treasury securities, U.S. Government agency securities and sponsored agency securities,
and State and local obligations.

3 includes investment company shares.

s Private life insurance reserves, private insured and noninsured pension reserves, and government insurance and pension reserves.

8 Includes data for corporate farms. .

7 Other debt consists of security credit, policy loans, noncorporate business mortgage debt, and other debt.

Source: Board of Governors of the Federal Reserve System.
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TABLE B-25.—Money income (in 1978 dollars) and poverty siatus of families and unrelated individuals by
race of bead, 1947-78

Totat White Black
Percent with Percent with Percent with
Y Total incomes— Total incomes— Total incomes—
ear number | Median number | Median number | Median
(mil- | income | Befow |$25,000 | (mil- | income | Below | $25,000 | (mil- | income | Below | $25,000
lions}) poverty | and lions) poverty | and lions) poverty [ and
level | over! level | over! level | over?!
FAMILIES
4038 34.1| $9,217 433 231 (284,711 2142
389 353 8965 414 233} 24,790 z13.1
381 8,839 404 24,514 2]11.6
420 9,331 446 25,062 2122
18.1 9,687 19.6 25,101 234
4.0 10,107 43 25744 2.6
49 10,723 5.3 26,012 27
5.1 38.2| 10,525 5.6 238 | 25,862 27
5.6 39.0) 11,233 6.2 239| 26,195 2.6
6.9 39.5( 12,001 15 240 26,314 29
6.3 39.7 | 11,973 6.9 240| 26,401 27
10 40.2 | 11,953 15 240| 26,123 214
185 85 409 | 12,624 15.2 92 242 | 26521 481 214
18.1 9.4 4111 12,8481 149 10.1 243 | 271137 2490 22.5
18.1 10.6 419 13,036 148 114 245| 26955| 249.0 232
17.2 11.1 424} 13445 139 12.0 246 27,173| 2480 221
159 124 42.71 13,947 128 134 248! 27379| 2437 234
15.0 135 43.11 14417 12.2 145 248] 28068 | 240.0 24.2
139 14.8 435 14,986 11.1 16.0 248 | 28253 | 239.7 245
11.8 16.8 44.11 15,723 93 18.1 250 | 29,425| 355 254
114 18.2 44.8 | 16,081 9.0 19.4 46 ,521 339 6.1
10.0 204 454 | 16,750 8.0 21.6 46) 10,046 | 294 18
9.7 22.6 46.01 17,420 17 240 481 10670, 279 838
10.1 22.7 46.5( 17,189 8.0 2490 49| 10544 295 9.7
10.0 224 47.6 | 17,183 79 238 52| 10369| 288 9.1
93 25.2 485 | 18,001 71 26.8 5.3 L6991 29.0 11.1
838 254 489 | 18,481 6.6 270 54 10666 281 10.1
9.2 226 495 | 17,660 1.0 24.2 55| 10324 278 85
838 25.6 4941 17,729 6.8 27.1 55| 10586 | 26.9 10.8
9.7 23.6 49.9 | 17,286 17 25.1 56| 10636 | 271 99
94 249 50.1 | 17,797 71 26.5 58| 1058 | 279 10.7
93 26.3 50.5| 18,013 1.0 219 58] 10290 282 11.1
9.1 27. 50.9 | 18,368 6.9 295 59| 10879| 275 134
Below | $15,000 Below | $15,000 Below | $15,000
UNRELATED poverty | and poverty | and poverty | and
INDIVIDUALS level | over!? level | over? level | over?
8.2 | $2,861 15 1.2 | $3,023 82 2]1.0| 2$2,178 231
84 1699 5.9 13| 2,852 6.4 21.0| 22,137 217
90| 2872 1.0 3,101 81 22,241 25
94 2,830 1.7 3,019 84 22,212 23.2
91| 2,999 16 3,157 18 22,332 26
9.7| 3,462 24 37131 27 22,581 24
95| 3403 26 3,591 3.2 22,824 2.2
97| 2,965 24 83| 3191 2.7 214| 22119 25
99| 3,208 30 851 3410 35 214 22277 22
98| 3420 31 85| 3,512 34 21.3| 22,607 28
104 | 3,460 41 89| 3701 47 21.5] 22,352 25
10.9| 3,351 45 92| 359 52 21.6| 22435 28
109 | 3484| 46.1 47 93 ,722 | 441 5.2 216 224041 570 215
31111 3787| 452 438 96| 4,094 430 54 215 22351| 2593 z14
3112 | 3823| 459 59 96| 4,109| 432 6.8 21.6| 22,5523 2627 217
311.0| 3778| 454 15 95| 4,043 427 84 21.51 22,700 | 262.1 22.1
3112 | 383 442 78 9.7| 4,019| 420 8.7 215] 22,758 | 2583 223
3121 4,169 427 83 104| 4390| 407 9.2 21.6| 23,008 255.0 232
312.2 449 [ 398 9.2 105 4,640 381 10.2 21.7| 23383| 2507 230
31251 4,601 383 9.1 10.7| 4838 361 10.1 216 30421 544 229
3132 4646 381 10.1 113 4824 | 365 10.9 1.6 3437 493 36
3139 5222 340 12.1 120] 5533 322 13.1 1.7 3,681 | 463 41
3146] 5213 340 119 125| 5475| 321 130 1.8 3746 467 37
2155| 5268| 329 12.5 134| 5513| 308 13.6 17 3555| 483 48
163| 5339 316 12.6 142| 5579| 296 13.6 19 3623| 46.0 5.1
168| 5488} 29.0 134 145 5,731 21.1 142 20 4004| 429 13
183 6,066 256 149 1581 6265| 237 15.6 22| 4629 3719 9.3
189 5870 255 13.2 163] 6130| 232 14.1 2.3 4,045 410 13
189 6086 24.1 13.8 16.3] 6,306| 21.8 14.6 24 4254 | 393 8.0
202 5915| 251 134 175] 6,178| 227 143 24 3982 | 421 16
215| 6,157 249 13.9 1861 6421 227 148 26| 4317 398 8.2
231 6,356 | 22.6 14.8 19.9| 6597 204 15.6 2.9 47731 370 95
246 6705| 221 16.6 21.3| 7,030 19.8 173 2.9 4411 386 113

1For families, restricted to “$10,000 and over” for the years 1947 to 1950 and “$15,000 and over” for the year 1951; for unrelated
individuals restricted to “$10,000 and over” for the years 1947 to 1950.

2 Data for Black include “other” races.

3 Revised using population controls based on the 1970 census. Such controls are not available by race.

4 Based on revised methodology procedures.

_Note.—The poverty level is based on the Iaoverty index adopted by a Federal interagency committee in 1969. That index reflects
different consumption requirements for families based on size and composition, sex and age of family head, and farm—nonfarm
residence. The poverty thresholds are updated every year to reflect changes in the consumer price index. For further details see
“Current Population Reports,” Series P-60, No. 119, Bureau of the Census.

Source: Department of Commerce, Bureau of the Census.
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POPULATION, EMPLOYMENT, WAGES, AND PRODUCTIVITY
TABLE B-26.—Population by age groups, 1929-79

{Thousands of persons]

Age (years)

July 1 Total
¢ Under 5 | 5-15 16-19 20-24 25-44 4564 | BSand

121,767 11,734 26,800 9,127 10,694 35,862 21,076 6474
125,579 10,612 26,897 9,302 11,152 37,319 22,933 7,363
130,880 10,418 25,179 9,822 11,519 39,354 25,823 8,764
132,122 10,579 24,811 9,895 11,690 39,868 26,249 9,031
133,402 10,850 24,516 9,840 11,807 40,383 26,718 9,288
134,860 11,301 24,231 9,730 11,955 40,861 27,196 9,584
136,739 12,016 24,093 9,607 12,064 41,420 27,671 9,867
138,397 12,524 23,949 9,561 12,062 42,016 28,138 10,147

139,928 12,979 23,907 9,361 12,036 42,521 28,630 10,494

149,188 15,607 25:852 8,788 11,700 44916 30,405 11,921

152,271 16,410 26,721 8,542 11,680 45,672 30,849 12,397
154,878 17,333 21,279 8,446 11,552 46,103 31,362 12,803
157,553 17,312 28,894 8414 11,350 46,495 31,884 13,203
160,184 17,638 30,227 8,460 11,062 46,786 32,394 13,617
163,026 18,057 31,480 8,637 10,832 47,001 32,942 14,076

165,931 18,566 32,682 8,744 10,714 47,194 33,506 14,525
168,903 19,003 33,994 8,916 10,616 47,379 34,057 14,938
171,984 19,494 35,272 9,195 10,603 47,440 34,591 15,388
174,882 19,887 36,445 9,543 10,756 47,337 35,109 15,806
177,830 20,175 37,368 10,215 10,969 47192 35,663 16,248

180,671 20,341 38,494 10,683 11,134 47,140 36,203 16,675
183,691 20,522 39,765 11,025 11,483 47,084 36,722 17,089
186,538 20,469 41,205 11,180 11,959 47,013 37,285 17,457
189,242 20,342 41,626 12,007 12,714 46,994 37,782 17,778
191,889 20,165 42,297 12,736 13,269 46,958 38,338 18,127

194,303 19,824 42,938 13,516 13,746 46,912 38916 18,451
196,560 19,208 43,702 14,311 14,050 47,001 39,534 18,755
198,712 18,563 44,244 14,200 15,248 47,194 40,193 19,071
200,706 17,913 44,622 14,452 15,786 47,721 40,846 19,365
202,677 17,376 44,840 14,800 16,480 48,064 41,437 19,680

204,878 17,148 44,774 15,275 17,184 48,435 41,975 20,087
207.053 17,177 44,441 15,635 18,089 48,811 42,413 20,488
208,846 16,990 43,948 15,946 18,032 50,254 42,785 20,892
210,410 16,694 43,227 16,310 18,345 51,411 43,077 21,346
211,901 16,288 42,538 16,590 18,741 52,593 43,319 21,833

213,559 15,879 41,956 16,793 19,229 53,735 43,546 22,420
215,152 15,345 41,459 16,928 19,630 55,129 43,707 22,954

15,649 38,643 16,838 20,726 60,161 43910 24658

Note..—Includes Armed Forces overseas beginning 1940. Includes Alaska and Hawaii beginning 1950.
Source: Department of Commerce, Bureau of the Census.
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TaBLE B-27.—Noninstitutional population and the labor force, 1929-79

[Monthly data seasonally adjusted, except as noted]

| Givilian labor force

Civilian labor force participation ratez
Unemploy-
t t: I Armed ment ratte
utional rme ercen
Year or month popula- | Forces? Employment of civilian
tion * Total Unem- 'I:’bc%r) Total | Males | Females

Agri- | Nonagri-
Total | cyifural | cultural

Thousands of persons 14 years of age and over Percent
260 | 49,180 | 47,630 | 10,450 37,180 1,550 32
250 ( 51,590 | 38760 | 10,090 | 28670 12,830 249
370 | 55230 | 45750 9610| 36,140 9,480 17.2

| 100,380 5401 55640 | 47,520 9,540 37,980 8,120 146} 557 | 83. 282

] 101,520 55910 50,350 ( 9,100 41,250 5,560 99| 56.0| 84. 287

J 56,410 | 53,750 [ 9,250 44,500 2,660 471 57.2| 85. 313
55,540 | 54,470 | 9,080 45,390 1,070 1 58.7 86. 36.0
54,630 | 53,960 | 8,950 45,010 670 1 .6 87 .

} 105,530 | 11,440 53,860 | 52,820 | 8580 44,240 1,040
] 106,520 | 3,450 57,520 55250 | 8,320 46,930 2,210
107,608 | 1,590| 60,168 | 57,812 | 8,256 49,557 2,356

www MdONO
@
&
o

ome oRDWN
w
&
o

W
n
o
o

©0 o0
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Thousands of persons 16 years of age and over

1103418 | 1,591 59,350 | 57,038 | 7,890 49,148 2311 39) 583 864 318
1104527 | 1459 60,621 | 58,343 | 7,629 50,714 2,276 38| 588| 86.6 3.7
105,611 1,617 61,286 | 57,651 7,658 49,993 3,637 59| 589 8.4 331
1,650 | 62208 ( 58918 | 7,160 51,758 3,288 53| 592 864 339

3,100 | 62,017 59,961 6,726 53,235 2,055 33| 593 865 346

3592 | 62,138 60,250 | 6,500 53,749 1,883 30| 590 86.3 a7

,945 1 63,015] 61,179 | 6,260 94,91 1,834 29| 589 86.0 344

3,350 | 63,643 60,109 6,205 53,904 3,532 55| 58.8| 855 346

3,049 ( 65023| 62,170 6,450 55,722 2,852 44| 5931 853 357

2,857 | 66,552 | 63,799 | 6,283 57,514 2,750 41| 600 855 369

2,800 | 66,929 | 64,071 | 5947 58,123 2,859 43| 59.6| 848 369

2,636 67,639 63,036 | 5,586 57,450 ,60. 6.8 59.5| 84.2 37.1

2,552 | 68,369 | 64,630 | 5565 59,065 3,740 55| 59.3| 837 371

25141 69,628 | 65778 5458 60,318 3,852 551 594 833 37.7

2,5721 70459 | 65746 5,200 60,546 4,714 6.7 59.3| 829 381

2,828 1 70,614 66,702 ,944 61,759 3911 55| 588} 820 379

2,738 | 71,833 67,762 4,687 63,076 4,070 571 587| 814 38.3

2,739 305 4,523 64, 3,786 52| 58.7| 810 38.7

2,723 [ 74,455| 71,088 | 4,361 66,726 3,366 45) 589 807 393

3123 757701 72,895 3,979 68,915 2,875 38| 59.2| 804 40.3

446 1 77,347 | 743721 3,844 70,527 2,975 38| 59.6( 804 41.1

35351 78737| 759201 3,817 72,103 2,817 36| 596| 801 416

3,506 | 80,734| 77,902 3,606 74,296 2,832 35| 601| 798 27

140,182 | 3,188 82,715( 78,627 3,462 75,165 4,088 491 604 | 79.7 433
142596 | 2,816 84,1131 79,1201 3,387 75,7132 4,993 5916027 791 433
145775 | 2449 865421 81,702 3472 78,230 4,840 56| 604 79.0 439
148263 | 2,3261 88,714| 84,409 | 3452 80,957 4,304 491 60.8| 788 4.7
150,827 | 2,229 91,011 85935| 3492 82,443 5,076 56| 61.2| 787 456
153,449 1 2,180 92,613 ( 84,783 | 3,380 81,403 7,830 85| 61.2| 779 463
2,144) 94,773 87,485 3,297 84,188 7,288 171 616| 715 473

2,133 97,401 | 90,546 | 3,244 87,302 6,855 70} 623 777 484

1171 100,420 | 94,373 3,342 91,031 ) 60! 632 779 50.0

2,088 | 102,908 | 96,945 | 3,297 93,648 5,963 58| 63.7| 779 51.0

See next page for continuation of table.
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TaBLE B-27.—Noninstitutional population and the labor force, 1929-79—Continued
[Monthly data seasonally adjusted, except as noted]

Civilian labor force
Civilian labor force participation rate?
Unemploy-
t:o?‘instil- Armed n(lent ratte
utional rmef ercen

Year or month popula- | Forces Employment ofp civilian

tion Total Unem- '?3:%’) Total | Males | Females
Agri- | Nonagri-
Total | cufural | cultural
Thousands of persons 16 years of age and over Percent

157,381 | 2,133 | 95688 | 88566 | 3,142 85,424 1.122 741 616| 773 476
157,584 | 2,137 | 96,225| 88,959 [ 3,175 85,784 1,266 161 619| 776 479
157,782 | 2,138 ,544 | 89,397 | 3,181 86,216 1,147 741 620 7715 48.1
157,986 | 2,132 96,776 | 89,843 ,271 86,572 6,933 12| 621 715 48.3
158,228 | 2,128 | 97,155| 90,291 | 3,396 86,895 6,864 71| 622| 716 484
158,456 | 2,129 | 97,475| 90,429 | 3,288 87,141 7,046 i 12) 624 7718 485
1586821 2,135| 97,344| 90,603 | 3,201 87,402 6,741 69 622 776 484
97,759 | 2,i37| 97,759 90,958 [ 3,213 87,745 6,801 10| 624 | 777 486
159,114 | 2,131 | 97,812] 91,177 | 3,171 88,006 6,635 68| 623 773 488
159,334 | 2,134 | 98136 | 91,514| 3236 88,278 6,622 6.7| 624 77.8 486
159,522 | 2,132 | 983859| 92,221 | 3,340 88,881 6,638 6.7| 62.8| 78.0 49.2
159,736 | 2,129 | 98,758 | 92,589 | 3,297 89,292 6,169 6.2 62.7| 78.0 489
159,937 | 2,121 | 99,118] 92,813 | 3,388 89,425 6,305 64| 628 779 49.3
160,128 | 2,124 | 99,009 | 92,921 | 3,268 89,653 6,088 6.1 62 7717 49.1
160,313 | 2,122| 99,281 | 93,128 | 3,315 89,813 6,153 62 628| 77.8 493
160,504 | 2,118 99,819 | 93,763 | 3,295 90,468 6,056 61] 63.0| 77.8 49.7
160,713 | 2,113 | 100,242 | 94,116 | 3,298 90,818 6,126 6.1; 632 779 50.0
160,928 | 2,098 | 100,458 | 94,556 | 3,415 91,141 5,902 59| 632 779 50.1
161,148 | 2,116 | 100,656 | 94,428 | 3,382 91,046 6,228 62| 633 77.8 50.3
161,348 | 2,122 | 100,731 | 94,802 | 3,345 91,457 5,929 59| 6331 77.8 50.2
161,570 | 2,123 | 100944 | 94,973 | 3,375 91,598 5,971 59| 633| 777 50.4
161,829 | 2,122 | 101,189 | 95401 | 3,377 92,024 5,788 57| 634 77.8 50.4
162,033 | 2,117 | 101,610 | 95728 | 3,240 92,488 5,882 58| 635] 78.0 50.5
162,250 | 2,108 | 101,815 95831 | 3,375 92,456 5,984 59| 636 78.0 50.6
162,448 | 2,094 | 102,061 [ 96,157 | 3,260 92,897 5,904 58| 636| 78.2 50.6
162,633 | 2,094 | 102,379 | 96,496 | 3,307 93,189 5,883 57| 63.8]| 782 50.8
162,909 | 2,090 | 102,505 96,623 | 3,320 93,303 5,882 57| 63.7] 781 50.9
163,008 | 2,082 | 102,198 [ 96,254 3,215 93,039 5,944 58| 635 779 50.6
163,260 | 2,078 | 102,398 | 96,495 | 3,246 93,249 5.903 58] 635| 77.8 50.7
163,469 | 2,076 | 102,476 | 96,652 | 3,243 93,409 5824 57 635| 77.7 50.7
163,685 | 2,082 | 103,093 97,184 | 3,267 93,917 5,909 5.7| 6381 719 511
163,891 | 2,090 | 103,128 | 97,004 | 3,315 93,689 6,124 59| 6371 71.7 51.2
164,106 | 2,092 | 103,494 | 97,504 | 3,364 94,140 5,990 581 639 78.0 51.2
164,468 | 2,093 | 103,595 | 97,474 | 3,294 94,180 6,121 591 638 777 51.3
.{ 164,682 | 2,092 | 103,652 | 97,608 | 3,385 94,223 6,044 58| 638 776 51.3
| 164,898 | 2,089 | 103,999 | 97912 | 3,359 94,553 6,087 59| 639 776 515

1 Not seasonally adjusted.

2 Civilian labor Torce as percent of civilian noninstitutional population.

3 Not strictly comparable with earlier data due to population adjustments as follows: Beginning 1953, introduction of 1950 census
data added about 600,000 to population and about 350,000 to labor force, total employment, and agricultural em(flo%ment‘ Be%inning
1960, inclusion of Alaska and Hawaii added about 500,000 to population, about 300,000 to labor force, and about 240,000 to
nonagricultural employment. Beginning 1962, introduction of 1960 census data reduced lropulation by about 50,000 and abor force and
employment by about 200,000. Beginning 1972, introduction of 1970 census- data added about 800,000 to civilian noninstitutional
population and about 333,000 to tabor force and employment. A subsequent adjustment based on 1970 census in March 1973 added
60,000 to labor force and to em| 1ogment. Beginning 1978, changes in sampling and estimation procedures introduced into the
h?fus%hgld survey added about 250,000 to labor force and to employment. Unemployment levels and rates were not significantly
affected.

Note.—Labor force data in Tabies B-27 through B-32 are based on household interviews and relate to the calendar week including
the 12th of the month. For definitions of terms, area samples used, historic comparability of the data, comparability with other series,
etc., see “Employment and Earnings.”

Source: Department of Labor, Bureau of Labor Statistics.
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TaBLe B-28.—Cirilian employment and unemployment by sex and age, 1947-79

[Thousands of persons 16 years of age and over; monthly data seasonally adjusted)

Employment Unemployment
Males Females Males Females
Year or month
20 20 20 20
Total Total

16-19 | years 16-19 | years 16-19 | years 16-19 | years
Total | vears | “and | 7% | years | “and Total | vears | "and | 7O | years | 'and
over over over over

96,945 | 56,499

54910| 4,281 50,629 | 37,903 | 3,564 | 34,339

54,884 4,191 50,693 | 38,037 | 3,546 (34,491 6,088 | 3,196 835] 2,361 | 2,892 | 766
54,973 4,201 | 50,772 | 38,155 3,534 | 34,621 2,171
55,211 4,212 | 50,999 | 38,552 | 3,649 [ 34,903 | 6,056 | 3,087 | 813 2274| 2,969 750 2,219
55,403| 4,268 | 51,135138,713| 3,762 (349511 6,126 3,050 772| 2,278 3,076 | 781] 2,295
55,648 | 4,382 | 51,266 | 38,908 | 3,756 [ 35.152| 5902 | 2:882 | 711{ 2)171| 3020| 745]| 2,275

55,529| 4,293 | 51,236 | 38,899| 3,743 (35,156 6,228 | 2,994 | 804 | 2,190| 3,234| 809 | 2,425
55,668 | 4,373 | 51,295|39,134} 3817(35317] 5929 29441 767) 2,177 2985 766 2,219
55611 4,295 51,316 | 39,362 | 3,750 | 35,612| 5971 2,967 | 787 2,180 3,004 ( 763 | 2,241

92,813

88;
56,087| 4.226 | 51,861 | 39,744 | 3,800 | 35944 | 5984 | 3,035 837| 2198 2949 | 737| 2212

56,3261 4,302 52,024 | 39,831 | 3,819 | 36,012

5
5
5
3
56,477 4,276 | 52,201 | 40,175 | 3,718 | 36,457 | 5,
56,570 4,245 | 52,325 | 40,614 | 3,741 | 36,873 5,
7,000 6

5

6

6

6

97.912|56,734| 4256 | 52.478 | 41,178 | 3.776 | 37,402

1 See footnote 3, Table 8-27.
Note.—See Note, Table 8-27.
Source: Department of Labor, Bureau of Labor Statistics.
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TABLE B-29.—Selected employment and unemployment data, 1948-79

{Percent; 1 monthly data seasonally adjusted)

Unemployment rate ! Emp!oyg:g&lgtsioe'esrcem of
By sex and age By selected groups
Year‘tl)‘r Experi Black
mon peri- acl
Al Both Women ;
Males | Females | enced : : Biue- Total | White and
workers 16585 | 20 years | 20 years | wage and M,:g"gd t:leha% :};’,'kg:';e, collar other
years and over | and over ws:[lﬁgs families workers

38 92 32 36 43 42 55.8
59 134 5.4 5.3 6.8 35 54 8.0 54.6
53 12.2 4.7 5.1 6.0 46 5.0 7.2 55.2
33 82 25 40 37 15 26 39 55.7
30 85 24 32 33 14 25 36 55.4
29 16 25 29 32 1.7 34 55.3
55 12.6 49 55 6.2 40 5.2 12 538
44 11.0 38 44 48 2.8 38 5.8 55.1
41 111 34 42 44 26 37 5.1 56.1
4.3 11.6 36 41 46 28 40 6.2 55.7
6.8 159 6.2 6.1 12 5.1 7.2 102 54.2
55 146 4.7 52 57 36 76 54.8
55 14.7 4.7 5.1 5.7 37 78 549
6.7 16.8 5.7 6.3 6.8 46 6.7 9.2 54.2
55 14.7 46 54 5.6 36 74 54.2
5.7 17.2 45 5.4 5.5 34 55 73 54.1 54.0 55.2
52 16.2 39 5.2 5.0 2.8 49 6.3 54.5 54.3 56.1
45 14.8 32 45 43 24 42 5.3 55.0 54.8 56.8
38 12.8 25 38 35 19 35 42 55.6 55.4 57.2
38 12.8 2.3 4.2 36 18 49 34 44 55.8 55.7 56.9
36 12.7 22 38 34 1.6 44 31 41 56.0 55.9 56.6
35 12.2 21 37 33 15 44 31 39 56.5 56.5 56.7
49 15.2 35 48 48 26 54 45 6.2 56.1 56.2 55.5
59 16.9 44 5.7 5.7 32 73 55 74 55.5 55.7 53.7
56 16.2 40 5.4 5.3 2.8 72 5.1 6.5 56.0 56.4 53.0
49 145 32 48 45 23 70 43 53 56.9 51.3 539
5.6 16.0 38 5.5 5.3 2.7 70 5.1 6.7 57.0 51.5 53.0
85 19.9 6.7 8.0 8.2 5.1 10.0 8.1 11.7 55.3 55.9 50.0
17 19.0 59 74 73 4.2 10.0 13 9.4 56.1 56.8 50.6
70 17.7 52 70 6.6 36 9.3 6.5 8.1 57.1 519 51.1
6.0 16.3 42 6.0 5.6 2.8 8.5 55 6.9 58.6 59.3 533
58 16.1 4.1 57 54 2.7 83 53 6.9 59.3 60.0 536
6.4 16.5 46 6.3 59 30 83 59 74 58.0 58.8 524
6.1 17.1 45 58 5.7 29 11 5.7 12 58.0 58.8 529
6.2 17.2 45 59 5.8 3.0 8.7 5.7 72 58.1 58.8 529
6.1 16.6 43 6.0 56 2.8 10.0 55 6.7 58.4 §9.2 53.0
6.1 16.2 43 6.2 5.7 29 9.1 5.6 6.7 58.6 59.3 53.2
59 15.2 4.1 6.1 55 28 87 53 6.7 58.8 59.5 534
6.2 16.7 41 6.5 5.7 2.7 98 5.7 6.8 58.6 59.3 53.2
59 15.8 41 5.9 54 2.7 8.0 54 6.7 58.8 59.5 535
59 16.2 4.1 59 5.6 2.7 8.1 5.4 6.9 58.8 59.5 93.8
5.7 16.0 40 56 54 26 15 5.2 6.7 59.0 59.7 53.8
58 16.2 39 58 5.3 24 78 5.2 6.4 §9.1 59.8 53.7
59 16.4 41 58 55 26 79 5.3 6.7 59.1 59.8 536
58 16.0 4.0 5.7 54 26 8.0 5.2 6.5 59.2 60.0 534
5.7 16.0 39 5.7 53 26 8.3 5.2 6.5 59.3 60.2 534
5.7 15.7 4.0 5.7 54 2.6 8.2 5.2 6.6 59.3 60.1 538
5.8 16.3 4.0 5.7 5.4 2.7 83 5.3 6.9 59.0 59.9 53.2
58 16.5 39 5.7 54 25 8.6 52 6.8 59.1 59.9 53.3
5.7 15.4 4.0 5.7 53 2.7 9.0 5.2 6.6 59.1 59.9 53.5
57 158 41 5.5 5.4 2.8 8.1 5.3 6.8 59.4 60.1 54.1
59 16.6 42 59 5.7 29 79 54 13 59.2 59.9 53.8
5.8 16.2 42 55 5.5 29 17 5.3 71 59.4 60.2 54.0
5.9 16.4 42 5.7 5.6 29 84 54 72 59.3 60.1 539
5.8 159 43 56 5.5 2.9 84 5.4 15 59.3 60.1 53.7
5.9 16.0 42 5.7 55 2.8 84 5.4 1.2 59.4 2 534

1 Unemployment as percent of civilian labor force in group sgeciﬁed.

2 Married men living with their wives. Data for 1949 and 1951-54 are for April; 1950, for March.

3 Data for 1949-61 are for May.

d' l(r)lctlulc)les craft and kindred workers, operatives, and nonfarm laborers. Data for 1948-57 are based on data for January, April, July,
and October.

s Civilian employment as percent of total noninstitutional population.

Note.—See footnote 3 and Note, Table B-27.

Source: Department of Labor, Bureau of Labor Statistics.
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TaBLE B-30.— Unemployment rate by demographic characteristic, 1948~79

Total
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