
the BUSINESS SITUATION

GNP recorded its smallest advance
of the year in the closing quarter. The
market value of the Nation's output of
goods and services rose $10% billion.
Real output was unchanged from the
third quarter, continuing the weakening
trend evident since mid-1968.

Developments in the economy during
1969 are reviewed in a special article in
this issue of the SURVEY.

A HE Nation's output of goods and
services scored its smallest advance of
the year in the closing quarter. GNP
rose only $10 l/i billion to a seasonally
adjusted annual rate of $953 billion.
The slower expansion of GNP partly
reflected the effects of the prolonged
strike in the electrical equipment
industry.

All of the fourth quarter rise in
GNP mirrored higher prices. Setting
aside the summer price spurt, which
reflected the Government pay raise,
prices continued to rise at the third
quarter rate. Constant dollar GNP
was unchanged from the third quarter,
thus continuing the weakening trend
that has been evident since mid-1968.

The slowdown in the growth of cur-
rent dollar GNP was principally at-
tributable to a slowdown in inventory
investment. Final sales increased $13
billion, compared with $14 billion in the
third quarter, but the rate of inventory
accumulation, estimated from incom-
plete data, dropped $3 billion after
rising almost $4 billion in the third
quarter. The cutback in accumulation
was centered in auto inventories (see
table).

Among the major components of
final sales, government purchases ac-

counted for most of the reduction
in the growth of output. Government
purchases of goods and services in-
creased $2 billion, compared with a $4
billion rise in the third quarter. All
of the fourth quarter advance was due
to higher State and local government
purchases. Federal expenditures for
goods and services declined about $}£
billion as a drop in defense purchases
was only partially offset by a small rise
in nondefense purchases. In the third
quarter, the pay raise for military and
civilian employees was responsible for
a rise of about $2J/£ billion in Federal
purchases.

Nonresidential fixed investment rose
$2 billion in the fourth quarter, or
about $1 billion less than in the third.
Spending on residential investment,
which declined in the second and third
quarters, showed virtually no change
in the fourth; the value of new constr-
uction was supported by the temporary
pickup in housing starts that occurred
in late summer.

Personal consumption expenditures
increased $9}£ billion as compared with
a $7 billion rise in the third quarter.
The acceleration centered mainly in
expenditures for nondurable goods; out-
lays for services continued their steady
advance, while purchases of durable
goods were about unchanged. The
weakness in durables buying was in part
due to slack demand for household
durables, but mainly reflected reduced
purchases of automobiles. Purchases of
domestic-model cars fell from a season-
ally adjusted annual rate of 8.6 million
units in the third quarter to 8.2 million
in the fourth. Consumption outlays
rose a bit more than disposable income

and the personal saving rate, at 6}£
percent, was down slightly from the
third quarter but still well above the
5K percent that prevailed in the first
half of the year.

GNP in the fourth quarter rose
about $ 10 1/4 billion...
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SURVEY OF CUKEENT BUSINESS January 1970

December developments

The slide in industrial production
evident since last July continued in
December. The Federal Eeserve Index
fell a bit less than one-half of 1 percent
last month and stood 2 percent below
its midsummer high of 174.6 (1957-
59=100). The effects of the strike
in the electrical equipment industry
continued to exert a depressing infl-
ence on the level of production, but the
December decline, which was wide-
spread among industry groups, was also
due to factors not related to the strike,
and was particularly pronounced in the
automobile industry.

Last month's weakness in industrial
production was not reflected in the
unemployment rate, which was un-
changed at 3.4 percent, but there was
some evidence of easing in labor de-
mand. Nonfarm payroll employment
showed virtually no change for the
third consecutive month, and both the
average workweek and factory over-
time continued to edge down.

Among other developments last
month, personal income rose only $2%
billion, the smallest gain of the year.
According to advance reports, the
sluggishness in retail sales persisted.
The rise in wholesale prices slowed to
0.3 percent, about half the size of the
November increase. Industrial prices
continued to rise at about the same
pace as in recent months, but farm
prices, which had jumped sharply in
November, fell back.

Outlook for 1970

Any assessment of the future course
of economic activity is surrounded by
uncertainty. The one aspect of the out-
look that seems reasonably clear is the
prospect that the economy's growth will
slow this year. Eeal output is likely to
be not much larger than it was last
year, and consequently most of the
advance in GNP will reflect higher
prices. Although price increases will be
less than in 1969, they will continue
strong, and once again the most difficult
economic problem to be faced is likely
to be that of containing inflation. Be-
yond that, it is more than usually
difficult to assess 1970 at this juncture.

Gross National Product and Gross Auto
Product, 1969

[Billions of dollars, seasonally adjusted at annual rates]

GNP

Final sales
Change in inven-

tories - _ .

Gross auto
product

Final sales _ _ _
Change in inven-

tories

Allother GNP...
Final sales _ _ _
Change in inven-

tories

II

924.8

917.9

6.9

34.5
35.9

-1.4

890.3
882.0

8.3

III

942.8

932.1

10.7

38.0
36.8

1.2

904.8
895.3

9.5

IV P

953.1

945.3

7.8

35.9
36.3

-.4

917.2
909.0

8.2

Change

II-III

18.0

14.2

3.8

3.5
.9

2.6

14.5
13.3

1.2

III-
IV »

10.3

13.2

-2.9

-2.1
-.5

-1.6

12.4
13.7

—1.3

v Preliminary.

The difficulty of putting the outlook
into focus at this point in time is com-
pounded by several factors: (1) the
uncertain prospects for reduction of
hostilities in Vietnam; (2) uncertainty
over the course of business decisions in
a period heavily affected by inflationary
psychology such as has built up over
the past few years; (3) the impossibility
of gaging the impact of the labor dis-
putes which may result from the nu-
merous major contract negotiations
coming up in 1970.

It seems likely that expansion will
pick up in the latter part of the year,
but this is certainly tentative; it de-
pends heavily not only on private
decisions but also on the course of
monetary and fiscal policy. It is not
clear when and to what extent mone-
tary policy will ease; and it is well
known that there are lags in the effects
of monetary policy, though their length
is uncertain. On the other hand, the
restrictive impact of fiscal policy ap-
pears to be abating. Assessed in terms
of the size and movements of the Fed-
eral surplus, fiscal restraint achieved its
peak intensity in the first half of 1969
and then eased somewhat in the
second half, and should lessen progres-
sively during 1970. The budget surplus
will be under pressure from several
factors: a substantial increase in social
security payments; the reduction and,
after midyear, elimination of the sur-
tax; other tax relief stemming from the
Tax Reform Act; and a possible pay
raise for government employees.

Slow output growth is consistent
with some rise in the unemployment
rate—though the 1969 experience ran
counter to many analysts' expectations
on this. Mainly as a result of slower
growth in employment, the advance in
personal income can be expected to
slacken. Corporate profits will be
squeezed by rising costs and by weak-
ness in final demand.

Personal consumption expenditures
are unlikely to add much more to
aggregate demand in 1970 than they
did in 1969, and the increase in con-
sumption will probably be confined
mainly to nondurables and services.
The available evidence suggests that
fixed business investment will show a
rise in the first half of 1970 and little
further increase in the second half. For
the full year, the rise in business fixed
investment should be less in 1970 than
it was in 1969.

Residential investment is expected
to decline this year. Given the depressed
conditions in mortgage markets and the
decline in housing starts that has al-
ready occurred, it seems likely that
residential investment will decline well
into 1970.

Federal expenditures for national de-
fense are expected to be lower this year
than last, with this decline only par-
tially offset by increases in nondefense
outlays. State and local government
purchases will continue to grow. In-
ventory investment and net exports are
always difficult to project, but the
prospects are that their contributions
to aggregate demand will be of roughly
the same order of magnitude as in 1969.

This assessment of the probable
course of economic activity in 1970
yields the conclusion that the year will
not be a comfortable one. The outlook
suggests very little real growth, some
rise in unemployment, a profits squeeze,
and price increases that will be less than
in 1969, but still strong. In addition,
with major labor contracts covering
about 5 million workers up for negotia-
tion in 1970, and with profits under
pressure, the possibility of significant
labor strife is very real. If such diffi-
culties do indeed arise, they would
add substantially to the degree of dis-
comfiture already projected for the
year ahead.
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January 1970 SURVEY OF CURRENT BUSINESS

• Expansion of economic activity slowed in fourth quarter—GNP up about $10 k billion but real GNP unchanged
• Nonfarm payroll employment was unchanged in December—The unemployment rate held at 3.4 percent
• GNP deflator rose 4 \t percent (annual rate) in fourth quarter
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4 SURVEY OF <DURRENT BUSINESS January 197C

• Slowdown of personal income growth continued, with December showing a small gain of about $2 H billion
• Consumer spending advanced more in the fourth quarter than in the third, despite the drop in new car sales
• Nonresidential fixed investment increased less in the fourth quarter than in the third— Residential investment unchanged
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January 1970 SURVEY OF CURRENT BUSINESS

11 In the fourth quarter: Rate of inventory investment down $3 billion
1 Net exports about unchanged
• Federal purchases down due to cut in defense spending — State and local purchases up a bit
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SURVEY OF CURRENT BUSINESS January 1970

1 CHART 5

• In December: Bank credit and money supply showed little change
• Interest rates and bond yields jumped to new highs
• Stock prices moved lower
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the BUSINESS SITUATION

The scattered evidence that is now
available for January is consistent with
the trend of gradual but broadly based
deceleration of economic activity. The
new year opened with unemployment on
the rise, stability in the number of
nonagricultural jobs, a modest gain in
personal income, weakness in retail
sales, especially in autos, and a decline
in industrial production.

"NLY fragmentary information is as
yet available about developments in
January. There is thus little evidence
on which to rest an assessment of the
shape of economic activity in the cur-
rent quarter. Nothing that is known,
however, is at variance with the trend
that developed during the course of last
year—that is, a gradual but broadly
based deceleration of economic activity.
January saw a rise in unemployment, a
continued lack of growth in the number
of nonagricultural jobs, a gain in per-
sonal income that was once again very
modest, a slack showing in retail sales,
and a further decline in industrial
production.

The motor vehicle industry occupies
a major position in the U.S. economy
and the downturn in demand for autos
in recent months has thus had an
important influence on the behavior of
many of the broad measures of produc-
tion, income, and trade. Even excluding
the auto industry, however, retail sales
and payroll employment would have
been essentially unchanged in January,
and the industrial production index
would have declined. The production
index, which has dropped steadily since
mid-summer, fell three-fourths of one
percent last month, mainly because of
substantial reductions in steel and

business equipment output. Of course,
the prolonged strike in the electrical
equipment industry affected industrial
production, but the major impact
occurred when the strike began, several
months ago. Now that the strike has
ended, the resumption of work will give
a boost to production and employment,
which should be visible in the figures for
February.

Price and cost increases

A preliminary reading of wholesale
prices suggests that price pressures con-
tinued strong in January. The wholesale
index was up 0.7 percent for the month
and was 4% percent above its year
earlier level. Most of last month's ad-
vance was attributable to a sharp rise—
2 percent—in the prices of processed
foods and feeds. Moderate price in-
creases were registered for both farm
products and industrial commodities.

Unit labor costs continued to rise in
the final quarter of last year. The in-
crease was a bit slower than earlier in
the year because productivity growth,
according to preliminary estimates,
strengthened and offset some of the cost
effect of increases in worker compensa-
tion. Output per man-hour in the
private economy, which had declined
earlier in the year and picked up slightly
in the summer, rose further in the fourth
quarter. The recent improvement in
productivity reflects a larger decline in
man-hours than in output. Compensa-
tion per man-hour, continued its sharp
rise and, in the fourth quarter, scored
its largest advance of the year.

Unemployment increases

The new year opened on a note of
rising unemployment. The jobless rate
jumped in January to 3.9 percent of the

civilian labor force, up from 3.5 percent
in both November and December but
about equal to the 3.8 percent that
prevailed last September and October.
(The Bureau of Labor Statistics has

CHART 1

Since last summer the growth in personal income
has slowed sharply
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made the regular annual revision of
seasonal adjustment factors. A result
of the revision was a slight decrease in
the unemployment rate for September
and October and a slight increase for
November and December.) Higher un-
employment in January was especially
marked among "blue collar" workers.
The rise in aggregate unemployment
over the past half year has been largely
centered in this group, which tradition-
ally has been more vulnerable to layoffs
than the "white collar" group. The
rate for adult men rose 0.3 of a percent-
age point in January to 2.5 percent. The
rate for women, who are relatively
heavily concentrated in "white collar"
occupations, was virtually unchanged.

Unemployment rose significantly in
January for both whites and nonwhites,
with no disproportionate impact among
the minority groups: the jobless rate for
whites rose from 3.2 to 3.6 percent
and for nonwhites from 5.7 to 6.3
percent. Thus the ratio of the rate for
whites to that for nonwhites continued,
as in recent months, to fall below the
2-to-l relationship that has generally
prevailed in recent years.

The sluggishness that has been evi-
dent for some months in the number
of nonfarm jobs—as reported by the
monthly survey of payrolls—apparently
continued in January. According to data
that are based on an unusually small
reporting sample, seasonally adjusted
employment was unchanged from the
December figure. Since October, the
number of workers on nonfarm payrolls
has been virtually unchanged, following
monthly gains that averaged 238,000
from last January to June and 88,000
from June to October.

Average weekly hours put in by non-
supervisory workers were also stable
last month. In manufacturing, how-
ever, weekly hours of work declined
from 40.6 hours to 40.2 hours (after
seasonal adjustment). A reduction in
hours worked was reported for most
manufacturing groups, but was partic-
ularly pronounced in the industries
producing lumber, transportation equip-
ment, and instruments. Factory over-
time fell from 3.5 to 3.2 hours in
January, with all of the drop in durable
goods manufacturing.

Small gain in personal income

The slack January showing in em-
ployment was reflected in a very small
rise in personal income. The month's
advance amounted to only $2% billion,
continuing the trend of modest income
growth that has been evident since
last August (chart 1). Half of the Janu-
ary rise was due to higher wages and
salaries, mainly in the distributive and
service industries. Payrolls in the com-
modity producing industries fell nearly
$2 billion, the first monthly decline of
this magnitude since late 1960. Within
that sector, payrolls were down about
$1 billion in construction and about
$% billion in manufacturing, the latter
partly related to layoffs in the auto
industry.

Most other components of personal
income were little changed from De-
cember to January with the exception
of transfer payments which were up
about $1 billion. This was somewhat
larger than the normal monthly increase
and reflected some step-up in social
security and unemployment insurance
payments.

Slump in auto sales

Consumer spending continued to be
sluggish in January. Eetail sales de-
clined about 1 percent, according to
advance reports, with the weakness
centered at durable goods stores. The
slackness in durables buying is in part
a reflection of the weak demand for new
cars. Dealer sales of new domestic-
model automobiles dropped 8 percent
from December to January, to a season-
ally adjusted annual rate of 7% million
units. This marked the fourth con-
secutive month of decline, putting unit
sales volume almost 20 percent below
the recent high of last September.

In an effort to bring inventories more
in line with sales, producers have
sharply cut auto production. Auto as-
semblies in January, at a seasonally
adjusted annual rate of about 6}^ mil-
lion units, were down almost 30 percent
from their level last summer. As a result
of reduced output—which has been ac-
companied by substantial layoffs and
workweek cutbacks—inventories have
begun to taper off but remain quite high
relative to sales. With inventories very

troublesome, and with the slide in sales
continuing, further sizable reductions
in auto production, and worker layoffs,
have been scheduled for February.

Revised fourth quarter GNP

The estimate of fourth quarter GNP
has been revised on the basis of more
complete information than was avail-
able a month ago. Neither the total
nor its composition was significantly
changed. The revision cut the estimated
market value of the Nation's output
in the final quarter of 1969 to $952^
billion, for a rise of $9K billion—
almost $1 billion less than the pre-
liminary estimate. The preliminary
estimate of the implicit GNP price
deflator was left unchanged. The esti-
mate of constant dollar GNP was
revised downward a bit and now
shows a fractional decline—about 0.1
percent—from the tliird quarter figure.

Deposit Rate Ceilings
The limits on the rates that com-

mercial banks, mutual savings banks,
and savings and loan associations are
permitted to pay for saving-type de-
posits were raised in the latter part of
January. The Federal Reserve Board,
in announcing its action with respect
to member banks, cautioned that this
did not reflect any change in the overall
framework of credit restraint. Rather,
the step was intended to bring the rate
ceilings into better alignment with
current yields on market securities;
to provide more equity in the rates
that may be paid on smaller saving
deposits; and to encourage longer-
term saving in reinforcement of anti-
inflationary measures.

Rate ceilings for commercial banks
were raised from 4 to 4% percent on
regular passbook accounts, from 5 to
5% percent on the longest term con-
sumer-type time deposits, and from
6)4 to 7% percent on the longest term
large time deposits ($100,000 or more).
While the new ceilings permit banks
more leeway in attracting and holding
deposits, they are still well below
competitive market yields. In large
part, the thrust of this action appears
to be forward looking to the time when
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credit restraints are relaxed and market
yields begin to decline. When this
occurs, commercial banks will find
themselves in a better position to com-
pete for saving-type deposits than they
would have been under the old ceilings.

In changing the ceiling rates, the
Federal Eeserve Board also altered
their structure: the rates payable on
longer term deposits were raised more
than those on short term maturities.

Savings and loan associations

Following the action taken by the
Federal Eeserve System and the Fed-
eral Deposit Insurance Corporation
(which has jurisdiction over most mu-
tual savings banks and commercial
banks which are not members of the
Federal Eeserve System), the Federal
Home Loan Bank Board raised the
limits on the rates payable by the sav-
ings and loan associations. The Home
Loan Bank Board termed this a reluc-
tant move, but one that was necessary
to stem the outflow of savings deposits
from the associations to capital markets,
and to prevent an augmented flow from
the associations to other deposit-type
institutions.

Eate limits for savings and loan asso-
ciations were raised from 4% to 5 per-
cent on passbook deposits; the ceiling
was not raised in the 5 States where a
5 percent rate had already been per-
mitted. The various ceiling changes put
the associations on a par with mutual
savings banks, but narrowed the com-
petitive advantage which the associa-
tions have over passbook accounts at
commercial banks. Eates on saving cer-
tificates were also scaled upward to a
maximum of 1% percent on certificates
in amounts of $100,000 or more and
carrying maturities of 1 year or more.
Prior to the latest change, the maximum
rate payable by savings and loan asso-
ciations was 6 percent on specially au-
thorized certificates of deposit; these
were introduced in mid-December as a
means of retaining deposits and thus
limited to the conversion of existing
accounts.

Pressures on the S & Us

The savings and loan associations
have been under severe pressure from a

steady deterioration in saving flows.
At yearend 1969, deposits at these
institutions were $4 billion greater than
a year earlier, a much smaller increase
than the $7% billion in 1968. If divi-
dends credited to savings accounts are
excluded, these institutions had a net
loss (new savings less withdrawals) of
about $1 billion in 1969, compared
with an increase of about $2% billion
in 1968. The savings drain was very
heavy in the period immediately fol-
lowing the yearend interest crediting,
with withdrawals exceeding the inflow
of new savings by about $1.4 billion.
The Home Loan Bank Board estimates
that the drains might have been as high

Savings and Loan Associations

NET SAYINGS FLOWS were much weaker
in 1969 than in 1968

Billion $
1

CHART 2

Although BORROWING from the home loan
banks was substantially larger.. .

NEW LOAN COMMITMENTS were weaker . . .

as was MORTGAGE LENDING
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U.S. Department of Commerce, Office of Business Economics 70-2-2

as $2 billion had it not been for the
introduction in December of the new
certificates intended to retain existing
accounts.

Despite the squeeze on their savings
capital, the associations made strenu-
ous efforts in 1969 to sustain their mort-
gage lending activity. During the year,
they increased their borrowing from
the Home Loan Banks by a record $4
billion, to $9}£ billion, and reduced
their holdings of liquid assets by nearly
$1% billion. Their liquidity, as measured
by the ratio of cash and U.S. Govern-
ment securities to total liabilities, fell
from 8.1 percent at the end of 1968 to
6.8 percent at the end of 1969. Although
their mortgage lending activity was
slowing down and new mortgage com-
mitments declining as 1969 wore on,
the associations added almost $9%
billion to their mortgage portfolio
during the year, $JJ billion more than
in 1968.

There can be no doubt that the
savings and loan associations are in
need of relief from pressures on their
savings capital but there is no certainty
that any significant relief will be pro-
vided by the increase in deposit interest
ceilings. The new ceilings are still
considerably below current yields avail-
able on alternative outlets for savings
funds. Consequently, the increase may
help to stem the savings drain but is
unlikely to attract any significant
amount of new funds.

Another important uncertainty re-
lates to the willingness and ability of
the associations to move to the new
ceilings. The impact on thrift institu-
tions of higher rates paid to depositors
differs in a substantial way from the
impact, for example, on commercial
banks. The latter have the bulk of their
investments in relatively short term
assets, and the return on investments
can therefore be kept fairly well in line
with the rise in market rates. Savings
and loan associations, on the other
hand, have most of their assets invested
in long term mortgages, many of which
were made during periods of lower
interest rates. Because the associations
cannot increase their returns very
rapidly, many may well find it very
difficult to raise deposit rates.
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• Revised fourth quarter GNP up $9 \ billion

• In January: Nonfarm payroll employment showed little change—Unemployment rate rose to 3.9 percent
• Wholesale prices up 0.7 percent, largely reflecting sharp rise for processed foods

CHART 3
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CHART 4

In January: Personal income rose about $2 V2 billion
Retail sales declined, according to preliminary estimates
New car sales dropped for the fourth straight month
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• In December: Manufacturing and trade inventories rose about $1 billion
• Net exports of merchandise registered a surplus of $230 million
• Fourth quarter balance of payments: Shifted into surplus on both liquidity basis and official reserve transactions
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• Factory operating rate down sharply in fourth quarter
• In January: Bank credit declined, money supply rose, interest rates remained high
• Output per man-hour improved in fourth quarter
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the BUSINESS SITUATION

The data now at hand suggest that
GNP is headed this quarter for the
smallest increase in 3 years. Severe infla-
tionary pressures seem to assure that
all of the increase will reflect higher
prices; the probability is that real out-
put will register a small decline.

Decelerating economic activity was
clearly evident in the statistics for
February, even though production and
employment were boosted by the end
of the strike in the electrical equipment
industry.

JLo judge from the indicators now
available—which at best reflect devel-
opments only through February—GNP
in the current quarter appears to be
headed for the smallest increase in 3
years. The persistent rise of price levels
seems to assure that all of the increase
will reflect higher prices; the probability
is that national output measured in
constant prices will register a small
decline.

It is always particularly difficult to
assess the likely behavior of inventory
investment, but the problem is even
greater in a period when economic
activity is decelerating. Historically,
such periods have often seen large shifts
in the accumulation rate, as business-
men first found inventories growing to
an undesired level, and then steeply
cut the pace of investment in order to
bring holdings into line. The only data
available on developments since year-
end indicate that the book value of
business inventories fell nearly $% bil-
lion in January, following an average
monthly rise of a bit more than $1
billion in the fourth quarter. Though

preliminary, the January figures indi-
cate that reductions were widespread,
save in durables manufacturing, and
point to the likelihood of a significant
first quarter decline in the rate of
accumulation as measured in GNP.
Other evidence of reduced accumulation
is provided by the latest OBE expecta-
tions survey (reported on pages 12-13
of this issue of the SURVEY), which
found manufacturers expecting the book
value of their inventories to rise about
$1 billion this quarter as compared with
$1% billion in the fourth quarter of
1969.

The evidence regarding changes in
final sales is mixed but, on balance,
shows slower economic expansion. It
seems likely that consumption expend-
itures and business fixed investment will
add roughly the same amount to GNP
growth in the first quarter as in the
closing quarter of last year, but that
residential investment and government
purchases will add less. The growth of
exports may outpace that of imports
this quarter, resulting in a small gain
in net exports—which were unchanged
in the fourth quarter.

Personal consumption expenditures
will likely show a relatively large rise
in the first quarter, despite the ongoing
weakness in durable goods demand. The
available information on sales indicates
moderate strength in consumer spend-
ing for services and nondurables. The
slack in durable goods buying is largely,
but by no means exclusively, related to
the sluggish demand for new cars. New
car sales declined sharply in January,
but picked up in February with the in-
troduction of some new models and
extensive sales promotion programs.

CHART 1
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SURVEY OF CURRENT BUSINESS March 1970

Preliminary information for early
March, however, indicates that car
sales continue sluggish but above the
depressed level of Janaury. Spending
for cars has been dampened not only by
the slowdown of unit sales but also by
an apparent shift of consumer prefer-
ence in recent months toward less
expensive models.

Nonresidential fixed investment is
continuing to show surprising strength.
Results of the latest OBE-SEC survey
of businessmen's expectations indicate
a very sizable 10% percent rise in capital
spending this year from last year's total
of $75% billion (see pages 14-20). This
finding is in line with the earlier reports
of private surveys which showed a 1970
increase on the order of 10 to 12 percent.
These spending programs, which were
reported against a backdrop of ex-
tremely high interest rates and severe
credit stringencies, production cutbacks,
declining profits, and low capacity
utilization rates, appear to be heavily
influenced both by persistent inflation-
ary expectations and by anticipation
of large capacity requirements in the
future. A desire to improve efficiency, in
the face of rising labor costs, is probably
also an important motivation.

Investment in housing, on the other
hand, is weak. After showing no change
in the closing quarter of last year, resi-
dential construction expenditures are
likely to record a moderate decline in
the current quarter. Because outlays
respond to developments in housing
starts with a lag of several months, the
sharp 101/2 percent rise of starts in Feb-
ruary—to a seasonally adjusted annual
rate of 1.3 million units—will not weigh
heavily in this quarter's spending.
Rather, current outlays will mainly
reflect the accelerated decline in starts
in the late months of 1969 and in
January of this year.

Government purchases of goods and
services also appear to be contributing
less to demand growth this quarter than
last. State and local governments' pur-
chases are likely to rise about in line
with the fourth quarter advance, but
the decline in Federal purchases, prin-
cipally in defense spending, is appar-
ently accelerating. Here it may be noted
that the decline in defense purchases

is largely associated with a reduction
in the number of active duty military
personnel: Armed forces strength
totaled 3,255,000 men at the end of
January, down from an average of
3,370,000 in the fourth quarter of last
year and 3,457,000 in the third.

February developments

The statistics for February evidence
the deceleration of economic activity,
though production and employment
were boosted by the end of the strike
in the electrical machinery industry.
Industrial production declined further,
unemployment rose again, nonfarm
payroll employment remained slack,
and sluggish growth in personal income
persisted.

Because of further retrenchments in
manufacturing industries, production
recorded its seventh consecutive decline
last month. The Federal Reserve index
was down one-half of 1 percent from
January and stood 3 percent below its
peak of last July. February saw wide-
spread declines in the output of both
nondurable and durable goods, which
more than offset the spurt in machinery
production associated with the strike
settlement. If the strike had not ter-
minated, February production would
have declined about 1 percent.

The slide in industrial production
since last summer has centered in
manufacturing industries, and partic-
ularly in the durables group. From July
to February, the index of durable goods
output dropped 5% percent while that
for nondurable goods fell 1% percent.
Moreover, the near term prospects for
durable goods output are not enhanced
by the trend of new orders. Although
up in February—because of an unusually
large increase in orders for aircraft—
new orders have been on a down-
trend since early last fall. During the
5 months ending in February, the flow
of new orders to durable goods pro-
ducers recorded monthly declines that
averaged nearly 2 percent. This con-
trasts with an average monthly gain
of about 1 percent during the 12 months
ending last September.

There was further evidence last
month of a slackening in labor markets.
The unemployment rate, which spurted

from 3.5 percent in December to 3.9
percent in January, jumped to 4.2
percent—the highest rate in more
than 4 years. The February increase,
which resulted from a decline in the
number of employed workers with no
change in the labor force, was almost
wholly concentrated among full-time,
adult workers. Roughly one-third of
the February rise in the number of the
unemployed was due to cutbacks in the
auto industry, and close to two-thirds
of the rise for January and February
together consisted of workers who lost
their jobs rather than new entrants to
the labor force seeking work.

The weakening in demands for labor
is also reflected in the monthly figures
on the number of jobs in nonagricul-
tural establishments. The total would
have declined significantly last month,
rather than showing no change, had it
not been for the return of striking work-
ers at the General Electric Co. As may
be seen from the table below, the slow-
down in nonfarm employment is
broadly based but especially pro-
nounced in durable goods manufactur-
ing.

Changes in Nonagricultural Employment*

[Thousands of workers, seasonally adjusted]

Total employment

Government

Manufacturing

Durables
Nondurables

Other private

I

810

135

163

148
13

512

It

II

569

91

81

45
37

397

69

III

345

23

90

95
-5

232

IV

275

126

-176

-183
6

326

1970

I**

117

72

-171

-199
29

216

' Changes between quarterly averages.
'* Average January and February.

Although the workweek edged up a
bit in February when averaged for all
employees on nonfarm payrolls, it
dropped 0.4 hour (seasonally adjusted)
in manufacturing. That decline matched
the one in January and, at 39.9 hours,
the February workweek was down al-
most 1 hour from last September.

The softness in labor demand con-
tinues to be reflected in sluggish growth
in personal income. In February, per-
sonal income rose $3% billion, about
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March 1970

evenly divided between wage and salary
disbursements and the nonwage com-
ponents of income. Most of the ad-
vance in wages and salaries was in the
service industries; government and the
distributive industries recorded very
small increases, while payrolls in the
commodity producing industries de-
clined. That drop was due to a sharp
reduction in manufacturing payrolls
which, because of lower employment
and hours of work, were down $1% bil-
lion following a $1 billion decline in
January. The February decline reflected
widespread reductions that outweighed
the rise in the electrical equipment
industry.

Some easing in interest rates

After reaching historic highs late last
year, market rates of interest, partic-
ularly in the short-term sector, turned
about and were generally still declining
at mid-March. The downward move-
ment in rates seemed to be largely
attributable to some reassessment of
market participants' expectations—an
outgrowth no doubt of the ongoing de-
celeration in economic activity. Never-
theless, there has not been any notable
letup in the demand for credit, and
visible demands, particularly in long-
term markets, are very strong. More-
over, through February, the major
monetary aggregates—money stock,
bank reserves, monetary base—were
not providing evidence of a change in
the restrictive posture of monetary
policy.

Changes in Selected Interest Rates*

[Basis points]

Federal funds
3-month Treasury bills,

market yield

Prime commercial paper,
4-6 months

Prime bankers' accept-
ances, 90 days

U.S. long-term bonds
Corporate Aaa

State and local Aaa

Dec.
1968-
Mar.
1969

0.77

.07

.65

.46

.40

.40

.47

Mar.
1969-
June
1969

2.11

.42

1.41

1.33

.01

.13

.61

June
1969-
Sept.
1969

0.25

.65

.25

.15

.26

.16

.25

Sept.
1969-
Dec.
1969

-0.18

.73

.36

.44

.49

.58

.67

Dec.
1969-
mid-
Mar.
1970

-1.25

-.99

-.34

-.70

-.45
.08

-.70

* Changes computed from monthly averages.

SUKVEY OF CURRENT BUSINESS

Slowdown in installment credit
Since mid-1969, a slower rate of in-

stallment credit growth has accom-
pained the weakness in consumer spend-
ing for durables and other types of
goods and services that are typically
purchased on credit. During the 7
months ending with January of this
year, the net growth of installment
credit—extensions minus repayments—
was $7 billion at a seasonally adjusted
annual rate. That represented a sub-
stantial reduction from the annual rate
of $9 billion set in the first half of last
year—which matched the record ex-
pansion recorded for the full year 1968.
The abatement of credit use has
intensified in recent months and in
January, the latest month for which
data are available, net credit expansion
was at a seasonally adjusted annual
rate of only $4% billion. That was less
than half the increase as recently as
last June, and the smallest monthly
rise since late 1967 when credit use was
recovering from the lows reached during
the mini-recession in the first half of
that year.

The recent tapering in the use of
installment credit is related in large
part to declining auto sales. Because
automobile credit is an important and
volatile component of consumer credit,
its fluctuations exert a major influence
on the pattern of installment credit
expansion (lower panel, chart 2). Auto
credit expansion, after rising from the
slump in 1967 to reach a seasonally
adjusted annual rate of $3% billion in
the last half of 1968, fell moderately
in the first half of 1969 and further, to
a $2.0 billion annual rate, in the second
half. Since last November, consumers
have sharply cut their use of automobile
credit in line with their reduced rate
of auto purchases. In January, out-
standing auto paper was up less than
$% billion, at a seasonally adjusted
annual rate, the smallest expansion in
more than 2 years.

A similar though less pronounced
slowdown has also been evident in the
expansion of the nonauto component
of installment credit—mainly consumer
goods paper and personal loans. The

expansion rate reached an alltime high
in the second half of 1968 and then fell
slightly in the first half of 1969 and
more steeply thereafter.

In assessing changes in consumer use
of credit, it is sometimes useful to
relate installment credit flows to in-
come. Here the developing weakness
in consumer demand for credit is
apparent in the sharp drop in the ratio
of credit extensions to disposable per-
sonal income. This ratio held at a near
record 16% percent in the year following
imposition of the income tax sur-
charge—that is, from mid-1968 to
mid-1969—but then dropped nearly a
full percentage point in the second half
of last year. Moreover, debt repay-
ments, which took a record 15% percent
of disposable income in the second
quarter of 1969, declined to 14% percent of
income in the closing quarter of last year.

Consumer Installment Credit

CHART 2
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SURVEY OF CURRENT BUSINESS March 1970

In February: The jobless rate rose to 4.2 percent, the highest in over 4 years
Nonfarm payroll employment continued to show no growth
Wholesale prices up 0.3 percent, about half the January advance
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March 1970 SUEVEY OF CUEKENT BUSINESS

• In February: Personal income continued sluggish, up $3V3 billion
• Retail sales advanced about 0.5 percent— New car sales jumped sharply
• Plant and equipment outlays are expected to rise $3 billion in first half of 1970 and $5 billion in the second
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6 SUEVEY OF CURRENT BUSINESS March 1970

* In January: Book value of business inventories down $0.5 billion
m Increase in imports 1 shaved the U.S. trade surplus to a slim $55 million

* Federal budget (NIA basis) registered a $6 3/4 billion surplus in fourth quarter
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March 1970 SUEVEY OF CURRENT BUSINESS

1 CHART 6

* In February: Industrial production declined for the seventh consecutive month
* Bank credit up slightly, money supply down, interest rates lower
* Corporate profits and IVA (before taxes) dropped $3 % billion in fourth quarter
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the BUSINESS SITUATION

The slowdown in economic activity
continued in the first quarter, as the
Nation's output of goods and services
rose only $8J4 billion. The increase was
attributable to price rises and real out-
put—GNP adjusted for price changes—
declined \% percent at an annual rate.

ECONOMIC activity continued to
decelerate in the first quarter of this
year. Measured in real terms, the
Nation's output of goods and services
declined $3 billion or 1% percent at an
annual rate. The rise in prices was
unabated: the implicit price deflator
rose at an annual rate of almost 5 per-
cent, an increase slightly larger than in
the closing quarter of last year. In
current dollars, GNP rose $8% billion
to a seasonally adjusted annual rate of
$960% billion, following an increase of
$9H billion in the fourth quarter and an
average gain of $17 billion in the first
three quarters of 1969.

The first quarter expansion in final
sales about matched that of the pre-
ceding quarter. On the basis of prelimi-
nary information, however, the rate of
inventory investment is estimated to
have declined significantly.

Price pressures still strong

The slackening of demand since last
summer has yet to register any signifi-
cant impact on prices in consumer mar-
kets. Indeed, the January-February
rise of the seasonally adjusted consumer
index averaged 0.6 percent per month,
up from a monthly average of 0.5 per-
cent in the fourth quarter. Persistently
rising costs are putting strong upward

pressure on prices, but despite the rise
of prices there is every reason to believe
that profit margins have been squeezed
further during the opening quarter of
this year.

Although the evidence to date does
not indicate abatement in the rise of
the overall consumer index, there has
been some indication recently of a
modest shift in the composition of the
increase. The seasonally adjusted index
for nonfood commodities—which ac-
count for some 40 percent of the overall
index—rose barely at all in February,
and the increase in the first 2 months
of the year averaged less than 0.2
percent, compared with 0.4 percent in
the fourth quarter. The food price
index, which tends to be rather erratic,
also rose more slowly in the early
months of this year. The rise of overall
consumer index did not decelerate,
however, because the price increase
for services speeded up—to an average
0.8 percent in January-February from
0.5 percent in the fourth quarter.
Nevertheless, because a slowdown in
economic activity could be expected to
register an impact first on nonfood
commodities, the recent shift in the
composition of the consumer price rise
may foreshadow some deceleration in
the overall index.

In wholesale markets the price pic-
ture has been more encouraging. The
rise in the wholesale index slowed
noticeably in the past 2 months—to 0.3
percent in February and 0.2 percent in
March, down considerably from the
average of nearly 0.6 percent in the
preceding 3 months. In large part, the
slowdown reflects a deceleration in the
rise of industrial commodity prices.
The increase for machinery and equip-
ment has tapered and there have been

CHART 1

GNP rose $ 81/4 billion in the first quarter
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declines in prices of rubber and lumber
and wood products. Prices for farm
products and processed foods and feeds
are often subject to erratic fluctuations;
after seasonal adjustment, however, the
index for farm products averaged lower
in the first 3 months of this year than
in the closing 3 months of 1969, while
prices for processed foods and feeds
were little changed.

Final sales in the first quarter

Although broadly based, the weak-
ness in business activity has been
heavily influenced by developments in
the auto industry. The slide in dealer
sales of domestic-type models, which
began last fall, gathered momentum in
the first quarter. Sales in the quarter
were 7.5 million units at a seasonally
adjusted annual rate, down from 8.2
million in the fourth quarter and 8.5
million in the third. Lower unit sales
and some reduction in average cost per
car had a substantial impact on first
quarter GNP. Consumer spending for
autos fell $3 billion, to a seasonally
adjusted annual rate of $29% billion,
and business outlays—part of invest-
ment in producers7 durables—were off
$y2 billion.

Total personal consumption expendi-
tures rose $11 billion in the first quarter,
a somewhat stronger showing than the
$9% billion rise in the fourth. Spending
for durables declined, reflecting the
weakness in auto buying, but spending
for nondurables, especially for food,
took a very large jump; consumption of
services continued its steady expansion.
The overall rise in consumer spending
was about in line with the gain in dis-
posable income, and the saving rate, at
6% percent, was unchanged from the
closing quarter of last year.

Business fixed investment outlays
also rose somewhat more in the first
quarter than in the fourth. Expendi-
tures for durable equipment were up
only about $% billion, much less than
in the preceding quarter, but there was
a modest rise in the structures com-
ponent following a decline in the fourth
quarter. A large part of the growth in
fixed investment simply reflected higher
prices.

Net exports added about $1 billion to
the output advance in the first quarter

after showing no change in the fourth.
The growth of both exports and im-
ports accelerated: exports showed a
sizable gain of about $2 billion despite
the deceleration of economic activity in
industrial countries abroad, and im-
ports rose about $1 billion. The size of
the estimated import gain is a bit sur-
prising in view of the sensitivity of
imports to the pace of domestic eco-
nomic activity.

The modest acceleration in the
growth of consumption, fixed invest-
ment, and net exports was largely
outweighed by the weaker behavior of
the other major components of final
demand—residential investment and
government purchases. Eesidential in-
vestment, which had been essentially
unchanged in the fourth quarter, fell
$1% billion—reflecting the steep declines
in housing starts in the late months of
last year and January of this year.
Eecently, however, the starts rate has
strengthened. After a very weak show-
ing in January, the seasonally adjusted
annual starts rate in February and
March averaged a bit more than 1.3
million units, about the same as the
fourth quarter average.

Although the growth of State and
local government purchases speeded up
in the first quarter, that was largely
offset by an accelerated decline in
Federal purchases. Federal nondefense
outlays were down modestly but defense
spending dropped sharply—by nearly
$2 billion, following a $1 billion decline
in the fourth quarter.

March developments

The contraction of industrial output,
as measured by the Federal Eeserve
index, appears to have halted in March.
Following 7 months of decline, the
index is estimated to have risen just
enough in March to offset the small
drop in February. The aggregate output
of nondurable goods drifted slightly
lower, but durables output rose, as did
oil production. One factor contributing
to the increase in durable goods produc-
tion was a further recovery in electrical
machinery output from the low levels
reached during the major strike in that
industry. March also saw upturns in
other durable goods industries, includ-
ing steel and autos. Auto assembly rates

had been sharply curtailed through the
winter as the industry sought to achieve
a better balance between inventories
and sales, and dealers' stocks declined.
Current evidence suggests that April
will show a further recovery in the
seasonally adjusted rate of auto
assemblies.

The number of workers on manu-
facturers' payrolls declined further in
March, with small reductions reported
by a broad range of industries in both
the durables and nondurables sectors.
The only significant rise was in the
transportation equipment industry,
where the pickup in auto production
resulted in the recall of some workers
who had been on layoff in February.
The average factory workweek recov-
ered most of the sharp February drop,
but remained quite low relative to the
figures prevailing through most of 1969.

Factory employment in March, at
19.8 million, was down 500,000 from the
peak last August. The nondurables in-
dustries showed a mixed pattern of
small changes up and down, but
virtually every durables industry had
a decline. By far the largest cut—some
300,000 jobs—was in transportation
equipment, reflecting declines for both
auto and aircraft producers. Employ-
ment cutbacks in the aerospace industry
and other defense-related areas have
included significant numbers of white
collar workers, contributing to a very
substantial rise since late last year in
unemployment among professional and
technical workers.

Employment in trade also declined
in March, seasonally adjusted, as re-
tailers took on relatively few workers
for the Easter selling season. Modest
increases were generally reported for
other private sectors but the month's
largest advance was in government
employment—the result of Federal
hiring of temporary workers for the
Census.

As estimated from the monthly
household survey, the actual number of
persons unemployed was unchanged in
March—a month in which there is
generally a large seasonal decrease. The
resulting rise in unemployment, sea-
sonally adjusted, was concentrated
among adults—especially women—

(Text continued on page 11)
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April 1970 SURVEY OF CURRENT BUSINESS

CHART 2

* Slowdown in economic activity continued in first quarter—Real GNP down 11/2 percent at an annual rate
* In March: Unemployment continued to rise, reaching 4.4 percent—Nonfarm payroll employment unchanged
9 Wholesale prices rose at a slower pace—up about 2 percent at an annual rate
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* In March: Personal income rose $4 billion, matching the
* New car sales down 3/4 million units

February rise

• In the first quarter, consumer spending rose $11 billion, somewhat more than in the fourth quarter
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* In first quarter: Rate of inventory investment down $5 billion
• Net exports up $1 billion
* Federal purchases down with most of the decline in defense spending— State and local purchases up $2 l<2 billion
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• In March:
*

Industrial production edged up
Slight expansion in bank credit, money supply up $2 1/4 billion

• Interest rates and bond yields continued downward — Stock prices rose for first time since November
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(Text continued from page 2)

looking for full-time jobs. Employment
also increased, with the gain consisting
entirely of part-time workers. The un-
employment rate moved up for the
third consecutive month, reaching 4.4
percent of the civilian labor force.
Unemployment rates for all the prin-
cipal age and sex groups have risen
significantly since yearend, but the
slackening of labor demand appears to
have had its heaviest impact on adults
seeking full-time work. The rate for
married men—who are, in a sense, the
core of the labor force—ran at about
1.5 percent through much of last year
but by March had risen to 2.2 percent.

Growth of income

Despite the further drop in factory
employment, manufacturing wages and
salaries edged up in March after 2
months of decline. The increase re-
flected the longer workweek and a
continued rise in wage rates. Payrolls
increased in other industries as well,
largely because of higher wage rates.
Total personal income rose an esti-
mated $4 billion in March, an increase
that matched the upward-revised fig-

ures for January and February.
Total personal income grew some-

what more rapidly in the first 3 months
of this year than in the final 3 months
of 1969, even though the growth of
wages and salaries slowed. The pickup
in income growth was partly the result
of a recovery in farm income, but
another important factor was a step-up
in the growth of transfer payments—a
sizable share of which consisted of
unemployment compensation.

The figures for April will show a very
sharp jump in transfer income as a result
of an increase in social security benefits.
The increase itself will cause a sizable
upward shift—about $4 billion—in the
annual rate of benefit payments. Be-
cause the increase is retroactive to
January 1, beneficiaries are also receiv-
ing a lump-sum payment. That payment
—on the order of $8 billion at an annual
rate—will cause a jump in April income
followed by an offsetting decline in May.
Another factor that will boost personal
income in the near future is the pay
raise for Federal employees, which is
scheduled to show up in paychecks
during May.

Interest rates lower

The decline in interest rates that has
been evident since early this year
continued in March. Late in the month,
the downtrend was spurred by a cut,
from 8K to 8 percent, in the prime rate—
the rate banks charge their most
credit worthy borrowers. So far this
year, the decline in rates has been most
pronounced in short-term markets. In
early April, most short-term rates were
down 1 to 1% percentage points from
their yearend levels; in the markets for
longer term capital, yields were down
about % of a percentage point on U.S.
Government securities and about % of a
point on State and local bonds. How-
ever, intense credit demands from
corporations have prevented downward
adjustment in the yields on corporate
bonds. Corporate yields in early April
were essentially unchanged from their
yearend levels, and down only slightly
from the peaks reached in early Febru-
ary. In mid-April, the markets were
digesting a huge financing in which the
American Telephone and Telegraph
Company sold $1% billion of debentures
(with attached warrants for the future
purchase of common stock), marketed
at a yield of 8% percent.

1969 GNP by Major Industry

Preliminary 1969 estimates of GNP
by industry of origin are presented in
this article. The estimates show that
most industries last year experienced a
slowdown in the growth of real output
and an acceleration in the rise of prices.

THE growth of the Nation's real output
slowed sharply last year while the rate
of price increase accelerated. Real GNP
rose only 2% percent from 1968 to 1969,
compared with a 5 percent increase
the year before; the rate of increase in
the implicit price deflator for total
GNP jumped from 4 percent in 1968

to 4% percent in 1969. The overall
pattern—slower output growth and
faster price rise—was shared by most
major industries. Table 1 shows pre-
liminary estimates of 1969 gross na-
tional product by industry of origin, in
both current and constant prices, and
implicit price deflators for each indus-
try's gross product.

Gross product originating in an in-
dustry is a measure of the industry's
contribution to GNP, i.e., to the
Nation's total output of goods and
services. An industry's gross product
may be calculated as the difference
between the value of its output and

the cost of purchased materials and
business services, or as the sum of the
industry's factor payments (employee
compensation, profits, etc.) plus its
nonfactor production costs (deprecia-
tion, etc.).

Changes in real output

The slowdown in the growth of real
output was most pronounced in govern-
ment, manufacturing, and trade. The
latter two industries are ones which
would be expected to be particularly
responsive to policy measures of the sort
pursued last year, aimed at decelerating
the rate of economic expansion. Growth
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of construction industry output also
slowed appreciably, reflecting the severe
impact on home building of high
interest rates and reduced credit
availability.

The sharpest drop in real growth oc-
curred in the government sector, where
the increase last year was only 2 per-
cent. That was less than half the size
of the 1968 increase, which had been
preceded by even larger gains in 1966
and 1967. A tapering in the expansion
of government activity associated with
the Vietnamese war contributed to the
deceleration, but restrictions imposed
on Federal employment were the prin-

••••••BBBBBBBBBBH CHART 6
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cipal factor responsible for last year's
slowdown in government product.

In manufacturing and trade—which
together originate nearly half of real
national product—the deceleration of
output growth reflected the weakening
of demand for goods in final markets.
The slack in consumer buying affected
a broad range of goods beyond autos
and major appliances—and, in the
trade sector, retailing was more heavily
affected than wholesaling. Moreover,
Federal purchases of defense equip-
ment registered only a nominal increase.
Within manufacturing, the impact of
last year's deceleration in overall growth
was cushioned for durables producers
by the continuued strong demand for
capital goods, and the slowdown of
output growth in the durables sector,
while substantial, was milder than
that in nondurables.

The transportation group was an
exception to the general pattern last
year, with real output showing an in-
crease of about the same magnitude as
in 1968. This outcome reflected off-
setting movements within the aggreg-
gate: output growth accelerated in the
air transportation industry but slowed
in the motor freight and railroad in-
dustries, which are more sensitive to
developments in manufacturing and
trade.

The communication industry—
whose output is principally composed
of telephone, telegraph, and related
services—and the electric and gas
utilities have been the leading indus-
tries in terms of output growth in
recent years, and they lead once again
in 1969. The growth rate of communi-
cation industry output dropped barely
at all, but that of the utilities slowed
substantially after a sharp spurt in
1968. In other service-type industries—
the finance group and those providing
personal and professioanl services—
1969 marked the second consecutive
year of deceleration in output growth.

Agriculture was the only industry
other than transportation in which
output growth did not slow last year.
The industry's real product rose barely
1 percent, however, not enough to off-
set the drop in 1968. The output of
agriculture has moved erratically, and
its growth over time has lagged far be-

hind that of other industries—a trend
associated with the fact that consumer
spending for food, measured in either
current prices or real terms, has grown
over time much less rapidly than other
types of consumption.

Price changes

The implicit deflator for overall
GNP rose 4% percent last year—the
largest advance since 1951. The de-
flators for all major industries likewise
increased, and in most cases the in-
creases exceeded those recorded in 1968
(chart 6). One exception was manufac-
turing, where the price advance held at
the 1968 rate; the others were trans-
portation and government, where the
rise in prices slowed after sharp in-
creases in 1968. The deflator for agri-
culture jumped a steep 7 percent; the
smallest rise, less than 1 percent, was
in the utilities industry.

The sharp increase in the agriculture
price deflator in 1969 reflected the fact
that, as in 1968, the prices farmers
received rose more rapidly than the
prices they paid. The increase in the
government deflator in 1969, at 6.8
percent, was second only to the increase
for agriculture. The rise of the govern-
ment deflator, which is measured by
changes in average employee compensa-
tion, partly reflected salary raises
granted to Federal employees in mid-
1969. Previous pay raises had occurred
in late 1967 and mid-1968, and the 1968
increase in the deflator was even larger
than last year's.

In the nonfarm private sector prices
rose most in trade and the service-type
industries. Also contributing to the
overall price acceleration were the com-
munications industries and the electric
and gas utilities. For several years prior
to 1969, the deflators for communica-
tions and utilities output showed de-
clines or virtual stability; in 1969 they
recorded what were for them significant
increases—although still small in com-
parison with other industries.

The 1969 changes in output and unit
labor costs exhibit the marked tendency
for pressures on costs to increase as the
growth of output slackens. As noted,
the slackening in output growth occurred
in all industries except agriculture and
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Table 1.—Gross Product in Current and Constant Dollars and Implicit Price Deflators, by Industry

13

All industries, total GNP...

Agriculture forestry, and fisheries ~-
Mining - -
Contract construction

Manufacturing
Transportation
Communication -- -- --

Electric gas and sanitary services
Wholesale and retail trade - _ . -
Finance insurance and real estate

Services - -
Government and government enterprises
Rest of the world

Residual 4

Current dollars * (billions)

1966

749.9

26.9
14.0
34.7

218.0
31.3
16.2

17.4
122.1
101.0

79.2
86.0
4.1

-1.0

1967

793.5

26.4
13.6
36.1

224.0
32.0
17.5

18.4
130.2
108.3

87.1
96.2
4.5

—1.0

1968

865.7

27.1
14.2
39.5

246.4
34.6
19.0

20.0
142.2
117.1

95.3
108.0

4.7

-2.5

1969 P

932.1

29.2
(5)
(5)

262.9
36.9
20.8

21.5
152.8
128.8

103.9
117.7

4.1

-5.9

Constant dollars l (billions of
1958 dollars)

1966

658.1

23.7
15.8
24.7

205.7
31.2
15.8

17.0
111.6
86.8

60.6
61.8
3.9

-.3

1967

674.6

25.0
16.0
23.1

205.6
31.5
17.1

17.9
113.9
91.3

63.6
65.5
4.3

-.3

1968

707.6

24.6
16.3
23.8

220.6
32.5
18.5

19.4
119.9
95.8

65.9
68.6
4.5

-3.2

1969 P

727.5

24.9
(5)
(5)

229.5
34.2
20.0

20.7
123.3
99.9

67.8
70.0
3.9

-7.7

Index of gross product in 1958
dollars 2 (1958 = 100)

1966

147.1

107.6
125.7
119.2

166.4
148.7
179.0

158.6
148.5
146.6

141.2
130.7

1967

150.8

113.5
129.2
111.6

166.3
150.4
193.4

167.0
151.7
154.3

148.2
138.6

1968

158.2

111.9
132.0
115.1

178.3
156.6
209.1

181.0
159.6
161.9

153.6
145.2

1969 f

162.3

112.9
(5)
(5)

185.5
163 3
225.7

193.6
164.1
168.7

158.0
148.1

Implicit deflators 3 (1958=100)

1966

113.9

113.4
89.8

140.8

106.0
100.4
102.2

102.7
109.5
116.4

130.7
139.1

1967

117.6

105.7
85.3

156.4

109.0
101.6
102.4

102.8
114.3
118.7

137.0
146.8

1968

122.3

109.9
87.3

165.7

111.7
105.4
102.6

103.0
118.6
122.2

144.6
157.4

1969 P

128.1

117.6
(5)
(5)

114.5
107.9
104.1

103.9
123.9
128.9

153.2
168.1

^Preliminary.
1. Details may not add to totals because of rounding.
2. Indexes are based on unrounded data.
3. Implicit price deflators are calculated with unrounded data, by dividing gross product in

current dollars by the corresponding gross product in constant (1958) dollars.
4. Represents difference between GNP measured as sum of final products and GNP meas-

ured as the sum of gross product originating by industries. This difference in current dollars is
the "statistical discrepancy."

5. Data not shown separately but included in totals.

NOTE.—Dash line (—) not applicable.

Source: U.S. Department of Commerce, Office of Business Economics.

transportation. In each of the lagging
industries there was a marked pickup in
the rate of increase of unit labor costs;
conversely, labor costs increased less
rapidly in the two industries where out-
put gains in 1969 were greater than in
1968.

The widespread slowdown in output
growth was accompanied by an inten-
sification of nonlabor cost pressures as
well and consequently profit margins
narrowed. This pattern was noted in
the nonfarm business sector as a whole,
but was especially evident among
manufacturing industries. The deflator
of manufacturing gross product rose
2% percent in 1969. Unit labor costs
and other costs were up about 3 to 4
percent, and profits per unit of output
were down 4 percent. These 1969
changes in manufacturing profits con-
trast sharply with those of 1968 when
unit profits rose briskly as a strong
demand for goods enabled producers to
increase prices more than enough to
offset higher costs.

The evidence accumulated thus far
in 1970 makes it very likely that for
the year as a whole increasing costs will
put further pressure on profit margins.

Table 2.—Annual Percent Change in Real Product by Major Industry: Selected Years

All industries, total (GNP) 2

Agriculture, forestry, and fisheries
Mining -
Contract construction ._ _ . . .. . .._ ..

Manufacturing _ _. ._
Transportation .. _ _
C ommunication

Electric, gas, and sanitary services . ._ - - -
Wholesale and retail trade
Finance, insurance, and real estate- _ _ ._ . _. .

Services
Government and government enterprises _ _ -

1961-65 i

5.6

1 7
2.8
2.4

7.8
6.2
8 1

5.7
5.8
5.5

4 5
3.5

1966

6 0

—5 4
4.8
4.9

8.0
8.9
9 5

5.2
6.4
4.5

5 0
6.6

1967

2 5

5 5
2 8

—6 4

_ 1
1.1
8 1

5.3
2 1
5 2

4 9
6 0

1968

5 3

—1 5
2 2
3 1

7 2
4 2
8 1

8 4
5 3
4 9

3 6
4 7

1969

2

1
I 2"

4 (
4
7

6 (

2
4 ,

2 (

2 (

1. Compound annual rate of change from 1961 to 1965.
2. Includes "rest of the world" and the "residual."

U.S. Department of Commerce, Office of Business Economics.

Table 3.—Annual Percent Changes in Implicit Deflators and Unit Labor Costs by Major
Industry: Selected Years

All industries, total (GNP) 2

Agriculture, forestry, and fish eries -
Mining
Contract construction

M anuf acturing
Transportation . _ _ .
C ommunication

Electric, gas, and sanitary services . ._
Wholesale and retail trade..
Finance, insurance, and real estate

Services _
Government and government enterprises

Implicit price deflators

1961-65 i

1.5

1.7
-1.6

5.3

.4

.1
-.1

-.3
.7

1.4

3.3
4.1

1966

2.7

1.8
-9.4

4.7

1.7
-.9
-.7

.4
2.3
3.5

5.0
5.1

1967

3.2

-6.8
-5.0
11.1

2.8
1.2
.2

.1
4.4
2.0

4.8
5.5

1968

4.0

4.4
2.3
5.9

2.5
3.7
.2

.2
3.8
2.9

5.5
7.2

1969

4.7

7.0
(3)
(3)

2.5
2.4
1.5

.9
4.5
5.5

5.9
6.8

Unit labor costs

1961-651

1.2

-.4
-.2
5.3

-.9
-1.5
-1.7

-1.0
.7
.6

3.3
3.8

1966

3.8

9.2
.2

5.4

3.2
1.2
.4

.8
2.4
3.7

5.5
5.6

1967

4.7

.0

.3
11.0

4.8
2.9
.0

1.3
4.9
4.3

5.9
4.8

1968

4.7

8.3
2.5
7.9

1.5
4.0
.0

.0
4.0
7.3

6.7
6.5

1969

6.9

3.1
(3)
(3)

4.0
2.4
6.8

2.1
6.9
8.3

9.4
7.2

1. Compound annual rate of change from 1961 to 1965.
2. Includes "rest of the world" and the "residual."
3. Date not shown separately but included in totals.

U.S. Department of Commerce, Office of Business Economics.
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State Personal Income in 1969

Every State had at least a 6 percent
increase in personal income last year and
at least a 4)4 percent increase in income
per capita. Among regions, the largest
personal income gains were in the
Southwest and Southeast; the smallest
were in the Mideast and New England.

WITH farm income down in the fourth
quarter of 1969, and manufacturing
payrolls up only a bit, total personal
income in the United States registered
the smallest quarterly advance of the
year. Even though the income rise
slowed in most areas, increases of
nearly one percent or more were re-

corded in all eight regions and in all
but 7 States. In five States—Iowa,
Arkansas, Mississippi, Kentucky, and
Michigan—there were small declines.

Despite the fourth quarter slow-
down, total income for the year rose
8% percent in the Nation, with every
State having an increase of at least 6

CHART 7

Per Capita Personal Income, 1969
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percent. Per capita personal income was
up at least 4% percent in every State,
and in all but two the increase exceeded
the rise in the national consumer price
index.

Among regions, the largest 1969 gains
in total income were in the Southwest
(9.5 percent) and Southeast (9.2 per-
cent) ; the smallest were in the Mideast
(8.2 percent) and New England (7.8
percent). Gains close to the national
average occurred in the Rocky Moun-
tain, Great Lakes, Plains, and Far West
regions.

Personal income growth

Eight States had income gains last
year in excess of 10 percent. In four of
the eight—Arizona, Alaska, Hawaii,
and Florida—relatively large increases
occurred in most nonfarm industries.
In these States, whose economies are
geared in significant degree to the
tourist trade, the largest increases were
in construction, trade, finance, and ser-
vices. A large gain in mining income in
Alaska was related to greatly expanded
oil exploration and drilling; in Arizona,
activity in copper boosted mining in-
come sharply.

In the other four States with top-
ranking income gains—Nebraska, Ne-
vada, Georgia, and North Carolina—
large increases in farm income provided
the main impetus to overall expansion,
though gains in nonfarm industries
were generally also above average
except in Nebraska.

The behavior of farm income played
an important role in other States as
well. In Delaware, a large spurt in
farm income did much to bolster an
otherwise relatively weak income pic-
ture. Several of the States which regis-
tered the smallest income gains last
year—with advances of less than 7
percent—were in that position largely
because of weakness in agricultural in-
come; these included Louisiana, Mis-
sissippi, and Missouri, where farm in-
come declined, and South Dakota,
where the rise was very modest.

NOTE.—The estimates of State personal in-
come were prepared in the Regional Economics
Division by Marian Sacks, Q. Francis Dalla-
valle, and Gordon Lester, Jr.

Table 1.—Total Personal Income 1968-69, by States and Regions

(Millions of Dollars)

State and region

United States

New England _ _ __

Maine _ _ _
New Hampshire
Vermont.

Massachusetts .
Rhode Island
Connecticut - _ _ _

Mideast

New York
New Jersey .
Pennsylvania. _ __ __ __

Delaware _ _ _
Maryland
District of Columbia

Great lakes

Michigan
Ohio
Indiana

Illinois
Wisconsin

Plains

Minnesota - ~ _
Iowa _-
Missouri

North Dakota
South Dakota
Nebraska

Kansas

Southeast. . ..

Virginia
West Virginia
Kentucky

Tennessee . . ._ .
North Carolina
South Carolina

Georgia
Florida
Alabama

Mississippi - -
Louisiana.. - _ -
Arkansas

Southwest .

Oklahoma
Texas .

New Mexico
Arizona

Rocky Mountain

Montana
Idaho
Wyoming

C olorado
Utah -

Far West.

Washington
Oregon .

Nevada
California

Alaska
Hawaii

1968

683,702

43,179

2,757
2,288
1,306

20, 974
3,244

12, 611

162,852

75,049
28,047
40, 102

2,026
14,048
3,580

144,496

32, 119
37, 151
17, 270

43, 760
14, 197

52,140

12, 185
9,057

15, 065

1,712
1,887
4,661

7,574

117,253

14, 100
4,451
8,516

10, 252
13,642
6,341

12, 705
19, 626
8,316

4,878
9,814
4,611

48,214

7,259
33,254

2,667
5,034

14,629

2,039
1,876
1,005

6,824
2,885

97,099

12, 081
6,660

1,777
76, 581

1,136
2,705

1969 v

742,961

46,572

2,972
2,491
1,434

22, 623
3, 442

13, 610

176,264

80,989
30, 580
43, 243

2,167
15, 416
3,869

157,099

34, 574
40, 587
18, 891

47,609
15, 437

56,555

13, 350
9,782

16, 086

1,852
2,011
5,278

8,197

128,084

15,377
4,748
9,210

11, 197
15,045
6,947

14, 108
21, 777
9,062

5,174
10, 413
5,027

52,797

7,872
36,401

2,876
5,648

15,943

2,168
2,051
1,103

7,492
3,129

105,351

13,046
7,244

1,992
83,070

1,272
3,024

Seasonally adjusted at annual rates

1968

I

660,216

41,696

2,686
2,215
1,263

20, 340
3,145

12,047

157,549

72, 708
26, 995
39, 054

1,948
13, 418
3,426

140,272

31, 131
36, 028
16, 822

42, 606
13,685

50,822

11, 716
8,902

14, 675

1,674
1,896
4,561

7,398

112,618

13, 510
4,314
8,190

9,786
13, 147
6,112

12, 159
18, 709
8,131

4,713
9,564
4,283

45,920

6,983
31, 640

2,608
4,689

13,856

1,985
1,808

970

6,364
2,729

93,841

11, 718
6,432

1,695
73, 996

1,116
2,526

II

675,973

42,781

2,722
2,249
1,292

20, 793
3,232

12, 493

161,043

74, 156
27, 631
39, 743

2,018
13, 937
3,558

142,919

31, 696
36, 890
17, 055

43,254
14, 024

51,240

11, 952
8,993

14, 880

1,570
1,860
4,637

7,348

116,245

13, 937
4,444
8,473

10, 122
13, 581
6,322

12, 566
19, 374
8,219

4,916
9,701
4,590

47,553

7,099
32,864

2,627
4,963

14,461

2,020
1,884

978

6,712
2,867

95,932

11,965
6,574

1,733
75, 660

1,122
2,677

III

691,702

43,508

2,770
2,304
1,318

21, 100
3,242

12, 774

164,286

75, 707
28, 200
40, 472

2,052
14, 205
3,650

145,564

32, 374
37, 474
17, 353

44, 007
14, 356

52,979

12, 351
9,493

15, 144

1,796
1,877
4,664

7,654

119,137

14, 348
4,498
8,612

10, 464
13,882
6,438

12, 905
20,008
8,408

4,882
9,904
4,788

49,154

7,402
33,867

2,710
5,175

14,781

2,039
1,871
1,024

6,904
2,943

98,369

12, 183
6,730

1,804
77, 652

1,142
2,782

IV

706,920

44,726

2,849
2,381
1,348

21, 663
3,357

13, 128

168,531

77, 625
29, 360
41, 140

2,089
14,631
3,686

149,228

33, 272
38, 211
17, 849

45, 172
14, 724

53,521

12, 719
8,840

15,564

1,809
1,913
4,781

7,895

121,016

14,602
4,550
8,789

10, 636
13,961
6,492

13, 193
20, 416
8,507

5,001
10,087
4,782

50,227

7,551
34, 644

2,723
5,309

15,420

2,113
1,939
1,048

7,318
3,002

100,254

12, 461
6,903

1,877
79, 013

1,163
2,834

1969

I'

720,345

45,311

2,897
2,409
1,389

21,989
3,351

13, 276

171,435

78,972
29,766
42, 150

2,123
14,689
3,735

153,005

33, 841
39, 382
18, 436

46,384
14, 962

54,810

12,980
9,416

15,771

1,835
1,908
4,934

7,966

124,021

14, 761
4,600
8,985

10, 894
14,627
6,692

13, 574
21,048
8, 752

5,095
10, 180
4,813

50,755

7,553
35,054

2,823
5,325

15,364

2,081
1,996
1,039

7,230
3,018

101,537

12,604
6,972

1,891
80,070

1,234
2,873

II '

736,370

46,309

2,949
2,485
1,414

22, 496
3,411

13,554

174,621

80,089
30,558
42, 886

2,131
15, 142
3,815

155,720

34,498
40,166
18,731

47,137
15,188

55,908

13, 110
9,843

15,834

1,722
2,045
5,352

8,002

127,154

15, 235
4,734
9,215

11,058
15,042
6,897

13,914
21, 691
8,949

5,216
10, 259
4,944

52,266

7,686
36, 187

2,826
5,567

15,823

2,176
2,089
1,084

7,390
3,084

104,367

12, 934
7,197

1,952
82,284

1,259
2,943

III'

752,077

46,861

2,963
2,512
1,448

22,886
3,467

13,585

177,784

81, 780
30, 462
43, 732

2,192
15,688
3,930

159,182

34,999
41,336
19, 107

48,060
15,680

57,529

13,441
10,298
16,300

1,916
1,995
5,271

8,308

129,661

15,561
4,782
9,365

11,331
15,096
7,061

14,260
21,962
9, 237

5,231
10,531
5,244

53,689

8, 031
36, 932

2,918
5,808

15,995

2,164
2,039
1,134

7,485
3,173

107,021

13, 253
7,391

2,029
84, 348

1,279
3,076

IV *

763,051

47,809

3,080
2,558
1,486

23, 120
3,541

14, 024

181,216

83,114
31, 534
44,203

2,222
16, 146
3,997

160,488

34,957
41,466
19,291

48,857
15,917

57,970

13,868
9,570

16,438

1,934
2,096
5,554

8,510

131,501

15,953
4,877
9,276

11,503
15, 415
7,135

14,684
22,407
9,312

5,154
10, 680
5,105

54,478

8,219
37,429

2,938
5,892

16,591

2,253
2,081
1,154

7,860
3,240

108,477

13, 393
7,413

2,095
85, 576

1,317
3,204

r Revised. *> Preliminary.
NOTE.—Quarterly totals for the State personal income series will not agree with the personal income measure carried in

the national income and product accounts since the latter includes income disbursed to Government personnel stationed
abroad.

Source: U.S. Department of Commerce, Office of Business Economics.
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Nonfarm industries also contributed
to the less-than-average income gains
in the low-ranking income States. In
Rhode Island, Montana, and Louisiana,
declines in construction income—a gen-
erally buoyant element in the country
at large—damped the income gain; in
Rhode Island, Montana, and South
Dakota, military pay rose little or
declined. In the face of these develop-
ments in basic activities, most other
industries rose at less-than-average
rates.

Personal income per capita
Per capita personal income rose in

all States in 1969. The largest gains
tended to be in those States where
farm income rose most, and the smallest
tended to be in those States where it
declined most. This is simply a reflec-
tion of the volatility of farm production
and farm prices. In most nonfarm
industries, substantial income gains are
associated with an increase in the labor
force, much of it stemming from in-
migration, and hence per capita in-
come rises less than does total income.
In farming, sharp changes in net in-
come mainly reflect changes in produc-
tion and prices and are transmitted
directly into per capita income.

The map on page 14 brings out some
noteworthy features of per capita in-
come. Two facts stand out. Among the
States, there are wide variations in per
capita income—from $2,192 in Missis-
sippi to $4,537 in Connecticut—and
States with lowest per capita income are
concentrated in the Southeast. Both of
these characteristics have moderated
over time. In 1948, for example, per
capita income in the top State was 230
percent of that in the lowest; in 1969,
the differential was 207 percent. In both
1948 and 1969, the Southeast region
had the lowest per capita income. Over
the two decades, however, the gap
between that region and the Nation has
narrowed: in 1948, per capita income in
the Southeast was about 30 percent
below the national average; in 1969, it
was only about 20 percent less.

Table 2.—Per Capita Personal Income, by States and Regions, 1960-69

[dollars]

State and region

United States

New England

Maine _ _
New Hampshire
Vermont.- _ _

Massachusetts
Rhode Island _
Connecticut

Mideast

New York
New Jeresy
Pennsylvania ._ _ _ _

Delaware _ _ _ _
Maryland _ _ _ _ _ _
District of Columbia

Great Lakes

Michigan _
Ohio _
Indiana

Illinois-
Wisconsin

Plains _

Minnesota
lowa.
Missouri _ ___ _

North Dakota
South Dakota _ _ _ _ _
Nebraska

Kansas. _ _

Southeast

Virginia. _ .
West Virginia. _ . . . - .
Kentucky

Tennessee
North Carolina
South Carolina

Georgia ._
Florida
Alabama

Mississippi
Louisiana
Arkansas .

Southwest

Oklahoma
Texas _.

New Mexico .. ._ ..
Arizona _ -

Rocky Mountain..

Montana. .
Idaho
Wyoming

Colorado
Utah

Far West... .

Washington
Oregon

Nevada _
California.- ._ _ _ . _ _ .

Alaska.- .. _. _ . _ _ . . . ... ._ ._ .
Hawaii

I960'

2,215

2,426

1,844
2,144
1,842

2,461
2,219
2,806

2,566

2,748
2,707
2,241

2,758
2,344
3,017

2,383

2,324
2,334
2,188

2,649
2,176

2,067

2,115
1,986
2,114

1,714
1,782
2,110

2,162

1,610

1,841
1,594
1,575

1,543
1,560
1,377

1,639
1,950
1,488

1,204
1,654
1,372

1,921

1,861
1,924

1,888
2,032

2,108

2,037
1 850
2,261

2,275
1 968

2,621

2,348
2,235

2,856
2,709

2,835
2,380

1961'

2,264

2,502

1,828
2,205
1,877

2,556
2,291
2 889

2,616

2,807
2,763
2,255

2,753
2,468
3,069

2,404

2,297
2,327
2,220

2,718
2,225

2,117

2,189
2,079
2,162

1,502
1,771
2,112

2,251

1,663

1,896
1,634
1,673

1,617
1,625
1,427

1,677
1 968
1 506

1 267
1,686
1,485

1,975

1,908
1,982

1,939
2,068

2,152

1,970
1,913
2,296

2,342
2 037

2,691

2,452
2,276

2,919
2,774

2,681
2, 473

1962'

2,368

2,627

1,904
2,300
1,980

2,678
2, 425
3 038

2,735

2,923
2,885
2,366

2,870
2,580
3,228

2,520

2,436
2,426
2,357

2,824
2,335

2,229

2,247
2,174
2,265

2,148
1,999
2 244

2,343

1,747

2,015
1,696
1 755

1,693
1,724
1 528

1,774
2 049
1,575

1,308
1,747
1,544

2,022

1,924
2,025

2,011
2,168

2,281

2,268
2,030
2,386

2,421
2,161

2,808

2,589
2,372

3,232
2,883

2,731
2,542

1963'

2,455

2,710

1,957
2,343
2,013

2,774
2,510
3 113

2,817

3,009
2,960
2,437

2,994
2,678
3,357

2,616

2,581
2,508
2,467

2,911
2,375

2,312

2,365
2,299
2,360

1,999
1,908
2,273

2,398

1,834

2,093
1,778
1 840

1,772
1,801
1 576

1,878
2 141
1,669

1,434
1,839
1,625

2,092

1,990
2,102

2,048
2,220

2,320

2,263
2,045
2,412

2,479
2,210

2,906

2,618
2,471

3,235
2,993

2,785
2,612

1964'

2,586

2,844

2,132
2 436
2,150

2, 902
2,657
3 239

2,973

3,180
3,072
2,595

3,120
2,836
3,523

2,772

2,775
2,647
2,598

3,056
2 545

2,399

2,436
2,404
2,470

1,981
1,885
2,365

2,498

1,951

2,263
1,892
1,895

1,874
1,916
1,688

2,008
2,291
1,774

1,484
1,940
1,743

2,198

2,120
2,213

2,098
2,281

2,382

2,260
2,125
2,435

2,566
2,268

3,043

2,719
2,608

3,238
3,137

3,052
2,755

1965'

2,765

3,028

2,304
2,581
2,377

3,079
2,813
3,448

3,142

3,349
3,256
2,747

3,340
3,024
3,680

3,006

3,042
2,857
2,855

3,298
2,728

2,645

2,675
2,735
2,663

2,311
2,210
2,640

2,683

2,099

2,417
2,025
2,060

2,042
2,049
1,844

2,173
2,442
1,920

1,611
2,079
1,836

2,345

2,299
2,358

2,236
2,402

2,546

2,448
2,402
2,570

2,715
2,374

3,182

2,906
2,773

3,305
3,267

3,226
2,819

1966'

2,980

3,268

2,477
2,830
2,645

3,312
3,072
3,709

3,358

3,563
3,469
2,981

3,444
3,226
3,851

3,237

3,257
3,087
3,054

3,553
2,974

2,864

2,896
3,013
2,826

2,415
2,467
2,941

2,909

2,291

2,607
2,174
2,254

2,234
2,281
2,046

2,377
2,645
2,053

1,764
2,272
2,036

2,549

2,479
2,580

2,356
2,570

2,693

2,664
2,405
2,764

2,898
2,490

3,410

3,226
2,944

3,478
3,488

3,473
3,090

1967'

3,162

3,514

2,582
3,024
2,809

3,567
3,332
4,004

3,580

3,804
3,683
3,184

3,541
3,435
4,104

3,383

3,365
3,232
3,189

3,737
3,115

3,011

3,083
3,051
3,022

2,543
2,587
3,068

3,040

2,464

2,813
2,316
2,420

2,370
2,447
2,192

2,574
2,896
2,165

1,895
2,435
2,140

2,731

2,660
2,767

2,464
2,768

2,830

2,768
2,529
2,889

3,057
2,616

3,602

3,407
3,098

3,634
3,687

3,798
3,237

1968'

3,421

3,782

2,819
3,254
3,043

3,857
3,573
4 259

3,872

4,127
3,967
3,413

3,802
3,780
4,464

3,657

3,703
3,501
3,410

3,993
3,371

3,242

3,326
3,264
3,268

2,743
2,838
3,208

3,306

2,680

3,062
2,447
2,642

2,594
2,659
2,376

2,775
3,160
2,361

2,077
2,645
2,325

2,973

2,855
3,020

2,683
3,020

3,032

2,930
2,646
3,120

3,301
2,798

3,895

3,665
3,323

3,957
3,993

4,116
3,559

1969P

3,680

4,046

3,039
3,474
3,267

4,138
3,779
4,537

4,160

4,421
4,278
3,664

4,013
4,095
4,849

3,937

3,944
3,779
3,691

4,310
3,647

3,496

3,608
3,517
3,459

3,011
3,051
3,642

3,531

2,896

3,294
2,610
2,850

2,810
2,890
2,580

3,040
3,427
2,567

2,192
2,780
2,520

3,211

3,065
3,254

2,894
3,336

3,269

3,124
2,857
3,447

3,568
2,994

4,158

3,835
3,565

4,359
4,272

4,512
3,882

' Revised. p Preliminary.
NOTE.—The population estimates used to derive this series were from the following Population Estimates publication:

Series P-25, No. 436, January 7,1970, Bureau of the Census, U.S. Department of Commerce.

Source: U.S. Department of Commerce, Office of Business Economics.
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Table 3.—Percent Change in Selected Shares of Personal Income, From 1968-69, by States and Regions
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State and region

United States

New England

Maine..
New Hampshire
Vermont-

M assachusetts
Rhode Island
Connecticut

Mideast

New York.
New Jersey
P ennsylvania

Delaware
Maryland
District of Columbia

Great Lakes

Michigan
Ohio
Indiana.

Illinois.
Wisconsin _

Plains

Minnesota. -..
Iowa
Missouri

North Dakota
South Dakota
Nebraska

Kansas

Southeast

Virginia-
West Virginia .
Kentucky

Tennessee
North Carolina
South Carolina

Georgia
Florida ._
Alabama

Mississippi .
Louisiana
Arkansas

Southwest _.

Oklahoma
Texas

New Mexico
Arizona

Rocky Mountain

Montana
Idaho
Wyoming

Colorado
Utah__

Far West .

Washington
Oregon. _

Nevada
California

Alaska
Hawaii

Total
personal
income

8.7

7.8

7.8
8.9
9.8

7.9
6.1
7.9

8.2

7.9
9.0
7.8

7.0
9.7
8.1

8.7

7.6
9.2
9.4

8.8
8.7

8.5

9.6
8.0
6.8

8.2
6.6

13.2

8.2

9.2

9.0
6.7
8.1

9.2
10.3
9.6

11.0
11.0
9.0

6.1
6.1
9.0

9.5

8.4
9.5

7.8
12.2

9.0

6.3
9.3
9.8

9.8
8.4

8.5

8.0
8.8

12.1
8.5

12.0
11.8

Earnings of persons engaged in production i

Total
earnings

9.0

8.0

7.7
9.2

10.5

7.9
5.8
8.2

8.4

7.9
9.5
8.0

6.8
10.3
8.0

9.2

7.8
9.8
9.9

9.3
9.2

8.8

10.2
8.2
6.6

8.5
6.2

15.2

8.5

10.0

9.5
6.4
8.3

9.7
11.0
10.1

11.9
12.2
9.5

5.7
5.8
9.5

10.2

8.9
10.1

8.1
13.4

9.4

6.0
9.8

10.5

10.4
8.8

8.8

8.0
9.0

13.2
8.7

12.6
12.9

Farm

9.2

15.5

40.4
18.3
9.6

4.6
20.1
3.7

17.2

13.4
-1.2
16.8

60.5
32.1

12.4

-.5
-5.2
27.8

28.2
2.1

17.4

11.9
15.3

-6.3

17.8
5.0

59.1

25.6

10.1

13.9
20.0
11.2

17.7
28.0
18.2

19.4
5.5

23.5

-11.0
-19.5

9.1

-4.0

6.7
-8.1

1.1
2.2

15.8

7.6
21.1
30.0

13.2
21.6

-3.7

1.2
21.7

37.7
-7.3

-33.2
-3.9

Mining

7.6

5.0

3.0
17.9

-1.0

5.1
3.1
6.1

7.7

1.9
17.7
8.1

8.7
9.8

78.5

6.5

3.8
10.8
3.4

5.4
6.5

4.6

2.0
.5

8.5

3.3
8.2

12.2

5.2

6.4

10.6
7.6
5.3

6.3
3.3
8.6

9.9
3.7
7.5

5.4
5.3
4.8

7.8

3.9
5.7

11.5
28.3

14.4

18.0
9.3

17.4

7.6
20.2

5.8

7.3
-4.1

17.8
5.0

41.2
32.1

Contract
construc-

tion

13.4

11.4

12.4
18.7
16.8

10.8
-.5
13.0

10.6

9.2
10." 4
12.2

2.4
14.9
1.1

16.6

16.0
19.3
17.8

15.9
11.2

10.3

15.3
4.1
7.6

10.2
10.2
13.7

11.8

14.5

14.2
9.0

15.1

16.6
15.3
8.4

13.4
27.9
13.4

12.8
-1.5
18.3

17.0

12.8
15.7

10.9
33.1

8.1

-2.0
8.6
-.6

13.0
6.9

11.6

6.3
11.9

30.8
12.0

26.7
32.3

Manu-
factur-

ing

8.0

5.8

4.1
4.7
8.9

5.8
6.6
5.8

6.9

6.0
7.7
7.6

3.9
7.8
6.0

8.3

6.2
9.6
9.8

7.7
9.6

7.0

11.6
7.4
5.1

2.7
.0

10.5

1.6

10.0

8.0
7.0
7.7

9.6
9.5

11.0

13.5
11.3
11.0

8.0
8.2

12.1

11.8

12.6
11.3

12.4
14.3

11.4

8.4
9.4

10.7

13.9
8.4

7.0

6.0
10.5

17.7
6.9

7.9
11.1

Whole-
sale and

retail
trade

8.3

8.1

7.6
11.0
9.1

7.5
6.4
9.0

7.9

6.3
11.9
6.9

10.4
10.5
4.6

7.6

7.0
9.0
7.9

6.9
8.0

7.2

8.8
5.9
7.1

5.8
5.7
7.2

7.2

8.7

10.0
6.4
8.0

7.6
8.5
8.6

11.3
9.8
7.0

6.0
7.2
6.4

10.1

7.1
10.3

7.4
14.2

8.9

6.3
6.9
9.5

9.9
9.2

8.8

8.7
5.8

10.6
9.0

14.2
13.0

Finance,
insur-
ance,

and real
estate

11.4

9.7

10.4
10.8
11.3

10.2
6.4
9.4

12.0

12.8
12.5
9.1

10.0
12.1
7.4

10.2

10.3
10.3
9.5

10.0
11.2

10.2

11.6
10.2
9.7

5.6
6.5

10.2

10.2

12.1

13.2
8.9
8.5

10.7
13.1
11.2

12.6
15.2
8.1

8.7
10.4
10.4

13.1

10.2
13.4

9.4
16.7

10.7

8.7
9.0
7.0

11.2
12.2

11.7

11.5
10.6

13.1
11.8

12.1
20.0

Trans-
portation,
communi-

cation,
and public

utilities

8.4

9.5

7.8
12.8
9.9

10.0
11.2
8.1

7.5

8.2
8.5
5.6

3.8
7.0
3.3

9.5

9.2
8.0
7.9

11.5
8.8

5.7

8.3
4.5
4.6

4.5
6.6
6.4

4.7

8.8

5.8
2.6
5.2

7.9
9.8

12.2

11.3
13.2
8.7

8.3
6.6
6.3

8.3

9.6
8.2

4.5
9.0

6.6

4.2
5.3
5.7

8.0
6.6

9.2

7.2
5.0

10.5
9.9

7.9
16.0

Services

9.6

9.3

8.4
8.1

12.4

9.8
4.3
9.6

9.3

8.0
12.5
8.5

9.9
12.4
9.3

9.1

8.2
9.8
8.4

8.8
10.7

8.6

9.1
7.8
8.8

6.4
10.2
7.5

8.6

9.6

10.0
4.0

10.2

9.0
9.5

10.2

10.8
11.9
6.2

6.6
7.9
9.3

12.8

9.8
13.5

8.4
14.4

10.2

7.6
7.5

12.0

11.3
10.5

9.9

8.9
8.8

11.2
10.0

15.2
16.1

Other

2.4

2.9

2.7
4.0

11.0

2.9
2.9
2.4

2.9

2.8
2.4
2.7

4.6
2.4
5.5

2.3

2.3
2.3
1.7

2.4
2.4

1.4

2.8
1.5
1.6

-.8
1.6

-1.9

1.5

2.6

2.4
2.4
1.2

2.7
3.0
4.3

4.1
2.0
3.0

3.2
2.0
2.9

2.0

2.4
1.7

3.2
2.6

3.3

3.2
-.7
17.1

2.7
4.3

2.4

1.7
1.7

-4.7
2.8

-1.9
-.5

Government

Federal

Civilian

7.7

7.9

5.1
9.8

13.4

6.8
7.7

11.5

6.7

7.4
7.3
6.9

6.4
5.4
7.4

7.6

10.7
7.3
6.9

6.0
9.7

7.7

9.2
7.4
7.3

9.2
5.9
6.7

8.2

8.2

7.5
8.2
5.5

10.3
9.8
7.2

7.8
10.0
7.2

10.1
10.1
8.2

8.8

9.1
9.4

6.1
7.3

5.8

4.3
6.5
7.8

5.9
5.6

8.5

8.5
7.4

10.5
8.6

4.4
8.2

Military

8.1

5.4

-9.1
9.9
6.6

8.2
2.3

11.9

7.8

6.7
1.6
6.4

-18.2
15.2
14.6

7.2

.2
4.5
4.5

13.3
5.0

10.8

2.1
-7.8
15.6

-.6
4.6
-.2

21.1

8.2

10.2
4.2
2.0

6.0
11.0
7.2

9.1
8.4
6.5

7.9
7.2

-3.4

6.8

2.9
8.3

11.3
-.1

2.6

-10.9
14.0

-2.2

5.4
-7.7

10.3

15.8
-2.9

10.5
9.5

9.0
4.2

State
and
local

10.3

9.8

12.4
16.4
10.1

8.4
5.8

11.8

10.2

10.1
9.0
9.6

11.0
13.5
12.8

10.2

11.5
10.6
6.8

10.5
9.7

9.5

9.2
9.6

11.6

7.3
8.5
9.2

7.4

10.2

11.0
5.7
8.8

9.1
10.7
9.8

11.0
11.8
8.7

9.9
10.5
9.6

10.5

9.4
11.2

8.5
9.6

9.0

7.9
10.0
6.5

10.1
7.8

11.2

10.2
10.6

11.4
11.4

14.8
11.9

1. Consists of wages and salaries, other labor income and, for nongovernment, proprietors' income.
Source: U.S. Department of Commerce, Office of Business Economics.
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the BUSINESS SITUATION

Most of the evidence now available
indicates continued sluggishness of eco-
nomic activity in April. Production
slipped, housing starts declined but
permits rose, nonfarm employment
was little changed, and unem-
ployment moved higher. Although
total personal income posted a record
advance—due to increased social secur-
ity benefits and the pay raise for Federal
Government employees—private pay-
rolls recorded their first decline in over 5
years. A somewhat encouraging note
was provided by the wholesale price
index, which was unchanged in April
after having shown some deceleration in
February and March.

J- HE available indicators reflect con-
tinued sluggishness of economic activity
in April. Industrial production slipped,
housing starts declined but permits rose,
nonfarm employment waslittle changed,
and unemployment moved higher. Al-
though total personal income posted a
record advance—due to increased social
security benefits and the pay raise for
Federal employees—private payrolls
declined. There was also a worsening
during the month in financial conditions,
as interest rates turned higher and
stock prices plunged. On the stronger
side, a reading of the weekly retail sales
figures suggests a fairly good-sized gain
in April.

A somewhat encouraging note was
provided by the wholesale price index,
which was unchanged in April after
having shown some deceleration in
February and March. Although the
latest improvement in wholesale price
behavior was due entirely to a decline
in farm prices—which generally re-
flect supply influences—the fact re-
mains that for the first time in 18

months the overall wholesale index did
not record even a modest advance.

Production down slightly

The Federal Reserve Index of indus-
trial production dropped a bit in April,
about offsetting the small advance re-
corded in March. The decline amounted
to less than one-half of 1 percent, and
was centered in durable goods output.

The weakness in durables was mainly
attributable to contraction in the out-
put of machinery, both electrical and
nonelectrical. There was little change
in the output of autos or steel. April
was the third consecutive month in
which a mixed pattern of generally small
changes held overall output virtually
stable, in contrast to the rather sharp
and steady contraction that had pre-

Durable Goods Orders and Shipments
The recent weakness in demand has resulted in widespread declines in new and unfilled orders

CHART 1
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U.S. Department of Commerce, Office of Business Economics
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SUEVEY OF CUERENT BUSINESS May 1970

vailed in the 6 months ending in
January.

Employment and income in April

The unemployment rate rose sharply
from 4.4 percent in March to 4.8 per-
cent in April, reaching the highest level
in 5 years. The bulk of the April rise in
unemployment was among male full-
time workers. The rate for teenagers
and nonwhites increased significantly,
but these groups account for a rather
small share of the labor force. The
civilian labor force, seasonally adjusted,
showed a small increase while there was
a rather sizable employment decline in
nonagricultural industries. Eelative to
the levels at yearend, the labor force
has grown substantially while employ-
ment has changed little; consequently,
unemployment has moved up sharply,
with the overall unemployment rate
posting uninterrupted advances from
last December's 3.5 percent. As may be
seen from the table below, the rise in
the unemployment rate has been pro-
nounced for all the major labor force
categories.

Unemployment Rates

[Percent, seasonally adjusted]

Major categories:

Total

Adult men
Married men

Adult women
Teenagers
White
Nonwhite

Reason for unemployment:
Lost last job
Left last job
Reentered labor force
Never worked before

1969

Dec.

3.5

2.2
1.7
3.5

11.8
3.2
5.7

1.4
.6

1.1
.5

19

Mar.

4.4

2.9
2.2
4.5

13.9
4.1
7.1

1.8
.6

1.5
.6

70

Apr.

4.8

3 2
2.4
4 4

15.7
4 3
8.7

1 9
.7

1.5
.7

Source: Bureau of Labor Statistics.

Nonagricultural payroll employment
fell slightly last month, on a seasonally
adjusted basis, with the decline largely
associated with strikes in the construc-
tion and transportation industries. Con-
tinuing the pattern that has prevailed
since last September, there was a
rather sharp drop in employment in
manufacturing, especially in the dur-
able goods industries, which was

about offset by gains in government
and the service-type industries. Last
month's sizable advance in government
employment largely reflected additional
Federal hiring of temporary Census
workers.

The general weakness in labor mar-
kets last month was reflected in a drop
of about $!}£ billion, at an annual
rate, in private sector payrolls. Wages
and salaries were down in the com-
modity producing and the distributive
industries, and about unchanged in
the service industries. Half of the
private sector decline was in manufac-
turing, where reductions in employ-
ment and hours more than offset the
rise in hourly earnings. Government
wages and salaries were sharply higher,
bolstered in part by increased employ-
ment but mainly by the Federal pay
raise. Government payrolls rose $6%
billion at a seasonally adjusted annual
rate, of which $3% billion represented
a one-time payment covering about
half of the retroactive portion of the
pay raise; the remainder of the retro-
active payment will be in the personal
income figures for May.

The nonwage components of personal
income recorded generally small and
offsetting changes in April, with the
exception of transfer payments. These
were boosted $12% billion, at an annual
rate, by the increase in social security
payments. Of that amount, $8% billion
represented the lump-sum payment for
the portion of the benefit increase that
was retroactive to January 1.

Total personal income rose at a
seasonally adjusted annual rate of
$17% billion in April, of which $12
billion represented lump-sum retro-
active payments. Since these payments
are not recurring, there will be a
matching decline in the personal income
figures from this source for May
and June. Nevertheless, the lump-sum
payments, as well as the ongoing higher
rates of pay for Federal employees and
higher benefits to social security re-
cipients—which added $6% billion to
personal income in April—should serve
as a prop to consumer spending, fore-
shadowing some strengthening of this
important component of final demand
in the months immediately ahead.

Orders for durable goods decline

One area where the recent deceleration
in economic activity has registered a
significant impact is in the volume of
new and unfilled orders for durable
goods (chart 1): New orders dropped
slightly in the closing quarter of last
year, and then sharply in the opening
quarter of this year, reaching a point 7
percent below last summer's peak.
The first quarter decline in new orders
was steeper than that in shipments
and the order backlog fell 3% percent.
The orders decline has been especially
pronounced for defense products and
primary metals, but it has affected other
major industry groups, as shown on
chart 1, as well as the aggregate of the
durable goods industries not shown
separately.

Revised first quarter GNP

On the basis of information that
was not available a month ago the
Nation's output of goods and services
is now estimated to have increased
$7% billion in the first quarter to an
annual rate of $959 K billion. Last
month's preliminary estimate reported
an increase of $8% billion.

Inventory investment, which is cal-
culated in the preliminary figures on the
basis of data for only 2 months, is now
estimated to have declined $7 billion
rather than the $5 billion previously
reported. In major part, the revision
was due to the fact that inventory
accumulation by manufacturing and
trade firms in March was far less than
expected. These inventories had in-
creased nearly $1 billion, seasonally
adjusted, in February but rose only
$150 million in March.

The revisions in the major compo-
nents of final sales were generally
smaller. However, Federal Government
purchases have been increased about
$2 billion to reflect the retroactive part
of the pay raise. Although the retro-
active payment is treated as a govern-
ment purchase in the first quarter,
and thus as part of current dollar GNP
for that quarter, constant dollar GNP is
not affected because the higher pay scale
is an increase in the price the Govern-
ment pays for the services of its em-
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ployees. (For an explanation of the
treatment of the pay raise in the na-
tional income and product accounts,
see page 13 of this issue of the SURVEY.)

As a result of the revisions, constant
(1958) dollar GNP in the first quarter
is now estimated to have declined $5%
billion, or 3 percent at an annual rate,
instead of the $3 billion decline reported
earlier. The implicit price deflator for
the first quarter has been raised largely
as a result of including the retroactive
part of the Federal pay raise in Federal
purchases in the quarter. Even exclud-
ing the pay raise, however, there was a
slight upward revision in the deflator
for the first quarter.

First Quarter Profits

The deceleration in economic activity
in the first quarter was reflected in a
drop in the real output of the corporate
sector. Moreover, the weakness in
demand forced corporations to absorb a
large part of increased production
costs, and profit margins, i.e., profit
per unit of output, declined. With both
volume and margins contracting, cor-
porate profits recorded a sharp drop.
Nonfinancial corporations accounted
for all of the decline, with profits down
sharply in durable goods manufactur-
ing; profits of financial institutions
were unchanged.

Before-tax profits, as measured for
national income purposes, fell to a
seasonally adjusted annual rate of
$79% billion, down $6 billion from the
fourth quarter and nearly $11^ billion
below the peak reached in the summer
of 1968. This was the sixth consecutive
quarterly decline in this profits meas-
ure—which is net of an inventory
valuation adjustment (IVA) that elimi-
nates the book profits or losses resulting
from differences between the acquisi-
tion cost of goods taken out of inven-
tory and their replacement cost. In
relative terms, the first quarter decline
amounted to 7 percent, the steepest
since the summer of 1959.

Before-tax book profits—which in-
clude inventory profits and losses—
fell slightly more than the national
income measure. The $6% billion de-

SUEVEY OF CUEEENT BUSINESS

cline, to a seasonally adjusted annual
rate of $85 billion, put book profits
$10}£ billion below the peak reached in
the first two quarters of 1969.

The impact on after-tax profits was
partially cushioned by the net effect of
the various provisions of the Tax Ee-
form Act of 1969—including the
reduction of the tax surcharge. Profits
after tax were down $3 billion to an
annual rate of $46 billion. With divi-
dend payments maintained at the
fourth quarter rate, all of the decline
in after-tax profits was reflected in
lower undistributed profits.

Profit margins cut further

Although the real output of non-
financial corporations fell about 5 per-
cent at an annual rate in the first

CHART 2

Corporate Sector: Prices, Costs and Profits
During the past year and a half, the increase in price
per unit of corporate output has accelerated

Dollars (ratio scale)

1.4 -

1.2

1.0

However, unit labor and nonlabor costs have risen
even more sharply, and profit per unit has declined

Labor Cost

\

S

Nonlabor Cost

\

Profit

1957 59 67 6961 63 65
Seasonally Adjusted

Note.—Values plotted are calculated by dividing current dollar corporate product
(total and its components) by real corporate product; nonfinancial
corporations only.

U.S. Department of Commerce, Office of Business Economics 70-5-2

quarter, the major factor in the decline
of their profits was a further shrinkage
in profit margins.

The price per unit of output—which
is the sum of unit cost and unit profit—
rose 1% percent in the first quarter, a
further acceleration as compared with
last year (chart 2). Unit cost, however,
was up nearly 2% percent as the result
of a 2% percent rise in unit labor cost
and a 3 percent rise in unit nonlabor
cost (mainly capital consumption allow-
ances, interest, and indirect business
taxes). The amount of nonlabor cost is
largely fixed in the shortrun, and thus
unit nonlabor cost tends to rise sharply
when output contracts.

The difference between the rise in
the price per unit of corporate output
and the rise in unit cost resulted in a
reduction in the profit margin: Profit
per unit fell 7 percent in the first quar-
ter—the sixth consecutive decline—and
stood 17K percent below the recent
high in the summer of 1968.

Recent Trends in Auto
Demand

Sales of domestic new cars in the first
quarter were at the lowest rate of any
nonstrike quarter since the economic
slowdown in early 1967. At a seasonally
adjusted annual rate of 7% million units,
sales were down 11 percent from the
third quarter of 1969, and one-sixth
below the recent peak of 9 million in
the third quarter of 1968.

The sharp decline since last summer
was accompanied by an even larger
reduction in output, as producers at-
tempted to bring dealers' inventories
into better balance with the weakened
demand. Assemblies of passenger cars
fell to a seasonally adjusted annual rate
of 6% million units in the first 3 months
of 1970, down from about 9 million last
summer. Except for the strike quarter
of 1964 and the first quarter of 1967,
output was far below any quarter since
the early 1960's.

The effort to reduce inventories has
been only partially successful. While
franchisee! dealers' stocks were down to
1.4 million units (seasonally adjusted)
at the end of March, from a peak of
1.65 million units at the end of last
October, they have remained quite
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high relative to sales. Stocks at the end
of March were equal to 2.3 months of
sales, about the same as in the fourth
quarter of 1969.

Sales by price line
Total new car sales have been on a

down trend since the third quarter of
1968 but, during this period, there have
been significant differences in sales
patterns by price lines. As can be seen
in chart 3, sales of both low priced
domestic cars and imports—which are
predominantly low priced—have con-
tinued to grow at a substantial pace.
Through las't summer, the decline in
total sales was entirely attributable to
medium priced cars; since then, the

Table 1.—Retail New Car Sales: Percentage
Distribution by Price Line and Origin

CHART 3

New Car Sales
Sales of medium and high priced domestic cars have
been weaker than those of low priced cars
and imports

Million Units (ratio scale)

Domestic and Imports, Total

X

WAV /N.
Xy v Domestic, \

M,- T°tal

Medium
Priced

s
1.4

1.2

1.0

.8

.7

.6

.25

S

Low Priced

I I I
1964 65 66 67 68 69

Seasonally Adjusted at Annual Rates

Note.-See footnotes to table 1.
U.S. Department of Commerce, Office of Business Economics
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1964
1965
1966
1967
1968

1969-1
II

III
IV

Year

1970-1

Total
domestic-
type cars

and
imports

100
100
100
100
100

Domestic-type cars l

High
priced

4
4
4
5
4

Medium
priced

73
78
80
79
78

Low
priced

16
11
9
7
7

Im-
ports 2

6
6
7
9

11

(Seasonally adjusted)

100
100
100
100

100

100

5
4
5
5

5

4

78
74
73
70

73

69

8
10
11
12

10

14

10
13
12
13

12

13

1. High priced cars include: Cadillac, Eldorado, Toronado,
Riviera, Thunderbird, Lincoln, Mark III, and Imperial.

Low priced cars include: Chevy II (Nova), Corvair,
Comet (1964 and 1965), Falcon, Maverick (beginning April
1969), Valiant, Dart, and Rambler American (Hornet).

All other domestic-type cars are classified as medium
priced.

2. Imports exclude domestic-type cars built in and im-
ported from Canada; these are included in domestic-type
new car sales.

NOTE: Percentages may not add to 100 because of
rounding.

continuing weakness in the medium
priced segment has been augmented
by a shrinkage in sales of high priced
cars.1 In the first quarter of 1970, sales
of medium priced and high priced cars
were lower than for any nonstrike
quarter since the mid-1960's; sales of
low priced cars and imports were at
near-record rates.

As can be seen in the chart and in
table 1, sales of low priced domestic
cars2 have been growing rapidly for
almost 3 years. For imports, the strong
growth trend dates back even farther.
The growing demand for small cars is
being accompanied by a proliferation
of new domestic sub-compacts. Sales of
low priced domestic cars accelerated
significantly starting in the second quar-

1. The classification of cars by price-line is necessarily
arbitrary. The available data do not separate car sales by
price within a nameplate, and the classification used here
assigns all sales under a given nameplate to one of the three
price lines (see footnote 1, table 1). The 1970 list prices of cars
classified here as "low priced" are mostly under $2,500
(exclusive of optional equipment) but range up to $2,800.
For "high priced" cars, list prices are $4,850 or higher.

2. The price-line categories make no allowance for optional
equipment. The prices actually paid for some fully equipped
"low priced" cars can be in excess of some "medium priced"
cars not so fully equipped. While low priced car sales have
recently been growing rapidly relative to other categories,
buyers have continued to increase their purchasing of extra
equipment, such as airconditioning, vinyl tops, etc. The
present analysis, therefore, may not be fully representative
of differences in sales movements of cars classified by actual
prices paid.

ter of 1969 when the Ford Maverick
was introduced; even if the Maverick
were excluded, however, the perform-
ance of the low priced cars would still
be quite strong. In April of this year,
American Motors introduced the Grem-
lin; later this year, Ford plans to
introduce a Pinto and a Comet, and
General Motors its Vega 2300; Chrysler
has a new small car scheduled for 1971.

Recent Financial
Developments

The course of interest rates and bond
yields has been twice reversed since the
beginning of 1970. After reaching his-
toric highs around the turn of the year,
borrowing costs, especially in short-
term markets, declined through March.
By mid-April, however, interest rates
had turned up again and were generally
rising in early May.

(Continued on page 17)

Interest Rates and Bond Yields

CHART 4
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Data: FRB, Moody's, Bond Buyers & Treasury

U.S. Department of Commerce, Office of Business Economics 70-5-4
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• First quarter decline in real GNP now estimated at 3 percent at an annual rate
• In April:

•

Unemployment rate jumped to 4.8 percent, the
Wholesale prices held steady for the first time

highest in 5 years
in a year and a half

TOTAL PRODUCTION THE LABOR MARKET PRICES
Billion $

1,000

950

900

850

800

Million Persons

CURRENT DOLLAR GNP**

—

Total v

>

- /s
r* \

Final Sales
i i i

Billion $

40

30

20

10

0

^x"?f

V>HY
""*..

Inventory Change

i i i i i i

83

81

79

77

75

Percent

t~
CIVILIAN LABOR FORCE AND i**
EMPLOYMENT*

«
Labor Force

'r/^
Employment x^

/
^/~* — '

/i t i t i 1 i i i t t
Quarterly (l) QBE

Percent

CURRENT DOLLAR GNP**
(Change From Previous Quarter)

iliiIlll
1

Billion $

800

750

700

650

600

• ••III.Illii

5

4

3

2

1

-~s
/

r7 -

^ ' *
/-v""f

M M . l M . I M M 1 1 t i M

a

6

4

2

0

IMPLICIT PRICE DEFLATOR FOR GNP**
(Change From Previous Quarter)

-

• _

•Mill 1
Illl 1• I I I I I •mill i•• •• •• •

-

-

Monthly (Apr.) BLS Quarterly (1) QBE

1957-59=100

UNEMPLOYMENT RATE* /

" ^ T o b J ^ /

^\

~*

V

1 1 1 1 1 1 1 1 1 1 1

Quarterly (l) QBE

Million Persons

CONSTANT DOLLAR (1958) GNP**

Total

^***~
^ *̂*̂ .*»»»—»^s

Final ^alocrlllal Odlco

-

1 1 1

Percent

12

8

4

0

-4

_

p^^^—""*1?**

Inventory Change

-

I I E i i i

76

72

68

64

60

VV^ vJ**s^*

Married Men

i i i 1 1 1 1 1 1 1 i

_

/

1 M M 1 1 1 M 1

135

130

125

120

115

CONSUMER PRICES

Total ^< /
^^/^ /"*

x-p7

~sftS* Retail Food*

M t 1 J t I I 1 M 1 i t 1 1 l i t

/

~

I t 1 i II i 1

Monthly (Apr.) BLS Monthly (Mar.) BLS

Billions 1957-59=100

NONFARM ESTABLISHMENTS
(Employees)

Employment'1
(left scale)

" ' ̂ ^"^
^^^mm*

•— «**s

1 1 1 I 1 1 1 1 1 t t

Quarterly (l) QBE

Hours

CONSTANT DOLLAR (1958) GNP**
(Change From Previous Quarter)

"""

lln•

1968 n

""*

III ,
•1 •

1
|

45.0

42.5

40.0

37.5

35.0

,

^ 1
*** X

Man-Hours*
(right scale)

1 ! M 1 i 1 1 It

•*• *"•

— -

-

M t 1 1 1 1 1 i t

120

115

140 HO

130 105

1 20 1 00

WHOLESALE PRICES
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• In April: Personal income rose almost $18 billion, reflecting the Federal pay raise and higher social security payments
• New car sales up 1/2 million units from the low March rate

• Private housing starts rose just over 6 percent in March, but permits dropped about 2 percent
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CHART 8

In April, Bank credit and money supply moved higher, stock prices down sharply
In the first quarter: Corporate profits (before taxes and including IVA) were off $6 billion

Productivity declined one-half of 1 percent, unit labor costs rose 8 !/2 percent
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on page 3 of this issue of the SURVEY.)
In these circumstances, managers could
be expected to have a strong interest
in controlling costs and certainly in
resisting large wage increases. The year
may therefore prove to be one marked
by a relatively large number of strikes.

Effective wage adjustment in 1970

It is clearly not possible at this time
to make any precise estimate of this
year's effective wage adjustment for
workers covered by major labor-man-
agement agreements. Negotiations in
the first quarter resulted in a median
first-year increase of 8.8 percent, but
the outcome of negotiations in the rest
of the year remains to be seen. Some
other relevant facts are known, how-
ever. Most of the workers not involved
in new negotiations this year are
scheduled to receive deferred wage
increases. The number of workers

involved—between 5.0 and 5.3 mil-
lion—and the average increase—4.4
percent—are known, and these facts
have an important bearing on the
likely size of the effective wage adjust-
ment for the total group covered by
major agreements.

The deferred increase is small relative
to the first-year increases negotiated
this year and for several years past.
This results from the practice known as
front loading, coupled with the general
escalation of wage settlements in recent
years. Most contracts run for more than
1 year, and it has become typical for
them to include increases scheduled to
occur after the first year. Negotiations
in recent years have established a
pattern of front loading, in which the
deferred increases are smaller than those
provided in the contract's first year. In
1970, as in any year, the deferred in-
creases received by workers are the
result of negotiations in previous years.

The fact that settlements have generally
become larger in the intervening period
tends to widen the gap between those
deferred increases and the first-year
increases received under new negotia-
tions.

If it is assumed that negotiations in
1970 will result in an average first-year
increase equal to the 8.8 percent
negotiated in the first quarter, then the
median effective wage adjustment in
1970 might be on the order of 6 to
6% percent.4 The elements of the calcula-
tion by OBE are shown in table 1.
On the basis of this type of calculation,
the effective adjustment in 1970 would
exceed last year's 5.1 percent even if
the first-year increase negotiated this
year were as much as 2_to 2% percentage
points less than the 8.8 percent re-
ported for the first quarter.

4. An estimate by OBE based on mean rather than median
data results in an effective wage adjustment in 1970 of about
7J-6 percent, compared with 6^3 percent in 1969.

(Continued from page 4)

The downward movement in credit
costs during the first quarter appeared
to be attributable in large part to a
reassessment of market expectations
that stemmed from the slackness in
business activity and from scattered
evidence suggesting some reduction in
the degree of credit restraint. In late
March, the decline in market rates was
spurred by a reduction, from 8% to 8
percent, in the prime rate, i.e., the rate
that banks charge their most credit-
worthy borrowers.

As is typically the case when the
direction of interest rate movements is
reversed, the change in short-term
rates was substantially greater than
that in long-term rates. Indeed, by the
end of March, most short-term rates
were down roughly l-to-1% percentage
points from their yearend levels, a
decline nearly twice that registered in
yields of U.S. Government and State
and local bonds (chart 4). The intensity
of corporate demands for long-term
credit, prevented much downward ad-
justment of yields on corporate bonds.
At the end of the first quarter these
yields were basically unchanged from

their yearend levels.
In April, conditions in money markets

were permitted to tighten a little as an
excessive generation of reserves caused
by technical factors in late March was
offset. However, the runup in interest
rates continued into a period when the
Treasury was engaged in a major fi-
nancing operation. In order to facilitate
this operation, the monetary authorities
undertook large scale open market
purchases of government securities in
early May.

Credit demands continue strong

Despite the slower pace of economic
activity in the opening months of 1970,
credit demands have remained very
heavy, and the volume of funds raised
in financial markets was roughly the
same as in the closing quarter of last
year. Borrowing by the household sec-
tor eased a little as there was a slack-
ening in both the growth of outstanding
consumer credit—especially automobile
paper—and mortgage debt. The other
major borrowing groups generally
raised more funds in the first quarter
than in the fourth.

The striking rise in corporate bond

flotations so far in 1970 partly reflected
an accelerating demand for external
financing, as capital investment con-
tinued to expand while internal funds
declined. The first quarter also wit-
nessed efforts by corporations to refi-
nance short-term debt by issuing longer
maturities. In addition to attempts to
lengthen maturity structures, the de-
cline in the demand for short-term
credit also reflected the slowing in
inventory accumulation.

The volume of new tax-exempt State
and local government bond issues
moved up sharply in early 1970. As in
the case of corporations, a substantial
portion of the growth in tax-exempt
issues reflected a partial refinancing of
the unprecedented volume of short-
term debt incurred during the credit
stringency of 1969.

Net borrowing by the Federal govern-
ment was moderate during the first
quarter of 1970, but an increase marked
the reversal of the experience in 1969,
when substantial budget surpluses led
to a large reduction in Federal debt
held by the public. Also, the debt of
government-sponsored credit agencies
continued to expand rapidly.
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Slight easing of credit policy
The monetary authorities moved

cautiously in the early months of 1970
to moderate somewhat the severity of
credit restraint. The Federal Eeserve
System has indicated that the goal in
1970 is to pursue a course in monetary
policy that avoids a new outbreak of
excess demands or an intensification of
the slowdown in economic activity. The
authorities have stated that restraint
as severe as that in the latter half of
1969 could not continue without in-
curring the cost of excessive unemploy-
ment and a major shrinkage in the
Nation's output; on the other hand, it
is equally important to avoid a stimulus
to spending that would lead to a re-
emergence of excess demands. Within
the narrow bounds defined by these
constraints, the stance of monetary
policy has shifted somewhat in the
early months of 1970 and the path of
most monetary aggregates has turned
to expansion.

Bank credit up

With monetary policy a little easier
in the early months of this year, the
expansion in commercial banks' earning
assets accelerated. Total loans and in-
vestments, adjusted to include an
estimate of loans sold by banks, grew
in the first 4 months of 1970 at a
seasonally adjusted annual rate of about
3% percent, more than twice the rate in
the second half of 1969. The growth of
the loan component of bank credit
slowed, however, and the investment
component accounted for the bulk of
the gain in earning assets.

Banks once again became net buyers
in the market for tax-exempt securities.
During the first 4 months of 1970, they
added $3 billion to their portfolios of
tax-exempts, after making a net re-
duction of more than $1 billion during
the last half of 1969. Banks also slowed
their runoff of Federal Government
securities; in March and April they
made moderate net additions to their
holdings, of these assets.

Improved savings flows to nonbank
institutions

A significant aspect of the decline
in short-term market interest rates
after the turn of the year was that it
helped improve the competitive posi-
tion of institutions seeking to attract
time deposits. In addition, the ceilings
on the rates that such institutions may
pay were raised in late January, and
the attractiveness of time deposits
was probably also improved for certain
investors by the recent increase to
$10,000 in the minimum purchase
allowable in the weekly Treasury bill
auction.

Since January, the flow of savings
into nonbank depositary intermediaries
has moved up noticeably, after having
declined markedly during the severe
credit stringency of 1969. In February
and March, the net flow of savings to
savings and loan associations averaged

a little more than $% billion, seasonally
adjusted, as compared with virtually
no growth in the preceding 6 months.
Preliminary data indicate that the
S & L's recorded further savings gains
in April. Mutual savings banks ex-
hibited a basically similar pattern of
improved savings flows in recent
months.

The recent increase in the investible
resources of savings and loan associa-
tions was used to improve their li-
quidity position, rather than to step
up mortgage lending activities. These
institutions halted their liquidation of
U.S. Government securities which had
marked the past year, and slowed the
pace at which they borrowed from the
Federal Home Loan Banks. Also, the
mutual savings banks did not step up
their mortgage lending activities; the
bulk of their first quarter gain in in-
vestible funds was used to purchase
corporate securities.

Table 2.—Sources and Uses of Funds, Nonfarm Nonfinancial Corporate Business, 1967-69

(Billion dollars)

Sources total

Internal sources *

Undistributed profits i.
Corporate inventory valuation adjustment...
Capital consumption allowances l

External sources

Stocks
Bonds
Mortgages.. . .
Bank loans, n.e.c
Other loans. _ . _ .
Trade debt
Profits tax liability..
Other liabilities

Uses, total

Purchase of physical assets.

Nonresidential fixed investment
Residential structures
Change in business inventories

Increase in financial assets

Liquid assets. _
Demand deposits and currency
Time deposits >
U.S. Government securities
Open-market paper
State and local obligations

Consumer credit
Trade credit
Other financial assets .

Discrepancy (uses less sources)

1967

94.2

61.2

21.2
-1.1
41.2

33.0

2.3
14.7
4.5
6.4
1.4
2.6

-4.1
5.2

86.0

72.5

63.8
2.2
6.4

13.5

.0
-2.2

4.1
-3.1

1.5
-.4

9
8.8
3.8

-8.2

1968

110.4

63.1

22.0
-3.2
44.3

47.3

-.8
12.9
5.8
9.6
3.6
5.7
3.7
6.9

103.5

76.9

68.0
2.3
6.5

26.6

10.1
1.3
2.2
1.8
4.5
.4

1.7
14.8

.1

-6.9

1969

118.8

62.7

20.9
-5.6
47.4

56.1

4.3
12.1
4.4

10.9
6.2

10.9
.8

6.5

111.7

87.5

77.2
2.9
7.4

24.2

2.3
.5

-7.8
-1.4

8.7
2.3
1.3

17.3
3.4

-7.0

I

Seasor

119.6

63.0

23.0
-6.1
46.0

56.6

.1
14.6
5.6

12.8
5.2
7.9
5.6
5.0

113.3

84.0

74.6
3.2
6.1

29.3

8.0
3.8

-7.2
6.1
2.9
2.4
1.6

18.3
1.3

-6.3

1

II

lally adjus

122.1

62.7

22.0
-6.2
46.9

59.4

2.4
12.5
4.2

14.0
9.0

14.7
-3.9

6.5

114.6

85.0

75.7
2.3
7.0

29.6

4.2
.7

-7.6
-3.2
11.7
2.7
.9

18.2
6.2

-7.5

969

III

ted at annt

122.5

63.8

19.7
-3.7
47.8

58.7

5.6
10.5
3.5
9.3
8.8

13.4
.8

6.7

113.1

90.8

78.6
2.4
9.7

22.3

-3.0
-1.7

-10.8
-3.8
13.1

.2
1.4

18.5
5.4

-9.4

IV

tal rates

109.3

61.2

18.8
-6.2
48.7

48.1

9.1
10.7
4.1
7.3
2.0
7.1
.5

7.4

105.1

90.2

79.7
3.6
6.9

14.9

-.6
-1.1
-5.6
-4.9

7.2
3.7
.7

14.1
.8

-4.2

1. The figures shown here for "internal sources," "undistributed profits," and "capital consumption allowances" differ
from those shown for "cash flow, net of dividends," "undistributed profits," and "capital consumption allowances" in the
gross corporate product table 9 (p. 11 of this issue of the SURVEY) for the following reasons: (1) these figures include, and the
statistics in the gross corporate product table exclude, branch profits remitted from foreigners, net of corresponding U.S. re-
mittances to foreigners; and (2) these figures exclude and the gross product figures include, the internal funds of corporations
whose major activity is farming.

Source: Board of Governors of the Federal Reserve System.
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the BUSINESS SITUATION

To judge from data that are still
quite incomplete, final sales appear to
be headed for a further strong expan-
sion in the second quarter, but the
advance may be a little smaller than
that in the first quarter. Inventory in-
vestment is the key uncertainty in the
assessment of second quarter develop-
ments. At this time, it does not appear
likely that another reduction in ac-
cumulation on the order of that in the
first quarter is in the offing.

The statistics that are now available
for May indicate a further weakening
in economic activity.

J. O judge from data that are still
quite incomplete, final sales appear to
be headed for a further strong expan-
sion in the second quarter. However,
the overall advance in final sales—i.e.,
national output excluding inventory
accumulation—may be a little smaller
than the $14.3 billion first quarter rise.
Government purchases, which added
$3 billion to final sales in the first
quarter, are apparently declining a
little in the second. The bulk of this
substantial swing in government pur-
chases reflects the fact that the Govern-
ment pay raise resulted in a boost to
first quarter purchases that will not be
repeated in the current quarter. De-
fense purchases seem to be declining
further, and growth in State and local
expenditures is slowing due to sluggish-
ness in construction outlays. Also, the
growth of net exports and business
fixed investment seems a little weaker.
On the other hand, a reading of the
preliminary data indicates that con-
sumption spending is rising about in
line with the first quarter increase,
while residential investment is declin-

ing less than in the first quarter as a
result of some recent slowing in the
downtrend of housing starts.

Inventory investment

Inventory investment is the key un-
certainty in the assessment of second
quarter developments. The sharp first
quarter reduction in the accumulation
rate was a big drag on the expansion of
total GNP. As measured in GNP, first
quarter accumulation was at an annual
rate of only $0.8 billion, down nearly
$7 billion from the fourth quarter rate.

In terms of book values, inventory
accumulation in manufacturing and
trade fell from a monthly average of
$1.1 billion in the closing quarter of
1969 to an average of less than $400
million in the opening quarter of this
year. Some further reduction in the ac-
cumulation rate is possible this quarter,
but it does not appear at all likely that
another reduction of the magnitude of
that in the first quarter is in the offing.
While inventories may be high in rela-
tion to basic sales trends in some indus-
tries, it generally seems that high
inventory-sales ratios reflect temporary
weakness in sales rather than a funda-
mental maladjustment. Moreover, busi-
ness was quick to reduce inventory
accumulation when sales weakened.
Consequently, it appears that a heavy
accumulation of unwanted inventories
has been avoided.

According to preliminary data, the
April rise in inventory book values was
a little larger than the average monthly
increase in the first quarter. In the
absence of a drastic revision in the
April figures, a massive decumulation
on the order of $700 million in both May
and June would be necessary to effect
a reduction in the quarterly investment
rate comparable to that which occurred

in the first quarter. In further support of
the view that another sharp reduction
in inventory investment is unlikely, the
latest OBE survey found manufacturers

Business Capital Spending
• Expectations for 1970 revised down

CHART 1

Percent Change

All Industries

Downward revisions by manufacturing f i rms. . .

Durable Goods
Manufacturing

Nondurable Goods
Manufacturing

outweighed upward revisions by public utilities
! ! 1

Public Utilities

• Spending expectations of other major
industries little changed

Communication

Transportation
Incl. Railroads

Mining

Commercial
and other

U.S. Department of Commerce, Office of Business Economics
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planning stepped-up accumulation in
the current quarter. (See pages 21 and
22 for full report.)

Several factors may have helped to
restrain inventory accumulation during
the recent economic slowdown. Credit
scarcity, high interest rates, and re-
duced liquidity probably induced busi-
ness to pay particularly close attention
to inventory holdings. Also, the fact
that the national policy to achieve a
gradual slowdown in economic activity
was well publicized may have enabled
the business community to plan prompt
and orderly inventory adjustments.

Consumer spending continues strong

Nearly all the expansion in current
quarter final sales appears to be coming
from personal consumption expendi-
tures. Although the overall rise in
consumer expenditures is likely to be
similar to that in the preceding quarter,
the preliminary figures on retail sales
suggest less buoyancy in spending for
nondurables and some modest recovery
in spending for durables; expenditures
for services are continuing to rise in
line with recent trends. Spending for
durables, which declined $1 billion in
the first quarter, may show a small plus
in the second due largely to some
pickup in automobile purchases. Pur-
chases of domestic-type models fell from
a seasonally adjusted annual rate of
8.2 million units in the fourth quarter
of last year to a 7.5 million unit rate in
the first quarter of this year; through
early June the second quarter rate has
averaged 8 million units.

Because the business community has
lowered its sights on expected capital
spending, the strength of the economic
outlook for the balance of 1970 hinges
heavily on the strength of consumer
spending. As is well known, the recent
increases in Federal employees' pay
and in social security benefits gave a
big boost—about $12 billion at a
seasonally adjusted annual rate—to
second quarter personal income. More-
over, the expiration of the income
surtax on June 30 is expected to raise
spendable income by about $4 billion
at an annual rate, and an additional
$1% billion increase will occur at
midyear when tax withholdings are

lowered to reflect the increase in the
personal exemption. These large in-
creases, which far outweigh the weak-
ness thus far shown in private payrolls,
can be expected to bolster consumer
spending, but the extent to which
spending will accelerate remains a
significant uncertainty. Eecent survey
results showed a continuation of the
year-long decline in the strength of
consumer willingness to buy. Moreover,
consumers were reported to have given
no indication that the deterioration in
sentiment was at a turning point,
despite the significant additions to
their spending power.

1970 capital spending plans reduced

The OBE-SEC May survey of busi-
ness plans for capital investment points
to continued spending growth through
the third quarter, with little change in
the fourth. (Eesults are reported in
full on pages 15-20.) Compared with
the findings of the February survey,
however, the latest results show a
substantial cutback in 1970 spending
(chart 1). The cutback centers in
manufacturing, with numerous reduc-
tions in both the durables and non-
durables sectors. Outside manufactur-
ing, substantial reductions were re-
ported in the 1970 programs of the
railroads and of other ground trans-
portation firms. Airlines and utilities
reported large upward revisions, how-
ever, and the total 1970 spending
expectation of nonmanufacturing in-
dustries was raised modestly. As a
consequence of the revisions, the ex-
pected percentage growth of nonmanu-
facturing outlays this year is far
greater than that expected for manu-
facturing; in February, the growth
expectations of the two broad sectors
were quite similar.

In the industries reporting reductions
in the amounts expected to be spent in
the year as a whole, first quarter spend-
ing was below expectations. That short-
fall, however, only partially accounts
for the reductions in the full year totals;
the survey shows that industries report-
ing such reductions have generally re-
vised down not only the amount of
spending expected during the remainder

of the year, but also the rate of spending
growth in that period.

Spending shortfalls in the first quar-
ter were widespread, and affected even
industries whose plans for the full year
remain strong. In fact, the gap between
actual and expected spending growth
in the quarter was wider for nonmanu-
facturing as a whole than for manu-
facturing, but the expectations of the
nonm anuf acturing group regarding
spending growth in the remainder of
the year have strengthened substan-
tially since February. The strongest
nonmanufacturing industries are the
electric utilities—which are suffering
from serious pressures on capacity—
and the airlines. The electric companies
reported a first quarter spending rise
much smaller than they had expected—
a development perhaps related to the
prolonged strike at General Electric—
but they have sharply raised their
expectations for the rest of the year.
The airlines7 first quarter spending was
on target, but they, too, have substan-
tially raised their expectations for the
rest of the year.

Manufacturers, taken together, ex-
pected in February that spending would
rise modestly in the first and second
quarters, to be followed in the second
half by a steep advance centered in
nondurables. The May survey found
not only that first quarter spending was
well below expectations but that little
growth is expected for the rest of the
year. In percentage terms, the steepest
reductions in 1970 programs are in the
nonelectrical machinery, stone-clay-
glass, textile, and chemical industries.

Though cutbacks in manufacturing
were widespread, there were exceptions.
In three industries—electrical machin-
ery, food, and paper—first quarter
spending exceeded expectations, with
no change reported in the amount
planned to be spent in the rest of the
year.

The sizable cutback in 1970 spending
shown by the May survey was not
unexpected. It was noted 3 months
ago that the strength reported in the
February survey was somewhat sur-
prising, given high interest rates, credit
scarcity, cutbacks in sales and produc-
tion, and an intensifying squeeze on
profits. In the light of later develop-
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ments, it would not be altogether
surprising were some industries to make
further reductions in 1970 spending
programs.

May Developments

Industrial production turned in a weak
performance last month. Following 3
months in which small and mixed
changes held overall output virtually
stable, the Federal Reserve index fell
0.8 percent, the largest drop in 6
months. The index has now registered
a decline in 8 of the last 10 months and
stands 3 percent below its peak last
July.

The May decline, which was partly
related to strikes in the trucking and

1 rubber industries, was widely diffused.
Production of nondurable goods, which
had held up fairly well over the past
10 months, fell nearly as much as did
durable goods production. In the
durables sector, moreover, significant
cutbacks were recorded by all major
industry groups with the notable ex-
ception of the automobile industry.
Auto assemblies, which had been
generally exerting substantial down-
ward pressure on overall production
since last fall, rose 15 percent in May,
and a further increase is scheduled for
June. While this pickup in auto produc-
tion no doubt reflects expectations of
improved sales, it may also reflect
action taken in anticipation of possible
work stoppages in late summer. Among
the market groupings, production in
May was off moderately for materials,
and rather sharply for business and
defense equipment; consumer goods
production was unchanged.

Labor demand slackens
Weakness in labor markets was also

pervasive in May. After posting sub-
stantial gains during the first 4 months
of this year the civilian labor force de-
clined and employment, which had

fc shown mixed changes and very little
growth since yearend, dropped sharply.
The number of unemployed continued
to rise and the unemployment rate
moved up from 4.8 percent in April to
5.0 percent in May (chart 2). This
marked the fifth consecutive increase
in the rate, and the rise from 3.5 percent

last December is the sharpest for a
5-month span since the late 1950's.

The weakness in labor markets was
also clearly reflected in last month's
sharp decline in nonfarm payroll em-
ployment. The number of jobs in non-
farm establishments fell 270,000 in May,
seasonally adjusted. This followed a
decline of 130,000 in April and an
average increase of nearly 140,000 in the
first quarter of this year. Although
strike activity in construction and man-
ufacturing accounted for roughly one-
third of the May cutback, the
weakness was broadly based. Employ-
ment declined in construction, manu-
facturing, and trade, and was little
changed in the service-type industries.

Employment and Unemployment

CHART 2

Million Persons

84

Percent

6

UNEMPLOYMENT RATE

1966 1967 1968 1969
Seasonally Adjusted

U.S. Department of Commerce, Office of Business Economics

1970

Data: BLS

70-6-2

Only State and local governments re-
corded any noticeable increase, and
that was partly due to the return of
strikers.

The bulk of last month's employment
decline centered in manufacturing,
where reductions were recorded by
nearly all the industry groups. Employ-
ment in durable goods industries, which
has been weak since last fall, fell
130,000. Employment in nondurable
goods industries, which had been hold-
ing up well, registered its first sharp
decline and fell 90,000. Moreover, both
the workweek and factory overtime
edged lower again in May; since year-
end, the workweek has declined 0.8
hours and overtime 0.6 hours.

Personal income
Personal income in May fell $7%

billion, at a seasonally adjusted annual
rate, after rising an extraordinary $18
billion in April—the month in which
the Federal pay raise and higher social
security benefits entered the income
stream. A reduction in transfer pay-
ments was the major element in the
May decline; these payments fell be-
cause the retroactive payment of higher
benefits to social security recipients was
made as a lump-sum in April, swelling
that month's income but causing an
offsetting decline in May. Employees of
the Federal Government also received
a retroactive payment as a result of
their salary increase. The retroactive
payment was spread about evenly be-
tween April and May, however, and the
offsetting decline will not be evident in
the personal income figures until June.

Last month's slackness in labor
markets was reflected in a $% billion
decline in private payrolls, following a
$1% billion drop in April. The May
decline was due to sharply lower wage
and salary disbursements in the com-
modity-producing industries; payrolls
were up a bit in the distributive and
service industries. Government wages
and salaries were also a little higher in
May, due to a small increase at the
State and local level.

Except for the decline in transfer
payments already noted, the nonwage
components of personal income showed
generally small changes last month.
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Price rise continues

The overall consumer price level rose
6 percent in May, at a seasonally ad-
justed annual rate, matching the pre-
vious month's advance. The rise in food
prices accelerated a little, after seasonal
adjustment, but the rise for other non-
durables slowed. The index for durable
goods was boosted by an unusually
sharp rise in used car prices, which
had also been a factor in the April
advance. The rise of services prices,
on the other hand, slowed in May.
It was noteworthy that nearly all
the major groups of services showed
increases smaller than in recent months,
but there is no clear evidence to in-
dicate whether this marks a turning
point toward deceleration in the rise
of service prices.

In wholesale markets, the overall
price level rose in May at an annual
rate of about 2% percent, after showing
no change in April. Prices of farm
products and processed foods and feeds
dropped again, but the declines were

CHART 3

New Private Housing Units Started
Million Units (ratio scale)

2.0

1.5

1.0

.9

.8

.7

.6

Total

i i i
1963 64 65 66 67 68 69 70*

Seasonally Adjusted at Annual Rates

*April-May average plotted for second quarter.

Data: Census

U.S. Department of Commerce, Office of Business Economics 70-6-3

smaller than in April. The industrial
commodities index rose at an annual
rate of about 3% percent, the same as
in the 3 preceding months. There was
little change in the rate of increase for
metals and related products or for
machinery and equipment. Fuel prices
accelerated—mainly because of gasoline
price increases—and lumber prices re-
corded their second consecutive increase
after a year of decline. The price rise
for chemicals slowed, while decreases
were reported for the paper and leather
groups.

Trends in Housing Starts

Preliminary data show private hous-
ing starts running at an annual rate of
about 1.2 million units in both April
and May, down somewhat from the
first quarter average and about 25
percent below the rate reached early
last year (chart 3). During the course
of the decline, which has now per-
sisted for well over a year, there have
been some significant differences in the
behavior of various components of
total starts. It is of interest, therefore,
to review recent developments by size
of structure and by region, against the
background of earlier trends, and to
take note of recent shifts in the com-
position of mortgage credit.

Starts by size of structure

The past year has seen a substantial
drop in the start rate for both single
family homes and units in multifamily
structures. In recent years, however,
trends in those two broad sectors have
differed substantially. Starts in multi-
family structures recovered strongly
after the general homebuilding slump
in 1966, and the April-May rate in
that sector—while well below the peak
reached a year ago—was far above the
depressed level at the bottom of the
1966 decline. The rate of single family
starts, by contrast, has recently been
down to levels nearly as low as those
touched in 1966. Single starts showed
only a modest recovery after 1966,
never regaining the rate of about
970,000 per year that had prevailed

in 1964 and 1965. Even in those 2
years, single starts were below earlier
levels. In 1959, for instance, more than
1.2 million single units were started
and the number was surely even higher
earlier in the 1950's (although data by
structure size are unavailable for that
period).

The shrinkage over the years in the
number of single family starts has been
accompanied by an even sharper decline
in that sector's share of total starts. The
large absolute and relative growth of
multifamily building in the past decade
is a phenomenon apparently related in
part to e pressures of rising costs of
land, construction, and finance—but
also to increasing urbanization and a
population mix tending to generate rel-
atively stronger demand for apart-*
ments than for homes.

In 1959, the earliest year for which
continuous data are available, starts in
multifamily structures numbered fewer
than 300,000 units and accounted for
less than 20 percent of private starts.
Last year, multifamily starts exceeded
650,000 units and accounted for about
45 percent of the total.

The boom in multifamily building in
the early 1960's—coinciding with the
general recovery from the 1960-61 re-
cession—was extraordinarily strong. 4

The number of starts doubled from 1959
to 1963, but the latter year marked a
peak and the rate was falling for 2 full
years prior to the general homebuilding
slump in 1966. In the face of strong
demand, multifamily starts recovered,
swiftly and the rate climbed rapidly
until early 1969. Though it fell there-
after, the total number of multifamily
starts last year actually exceeded the
1968 total by about 8 percent.

Despite the large expansion in multi-
family starts since late 1966, the
vacancy rate in rental housing—which
essentially reflects apartment vacan-
cies—has been falling steadily. Through
the middle years of the 1960's, during
and just after the earlier apartment
construction boom, the vacancy rate
held around 7% percent. It has recently
been about 5 percent, as low as at any
time since 1956 (the span for which
data are available), suggesting the
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persistence of firm demand in the
apartment market.

Mobile home expansion

Recent years have seen a large
increase in the significance of mobile
homes as a factor in the overall supply
of new housing units. Manufacturers'
shipments of mobile homes (i.e., large
units intended to be permanently con-
nected to utilities) increased about 30
percent in both 1968 and 1969, and
last year reached a volume equal to
about 25 percent of total private
housing starts.

Private Housing Starts and Mobile Home
Shipments

[Thousands of units]

1964
1965
1966
1967
1968
1969

Starts

Single
family

971
964
779
844
900
811

Multi-
family

558
509
387
448
608
656

Mobile
home

shipments

161
217
217
240
318
413

Source: U.S. Department of Commerce, Bureau of the
Census.

Though some of the mobile units are
intended for nonresidential use, e.g., as
field offices, it is clear that the mobiles
have recently been an important ele-
ment in the supply of new housing units.
In many cases, the purchase of a mobile
home is probably an alternative to the
purchase of a single family house; to
the extent that this is true, the mobiles
are an offset of sorts to the shrinkage
in single home starts, and an important
factor at the low end of the price range.
However, there are undoubtedly also
buyers for whom the alternative would
be an apartment.

Starts by region

In each of the Nation's four major
regions, starts declined in 1966 and
recovered in the following 2 years. In
each region there has also been a rise
since 1966 in the multifamily share of
total starts, and a decline, of varying
duration, in the rental vacancy rate.

There are substantial differences
among the regions, however. The
Northeast has been relatively quite
weak. The post-1966 recovery there was
modest, and even starts in multi-

family structures have remained well
below pre-1966 levels. Developments
in New York City, where an apartment
boom early in the 1960's has been fol-
lowed by a low level of starts, evidently
contributed to the sluggishness of multi-
family starts in the region as a whole.

The West stands out from the other
regions in several respects. Starts went
through a longer decline there than else-
where—they were falling for 2 years
prior to 1966—and their subsequent
recovery lasted longer. Starts in the
West rose throughout 1969, joining the
latest downturn only in early 1970.

The timing and extent of swings in
the West has primarily reflected devel-
opments in multifamily building. The
apartment boom there in the early
1960's was very strong. Estimated from
data on building permits, multifamily
starts in the region numbered about
100,000 units in 1959 and about 220,000
in 1963, and their share of the region's
total starts rose over those 4 years from
about 30 percent to more than 50
percent. Though single family starts
declined in the West after 1963, the
drop in multifamily starts was pre-
cipitous: in 1966 they amounted to only
68,000 units, or 34 percent of total
starts in the region.

The correction in multifamily build-
ing in the West between 1963 and
1966—which was evidently a reaction
to some earlier overbuilding—laid the
basis for a strong recovery thereafter.
Multifamily starts in the region con-
tinued to rise during 1969, while single
starts held about stable; in other
regions, starts of both types were
generally falling during the course of
the year. The 1969 total of multifamily
starts in the West was 161,000 units,
well below earlier peaks but once again
equal to about 50 percent of total
starts in the region. It is noteworthy
that despite the strong growth in the
past few years, the rental vacancy rate
in the West has fallen from more than
11 percent in 1965 to less than 6 percent
recently.

In the North Central region and the
South, the strong growth in the im-
portance of multifamily starts occurred
quite recently, and contributed im-
portantly to the national strength of
such starts since 1966. In those two
regions, the multifamily share in total
starts has only lately reached the
proportions attained in the Northeast
and West in the early 1960's. Contin-
uous data on regional starts by size are

Multifamily Starts: Number and Share in Total Private Starts

1964
1965
1966_. . .
1967 . ..
1968
1969

Northeast

Number
(000)

107
107
79
88
94
84

Share
(percent;

42
40
38
41
41
41

North Central

Number
(000)

113
136
99

123
146
166

Share
(percent)

33
38
34
36
40
48

South

Number
(000)

159
159
139
155
244
246

Share
(percent)

28
28
29
30
40
42

West

Number
(000)

180
107
68
81

124
161

Share
(percent)

50
40
34
37
42
50

Source: U.S. Department of Commerce, Bureau of the Census.

Changes in Holdings of Mortgages on 1- to 4-Family Homes

(Billions of dollars; quarterly figures at seasonally adjusted annual rates)

Savings and loan associations
Mutual savings banks
Commercial banks
Life insurance companies .
FNMA
Other

Total

Addendum: Savings and loan associations
Mortgages, larger structures
Total residential mortgages. .
Advances from FHLB

1966

2.9
1.6
2.4
.6

1 9
1.1

10.4

.5
3.4
.9

1967

6.0
1.8
2.4

— .5
1.1
1.6

12.5

.9
6.9

—2.5

1968

7.2
1.4
3.5

—.7
1 6
2.3

15 3

1.1
8.3
.9

1969

8.0
1 4
2.6

— 1.0
3 9
.8

15 6

1.1
9.1
4.0

I

9.1
1.6
4.3

n

1.7
1.1

17.0

1.2
10.3
2.9

19

II

9.5
1.5
3.3

-.6
2 5
.7

16.8

1.2
10.7
3.1

69

III

7.4
1. 1
1.7

-.8
4 7
1.1

15 1

1.2
8.6
5.3

IV

6.1
1.3
1.2

-1.9
6 6
.3

13.5

.6
6.7
4.8

1970

HP

3.2
.7

1.5
— .6
5.7
1.1

11.7

.8
4.0
4.4

Source: Flow of funds accounts, Board of Governors of the Federal Reserve System.
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available only from 1964, as summar-
ized in the accompanying table. Data
on building permits, however, suggest
that the multifamily share of starts in
the Northeast and West was already
fairly high—about 30 percent—in 1960
and rose in the following few years to
proportions about the same as those
recorded in 1969. In the North Central
region and the South, however, the
share was around 10 percent in 1960
and has been rising quite steadily since.

Suppliers of mortgage credit
A striking development in the mort-

gage market over the past year or more
has been the sharp growth in the role of
the Federal National Mortgage As-
sociation (FNMA) and the Federal
Home Loan Banks (FHLB). The activ-
ities of these agencies relate principally
to mortgage financing for 1- to 4-family
homes.

Continued on Page 53

Federal Budget Revisions

Eevised estimates of Federal receipts
and expenditures for fiscal years 1970
and 1971 were released in mid-May by
the Bureau of the Budget. Since the
upward revisions in expenditures exceed
the projected yield from tax measures
proposed since the February budget,
the new data suggest that fiscal policy
will be moderately less restrictive than
had been indicated in the budget.

For fiscal 1971, the revised estimates
show a $1.3 billion deficit in the unified
budget as compared to a $1.3 billion
surplus previously projected. Eeceipts
are estimated at $204.3 billion, $2.2
billion above the February figure. Two
tax proposals not included in the earlier
estimates—acceleration of estate and
gift tax collections and a tax on lead
used in the manufacture of gasoline—
are projected to add over $3 billion to
receipts. On the other hand, receipts
from other sources are expected to fall
about $1 billion short of the February
estimates, although the assumed level
of economic activity underlying the
1971 revenue estimates has not been
changed significantly.

Expenditures were revised upward by
$4.8 billion, to $205.6 billion. About half

Unified Budget Receipts and Expenditures Fiscal Years 1970 and 1971

[Billions of dollars]

Receipts
Outlays .

Surplus or deficit (— )

]

Feb.
budget

199.4
197.9

1.5

970 estimate

May
revision

196.4
198.2

-1.8

Change

—3.0
.3

—3.3

Feb.
budget

202 1
200 8

1 3

1971 estimate

May
revision

204 3
205 6

—1 3

Change

2 2
4 8

—2 6

of the revision is in relatively uncon-
trollable items such as interest ($1
billion), unemployment benefits
billion), and farm price supports
billion). The largest increase—about
$1% billion—results from the Federal
pay raise having been granted effective
December 27, 1969, about a full year
earlier than the date assumed in the
February budget. Other increases are
principally associated with federally
assisted construction, education, and
housing. None of the advance is at-
tributable to military operations; the
upward revision in fiscal 1971 Depart-
ment of Defense military outlays is
due entirely to the earlier effective date
of the pay raise.

For the fiscal year ending this month,
a deficit of $1.8 billion is now projected,
as compared to a $1.5 billion surplus
estimated in February. The overall
shift of $3.3 billion is chiefly due to the

$3 billion reduction in the estimate of
corporate income tax collections.
Changes in other types of receipts and
in total outlays are largely offsetting.

On a national income accounts (NIA)
basis, small surpluses were projected
in February for both fiscal years; the
May estimates show a smaller surplus,
for 1970 and approximate balance for
1971. Much of the upward revision in
fiscal 1971 NIA expenditures centers in
grants-in-aid and interest. NIA receipts
were revised more than unified budget
revenues for fiscal 1971 largely because
the recovery in profits that is assumed
in the May estimates is expected to
increase liabilities more rapidly than
collections. (Corporate taxes are re-
corded on a liability basis in the national
income accounts but on a cash collec-
tions basis in the unified budget.)
Details of the NIA data are shown in
the accompanying table.

Revisions in Federal Receipts and Expenditures, National Income Accounts Basis, 1970—71

(Fiscal years, billions of dollars)

Federal Government receipts

Personal tax and nontax receipts. _. _ _ _ _ _
Corporate profits tax accruals _ - .- . -
Indirect business tax and nontax accruals
Contributions for social insurance

Federal Government expenditures

Purchases of goods and services .- .
National defense --
Other . ...

Transfer payments
To persons
To foreigners (net) - -

Grants-in-aid to State and local governments

Net interest paid . .

Subsidies less current surplus of government enterprises

Surplus or deficit ( — ) , national income and product accounts

1970 estimate

Feb.
budget

201.8

95.5
38.8
19.1
48.3

198.1

100.8
77.9
22.8

56.9
54.7
2.2

22.4

13.6

4.5

3.6

May
revision

200.8

95.5
37.9
19.1
48.3

199.3

101.2
78.9
22.3

56.4
54.5
2.0

22.9

14.1

4.7

1.5

1971 estimate

Feb.
budget

205.4

93.6
38.4
20.5
52.9

203.8

96.6
72.1
24.5

65.0
62.8
2.2

24.8

13.3

4.1

1.6

May
revision

208.7

94.6
38.7
22.3
53.1

208.6

97.9
73.0
24.8

65.1
63.0
2.1

26.7

14.2

4.6

.1

Sources for May revision: "Kevision of the Fiscal Year 1970 and 1971 Budget Estimates," Bureau of the Budget, and
U.S. Department of Commerce, Office of Business Economics.
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June 1970 SURVEY OF CUEEENT BUSINESS

In May: Unemployment rate reached 5 percent, the highest since early 1965
Nonfarm payroll employment declined by 270,000 and weekly hours edged downward
Wholesale prices up a little, after holding steady in April

CHART 4
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8

• In May:
•

SURVEY OF CURRENT BUSINESS

Housing starts little changed, permits up sharply again
Sales of domestic cars unchanged-sales of imports up

June 1970

f t— 1 A D T C.i C_H AK S 3

• Plant and equipment outlays expected to rise 8 percent in 1970, compared with 11% percent in 1969
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Fune 1970 SURVEY OF CURRENT BUSINESS (

« Manufacturing and trade inventories rose an estimated $500 million in April, about the same as in March
• The trade surplus reached $200 million in April, as exports rose more than imports
• First quarter balance of payments in deficit on both the liquidity and official reserve transactions bases
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10 SURVEY OF CURRENT BUSINESS June 1970

• In May: Industrial production dropped about three-fourths of 1 percent
• Both bank credit and money supply advanced further
• Interest rates and bond yields sharply higher, stock prices sharply lower
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the BUSINESS SITUATION

CHART 1

VirROSS national product measured in
current prices rose $10% billion in the
second quarter, an increase somewhat
larger than the $7% billion recorded in
the first and the $9 billion in the closing
quarter of last year. Real output was
essentially unchanged; the small rise—
less than one-half of 1 percent at an
annual rate—is well within the margin
of measurement error. Real output had
declined at an annual rate of 3 percent
in the first quarter, after showing
little change in the fourth.

The expansion in final sales in the
second quarter amounted to $9% billion,
as compared with gains of more than
$13 billion in the two preceding quarters.
The slowdown relative to the first
quarter was due mainly to the retro-
active Federal pay raise which inflated
final sales in that quarter. Inventory
accumulation, on the other hand, rose
in the second quarter after declining
sharply in the preceding two quarters.
The accumulation rate dropped from
$11% billion in the third quarter of 1969
to only $1/2 billion in the first quarter
of this year. On the basis of very in-
complete data, it appears to have risen
to about $2% billion in the April-June
period. (The figures cited here incorpo-
rate the annual revisions of the National
Income and Product Accounts which
are presented in this issue of the
SURVEY.)

Final sales

Among the major components of
final sales, consumption increased $11
billion in the second quarter, a little
more than in the first; the other major
components mostly showed relatively
small changes and, taken together,

declined. Consumer spending on autos
and parts, which declined steeply in
the first quarter, picked up sharply in
the second. In unit terms, dealer sales
of domestic models were nearly 8 mil-
lion units at a seasonally adjusted
annual rate, close to the rate in the
fourth quarter and up substantially
from the 7.5 million rate in the first.
The growth of spending for other dur-
ables as well as for nondurables slack-
ened noticeably; spending for services
continued to rise at about the same rate
as in recent quarters.

Personal income was of course boost-
ed significantly in the second quarter
by the Federal pay raise and the in-
crease in social security benefits. How-
ever, the increase in consumer spending
was not commensurate with the expan-
sion in disposable income, and the
saving rate, which had moved up after
mid-1969 to reach 6.7 percent in the
first quarter, jumped to 7.6 percent in
the second.

Spending by State and local govern-
ments rose relatively little during the
quarter. The growth of these outlays
was dampened mainly by weakness in
construction that is no doubt related to
stringent conditions in financial mar-
kets. Federal purchases of goods and
services, especially for defense, declined
substantially in the second quarter.
In the preceding quarter, Federal pur-
chases were unchanged, but only be-
cause of the pay raise; had it not been
for the pay increase, Federal spending
would have declined on the order of
$2 billion. In the second quarter, non-
defense outlays fell a little, but defense
purchases were down $2% billion. This
marked the sixth consecutive quarterly

GNP rose $10 V2 billion in the second quarter
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decline in defense outlays, if the effects
of pay increases are exlcuded.

Of the remaining major components
of final sales, net exports and business
fixed investment were unchanged, and
residential construction outlays were
off slightly. The $% billion decline in
residential investment was only about
half as large as that in the first quarter.
This reflects the fact that the slide in
housing construction, which began in
early 1969, has moderated in recent
months. Housing starts rose nearly 11
percent in June to a seasonally adjusted
annual rate of 1.36 million units; for
the quarter, starts averaged 1.27 million,
about the same as in the first quarter.

GNP price deflator

The implicit price deflator rose 4}£
percent at a seasonally adjusted annual
rate in the second quarter of 1970. The
rate of increase was 6% percent in the
first quarter, when the Federal pay
raise became effective. Excluding the
effect of the pay raise, the first quarter
increase was at a rate of 5% percent.

The deceleration to a 4% percent rate
in the second quarter largely reflected
the fact that the implicit deflator is a
price measure based on shifting weights
that mirror the composition of GNP.
Most of the deceleration was due to
shifts in the weights rather than to
slower increases in the prices of the
various goods and services that make
up GNP. In the first quarter, shifts in
the composition of GNP increased the
weight of the structures component,
which has a relatively high deflator, and
decreased the weights of inventories and
producer and consumer durables, which
have relatively low deflators. In the
second quarter, shifts in the composition
of GNP had the opposite effect—
decreasing the weight of structures and
increasing the weights of inventories
and producer and consumer durables.

SURVEY OF CURRENT BUSINESS

June Developments

Industrial output edged down a bit
further in June. The Federal Reserve
production index slipped 0.5 percentage
point to 168.6 percent of the 1957-59
average. The June decline, which put
the index 3% percent below the peak
reached last July, was cushioned by a
further rise in auto output. Following
a very steep decline from last August
to February of this year, auto produc-
tion has recovered substantially. The
increase in May was very sharp—
about 14% percent—with a 4% percent
rise in June. The aggregate output of
other consumer goods, however, has
been essentially stable for some months
and was unchanged in June. Produc-
tion of business equipment continued
to decline, reaching a level 7 percent
below its peak last October, and ma-
terials output also moved lower in
June.

The number of workers on nonfarm
payrolls contracted sharply in June for
the third successive month. Employ-
ment fell 215,000, seasonally adjusted,
and would have gone considerably
lower had it not been for a net reduc-
tion of about 60,000 in the number of
workers out on strike. Although durable
goods manufacturing accounted for half
of last month's drop in nonfarm

Table 1.—Change in the Number of
Employees on Nonagricultural Payrolls l

[Seasonally adjusted]

ERRATA
The seasonally adjusted quarterly balances shown

in table 3 of the article on the balance of payments in
the June SURVEY are incorrect for the period 1960-1
through 1965-IV because obsolete seasonal adjust-
ment factors were used. Corrected copies of the table
have been mailed to subscribers. The corrections will
be sent on request to anyone who has not received
them.

A H - _ -

Mining
Production
Nonproduction

C onstruction
Production
Nonproduction

Durables manufacturing
Production.
Nonproduction

Non durables manufacturing
Production
Nonproduction

Transportation and utilities
Wholesale trade
Retail trade

Finance, insurance, and real est..

Services

Federal Government
State and local government

19

III

318

7
7
0

-4
-3
-1

33
28
5

8
-7
15

31
30
79

35

84

-13
30

69

IV

341

3
2
1

39
31
8

-118
-126

8

1
-15

16

8
36
62

34

145

-24
151

19

I

299

2
1
1

—24
-36

12

-189
-180

-9

24
14
10

37
48

114

44

121

8
116

70

II

-225

-8
-8

0

—77
-74
-3

-253
-196
-57

-103
-102
-1

-20
22

-12

17

58

40
112

July 1970

employment, declines were widespread;
among the broad industry groups, only
transportation and public utilities re-
ported a gain. Government employ-
ment contracted as a reduction in
temporary Census workers was only
partially offset by a rise in employment
at the State and local level.

Weakness in nonfarm employment
has intensified and become more wide-
spread. As can be seen from table 1, in

•••••••••••i CHART 2

Changes in Full-Time and Part-Time
Civilian Labor Force
CH First Quarter 1970

• Second Quarter 1970

FULL-TIME PART-TIME
Thousands
800 -
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ALL WORKERS

Unemployed
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200 - 1
-200 -

-400 -

400 -

200 -

1
Employed

Employed

ADULT MEN

-200 -

400 -

200 -

ADULT WOMEN

-200 -

200 -
TEENAGERS

1. Computed from quarterly averages. Source: BLS.

-200-

Note.-Labor force is the sum of employed and unemployed; changes
are between quarterly averages, seasonally adjusted.
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Source: BLS
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July 1970 SUEVEY OF CUEKENT BUSINESS

the closing quarter of last year the
impact on employment of the slow-
down in the economy was mainly
confined to production workers in dur-
able goods industries. The impact has
since then become more severe, spread-
ing to other industry groups and affect-
ing both production and nonproduction
workers.

The unemployment rate fell back
last month to 4.7 percent after having
reached 5.0 percent in May. On a
seasonally adjusted basis, the civilian
labor force dropped by 430,000 persons,
reflecting declines in both the number
employed and in the number seeking
work. The labor force had fallen by
more than 300,000 persons in May,
and the June decline put it at its lowest
level since last December.

Personal income fell $1 billion in June
at a seasonally adjusted annual rate.
Government payrolls were down sharp-
ly, mainly because $3% billion of
non-recurring payments covering the
retroactive portion of the Federal pay
raise had swelled income in April and
May but did not figure in June income.
In the absence of this special factor,
personal income in June would have
increased $2% billion. Private wages
and salaries rose $1% billion following
virtually no change in May and a
noticeable decline in April. This advance
centered in the distributive industries,
as payrolls in the service and com-
modity producing industries rose only
a bit. The nonwage components of
personal income showed mixed changes
and in the aggregate rose about $1
billion from May.

Labor Force Developments

During the past half year, as the
slowdown in economic activity has
been reflected in a weakening of
demand for labor, there have been
marked differences in the behavior of
various segments of the labor force.
The differences appear to be associated
with differences in the strength of
various groups' attachment to the labor
force.

The labor force is defined in the
official statistics as the sum of employed
and unemployed workers, with the

unemployed defined to include only
those who actively seek work. The
statistics thus may omit—i.e., treat as
nonparticipants—some persons who
would in fact work if they had a job
but who, for one reason or another, are
not actively seeking work. The weaker
a person's attachment to the labor
force, the more likely it is that his
participation in it depends upon his
having a job. This suggests that, in
the case of groups whose attachment is
relatively weak, changes in the size of
the labor force will be heavily de-
pendent on and thus very similar to
changes in the number employed. In
the case of groups with strong attach-
ment, however, changes in the labor

Table A.—Regional Change in Income,
Selected Components

United States:
Total personal income. ...
Total exc. mfg. wages .
Total exc. farm income
Total exc. mfg. and farm

income

Far West:
Total personal income
Total exc. mfg. wages
Total exc. farm income
Total exc. mfg. and farm

income _

Great Lakes:
Total personal income
Total exc. mfg. wages
Total exc. farm income
Total exc. mfg. and farm

income

Southwest:
Total personal income
Total exc. mfg. wages__
Total exc. farm income
Total exc. mfg. and farm

income . . .

Southeast:
Total personal income
Total exc. mfg. wages
Total exc. farm income
Total exc. mfg. and farm

income

Plains:
Total personal income
Total exc. mfg. wages
Total exc. farm income
Total exc. mfg. and farm

income

Mideast:
Total personal income
Total exc. mfg. wages
Total exc. farm income
Total exc. mfg. and farm

income

Rocky Mountain:
Total personal income
Total exc. mfg. wages
Total exc. farm income
Total exc. mfg. and farm

income

New England:
Total personal income
Total exc. mfg. wages _
Total exc. farm income
Total exc. mfg. and farm

income

Average percent
change per quarter

III 1968-
III 1969

2.1
2.1
2.1

2.1

2.1
2.2
2.2

2.3

2.3
2.2
2.2

2.2

2.2
2.2
2.3

2.3

2.1
2.1
2.1

2.1

2.1
2.2
1.9

2.0

2.0
2.0
2.0

2.0

2.0
1.9
2.0

1.9

1.9
2.0
1.9

2.0

III 1969-
11970

1.5
1.9
1.5

2.0

0.8
1.2
1.0

1.3

1.0
1.9
0.8

1.8

1.4
1.3
1.9

1.9

1.6
1.9
1.8

2.1

1.6
1.9
1.6

1.9

1.8
2.2
1.8

2.1

1.9
2.0
1.8

1.9

2 2
2. 5
2.2

2.5

Change
(per-

centage
points)

—0.6
—.2
—.6

—.1

—1.3
—1.0
—1.2

—1.0

—1.3
3

—1.4

—.4

—.8
—.9
—.4

—.4

—.5
—.2
—.3

.0

—.5
q

— !3

— . 1

o
'.2

—.2

.1

-i
!i

—.2

.0

.3

.5

.3

.5

force are basically dependent on popu-
lation change. Labor force growth will
therefore tend to persist in the face of
slack demand, resulting in an increase
in the number of unemployed.

Labor force attachment is presuma-
bly stronger for men than for women,
for adults than for teenagers, and for
full-time than for part-time workers.
Eecent developments appear to reflect
such differences.

Full-time and part-time labor force
Employment of full-time workers,

seasonally adjusted, fell in both the
first and second quarters of 1970 (chart
2). The full-time labor force neverthe-
less grew substantially in both quarters,
resulting in very large increases in the
number of unemployed persons seeking
full-time work.

Within the full-time labor force, the
behavior of adult men was most similar
to the pattern to be expected for a group
with strong labor force attachment.
The number of men in the labor force
continued to grow substantially in both
quarters but the number employed
changed little so that there was a
matching growth in the number unem-
ployed. The behavior of women and teen-

(Continued on page 56)

Regional and State Income
Growth Slows

The rate of personal income growth has
slowed in most parts of the Nation
since late last year, reflecting the overall
deceleration in economic activity. For
the Nation as a whole, income grew
from the third quarter of 1969 to the
first quarter of 1970 at a quarterly rate
of 1.5 percent, compared to a 2.1 per-
cent rate in the preceding year. Gains
slowed substantially in five of the eight
regions and were little changed in the
other three (chart 7).

Regional differences

The recent slowing in income expan-
sion is related in large part to develop-
ments in manufacturing and farming.
For the Nation as a whole and for
most regions, the income advance ex-
cluding those two industries was about
the same in the recent period as it had
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SURVEY OF CUEKENT BUSINESS

• In the second quarter: GNP rose $10 ̂  billion, somewhat more than in first quarter; real GNP essentially unchanged
• : GNP deflator rose 41/4 percent at an annual rate

• Employment and labor force both declined further in June, and unemployment rate dropped to 4.7 percent

July 1970

CHART 3
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July 197° SUKVEY OF CUREENT BUSINESS

• In the second quarter: Disposable personal income rose
• : Consumer spending up $11 billion

P

1 r-UADT A

almost $19 billion— Personal saving rate up sharply to 7 '2 percent

• : Business fixed investment unchanged — Residential investment down slightly
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July 1970 SURVEY OF CUERENT BUSINESS

• In June: Industrial production continued to decline
• : Bank credit and money supply were unchanged

1 CHART 6
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been in the preceding year (table A).
The effect of the slowing in manu-
facturing and farming has not been
uniform among the regions and this
has introduced significant regional vari-
ations in income growth in the more
recent period. The coefficient of vari-
ation (the standard deviation divided
by the mean) of regional rates of
change of total personal income from
the third quarter 1969 to the first
quarter 1970 is 0.29, while for personal
income excluding agriculture and manu-
facturing it is only 0.17.

Among the regions, the most pro-
nounced slowdowns in income growth
were in the heavily industrialized Far
West and Great Lakes. Both regions
showed particularly sharp drops in
manufacturing payrolls and weakness

CHART 7

Regional Gains in Personal Income

UNITED STATES

In five of the eight regions, income growth
has slowed markedly since late last year

Far West

Great Lakes

Southwest

Southeast

Plains

The growth rate in the other three has changed little

Mideast

Rocky Mountain

New England

'Average per quarter, seasonally adjusted
U.S. Department of Commerce, Office of Business Economics

in the construction industry. The auto
and steel industries were mainly re-
sponsible for the decline in manufactur-
ing payrolls in the Great Lakes, while
cutbacks in aerospace and other defense-
related industries and in lumber pro-
duction contributed heavily to the
decline in the Far West.

In both regions, the weakness in
manufacturing and construction pay-
rolls led to declines or restricted the
gains in nonfarm proprietors' income
and in a number of other local service-
type personal income components.
Weakness was especially pervasive in
the Far West where most components
of total personal income rose at less
than national rates. In the Great Lakes
a sharp increase in unemployment
compensation offset part of the decline
in manufacturing wages.

At the other end of the scale, income
growth rates were well maintained in
the recent period in the New England,
Rocky Mountain, and Mideast regions.
All three regions had gains in manu-
facturing, construction, and farm in-
come well above the national average,
coupled with sizable gains in most other
income components.

State differences

Among States, the rate of income gain
fell substantially in 30 cases and rose
substantially in eight (table B). Actual
declines in personal income from the
third quarter of 1969 to the first quarter
of 1970 occurred in only two States,
Iowa and Arkansas, while in North
Dakota income was nearly unchanged.
In all three States, the income weakness
is directly attributable to large declines
in farm income; in each of these States
nonfarm income was higher in the first
quarter of this year than in the third
quarter of last year. Total personal
income was also little changed in Wash-
ington and Michigan, where the de-
clines in defense purchases and in lum-
ber and auto manufacturing had their
greatest direct impact.

With consumer prices up 1% percent
per quarter, real income declined during
the more recent period in about 27
States. In the preceding year, by con-
trast, real income was about unchanged
in four States and up in all the rest.

Table B.—Total Personal Income, by
States and Regions

[Millions of dollars, seasonally adjusted at annual rates]

United States...

New England...

Maine
New Hamp...
Vermont
Mass
Rhode Island.
Connecticut..

Mideast

New York
New Jersey...
Pa
Delaware
Maryland
Dist. of Col...

Great Lakes

Michigan
Ohio
Indiana
Illinois...
Wisconsin

Plains

Minnesota
Iowa
Missouri.
N. Dakota
S. Dakota
Nebraska..
Kansas .

Southeast

Virginia
West Virginia.
Kentucky
Tennessee
N. Carolina...
S. Carolina...
Georgia
Florida...
Alabama
Mississippi
Louisiana
Arkansas. _

Southwest

Oklahoma
Texas
New Mexico. .
Arizona

Rocky Mountain.

Montana
Idaho
Wyoming
Colorado
Utah

Far West

Washington...
Oregon
Nevada
California

Alaska
Hawaii

1969

III

752,077

46,861

2,963
2,512
1,448

22,886
3,467

13,585

177,784

81, 780
30,462
43, 732
2,192

15, 688
3,930

159,182

34,999
41,336
19, 107
48,060
15,680

57,529

13,441
10,298
16,300
1,916
1,995
5,271
8,308

129,661

15, 561
4,782
9,365

11,331
15, 096
7,061

14,260
21,962
9,237
5,231

10,531
5,244

53,689

8,031
36,932

2,918
5,808

15,995

2,164
2,039
1,134
7,485
3,173

107,021

13, 253
7,391
2,029

84,348

1,279
3,076

IV

763,051

47,809

3,080
2,558
1,486

23, 120
3,541

14,024

181,216

83,114
31,534
44, 203
2,222

16, 146
3,997

160,488

34,957
41,466
19,291
48,857
15,917

57,970

13,868
9,570

16,438
1,934
2,096
5,554
8,510

131,501

15,953
4,877
9,276

11,503
15,415
7,135

14,684
22, 407

9,312
5,154

10,680
5,105

54,478

8,219
37,429
2,938
5,892

16,591

2,253
2,081
1,154
7,863
3,240

108,477

13,393
7,413
2,095

85, 576

1,317
3,204

1970

I

774,347

48,935

3,141
2,576
1,535

23, 625
3,566

14,492

184,359

84,578
32,443
45,066
2,240

16,064
3,968

162,433

35, 110
42,178
19,365
49, 730
16,050

59,415

14,074
10, 169
16, 974
1,923
2,195
5,563
8,517

133,899

16,427
4,930
9,498

11,688
15,838
7,298

14, 590
22,830
9,576
5,472

10, 695
5,057

55,271

8,241
38,072
3,022
5,936

16,599

2,240
2,136
1,155
7,821
3,247

108,843

13,277
7,470
2,096

86,000

1,377
3,216

Average
percent change

per quarter
(compounded)

III
1968-III

1969

2.1

1.9

1.7
2.2
2.4
2.1
1.7
1.6

2.0

2.0
2.0
2.0
1.7
2.5
1.9

2.3

2.0
2.5
2.4
2.2
2.2

2.1

2.1
2.1
1.9
1.6
1.5
3.1
2.1

2.1

2.1
1.5
2.1
2.0
2.1
2.4
2.5
2.4
2.4
1.8
1.5
2.3

2.2

2.1
2.2
1.9
2.9

2.0

1.5
2.2
2.6
2.0
1.9

2.1

2.1
2.4
3.0
2.1

2.9
2.6

III
1969-1

1970

1.5

2.2

3.0
1.2
3.0
1.6
1.4
3.3

1.8

1.7
3.2
1.5
1.1
1.2
.5

1.0

.2
1.0
.7

1.7
1.2

1.6

2.3
-.6
2.0
.2

4.9
2.7
1.2

1.6

2.8
1.5
.7

1.5
2.4
1.6
1.2
2.0
1.8
2.3
.8

-1.8

1.4

1.3
1.5
1.8
1.1

1.9

1.7
2.4
1.0
2.2
1.2

.8

.1

.6
1.6
1.0

3.8
2.3

NOTE.—Quarterly totals for the State personal income
series will not agree with the personal income measure carried
in the national income and product accounts for two reasons.
The State numbers are based on the unrevised national
totals of personal income, first published in May 1970. In
addition, the State series excludes and the national series
includes the income disbursed to Government personnel
stationed abroad. Revised State quarterly estimates will be
published in the October SURVEY.
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Receipts
U.S. receipts from international

transportation totaled $3.1 billion in
1969, about 5 percent more than in 1968.
Receipts from ocean transportation
were almost $2 billion, including
freight receipts of U.S. carriers, ocean
port expenditures of foreign carriers in
the United States, and relatively small
amounts received for charter hire and
foreign passenger fares. The relative
importance of ocean receipts in total
U.S. receipts has steadily declined.
Revenues of U.S. carriers for transport-
ing U.S. exports and freight between
foreign countries were $663 million in
1969, little changed since 1965. While
trade tonnage carried in U.S. ships has
declined in recent years, this has been
largely offset by generally higher aver-
age freight rates. The increase in cargo
rates has been particularly sharp for
U.S.-flag liners, which tend to handle
high value cargoes on which relatively
high rates are paid.

U.S. receipts from air transportation
in 1969 rose $150 million to over $1
billion, almost twice the amount in
1965. Port expenses of foreign air car-
riers in the United States (predom-
inantly related to passenger traffic)
were about $460 million. U.S. air
carriers' passenger fare receipts, in-
cluding earnings from carrying foreign
residents between foreign ports, reached
$440 million in 1969. Their air freight
receipts on U.S. exports and ship-
ments between foreign countries were
$160 million. The fairly sharp rise last
year in freight receipts may have been
associated with increased air shipment
of U.S. exports during the dock strike.

Other transportation receipts totaled
$117 million in 1969, including receipts
from Canada and Mexico for rail and
pipeline transportation and Great Lakes
shipping.

Port expenditures

Foreign carriers operating into the
United States incur port expenditures
here; likewise, U.S. carriers operating
abroad incur expenditures in foreign

ports (chart 11). Port expenditures
include the cost of loading and unload-
ing goods, purchases of fuel, food, and
supplies, maintenance, repair, and ad-
ministrative and promotional outlays.
Most of the expenses of sea carriers
involve costs of handling cargoes, while
the predominant part of air operators'
expenses are related to passenger travel.

As foreign ships carry a larger volume
of U.S. trade, U.S. payments to foreign
carriers on U.S. imports tend to rise.
This increase in payments tends to be
partially offset, however, by a corre-
sponding increase in receipts from for-
eign port expenditures in the United
States. U.S. payments to foreign ocean
carriers for U.S. imports and passenger
fares were $1,542 million in 1969, up
about $250 million from 1965. During
the same period, foreign ocean carriers'
port expenditures in the United States
rose $230 million to $1,274 million.
Thus, the increase in U.S. payments to
foreign ocean carriers on these accounts
was largely offset by the increase in
U.S. receipts for their port expendi-
tures. Of course, the foreign carriers'
port expenditures were associated with
loading of U.S. exports and loading and
unloading "in transit" goods, as well as
unloading U.S. imports; and in calcu-
lating foreign carriers' earnings (which
is not done here) the revenues they
receive from carrying U.S. exports and
"in transit" goods—although not U.S.
balance-of-payments items—would have
to be considered.

Neither U.S. ocean carriers' inter-
national receipts not their foreign port
expenditures have shown much change
since 1965. Payments to foreign air
carriers for transporting U.S. im-
ports and U.S. travelers totaled $977
million in 1969, up $430 million from
1965; their port expenditures in the
United States totaled $457 million up
$240 million from 1965. In 1969, U.S.
air carrier receipts on U.S. export
freight, shipments between foreign coun-
tries, and passenger fares of foreigners
were $250 million higher than in 1965,
while their port expenditures abroad
increased by $180 million.

(Continued from page 8)
agers was different. In the case of women
in the second quarter, and teenagers in
both quarters, there was virtually no
net change in the full-time labor force.
Relative to men, full-time workers in
those two groups had a greater tend-
ency to withdraw from the labor force
in the face of slack demand, or to refrain
from entering, which suggests that
their labor force attachment is weaker.

It should be noted that the full-time
labor force is defined to include persons
involuntarily working part-time sched-
ules because full-time work is unavail-
able. Thus, if slack demand causes an
involuntary shift toward short hours,
that development will not be reflected
as a shift from the full-time to the part-
time labor force.

Behavior of the part-time labor force
was quite different from that of the
full-time segment. Except in the case
of teenagers in the first quarter, labor
force changes were very similar to
changes in employment—a pattern con-
sistent with the assumption that part-
timers are less strongly attached to the
labor force. Employment grew sub-
stantially in the first quarter, a rather
surpr sing development in view of the
slowdown in the economy. To some
degree, it reflected continued job expan-
sion in the services and trade, where
part-time workers are a major element
of the workforce; the initial impact of
the slowdown was concentrated in man-
ufacturing, especially in the durables
sector, where jobs are typically full-
time. It also seems likely that the
impact on incomes of inflation and of
actual or threatened job loss by primary
workers gave potential part-time work-
ers a strong motive to look for jobs—at
least so long as jobs appeared to be
available.

In the second quarter, however,
labor market weakness became more
widespread and part-time employment
fell. Once again, the change in employ-
ment was mirrored by a change in the
labor force. In fact, the decline in the
part-time labor force was larger than
the drop in employment because there
was a small net reduction in the number
of unemployed workers looking for
part-time jobs.
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the BUSINESS SITUATION

The available evidence bearing on
developments in July includes a strong
rise in housing starts but otherwise
suggests the persistence of generally
slack demand conditions. The picture
of the second quarter as reflected in the
national income and product accounts
has been rounded out by new data
showing corporate profits little changed
and the Federal deficit up sharply.

H<LOUSING starts registered a strong
further increase in July, centered in
multi-family construction, but the other
available evidence suggests the per-
sistence of generally slack demand con-
ditions. Labor markets continued to
show weakness, income growth was
modest, industrial production was little
changed, and the weekly retail sales
data suggest a small gain following
losses in May and June. The picture
of the second quarter as reflected in the
national income and product accounts
has been rounded out by new data on
corporate profits and the Federal deficit,
and a somewhat clearer view has
emerged of recent changes in produc-
tivity and cost-price relationships.

Corporate profits

The second quarter saw little change
in the book profits of corporations. As
estimated on the basis of preliminary
data, before-tax book profits were at an
annual rate of $82% billion (seasonally
adjusted), down fractionally from the
first quarter but $11 billion below the
record established in the first two quar-
ters of 1969. The decline in this year's
first quarter was a steep $6 billion,

accounting for more than half of the
total drop from the peak reached last
year.

Manufacturers' book profits increased
somewhat in the second quarter, reflect-
ing higher earnings in the automobile
and electrical equipment industries.
Profits in the latter industry rebounded
after having been depressed by the
prolonged strike at General Electric.
Aside from those two industries,
profits in manufacturing were generally
down in the second quarter and declines
were the rule in nonmanufacturing
industries as well.

Productivity and Labor Cost
in the Private Economy

CHART 1

1957-59=100 (ratio scale)
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Quarterly, Seasonally Adjusted

*2d quarter preliminary.

U.S. Department of Commerce, Office of Business Economics

Data: BLS
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The fractional decline in pretax
profits was carried through into an
equivalent decline in profits after tax
and, with dividend payments little
changed, into a decline in retained
earnings as well. In the first quarter,
when pretax profits fell $6 billion, the
after-tax impact was cushioned some-
what by the net effect of the provisions
of the Tax Reform Act of 1969, which
included reduction of the tax sur-
charge as of January 1. (The surcharge
was completely eliminated at midyear.
However, this will not affect the third
quarter behavior of profits tax liability
as estimated in the national income
accounts, because the full-year effect
of the reductions was allowed for in
the estimates beginning with the first
quarter.) Undistributed profits in the
first and second quarters, at an annual
rate of just over $19 billion, were
lower than at any time since 1963, the
year prior to the initial step of the
tax reduction provided under the Rev-
enue Act of 1964. In the intervening
period, capital consumption allowances
(mainly depreciation charges) have of
course grown very substantially, so
that cash flow after dividends is much
larger than it was in 1963.

The book value measure of profits
includes gains or losses resulting from
differences between the replacement
cost of goods taken out of inventory
and the cost at which they are charged
to production. These inventory profits
or losses are excluded from the profits
component of national income, an
aggregate which is intended to measure
the earnings of labor and property
arising from current production. The
amount of book profit thus excluded
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CHART 2 was smaller in the second quarter than
in the first, and profits on the national
income basis consequently rose about
$1 billion to an annual rate of $77%
billion.
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Federal deficit up sharply

The sluggishness of the economy
held second quarter Federal receipts to
a level barely above the first quarter
figure. Spending was sharply boosted,
however, by increases in both social
security benefits and the salaries of
Federal employees. As measured in the
national income accounts, the Federal
deficit jumped from $1% billion in the
first quarter to a record $14% billion
in the second. The shift from a year
earlier was very large: In last year's
second quarter, the budget was $13^
billion in surplus.

The second quarter rise in expendi-
tures on the NIA basis was more than $13
billion, almost all of it the result of the
increases in social security benefits and
and Federal pay rates. Both increases
were retroactive to the beginning of the
year, and about $5% billion of the
second quarter spending rise resulted
from the one-time payment of the
amounts due retroactively. The per-
manent upward shift in spending re-
sulting from the increased benefits
and pay amounted to almost $7 billion.
Excluding the impact of these measures,
the aggregate of other expenditures rose
only about $1 billion, with large gains
in grants-in-aid and transfer payments
more than outweighing a decline in
defense spending.

Another large deficit is being regis-
tered in the current quarter. While the
retroactive payments made in the sec-
ond quarter were nonrecurring, and are
thus absent from third quarter spend-
ing, the impact of this factor on the
deficit is being offset by reduced per-
sonal income taxes resulting from elimi-
nation of the surcharge (about $3%
billion) and higher personal tax exemp-
tions (about $1% billion). Other fiscal
actions, such as the new retroactive
postal pay raise, additional taxes on
airplane tickets, and higher social in-
surance contributions under the pro-
gram of supplementary medical iji-

August 1970

surance for the aged, have on balance
little effect on the deficit.

Productivity and labor cost

Eevised estimates of GNP confirm
that there was np significant change in
the second quarter in the real volume of
national output. In constant dollars,
second quarter GNP showed a very
small gain—about one-half of 1 percent
at an annual rate—which is within the
margin of measurement error in these
calculations. The GNP revisions were
quite small, and leave unchanged the
picture of second quarter developments
that was presented in last month's
issue of the SURVEY.

The nonfinancial corporate sector of
the economy, which accounts for more
than one-half of GNP, registered a
further small decline in real output in
the second quarter. However, there
was a small improvement in profit
margins, i.e., profit per unit of real out-
put, after two quarters of steep decline,
and this had a favorable impact on
total dollar profits. The principal factor
in the improvement of margins was a
marked slowdown in the rise of labor
costs per unit of output. This presuma-
bly reflected a gain in manhour pro-
ductivity, since it was clear during the
quarter that the workforce was being
substantially trimmed; it may also have
been related to some slowing in the rise
of hourly compensation.

For the private economy as a whole,
available estimates do indicate a second
quarter slowdown in the rise of com-
pensation per manhour. At the same
time, a substantial reduction in aggre-
gate manhours resulted in a significant
recovery of productivity following a
sizable decline in the first quarter (chart
1). These developments removed a
large part of the upward pressure on
unit labor costs, and the quarter's rise
in labor cost per unit of output was
quite modest.

It appears that the moderation in the
rise of hourly compensation was due
in large part to widespread cutbacks in
overtime work and to the fact that the
economic slowdown, and the resultant
adjustment in employment, have been
concentrated—as is typical—in indus-
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tries such as durables manufacturing
where pay rates are relatively high.

In the case of negotiated wage settle-
ments, there has not been any noticeable
reaction to the slackening of labor de-
mand. While major contract settlements
affect only a rather small segment of
the labor force, they are highly visible
and tend to set a pattern for subsequent
negotiations. Major settlements in the
first half provided a mean increase of
9}£ percent per year in base hourly
earnings over the life of the contract,
compared with a mean 7% percent
negotiated in 1969. There was a much
sharper jump in the size of the increase
provided in the first year of new con-
tracts. Contract settlements in manu-
facturing were in general about in line
with those negotiated last year, but
sharply larger increases were obtained
by workers in nonmanufacturing indus-
tries, especially construction and truck-
ing.

Capital spending determinants

A desire to offset the pressure of
rising labor costs has been an important
factor behind the strong expansion of
capital spending in recent years. This
factor remains relevant, and a basic
desire for more efficient capacity per-
sists in many industries. Nevertheless,
the pronounced slack in the economy,
the squeeze on profits and liquidity,
and the continued high cost of credit
naturally raise some question about
the outlook for capital spending. The
survey taken in May by OBE and the
Securities and Exchange Commission
found first quarter spending well below
expectations, and downward revisions
in plans for the rest of the year. Further
downward revisions would not be
altogether surprising.

As is typical, the economic slowdown
has had a particularly heavy impact
on manufacturing. The decline in the
Federal Reserve industrial production
index, which principally measures man-
ufacturing output, reflects a slackening
demand across all the major market
sectors (chart 2). The index registered
a very slight rise in July, which just
offset the June decline. Equipment
output continued to drop and auto pro-

Table 1.—Change in Personal Income
[Billions of dollars, seasonally adjusted annual rate]

Total

Wages and salaries.. .

Manufacturing..
Other private
Government .

Retroactive .._
Other

Transfer payments
Retroactive
Other

Dividends
Other components*

Memorandum:
Total excl. retroactive payments

Feb.

3.7

1.6

-.8
2.0
.4

.4

.9

.9

.1
1.1

3.7

Mar.

6.1

3.9

1.3
2 1
.5

.5

1 4

1.4

.0
1.0

6.1

Apr.

18.4

4.9

-1.3
—.5
6.7
3.8
2 9

13 0
8.2
4.8

.0

.7

6.4

May

—6.3

.6

-.8
1.0
.4
.0
.4

—7.5
-8.2

.7

.1

.4

1.9

June

—1 5

—2 4

.3
1 0

—3.7
-3.8

1

1 0

1.0

-.6
6

2 3

July

3 6

1 9

o
1 6

3

3

5

.5

.5
8

3 6

*Rent, interest, proprietors' income, other labor income.
Total change is net of personal contributions for social insurance, not shown separately.

duction stabilized after two months of
strong gains; output of other consumer
goods and of materials increased some-
what.

From the peak in last year's third
quarter to the second quarter of this
year, the index of manufacturing out-
put dropped almost 4 percent, or about
5 percent at an annual rate; over the
same period, manufacturing capacity
was estimated to be expanding at an
annual rate of about 5 percent. The
utilization rate has therefore fallen
steeply. By the second quarter it was
as low as it had been in nearly a decade,
down to 77.9 percent, compared with
84.5 percent in last year's first half and
over 90 percent during 1966.

Employment and income in July

The civilian labor force declined in
May and June and in the latter month
was at its lowest level since last De-
cember. In July, however, a large gain
put the labor force (seasonally adjusted)
back at the March-April level. There
was a substantial rise in the number of
employed workers and a large increase
as well in the number unemployed. The
unemployment rate, which had dropped

back in June to 4.7 percent, returned to
5 percent in July.

The July decline in employment in
nonfarm establishments was more in
line with recent trends than was the
estimated rise in total labor force em-
ployment. The number of workers on
establishment payrolls dropped 143,000,
seasonally adjusted, marking the fourth
consecutive monthly decline. The drop
would have been larger in the absence
of a net gain of about 50,000 due to a
reduction in the number of workers on
strike. The weakness in July, as in June,
was spread widely through both the
manufacturing and nonmanufacturing
sectors. Employment in the service
industries, which had been growing
steadily, fell in both months, and em-
ployment in trade also declined. Federal
employment dropped again in July,
though by less than in the previous two
months; the July decline was partly
the result of a further reduction in the
number of temporary Census workers.

Personal income rose $3% billion in
July at a seasonally adjusted annual
rate. The month was the first since
March in which the change in personal

(Continued on page 44)

ERRATA

Correct values are shown here (in millions of dollars) for certain lines in table 1, page 52,
in "International Travel and Transportation," SURVEY, July 1970.

1966: line 8, 4198; line 9, 1590; line 15, 1381; line 21, 1590
1968: line 24, 2035
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SUEVEY OF CURRENT BUSINESS August 1970

• Second quarter increase in GNP now estimated at $1112 billion
• In July: Employment in nonfarm establishments down further, unemployment rate back up to 5 percent

• Industrial prices moderately higher, but total wholesale index up sharply

CHART 3
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August 1970 SURVEY OF CURRENT BUSINESS 5

CHART 4

• In July: Personal income increased $3! 2 billion
• Sales of domestic-type cars declined, but import sales continued to grow
• Housing starts rose 11 percent in June while permits dropped slightly
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6 SURVEY OF CURRENT BUSINESS August 197

• Manufacturing inventories down in June, trade inventories up
• In the second quarter: Balance of payments deficit somewhat smaller on both liquidity and official bases
• Federal receipts little changed, expenditures and deficit up substantially
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12 SURVEY OF CURRENT BUSINESS August 1970

Alternative Measures of Price Change for GNP, 1967-1970

The implicit price deflator for GNP,
a byproduct of the calculation of
constant-dollar, or "real", GNP, has
received increasing use over the past
several years as a comprehensive com-
posite index of the prices of all the

goods and services that make up the
GNP. Unlike most other price indexes,
which are constructed with fixed
weights, the GNP deflator is based
on shifting weights. This was explained
in an article in the March 1969 SURVEY/

which carried a table for the period
1965-1968 comparing the behavior of
the implicit deflator with that of
alternative indexes of GNP prices using
fixed weights. That table is updated
below for the period from the first
quarter of 1967 through the second
quarter of 1970, based on the revised
GNP estimates for 1967-1969 which

1. "Alternative Measures of Price Change for GNP" by
Allan H. Young and Claudia Harkins, SURVEY or CURRENT
BUSINESS, March 1969.

Price Changes as Measured by Implicit Deflators, Fixed Weighted Price Indexes, and Chain Indexes, Quarterly, First Quarter 1967 to
Second Quarter 1970

[Percent change at annual rate]

Gross national product .. ..

Personal consumption expendi-
tures . ...

Durable goods
Nondurable goods
Services ..-

Gross private domestic invest-
ment . .

Fixed investment

Nonresidential . . . .
Structures
Producers' durable equip-

ment

Residential structures

Change in business inventories-

Net exports of goods and services
Exports... .
Imports

Government purchases of goods
and services

Federal
State and local

Gross national product

Personal consumption expendi-
tures .

D urable goods
Nondurable goods
Services-

Gross private domestic invest-
ment _,

Fixed investment

Nonresidential
Structures -
Producers' durable equip-

ment

Residential structures

Change in business inventories.

Net exports of goods and services .
Exports
Imports .

Government purchases of goods
and services

Federal ..
State and local

1967

I

Implicit
deflator

2.84

1.96
.23
.79

2.98

3.04

3.17
4.04

1.75

2.68

-.51
1.61

3.13
2.49
4.40

1958
weights

1.97

1.51
.73
.59

2.81

2.67

2.65
3.15

2.29

2.70

-.31
1.42

3.34
1.06
6.11

IV-1965
weights

2.08

1.45
.03
.72

2.78

2.39

2.29
2.73

2.04

2.66

-.37
1.38

4.54
2.99
6.00

Chain

2.32

1.54
.04
.92

2.78

2.38

2.30
2.80

2.05

2.68

-.38
1.38

5.27
4.57
5.97

II

Implicit
deflator

2.25

1.65
-.29
1.75
3.05

2.89

1.69
3.72

2.19

5.96

-1.62
-1.97

2.28
-.46
5.66

1958
weights

2.66

2.06
.48

1.60
3.03

4.26

3.38
4.75

2.37

5.95

-1.66
-2.41

3.31
1.41
5.58

IV-1965
weights

2.55

2.05
.43

1.71
3.03

3.71

2.91
4.23

2.14

5.97

-1.65
-2.32

3.53
1.40
5.51

Chain

2.53

2.09
.46

1.76
3.03

3.51

2.88
4.19

2.18

5.95

-1.65
-2.33

3.34
1.27
5.46

III

Implicit
deflator

4.03

3.65
4.58
3.21
3.18

6.72

4.53
7.09

3.06

11.33

1.20
2.23

5.25
2.90
7.86

1958
weights

4.05

3.25
5.02
3.11
2.93

7.01

4.79
7.41

2.90

11.28

1.41
2.15

4.65
1.93
7.90

IV-1965
weights

3.99

3.28
4.54
3.17
2.95

6.19

4.37
6.94

2.89

11.34

1.41
2.21

5.04
2.22
7.65

Chain

3.87

3.27
4.39
3.18
2.95

5.73

4.20
6.95

2.86

11.31

1.42
2.19

4.76
2.13
7.50

IV

Implicit
deflator

4.74

3.21
4.67
2.37
3.54

4.08

3.95
4.24

3.99

2.51

1.04
-3.88

7.31
9.36
4.78

1958
weights

4.47

3.13
4.03
2.38
3.75

3.67

4.32
4.45

4.23

2.46

1.32
-3.26

7.99
10.16
5.53

IV-1965
weights

4.45

3.32
4.69
2.44
3.79

3.79

4.26
4.11

4.35

2.51

1.34
O OA

7.64
10.18
5.39

Chain

4.55

3.37
4.71
2.49
3.81

3.66

4.03
4.10

4.00

2.50

1.34
-3.31

7.50
9.65
5.35

1968

I

Implicit
deflator

3.53

3.77
2.18
4.59
4.59

1.91

2.44
3.52

1.54

1.46

-3.77
2.94

3.35
1.52
5.02

1958
weights

3.81

4.45
2.85
4.66
4.65

2.07

2.35
2.37

2.34

1.54

-3.99
3.30

4.72
3.38
6.30

IV-1965
weights

3.67

4.36
2.66
4.68
4.65

2.03

2.24
2.46

2.10

1.47

-4.06
3.26

4.74
3.15
6.20

Chain

3.72

4.38
2.72
4.68
4.66

2.12

2.35
2.32

2.36

1.46

-4.12
3.26

4.74
3.30
6.21

II

Implicit
deflator

4.26

4.22
2.37
4.99
4.39

4.97

3.19
6.79

1.90

8.40

11.17
4.33

4.00
1.81
6.64

1958
weights

5.16

4.53
2.14
5.26
4.36

6.04

4.86
6.85

3.39

8.28

11.33
4.45

4.88
3.45
6.56

IV-1965
weights

5.11

4.38
2.01
5.18
4.39

5.58

4.57
6.84

3.25

8.39

11.32
4.47

5.44
4.35
6.42

Chain

5.03

4.34
2.03
5.13
4.39

5.29

4.30
6.87

3.00

8.39

11.31
4.47

5.12
3.86
6.38

III

Implicit
deflator

4.15

2.78
1.81
2.67
3.97

4.22

3.10
6.57

1.83

9.46

-2.19
-.83

8.36
8.79
7.83

1958
weights

4.81

3.23
2.61
2.96
3.72

6.34

4.71
6.92

3.06

9.40

-2.31
-.82

8.67
9.63
7.58

IV-1965
weights

4.51

3.15
2.50
2.80
3.77

5.97

4.71
7.98

2.79

9.47

-2.34
-.81

8.48
9.69
7.39

Chain

4.50

3.15
2.51
2.78
3.77

5.71

4.40
7.64

2.79

9.47

-2.35
-.80

8.11
8.95
7.29

IV

Implicit
deflator

4.47

4.83
4.76
4.47
4.78

3.15

2.99
2.89

3.18

2.99

1.15
2.00

4.56
2.59
6.20

1958
weights

4.75

4.82
4.84
4.64
5.03

3.54

3.84
3.89

3.81

2.98

1.35
1.81

5.50
4.58
6.56

IV-1965
weights

4.64

4.76
4.50
4.57
5.06

3.56

3.78
3.90

3.71

2.96

1.37
1.84

5.44
4.34
6.45

Chain

4.64

4.75
4.40
4.56
5.07

3.42

3.58
3.76

3.49

2.96

1.38
1.85

5.29
4.08
6.51
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appeared in the July 1970 SURVEY and
the estimates for the first two quarters
of 1970 which appear in this issue.

Over longer periods, the GNP deflator
and fixed-weighted indexes tend to
move similarly. For instance, over the
past 4% years, the implicit deflator for
total GNP and fixed-weighted price
indexes using 1958 weights and fourth
quarter 1965 weights have increased at
the same average annual rate (4.2
percent). Within this time span, how-
ever, movements of the alternative
price measures have sometimes differed
significantly from that of the deflator.

Differences were pronounced in the
second and third quarters of 1968, the
third quarter of 1969, and the first and
second quarters of 1970.

The effects of shifting weights on the
GNP deflator have been particularly
marked recently. From the fourth
quarter of 1969 to the first quarter of
1970, decreases in the weights of certain
consumer durables (notably autos) and
of inventories, which have relatively
low deflators, contributed to the large
increase in the GNP deflator. The
reverse is true for the change from the
first to the second quarter of 1970,

when the increase in the GNP deflator
was moderated by increases in the
weights of these consumer durables
and of inventories and by decreases in
the weights of structures, which have
relatively high deflators. When the
effect of the Government pay raise—
which added about 1 percentage point
to the annual rate of increase in all
versions of the GNP price indexes in
the first quarter of 1970—is excluded,
the rate of overall price increase as
shown by the fixed-weighted indexes is
about equal in the first and second
quarters of'1970.

Price Changes as Measured by Implicit Deflators, Fixed Weighted Price Indexes, and Chain Indexes, Quarterly, First Quarter 1967 to
Second Quarter 1970—Continued

[Percent change at annual rate]

Gross national product _. _ _

Personal consumption expendi-
tures

Durable goods
Nondurable goods
Services

Gross private domestic invest-
ment

Fixed investment

Nonresidential___
Structures
Producers' durable equip-

ment

Residential structures

Change in business inventories

Net exports of goods and services
Exports
Imports

Government purchases of goods
and services

Federal
State and local

Implicit
deflator

4.70

3 46
1 52
3.22
4 77

7 12

6.48
13 27

2.73

9.32

5 68
3 52

4 98
3.27
5 72

]

1958
weights

4.54

3 92
1 50
3.58
4 99

7 15

6.02
11 20

2.22

9.23

6 29
2 71

4 09
2 09
6 42

IV-1965
weights

4.54

3 81
1 48
3.57
4 93

6 57

5.57
11.46

2.12

9.31

6 39
2 81

4 39
2.32
6 27

Chain

4.49

3 79
1 54
3 54
4 92

6 20

5.14
11 53

2.09

9.32

6 46
2 83

4 41
2 50
6 29

Implicit
deflator

5.00

5 03
2 86
5.84
5 04

3 88

3.22
7 97

2.35

5.75

— 1 28
1 73

7 28
7. 18
6 25

I

1958
weights

5.22

5 25
3 68
5.70
5 18

5 68

5.62
8 07

3.75

5.79

— 2 11
2 77

5 81
4.82
6 95

[

IV-1965
weights

5.00

5.11
3.13
5.74
5 14

5.26

5.07
7.72

3.46

5.76

— 2 22
2 59

5.87
4.76
6 87

196

Chain

4.90

5 02
2 97
5 68
5 13

5 05

4.81
7 79

3.29

5.75

— 2 40
2 64

5.71
4.71
6 65

9

Implicit
deflator

5.59

4 78
2 61
4.69
4 83

5 71

7.58
11 36

4.18

4.49

7 09
6 48

10.06
14.46
6 00

II

1958
weights

6.46

4 98
3 58
5 36
4 93

5 98

6.76
9 70

4.50

4.57

7 36
5 81

10 50
14.12
6 51

I

IV-1965
weights

6.14

4 79
3 06
5.21
4 95

5 90

6.43
10 04

4.22

4.52

7 40
5 92

10.13
14.55
6 32

Chain

6.02

4 65
2 83
5 04
4 95

5 69

6.10
9 89

4.26

4.53

7 42
5.95

9.68
13.74
6 10

Implicit
deflator

4.91

4 78
2 30
5 47
4 97

2 98

3.82
4 20

4.22

1.01

11 18
12.46

5.97
6.43
4.79

l\

1958
weights

5.25

5 10
2 43
5.78
5 05

3 30

4.56
4 36

4.72

1.04

10.93
12.51

7.00
8.18
5.65

T

IV-1965
weights

4.99

4.96
2.53
5.72
5 01

3.58

4.54
4.63

4.49

1.02

10.90
12.50

6.10
6.75
5.52

Chain

4.87

4.88
2.57
5.62
5 00

3.67

4.49
4.65

4.41

1.02

10.88
12.50

5.88
6.45
5.37

Gross national product _

Personal consumption expenditures
Durable goods. .
Nondurable goods
Services

Gross private domestic investment

Fixed investment _

Nonresidential
Structures .
Producers' durable equipment _ _

Residential structures . .

Change in business inventories

Net exports of goods and services
Exports
Imports

Government purchases of goods and
services

Federal
State and local

Implicit
deflator

6.43

5.14
3 03
4 50
5 66

5.04

5.79
4.71
5.55

3.79

— 66
1 34

11.32
16 52
5.81

]

1958
weights

6.36

5.13
2.09
5 12
5 96

4.21

4.43
4.15
4.64

3.82

— 65
1 48

11.45
15 95
6.42

IV-1965
weights

5.94

4.96
2 49
4 94
5 87

4.38

4 59
4.36
4.73

3.81

— 64
1 46

10.79
15 96
6 26

19'

Chain

5.86

4.85
2.62
4 72
5 81

4.37

4.54
4.30
4.67

3.80

64
1 46

10.32
15 31
6 00

ro

Implicit
deflator

4.32

4.04
1 49
3 74
5 88

4.39

4.42
10.17
2.65

5.16

4 41
4 67

8 29
9 18
6 71

I

1958
weights

5.10

4.50
1.43
3 80
6 15

6.23

6.82
10.74
3.81

5.15

4 10
4 63

6.24
5 83
6 73

I

IV-1965
weights

5.00

4.41
1.47
3 74
6 18

6.28

6.70
11.46
3.76

5.17

4 06
4 64

6.14
5.63
6.61

Chain

5.01

4.44
1.48
3.77
6.17

6.11

6.38
11.29
3.83

5.17

4 04
4.64

6.14
5.68
6.54
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(Continued from page 3)

income was unaffected by some aspect
of the increases in social security
benefits and Federal pay (both first
paid in April) and the associated retro-
active payments. Table 1 shows changes
in income and its components from
February through July, and indicates
the impact of the retroactive payments.

In the case of the Federal pay in-
crease, the retroactive payment was
spread in about equal amounts through
April and May. Its absence from the
income stream in June put a drag of
about $3% billion on total income in
that month. Another factor holding
back June income was the failure of
some companies to pay customary
extra dividends. Because income from
dividends was more normal in July, the
dividend component, seasonally ad-
justed, moved up again. Private wages
and salaries increased as higher hourly
pay and a slightly longer workweek
outweighed the drop in the number of
workers on nonfarm payrolls.

Retail trade

A reading of the weekly retail trade
data for July suggests only a small
increase in sales, concentrated in autos.
A recovery in spending for autos, fol-
lowing a shaip drop in the first quarter,
also contributed significantly to con-
sumption spending on durable goods in
the second quarter. Dealer sales of
domestic models in the quarter were
nearly 8 million units at a seasonally
adjusted annual rate, well below the

pace through most of last year but up
more than % million units from the first
quarter. Sales in July were about equal
to the second quarter rate. Meanwhile,
sales of foreign models have continued
to expand and are now at an annual
rate of about 1^ million units. This
fall will see the introduction of new
domestic subcompacts intended to
compete directly with the foreign vehi-
cles, but the industry faces the threat
of a strike and a prolonged stoppage
could of course disrupt the market
appreciably.

Wholesale prices higher
The wholesale price index for indus-

trial commodities, seasonally adjusted,
has been rising from month to month
this year at a fairly steady annual rate
of about 3J^ percent, somewhat below
the pace in the second half of last year.
The 33/2 percent rate was maintained
in July. On an unadjusted basis, the
industrial index in July was affected by
an increase in prices of machinery and
equipment, and a substantial rise in
prices of tires and tubes. However, the
index of metals prices dropped for the
first time since late 1968, reflecting both
a weakening of iron and steel scrap
prices and widespread reductions for
nonferrous metals.

The price indexes for farm products
and processed foods and feeds have been
quite volatile in recent months. They
rose substantially in July, both before
and after seasonal adjustment. As a
consequence, the increase in the aggre-
gate wholesale index was considerably

larger than it had been in the preceeding
few months, when the behavior of non-
industrial prices had had a moderating
effect on the total.

(Continued from page 23)

base industries were accompanied by
poor performances in nearly all resi-
dentiary industries, especially trade,
services, and construction.

A similar pattern of income change
characterized the mideast in the 1948-
57 period.

Rocky Mountains.—The Rocky
Mountain region, like the Plains, is a
region in which the developments that
occurred reflect the dominance of agri-
culture. Individually, export-based in-
dustries performed relatively well in
this region. However, the impoitance
of agriculture limited the relative
growth of all export-type industries
taken as a whole. This, in turn, held
down the relative rise in income from
residentiary industries and, of course,
in total income.

Economic developments in the Rocky
Mountain States during the 1960's
differ from those in the first postwar
period, when the advance in total
income in the region was a little above
average. The somewhat better per-
formance of the Rocky Mountain
States in the 1950's is largely due to
farm income which in that period con-
tracted much less in the Rocky Moun-
tain region than nationwide.
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the BUSINESS SITUATION

Available evidence suggests that
aggregate economic activity has resumed
a moderately expansionary course,
although some important indicators
weakened fractionally from July to
August and the auto strike is having a
substantial impact on the economy.
Credit conditions have eased consider-
ably since the spring, and the .outlook
for housing, in particular, has brightened.

EVIDENCE on deve lopmen t s
through the middle of the third quarter
suggests that aggregate economic ac-
tivity has resumed a moderately expan-
sionary course, although some major
indicators—notably industrial produc-
tion and manhours worked in nonfarm
establishments—weaken fractionally in
August. Residential construction has
turned around after a year of decline
and State and local purchases also seem
to have strengthened, apparently be-
cause of a revival in construction out-
lays. The latest survey of plant and
equipment spending indicated a slow
rise in the third quarter, and the export
surplus on goods and services appears to
have increased. Developments in con-
sumption are harder to assess. Spending
for services continues to trend upward
but demand for goods has been some-
what erratic, with the monthly retail
trade data showing an improvement in
July but weekly figures indicating that
the improvement was not sustained in
August.

Inventory accumulation was unusu-
ally heavy in July, the latest month for

which data are available. By contrast,
the quarterly OBE survey of manufac-
turers' expectations, taken in August,
found plans for additions to stocks in
the third quarter at a rate only slightly
higher than in the second.

The strike at General Motors, whose
impact will initially show up in inven-
tories, is having a substantial effect on
the economy. Although the stoppage
began only 2 weeks before the end of
the quarter, its effect on the Nation's
output in the third quarter is estimated
at about $2 billion (in annual rate
terms). In spite of this, the rise in
current dollar GNP is likely to be
larger than in the second quarter and
the real volume of output may well
show a measurable increase—one large
enough to exceed the margin of error
in these calculations. A prolonged auto
strike would have a heavier impact on
economic activity, due to mounting
indirect effects. Suppliers of inter-
mediate products to General Motors
would cut their production further and
distributors would also lose business,
and the resulting loss of income from
production would tend to have further
effects on consumer demand.

The slowdown dating back to early
last year was broadly based. The cut-
back in Federal Government demand—
notably in the defense sector—is a
particularly visible facet of the anti-
inflationary course pursued in fiscal and
monetary policy, but activity has been
affected throughout the major sectors
of the economy.

Income and consumption

Cautious attitudes, induced largely
by these policies, have put a damper on

consumer demand and the share of
income saved has moved up sharply
(chart 1). The strength of the economic
outlook in the near term depends
heavily on consumer spending. The
evidence on the summer months is in-
complete; while there were some signs
of a strengthening of consumer at-
titudes, saving seems to have remained
high.

Disposable income this quarter is

CHART 1

Income, Consumption, and Saving
Disposable income showed substantial gains
in the first half of 1970

Billion $ Change From Previous Quarter

20
DISPOSABLE PERSONAL INCOME

10 -

20

The growth rate of consumer spending
changed very little...

PERSONAL
CONSUMPTION
EXPENDITURES

10 -

and the saving rate increased sharply
Percent
10

PERSONAL SAVING RATE

8 -

6 -

4 I I I I I I I | I I I I I

1967 1968 1969 1970
Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Office of Business Economics 70-9-:
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being boosted by an increase in the
personal tax exemption and the full
elimination of the income tax surcharge,
both of which were effective at midyear.
Taken together, these actions are cut-
ting tax payments by an amount on the
order of $5 billion. Pretax personal in-
come, however, will show a much more
modest gain this quarter than last, and
the likely net result is a rise in disposable
income that is fairly sizable but no-
where near so large as the gains in the
first half.

The slower growth of personal income
this quarter reflects the fact that the
second quarter total was boosted not
only by the increases in social security
benefits and Federal pay but also by
one-time retroactive payments asso-
ciated with those increases. Altogether,
these events added about $12 billion to
the quarter's income stream, of which
more than $5 billion was nonrecurring.
On a monthly basis, personal income
growth in the summer was fairly modest
but nevertheless stronger than the
underlying trend (excluding the pay
and benefit increases) in the preceding
few months. Income rose $5 billion in
July, at a seasonally adjusted annual
rate, and $4 billion in August. Income
growth in September is receiving an
extra boost from the full effect of the
postal pay raise, including retroactive
payments.

The key question is the extent to
which consumers will choose to spend
from disposable income. Evidence on
behavior in the summer months is in-
conclusive. Eetail sales data for July
indicated an improvement in demand
but the available evidence suggests
that this was not sustained in August,
and dealer sales of new cars in the 2
months were running at about the sec-
ond quarter rate. However, there are
some signs of less cautious consumer
attitudes. The quarterly survey taken
by the University of Michigan, in an
attempt to quantify "consumer senti-
ment," found at midsummer that sen-
timent had firmed somewhat after a
persistent weakening dating back to
early last year. A related development
is the uptrend since spring in the pace
at which consumers are taking on new
installment credit obligations. This

shift followed a lengthy period in which
the monthly volume of new credit
extensions was essentially stable.

Trends in capital spending

Expectations of sustained inflation
and sustained demand expansion were no
doubt important factors in the surge of
capital spending in 1968 and early 1969.
Such expectations have been subject to
very considerable adjustment, espe-
cially in the past 9 months or so, and
fixed investment has progressively lost
most of its buoyancy. While this
demand sector is unlikely to provide
much expansionary thrust in the near
term, a modest pickup in the summer
months is suggested by the findings of
the latest capital spending survey and
by other evidence such as trends in
shipments of capital goods.

The quarterly surveys taken by OBE
and the Securities and Exchange Com-
mission cover the bulk of capital
investment. The midsummer survey
(results of which are reported in detail
on pages 15-18) once again found
spending falling short of previous ex-
pectations and downward revisions in
forward plans. The shortfall of second
quarter spending relative to expecta-
tions was small, however, and expec-
tations of modest growth were reported
for the remainder of the year. The
extent of the cutbacks already made,
and a trend toward smaller shortfalls
from expectations, suggest that the
latest report of plans for the second
half may be more realistic than earlier
reports have proved to be.

The cutbacks in spending programs
have not been surprising, given high in-
terest rates and credit scarcity, reduc-
tions in output and sales, the growth of
excess capacity, and the squeeze on
profits. The trimming of investment
plans has been substantial. Between
February and August, programs for
1970 were cut $2% billion—represent-
ing the difference between 9% percent
and 6)2 percent in the indicated growth
over 1969. Plans for the second half of
1970 were cut 2 percent between Feb-
ruary and May and another 2 percent
between May and August. Even if the
latest expectations do in fact prove rela-
tively realistic, the level of outlays this

year will be barely large enough to rep-
resent growth from 1969 in terms of real
volume.

As the year has progressed, the steep-
est reductions in spending programs
have occurred in manufacturing and the
surface transportation industries. The
railroads began the year expecting a 20
percent rise in outlays over 1969, but
now expect essentially no change; the
plans of other surface carriers have been
revised from a figure little different
from that for 1969 to one indicating a
25 percent decline. As of August, dura-
ble goods manufacturers expected no
change in outlays this year relative to
last and producers of nondurables ex-
pected a very small rise; in February,
both groups expected gains of nearly 10
percent. In the durables sector particu-
larly, the weakness is not surprising,
given the pattern of the weakening in
aggregate demand. The percentage of
fixed assets held by durables producers
characterizing their facilities "inade-
quate" is at its lowest level since the
end of 1963, when the OBE-SEC
quarterly surveys first inquired about
capacity evaluation, and the "excess"
percentage is close to its highest level.

The strong spots in capital spending
this year are the electric utilities,
airlines, and communications firms.
Firms in the latter two industries have
raised their sights in the course of the
year, while the electric companies
have held to their strong initial plans.
All three industries expect spending
this year to be up somewhat more than
20 percent from 1969. The communica-
tions and utilities industries, which
have rather widespread problems of
capacity shortage, had large gains last
year as well.

Cutbacks in defense activity

Eeduction of defense demands has
been a major factor in the overall
restraint on economic activity. Avail-
able information shows continuation
in the summer months of the down-
trend in defense-oriented demands for
both industrial output and manpower,
and a further drop in Federal defense
purchases.

Two monthly indicators in which the
magnitude of the defense cutbacks can
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be measured, though only crudely, are
industrial output and the number of
workers on nonagricultural payrolls.
From the summer of 1969 to the
summer of 1970, the weakening in
defense-related production and employ-
ment was much steeper than the
weakening in other sectors. The data
used in table 1 are not exact measures
of defense-related demands, but they
do give a sense of developments. The
"defense products" employment figures
are simply the aggregate for certain
durable goods manufacturing industries
whose activities are highly defense-
oriented; the "defense equipment" com-
ponent of the industrial production
index is compiled on a similar basis.

Table 1.—Percentage Change in Employ-
ment and Output*

[Seasonally adjusted]

Nonfarm jobs:

Total -.
Defense products industries. .. .
Other durables manufacturing
Nondurables manufacturing
Allother ...

Industrial production:

Total
Defense equipment
All other

1968-69

3.5
-3.7

3.9
1.4
4.0

5.1
—6.6

6.0

1969-70

0.3
-14.0

—4 6
—1 2

2.1

—3 0
—20 4

—2 8

* Changes from 1968 to 1969 based on averages for third
quarter. Changes from 1969 to 1970 based on June-July
averages for employment and June-July-August aver-
ages for industrial production.

Sources: Bureau of Labor Statistics, Federal Reserve
Board.

Federal civilian employment, which
is included in the "all other" aggregate,
dropped more than 4^ percent from
mid-1969 to mid-1970. This shrinkage
also reflects defense cuts in the defense
establishment. Other data, not directly
comparable with the BLS figures cited
here, indicate a drop of about 10 per-
cent—or more than 100 thousand em-
ployees—in the Defense Department's
civilian manpower between mid-1969
and mid-1970. In the same period, more-
over, the number of persons in the
Armed Forces also dropped about 10
percent—representing, in effect, the
addition of roughly 400,000 persons to
the civilian population and, in most
cases, to the civilian labor force.

Preliminary data on August employ-
ment are available, but the estimate for
the defense products industries has not
yet been compiled. In the aggregate,

the number of jobs in nonagricultural
establishments dropped a bit, more than
offsetting the July gain. Employment
in manufacturing, both durables and
nondurables, continued to drop and
there were declines also in construction
and the transportation-utilities aggre-
gate. The separate "household survey"
estimates show that the civilian labor
force, following an unusually large spurt
in July, declined slightly in August,
with the number employed down and
the number unemployed up. The over-
all unemployment rate was 5.1 percent,
essentially unchanged from July.

Industrial production estimates for
August show a further decline in de-
fense equipment output and essential
stability, in the aggregate, in the other
production components. The index for
business equipment continued to fall
while output of materials and consumer
goods, which had shown little change
for several months, was again about
unchanged.

Easing in Financial Markets

The very stringent credit conditions
that prevailed in late spring have eased
considerably and borrowing costs, espe-
cially in short term markets, have de-
clined sharply in recent months (chart
2). The changed conditions in financial
markets reflect a move by the Federal
Reserve System toward a less restric-
tive policy stance, as well as a lessening
of inflationary expectations and a shift
in the general atmosphere—which in
the spring was affected by the launching
of the Cambodian expedition and con-
siderable domestic turmoil.

A decision to relax credit restraint
was apparently reached at the May 26
meeting of the Federal Open Market
Committee. The Committee reaffirmed
its view that moderate rates of growth
in money and credit are the appropriate
longer-run objectives, but gave im-
mediate priority to moderating pres-
sures in financial markets and
recognized that this could cause faster
than "moderate" growth in the mone-
tary aggregates.

The Federal Reserve has since
adopted two major regulatory changes
that have had the effect of relieving
some of the pressure on the banking

system. In late June, when confidence
in the commercial paper market was
badly shaken by Penn Central's finan-
cial difficulties, the Federal Reserve
suspended the interest rate ceilings on
large denomination certificates of de-
posit with a maturity of less than 90
days. This permitted commercial banks
in the major money centers to com-
pete for short term funds on a vastly
enlarged scale, thereby substantially
strengthening their position. In mid-
August, the Federal Reserve reduced
the reserve requirement on time de-
posits from 6 to 5 percent, freeing about
$700 million of reserves. At the same
time, however, the System acted to
reduce the incentive for member banks
to obtain funds through the sale of
commercial paper by bank affiliates.
Funds so obtained are now subject to
reserve requirements; with the reserve
ratio for demand deposits applied to
the proceeds of paper issued with
maturities of less than 30 days and the
5 percent time deposit ratio applied to

CHART 2

Interest Rates and Bond Yields
Percent
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Prime Commercial Paper
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other proceeds. On balance, these
changes freed about $350 million of
reserves.

The less restrictive posture of mone-
tary policy that has emerged during
the past 3 months is reflected in the
stepped-up expansion of the major
monetary aggregates (table 2). With

Table 2.—Changes in Selected Monetary
Aggregates

[Billions of dollars, seasonally adjusted at annual rates]

Total Reserves

Monetary base *

Money stock (currency in circulation
and private demand deposits)

Time deposits

Large CD's 2

Money stock plus time deposits

June
1969-
Dec.
1969

-.3

1.6

1.2

-13.4

-8.4

-12.2

Dec.
1969-
May
1970

-.1

5.3

10.3

13.2

4.6

23.5

May
1970-
Aug.
1970

2.8

4.0

9.2

48.4

24.9

57.6

1. Sum of member bank reserves with Federal Reserve
Banks (including reserve adjustments) and currency in
circulation.

2. Not seasonally adjusted.
Source: Federal Reserve Board.

commercial banks in a more comfortable
reserve position, bank holdings of loans
and investments have increased sharply.
The recent growth in loans largely
reflects a July spurt in loans to finance
companies that were having difficulty
renewing their commercial paper obli-
gations, and a pick-up in business loans
in July and August. The expansion in
the investment component of bank
credit reflects large scale acquisitions
of U.S. Government securities and a
step-up, particularly in August, in pur-
chases of State and local government
securities (table 3).

Table 3.—Changes in Bank Credit

[Billions of dollars, seasonally adjusted at annual rates]

Total bank credit*....
Total loans*

Total investments
U.S. Government securities. .
Other securities

June
1969-
Dec.
1969

11.4
21 2

—9 8
—8.8
—1 0

Dec.
1969-
May
1970

18 2
7 2

10 8
3.4
7 4

May
1970-
Aug.
1970

45 6
21 2

24 4
15.6
8 8

Savings and loans strengthened

Another important aspect of the
recent improvement in financial mar-
kets, and one that should have a favor-
able impact on homebuilding, is the
strengthened flow of funds to the
savings and loan associations. In July,
the latest month for which data are
available, the associations reported
another sizable gain in deposits. The
saving flow has been favorable since
early this year, a trend which has been
reflected in a pronounced rise in savings
and loan holdings of mortgages (table
4). The associations' net holdings in-
creased more than $1 billion in July,
the largest advance in more than a
year. Moreover, commitments for mort-
gage lending, which had turned up-
ward in April, have since been rising
steadily and now stand at their highest
level in a year.

Table 4.—Saving Flows, Mortgage Holdings,
and Net Change in Commitments of
Sayings and Loan Associations

[Billions of dollars, seasonally adjusted at annual rates 1]

Net saving flows - -

Mortgages _ -

Commitments

Dec.
1968-
June
1969

6.4

10.8

.8

June
1969-
Dec.
1969

1.7

8.0

-2.3

Dec.
1969-
Apr.
1970

4.5

4.4

-1.2

Apr.
1970-
July
1970

12.9

10.5

4.3

1. Preliminary seasonal adjustments by the Federal
Reserve Board.

Improved prospects for housing

With the financial position of major
mortgage lenders strengthening and
mortgage money becoming available
again, the outlook for the housing
industry has brightened considerably.
Housing starts and building permits
have been showing a strong recovery
from the lows reached in the spring.
Starts were at a seasonally adjusted
annual rate of 1.59 million units in July
and 1.43 million units in August. The
average of these months represents a
gain of nearly 25 percent from the
low 1.23 million rate recorded in both
April and May. New home sales have
also rebounded; sales averaged 500,000
units at a seasonally adjusted annual
rate in June and July (the latest months
for which data are available), up from a
rate of 439,000 in April and May and
the low of about 375,000 in both
February and March. Homebuilding is
clearly poised for recovery. With va-
cancy rates holding at their lows—5
percent for rental and less than 1
percent for homeowner housing—there
seems to be little question that a strong
underlying demand for shelter prevails.
Given the general shortage of housing
that has been in the making since the
mid-1960's, the extent of the recovery
in homebuilding activity depends upon
future conditions in money and credit
markets and on the success achieved in
reducing inflationary pressures.

Trends in Commercial Paper

* Adjusted for loans sold to bank holding companies,
affiliates, subsidiaries, or foreign branches.

Source: Federal Reserve Board.

The inflationary pressures of recent
years, and the efforts to control those
pressures, have brought dramatic
changes in the U.S. financial system.
One of the more important develop-
ments is the striking growth of commer-
cial paper as a key short-term credit
instrument.

The commercial paper market

Commercial paper consists of unse-
cured corporate promissory notes, tra-

ditionally issued by finance companies
but used increasingly in recent years by
industrial and utility firms and, during
the past year, by bank holding com-
panies. Commercial paper generally
carries a maturity of no more than 9
months, because SEC registration re-
quirements affect longer term obliga-
tions, and the maturity is often as short
as a few days. Though these debts are
unsecured, prime borrowers typically
back their liabilities with lines of credit
at commercial banks.
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An attractive characteristic of com-
mercial paper is that it is a highly
flexible instrument, which can be tai-
lored to the preferences of borrowers
and lenders with respect to both amount
and maturity. Moreover, this method of
financing is generally less expensive
than borrowing from banks; interest
rates tend to be lower and there is
no need to maintain compensating
balances—a requirement commonly as-
sociated with bank borrowing. Com-
mercial paper carries yields that are
typically more attractive than those on
alternative short-term instruments such
as certificates of deposit and Treasury
bills. This fact partly reflects a certain
degree of illiquid!ty associated with
commercial paper, for which there is
no established trading market.

Borrowers issuing commercial paper
either negotiate terms directly with
lenders or place their paper through
dealers. Directly placed paper, which
today accounts for about 65 percent of
outstanding volume, is essentially lim-
ited to the paper of large finance com-
panies, which are heavy and regular
borrowers. Dealer-placed paper is typi-
cally originated by smaller companies
or issuers who are relatively new to the
market. This type of paper has grown
very rapidly in recent years and now
comprises 35 percent of outstanding
volume, up from about 20 percent in
1965.

Growth of commercial paper

Historically, the market for commer-
cial paper has been small, specialized,
and principally used by just a small
number of large, highly creditworthy
finance companies. The market grew
modestly in the decade ending in 1965
but remained a relatively unimportant
component of the financial structure.
At the end of that year, the total vol-
ume outstanding amounted to only
$9 billion, more than 90 percent of
which represented finance company ob-
ligations (chart 3). Subsequently, how-
ever, the dimensions and character of
the market changed drastically; by
mid-1970, the volume outstanding stood
at $37K billion.

The extraordinary expansion was
touched off in 1966 as a response of

both borrowers and lenders to highly
restrictive monetary policy, which sub-
stantially reduced the role of com-
mercial banks as intermediaries in the
financial process. With demands for
credit very strong and the supply of
bank credit severely curtailed, bor-
rowers searched for new sources of
financing, and there was a very sharp
growth in unintermediated credit flows—
that is, flows that bypassed the banking
system. Because the monetary author-
ities chose not to change the inter-
est rate ceilings on bank time' deposits
at a time when open market rates were
rising sharply, investors found market
instruments such as commercial paper
to be highly attractive alternatives to
bank time deposits. The commercial
paper market thus emerged as an at-
tractive alternative to the banking

system for both borrower and lender,
and the volume of commerical paper
outstanding rose more than $4 billion
in 1966, nearly matching the total
rise from 1961 to 1965.

Despite the fact that credit condi-
tions were generally expansive in 1967
and most of 1968, the commercial paper
market continued to record strong
growth. There were several reasons for
this: the desirability of having alterna-
tives to bank loans as a source of short-
term credit was a lesson learned by
many borrowers during the credit
squeeze of 1966; also, lenders as well
as borrowers had become more aware
of the convenience and advantages of
commercial paper; and as dealers be-
came more active in placing paper, new
borrowers found it easier to enter the
market. By the end of 1968, the volume

CHART 3

Commercial Paper Outstanding, by Issuer

5 _

1961 62 63 64 65 66
End of Year

Not Adjusted for Seasonal Variation

68 1969 1970

End of Quarter

U.S. Department of Commerce, Office of Business Economics

Data: FRB

70-9-3
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6 SURVEY OF CUEEENT BUSINESS September 1970

of paper outstanding had risen another
$7 billion, to $20% billion, and non-
financial corporations accounted for
about 20 percent of the total—com-
pared with a share of less than 10
percent of the much smaller volume
outstanding at the end of 1965.

Monetary policy became highly re-
strictive again in 1969, and the role of
commercial banks in the financial
process was again constrained. The
surge in commercial papei last year
received an extra boost from a new
development—the discovery by com-
mercial banks of a way to use this
market to attract funds to support
continued lending. Although regula-
tions effectively prevented the banks
themselves from issuing commercial
paper, these restrictions did not apply
to bank affiliates, e.g., bank holding
companies. The latter entered the
commercial paper market in a big way
last year, funneling the proceeds of
their borrowing to the banks for the
expansion of lending activity (generally
through the mechanism of having the
bank sell loans to its affiliate).

Many banks, principally the large
institutions in major financial centers,
were also using other nondeposit chan-
nels to attract funds for the support
of their lending activities. Heavy Euro-
dollar borrowing, for instance, repre-
sented efforts by major banks to relieve
the pressure on reserve positions that
was constraining their ability to expand
credit. Arrangements were also worked
out by some banks for selling loans
to nonbank investors. The Federal
Eeserve, concerned that the use of
nondeposit sources of funds was impair-
ing the effectiveness of monetary re-
straint, acted in the summer of 1969
to reduce the advantages of both
Eurodollar borrowing, and the raising of
funds through sales of loans to nonbank
investors. Although the Federal Ee-
serve announced that it was considering
action to affect commercial paper
borrowings as well, this was not done
until the summer of 1970. Thus, with

the advantage of other nondeposit
sources of funds reduced, sales of bank-
related commercial paper accelerated
sharply. The volume of such paper rose
nearly $3 billion in the second half
of last year, to $4}4 billion at yearend;
another $3 billion was added in the
first half of 1970. From mid-1969 to
mid-1970, the increase in bank-related
paper accounted for more than half
of the expansion in the total amount
of commercial paper outstanding.

Recent developments

The commercial paper market suf-
fered a setback in June when the Penn
Central Eailroad filed for reorganiza-
tion under the bankruptcy laws.
Because Penn Central had a sizable
volume of paper outstanding, this
event led to a serious weakening of
investor confidence in commercial
paper. This was reflected in a decline
of about $3 billion in the volume
outstanding between the end of May
and the end of July (the latest date
for which figures are available); the
decline was concentrated in late June
and early July, immediately following
the Penn Central's action.

Because commercial banks had
provided extensive lines of credit as
backing for commercial paper, the
contraction in this market had serious
implications for the banking system,
which was already strained by the
effects of more than a year of restrictive
monetary policy. The Federal Eeserve
System, concerned that banks might
have difficulty meeting their commit-
ments to these lines of credit if large
numbers of issuers were unable to roll
over their commercial paper obligations,
took immediate action to improve the
banks' position. In late June the System
suspended until further notice the
interest rate ceilings on large denomi-
nation certificates of deposit (CD's)
with maturities of less than 90 days.
This change permitted banks to bid
freely for loanable funds by offering
CD's at competitive interest rates.

Thus an attractive alternative was pro-
vided to investors hesitant to hold
commercial paper.

The banks immediately took advan-
tage of this change and bid aggressively
for CD's. Since late June, when the
change was made, the volume of CD's
has increased steadily; by early Sep-
tember, the volume outstanding at
large commercial banks had increased
more than $7 billion. (The volume of
bank-related commercial paper also
continued to grow.) With their role
in the financial process strengthened,
commercial banks were easily able to
accommodate those issuers of commer-
cial paper who were having difficulty
renewing their obligations.

In mid-August, the Federal Eeserve
made further regulatory changes that
significantly altered the relationship
between banks and the commercial
paper market. Eeserve requirements
were imposed on funds obtained by
member banks through the issue of
commercial paper; the demand deposit
requirement was imposed on the pro-
ceeds of paper with a maturity of less
than 30 days and the time deposit
requirement on other proceeds. This
action put such proceeds on an equal
footing with deposits and significantly
reduced the advantage to banks of
using commercial paper as a source
of funds; however, interest rates on
all maturities of paper are unregulated,
while only the shortest term CD's
are free of the ceilings.

It seems likely that the commercial
paper market is in for a period of
adjustment which will see the rate of
expansion subside from the extraordi-
nary pace of the past few years. A
major contraction seems unlikely, how-
ever. A large market has developed,
and a broad range of borrowers and
lenders have become aware of its
advantages. Commercial paper has be-
come a very important short term
credit instrument, and is likely to
continue to function as such in the
foreseeable future.
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• In August: Nonagricultural payroll employment declined 90,000
• The unemployment rate was 5.1 percent, virtually unchanged from July
• Wholesale price index declined because of sharp drop in nonindustrial prices

CHART 4
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• Personal income increased $4 billion in August

| ^-i i/-\i\ i u

• Expenditures for new plant and equipment expected to rise slowly in the second half
• Retail sales edged up in July
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• Manufacturing and trade firms added $1.2 billion to theirstocks in July — the largest increase this year
• Second quarter balance of payments in deficit $1.2 billion on the liquidity basis, $1.8 billion on official reserve basis
• Merchandise trade surplus remained sizable in July
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CHART 8

Capital Expenditures
Public utilities, communications firms, and airlines
account for most of the rise in outlays from
1969 to 1970

Billion $ (ratio scale)
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Plant and Equipment Expenditures—
Moderate Rise Projected For the Second Half of 1970

Business capital spending is expected
to rise moderately throughout 1970.
However, programs continue to be
reduced from earlier expectations;
spending in the full year 1970 now is
scheduled at 6}S percent higher than
in 1969, compared with projections of
7% percent last May and 9% percent
last February. Most of this year's
expected rise is attributable to the
public utilities, airlines, and com-
munications companies.

INVESTMENT in new plant and
equipment is scheduled to rise moder-
ately in the third and fourth quarters
of 1970, according to plans of business
firms as reported in late July and
August. Spending was at a seasonally
adjusted annual rate of $80.2 billion
in the second quarter, up 2K percent
from the first; it is expected to rise
1 percent in both the third and fourth
quarters, reaching a rate of $82.2 billion
in the latter period.

If these expectations are realized,
expenditures for the full year 1970 will
be $80% billion, up $5 billion or 6H
percent from 1969.1 The increase last
year was 11% percent. That the physi-
cal volume of fixed investment may
differ little from 1969 is suggested by
the steady rise of plant and equipment
prices; at midyear, they were 5 percent
higher than a year earlier.

The current survey shows a continua-
tion of downward revisions in 1970
spending programs. The total now
expected for the year is 1 percent lower
than in May and 3 percent lower than in

1. The reported figures for expectations are adjusted for
systematic biases in survey responses. The adjustment pro-
cedures are described on pages 36 through 39 of the February
1970 SURVEY. Before adjustment, 1970 expenditures were
expected to be $80.26 billion for all industries, $32.68 for
manufacturing, and $47.68 for nonmanufacturing. The
adjustments were applied separately to each major industry;
the net effect was to lower the manufacturing total by $0.63
billion and to raise the nonmanufacturing total by $0.79
billion.

February. The successive lowering of
investment sights for 1970 centered in
manufacturing and railroads. Airlines,
communications firms, and public utili-
ties expanded their programs as the
year progressed.

Actual expenditures in the second
quarter were only slightly below the
May expectation but expectations for
the second half have been reduced
$1% billion (seasonally adjusted annual
rate). The reduction was centered in the
manufacturing sector.

The current investment outlook

The survey results indicate a
softening in overall investment demand

Table 1.—Plant and Equipment Expendi-
tures, Annual Percent Change 1969-70

All industries 1_.

Manufacturing 1

Durable goods 1 . ..

Primary metals
Electrical machinery

Machinery except elec-
trical

Transportation equip-
ment--

Stone, clay, and glass

Nondurable goods l_ ...

Food including beverage.
Textile

Paper
Chemical

Petroleum
Kubber . .

Nonmanufacturing

Mining
Railroad

Air transportation
Other transportation

Public utilities
C ommunicat ion

Commercial and other

Ac-
tual
1969

11.5

11.7

13.0

-3.8
14.4

21.1

11.5

24.0

10.3

17.5
18.0

19.9
9.4

7.3
11.2

11.4

14.2
28.5

-2.1
6.2

13.9
21.6

6.0

Expected 1970 as
reported in:

Feb-
ruary

9.8

9.2

9.6

6.8
13.9

18.9

-9.4

13.6

8.8

10.0
11.3

3.9
20.7

5.6
-9.3

10.1

.4
20.7

12.9
-3.0

14.4
15.2

5.3

May

7.8

3.7

3.0

3.8
15.5

7.2

-14.3

-1.7

4.5

13.0
-11.3

6.1
8.1

.9
-9.9

10.7

1.0
7.0

25.9
-10.6

17.0
15.3

5.3

Au-
gust

6.6

1.2

-.5

—1.8
10.6

2.1

-12.9

-13.5

2.8

10.2
-8.1

2.2
9.6

-1.0
-12.2

10.5

-.3
-.1

21.1
-25.3

16.5
22.4

4.5

1. Includes industries not shown separately.

Sources: U.S. Department of Commerce, Office of Business
Economics and the Securities and Exchange Commission.
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for the year but not a downturn in the
near term. The closeness of actual
second quarter expenditures to ex-
pectations, compared with the sizable
shortfalls of actual spending from
expectations in preceding quarters, sug-
gests that businessmen may spend
close to the projected rates through the
remainder of the year. This spring's
cessation of the decline in business
activity and corporate profits, easier
money conditions, and the recent im-
provement in new orders probably
provided a more congenial investment
atmosphere this summer than obtained
earlier in the year.

Weakness in manufacturing outlays
in the second half is indicated by two
findings in the current survey: a sub-

•••••••••••••• CHART 9

Starts and Carryover of Investment Projects
• Manufacturers' carryover dropped in the second

quarter as starts fell below expenditures
• Carryover by utilities continued to expand

Billion $ (ratio scale)

SUKVEY OF CUEEENT BUSINESS

stantial second quarter drop in starts of
industrial investment projects, and a
decline in the proportion of facilities
considered inadequate for near term
production needs. Also, the manu-
facturing capacity utilization rate
dropped in the second quarter to its
lowest point in 9 years.

Manufacturers' Programs

Manufacturers now project 1970 ex-
penditures of $32 billion, an increase
from 1969 of only 1 percent, which
implies a decline in the physical volume
of investment. The high in manu-
facturers' spending was set in the third
quarter of 1969 at a seasonally adjusted
annual rate of $33.1 billion; since then
spending has held at a rate of $32.4
billion.

Very substantial cutbacks in invest-
ment programs have occurred during
1970 across the entire range of manu-
facturing industries, though the impact
has been somewhat heavier in the
durables sector than in the nondur-
ables. Durables producers as a group

MANUFACTURING

September 1970

now expect to spend $15.9 billion this
year, just under the 1969 total. Iron
and steel, transportation equipment,
and stone, clay, and glass companies
are projecting substantial reductions
but electrical machinery and nonfer-
rous producers are programing advances
of about 10 percent. In the nondurables
group, reductions from 1969 totals are
expected by textile, rubber, and petro-
leum producers. The 3 percent rise for
the group as a whole is due primarily to
strong programs of food and chemical
companies and the "other nondurables."

Starts and carryover decline

The value of investment projects
started by manufacturers during the
second quarter declined 21 percent
from the first quarter. At $6.8 billion,
second quarter starts were $1.3 billion
lower than expenditures (chart 9). As
a consequence, the carryover of expend-
itures yet to be made on uncompleted
projects declined to $22.8 billion.

The decline in starts was shared
equally by the durable and the non-
durable groups, with cutbacks wide-

Table 2.—Manufacturers' Evaluation of Their Capacity
[Percent distribution of gross capital assets i]

More plant and equipment needed

All manufacturing _-_ „

Durable goods2

Primary metals
Metal fabricators3

Nondurable goods2

Food including beverage
Chemical
Petroleum .**..* *_

About adequate

All manufacturing

Durable goods2

Primary metals
Metal fabricators3

Nondurable goods2

Food including beverage
Chemical
Petroleum

Existing plant and equipment exceeds needs

All manufacturing

Durable goods2

Primary metals
Metal fabricators3

Nondurable goods2

Food including beverage _
Chemical
Petroleum

1967

Dec.
31

43

38
31
43
49
42
78
39

52

55
53
54
49
53
20
60

5

7
16
3
2
5
2
1

Mar
31

40

39
35
47
40
38
67
27

55

53
50
49
58
57
31
72

5

8
15
4
2
5
2
1

1

June
30

41

41
41
44
41
41
65
29

53

50
44
51
56
53
33
70

6

9
15
5
3
6
2
1

968

Sept.
30

45

44
44
46
45
49
71
32

50

48
41
50
52
45
27
67

5

8
15
4
3
6
2
1

Dec.
31

47

45
41
49
49
54
58
40

48

48
45
48
48
41
40
59

5

7
14
3
3
5
2
1

Mar.
31

48

46
41
49
49
46
72
39

47

47
44
48
48
49
25
60

5

7
15
3
3
5
3
1

1

June
30

43

40
30
49
46
43
56
41

52

53
56
48
51
53
43
58

5

7
14
3
3
4
1
1

969

*$•

44

40
31
47
48
44
71
42

51

53
54
50
49
53
27
57

5

7
15
3
3
3
2
1

Dec.
31

46

39
33
43
53
47
73
47

49

53
52
52
44
49
26
53

5

8
15
5
3
4
1
0

19'

Mar.
31

44

37
30
41
51
46
68
48

50

53
54
52
47
51
31
52

6

10
16
7
2
3
1
0

ro

June
30

42

34
30
36
49
44
68
47

52

56
54
56
48
53
31
53

6

10
16
8
3
3
1
0

1963 64 65 66 67 68 69

Seasonally Adjusted

* Carryover as of end of period.

U.S. Department of Commerce, Office of Business Economics
Data: OBE-SEC

70-9-9

1. According to respondent companies' characterizations of their plant and equipment facilities, taking into account
their current and prospective sales for the next 12 months.

2. Includes industries not shown separately.
3. Includes machinery, transportation equipment, and fabricated metals industries.
Sources: U.S. Department of Commerce, Office of Business Economics and the Securities and Exchange Commission.
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spread among the component indus-
tries. Contrary to the general trend,
however, starts by nonelectrical machin-
ery firms increased.

Pressure on capacity eases further

Manufacturers responding to a ques-
tion on their needs for productive
facilities in light of their prospective
operations for the ensuing 12 months
indicated that pressures on industrial
capacity continued to decline during
the second quarter. Companies owning
42 percent of total fixed assets reported
that their facilities on June 30 were
inadequate for near term needs. This
proportion was down from the 44 per-
cent registered as of March 31 and 46
percent as of December 31. All major
manufacturing industries except pri-
mary metals and chemicals showed
declines in pressure on capacity during

the first and second quarters. The
figures for primary metals and chemical
firms showed no change.

The proportion of assets considered
"adequate" has tended to rise slightly
throughout manufacturing. Firms re-
porting facilities in excess of prospec-
tive needs accounted for 6 percent of
fixed assets at June 30. While the "ex-
cess" proportion has shown little fluc-
tuation since the survey began at the
end of 1963, 6 percent is at the upper
end of the range.

Nonmanufacturing Programs

Expenditures in the nonmanufactur-
ing sector are expected to reach $48^
billion this year. The expected rise of
10H percent is about as large as the
increase last year. Public utilities and
communications and commercial firms
are maintaining a growth rate about

the same as last year's; airlines have
swung from a reduction in 1969 to a
strong expansion in 1970, while other
groups have retrenched.

Electric utilities are expecting to
to spend 23 percent more in 1970 than
in 1969, with higher outlays in the
second half than in the first. In con-
trast, gas and other utilities expect to
spend slightly less this year than last,
but are programing an upward trend in
spending during 1970.

At the end of June, public utilities
had a carryover of $22.77 billion of
expenditures yet to be made on un-
completed projects, up $1% billion from
the end of March and $5% billion from
a year earlier. Starts of projects in the
second quarter rose to a record $4.8
billion.

Communications and airline com-
panies expect to spend one-fifth more

Table 3.—Starts and Carryover of Plant and Equipment Projects, Manufacturing and Public Utilities—1967-70

[Billions of dollars]

Manufacturing 3

Durable goods 3

Primary metals . _ _ _
E lectrical machinery
Machinery except electrical. .
Transportation equipment 4

Stone, clay, and glass _

Nondurable goods 3

Food including beverage
Textile
Paper
Chemical _ _ _
Petroleum

Public utilities

Manufacturing 3

Durable goods 3

Primary metals _
Electrical machinery .
Machinery except electrical
Transportation equipment <_
Stone, clay, and glass

Nondurable goods 3 _

Food including beverage
Textile.-
Paper_.
Chemical _ _
Petroleum _

Public utilities

Starts i

Annual

1967

26.50

12.42

2.81
1.54
2.68
2.24
.66

14.08

2.00
.63

1.52.
2.48
5.59

12.58

1968

29.64

14.59

3.21
1.81
2.70
2.90
1.06

15.05

2.32
.59

1.42
2.98
5.57

12.86

1969

34.07

16.85

2.96
2.80
3.60
2.66
1.08

17.22

2.97
.60

1.59
3.62
6.19

15.16

1969

I

8.49

4.19

.76

.61

.89

.73

.35

4.30

.59

.14

.46

.88
1.66

5.30

II

8.72

4.30

.69

.68

.95

.87

.23

4.41

.92

.19

.35
1.06
1.35

2.54

III

8.06

4.03

.75

.75

.77

.65

.31

4.03

.69

.14

.46
1.03
1.18

3.56

IV

8.80

4.32

.75

.77

.99

.41

.18

4.48

.77

.14

.32

.65
2.00

3.77

1970

I

8.64

4.42

.65

.82

.84

.78

.32

4.21

.66

.16

.58

.96
1.39

5.63

II

6.92

3.37

.54

.41

.86

.58

.13

3.54

.65

.15

.33

.71
1.23

4.16

Carryover 2

1969

Mar.

21.77

11.38

4.02
1.46
1.16
2.84
.73

10.39

1.20
.30

1.23
2.58
3.76

18.68

June

22.66

11.70

3.90
1.64
1.28
3.02
.69

10.96

1.48
.33

1.18
2.88
3.79

18.23

Sept.

22.57

11.70

3.85
1.90
1.18
2.90
.73

10.87

1.49
.30

1.22
3.15
3.47

18.76

Dec.

22.26

11.43

3.70
2.02
1.16
2.60
.62

10.82

1.53
.27

1.08
2.89
3.79

19.30

1970

Mar.

23.75

12.27

3.67
2.36
1.17
2.78
.70

11.48

1.53
.30

1.29
3.10
4.04

22.39

June

22.51

11.56

3.43
2.21
1.10
2.68
.56

10.95

1.44
.31

1.19
2.92
3.90

23.26

Adjusted for Seasonal Variation

-

8.42

4.04

.73

.59

.60

.80

.40

4.39

.60

.15

.42

.89
1.76

3.70

8.89

4.63

.69

.68
1.47
.72
.20

4.26

.90

.19

.31

.84
1.34

2.96

9.11

4.79

1.00
.90
.96
.67
.37

4.32

.69

.14

.49
1.23
1.24

4.71

8.33

3.92

.60

.67

.92

.47

.16

4.41

.83

.12

.39

.70
1.83

3.94

8.56

4.33

.61

.78

.71

.84

.32

4.23

.71

.21

.49

.94
1.42

3.95

6.76

3.39

.60

.42

.99

.45

.12

3.37

.59

.14

.29

.55
1.28

4.84

21.54

11.42

4.19
1.39
1.06
2.88
.78

10.12

1.22
.30

1.17
2.58
3.78

17.33

22.64

12.05

4.05
1.56
1.70
2.92
.70

10.59

1.52
.34

1.09
2.69
3.77

17.37

23.48

12.71

4.24
1.95
1.74
2.83
.79

10.77

1.54
.30

1.18
3.12
3.51

19.21

23.72

12.67

4.08
2.09
1.79
2.65
.70

11.05

1.65
.27

1.14
3.02
3.85

20.20

24.17

12.90

3.87
2.30
1.60
2.81
.76

11.27

1.61
.33

1.20
3.13
3.99

21.12

22.82

12.21

3.68
2.15
1.66
2.59
.62

10.61

1.50
.33

1.08
2.81
3.85

•22.77

1. Starts are estimated by adding changes in carryover to expenditures during the given
period.

2. Carryover refers to expenditures yet to be incurred on plant and equipment projects
already underway at end of period.

3. Includes data not shown separately.
4. Includes guided missiles and space vehicles.

NOTE: Details may not add to totals because of rounding.
Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities

and Exchange Commission.
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Table 4.—Expenditures for New Plant and Equipment by U.S. Business,1 1968-70
[Billions of dollars]

All industries

Manufacturing industries - —

Durable goods -
Primary metals 3

Blast furnace, steel works. .
Nonferrous

Electrical machinery - -
Machinery, except electrical. .
Transportation equipment 3._

Motor vehicles
Aircraft 4

Stone, clay and glass
Other durables 5 .

Nondurable goods...
Food including beverage
Textile
Paper...:
Chemical
Petroleum
Rubber..
Other nondurables 8

Nonmanufacturing industries

Mining... _
Railroad
Air transportation
O ther transportation

Public utilities
Electric
Gas and other

Communication

Commercial and other 7

Annual

1968

67.76

28.37

14.12
3.36
2.00
1.09
1.78
2.84
2.48
1.36
.86
.86

2.82

14.25
2.21
.53

1.32
2.83
5.25
.98

1.13

39.40

1.63
1.45
2.56
1.59

10.20
7.66
2.54

6.83

15.14

1969

75.56

31.68

15.96
3.23
1.83
1.10
2.03
3.44
2.76
1.65
.83

1.07
3.44

15.72
2.59
.63

1.58
3.10
5.63
1.09
1.10

43.88

1.86
1.86
2.51
1.68

11.61
8.94
2.67

8.30

16.05

19702

80.52

32.05

15.88
3.17
1.66
1.20
2.25
3.51
2.41
1.58
.55
.92

3.63

16.16
2.86
.58

1.62
3.39
5.58
.95

1.19

48.47

1.86
1.86
3.04
1.26

13.52
10.97
2.55

10.16

16.77

Quarterly, unadjusted

1968

I

15.10

6.15

3.06
.70
.40
.24
.37
.66
.54
.32
.17
.18
.60

3.09
.45
.13
.27
.65

1.15
.18
.25

8.95

.42

.39

.68

.30

2.07
1.69
.38

1.59

.3.50

II

16.85

6.99

3.36
.79
.46
.26
.44
.65
.61
.34
.21
.23
.66

3.63
.57
.13
.36
.76

1.26
.22
.32

9.86

.43

.37

.58

.42

2.62
1.94
.68

1.62

3.81

III

16.79

7.13

3.54
.88
.52
.29
.43
.67
.65
.35
.23
.20
.70

3.59
.61
.13
.32
.66

1.33
.26
.27

9.66

.39

.31

.64

.41

2.61
1.87
.74

1.61

3.69

IV

19.03

8.10

4.16
.99
.62
.31
.54
.85
.68
.35
.25
.25
.85

3.94
.57
.14
.37
.77

1.50
.31
.28

10.93

.40

.38

.66

.47

2.90
2.16
.74

2.00

4.13

1969

I

16.04

6.58

3.36
.71
.41
.23
.39
.72
.59
.34
.18
.23
.71

3.22
.54
.13
.31
.67

1.12
.24
.21

9.45

.42

.38

.68

.38

2.36
1.88
.48

1.81

3.41

II

18.81

7.82

3.98
.81
.47
.27
.50
.84
.69
.40
.22
.28
.86

3.84
.64
.16
.40
.76

1.32
.28
.27

10.99

.48

.44

.66

.46

2.99
2.22
.77

2.00

3.97

III

19.25

8.16

4.03
.81
.45
.28
.49
.86
.77
.46
.23
.27
.84

4.12
.68
.17
.41
.76

1.49
.28
.32

11.10

.47

.49

.53

.40

3.03
2.23
.80

2.11

4.07

IV

21.46

9.12

4.59
.90
.50
.32
.65

1.01
.71
.44
.19
.30

1.02

4.53
.73
.16
.46
.91

1.68
.28
.30

12.34

.49

.55

.64

.44

3.23
2.61
.62

2.39

4.60

1970

I

17.47

7.14

3.59
.69
.35
.27
.48
.82
.60
.38
.14
.24
.76

3.56
.67
.13
.37
.76

1.14
.24
.25

10.32

.45

.42

.73

.28

2.54
2.15
.39

2.14

3/76

II

20.33

8.15

4.08
.78
.43
.28
.56
.93
.68
.47
.14
.27
.87

4.07
.74
.15
.43
.89

1.38
.25
.25

12.18

.47

.47

.80

.31

3.28
2.59
.69

2.59

4.26

III 2

20.06

7.76

3.78
.78
.39
.30
.52
.81
.58
.39
.12
.20
.89

3.98
.70
.14
.40
.82

1.40
.23
.30

12.30

.44

.46

.80

.31

3.70
2.91
.79

ie.58

IV 2

22.66

8.99

4.44
.92
.49
.34
.69
.95
.55
.34
.14
.21

1.11

4.55
.75
.16
.42
.93

1.66
.24
.38

13.67

.49

.52

.71

.35

4.00
3.32
.68

7.60

Quarterly, seasonally adjusted annual rates

1968

I

68.09

28.02

14.11
3.31
1.96
1.06
1.76
2.96
2.54
1.49
.82
.81

2.73

13.91
2.04
.56

1.24
2.91
5.17
.82

1.16

40.07

1.80
1.68
2.88
1.43

10.08
7.76
2.32

J 6.83

U5.37

II

66.29

27.84

13.51
3.21
1.87
1.06
1.78
2.56
2.40
1.30
.85
.91

2.64

14.33
2.14
.52

1.40
2.93
5.16
.88

1.30

38.45

1.66
1.49
1.98
1.49

10.24
7.64
2.60

6.42

15.17

III

67.77

28.86

14.47
3.50
2.09
1.14
1.79
2.87
2.54
1.36
.90
.85

2.92

14.40
2.40
.53

1.26
2.78
5.32
1.06
1.05

38.91

1.57
1.29
2.69
1.65

9.82
7.50
2.32

6.67

15.22

IV

69.05

28.70

14.39
3.39
2.07
1.09
1.78
2.96
2.44
1.33
.86
.86

2.96

14.31
2.23
.53

1.37
2.72
5.32
1.11
1.03

40.35

1.52
1.34
2.87
1.75

10.63
7.74
2.89

7.34

14.91

1969

I

72.52

29.99

15.47
3.37
1.98
1.04
1.86
3.22
2.76
1.57
.88

1.03
3.24

14.52
2.45
.59

1.42
3.00
5.04
1.07
.94

42.53

1.83
1.68
2.89
1.87

11.52
8.62
2.90

7.74

15.00

II

73.94

31.16

15.98
3.31
1.91
1.12
2.04
3.34
2.73
1.55
.92

1.11
3.45

15.18
2.38
.63

1.58
2.95
5.41
1.12
1.11

42.78

1.88
1.76
2.22
1.66

11.68
8.71
2.97

7.92

15.67

III

77.84

33.05

16.53
3.20
1.80
1.11
2.02
3.66
3.00
1.78
.92

1.14
3.50

16.52
2.68
.69

1.62
3.19
5.98
1.13
1.24

44.80

1.89
2.06
2.23
1.65

11.48
8.98
2.50

8.71

16.78

IV

77.84

32.39

15.88
3.09
1.70
1.12
2.16
3.50
2.60
1.67
.64

1.01
3.52

16.50
2.86
.61

1.70
3.22
5.98
1.04
1.09

45.46

1.85
1.94
2.80
1.63

11.80
9.36
2.44

8.76

16.67

1970

I

78.22

32.44

16.40
3.28
1.72
1.25
2.25
3.62
2.74
1.70
.67

1.06
3.45

16.05
3.00
.58

1.71
3.32
5.15
1.10
1.18

45.78

1.92
1.74
2.94
1.37

12. 14
9.77
2.37

9.14

16.52

II

80.22

32.43

16.32
3.15
1.73
1.12
2.27
3.69
2.71
1.85
.58

1.05
3.46

16.11
2.80
.57

1.65
3.44
5.68
.98

1.00

47.79

1.84
1.88
2.88
1.12

12.72
10.15
2.57

10.38

16.98

III 2

81.05

31.21

15.38
3.07
1.54
1.19
2.17
3.39
2.21
1.46
.48
.86

3.68

15.84
2.72
.54

1.57
3.44
5.54
.90

1.12

49.84

1.78
1.93
3.48
1.26

14.34
11.82
2.52

J27.05

IV 2

82.24

32.15

15.53
3.20
1.66
1.23
2.29
3.36
2.04
1.31
.50
.76

3.88

16.62
2.93
.61

1.56
3.38
5.85
.86

1.42

50.09

1.89
1.87
2.89
1.30

14.62
11.92
2.70

27.53

1. Excludes agricultural business; real estate operators; medical, legal, educational, and
cultural service; and nonprofit organizations.

2. Estimates are based on expected capital expenditures reported by business in late July
and August 1970. The estimates for the third quarter and fourth quarter of 1970 have been
corrected for systematic biases. The adjustment procedures are described in the February 1970
issue of the SURVEY OF CURRENT BUSINESS. Before such adjustments, 1970 expenditures
were expected to be $80.26 billion for all industries, $32.58 billion for manufacturing, and $47.68
billion for nonmanufacturing.

3. Includes data not shown separately.
4. Includes guided missiles and space vehicles.

5. Includes fabricated metal, lumber, furniture, instrument, ordnance and miscellaneous
except guided missiles and space vehicles.

6. Includes apparel, tobacco, leather and printing-publishing.
7. Includes trade, service, construction, finance, and insurance.
NOTE.—Details may not add to total because of rounding. Data for earlier years 1947 through

1969 have been revised and were published in the January and February 1970 issues of the
SURVEY OF CURRENT BUSINESS.

Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities
and Exchange Commission.

this year than in 1969, with outlays of
$10 billion and $3 billion, respectively.
Both groups have expanded their 1970
programs from earlier expectations and
both expect larger expenditures in the
second half than in the first. The rise
projected by the commercial group is
accounted for by trade, finance, and
insurance firms. Declines are projected
by service and construction firms.

Railroads and mining companies
have revised their 1970 plans down-
ward substantially as the year has
progressed, and now expect little change
from last year's totals. Railroads still
expect to spend a little more on equip-
ment this year than last but are re-
ducing road outlays. Transportation
firms other than airlines and railroads
expect to reduce expenditures by one-
fourth this year; while cutbacks are
prevalent in the group, trucking firms
account for most of the decline.

Manufacturers' Inventory and Sales Expectations,
Second Half of 1970

THE regular quarterly survey of man-
ufacturers' inventory and sales expec-
tations was conducted in August by the
Office of Business Economics. High-
lights of the findings were:

1. Inventory additions in the second
halt of 1970 are expected to be $^ bil-
lion larger than in the fiist half, but
smaller than in the second halt of 1969.

2. A substantial sales lise is projected
for the third quarter and a more mod-
erate rise for the fourth. Sales were slug-
gish in the first two quarters of 1970.

3. The projections imply stock-sales
ratios somewhat lower in the second
half than in the first half, but higher
than in the second half of 1969.

4. There was no further deteriora-
tion in the condition of manufacturers'
stocks between the end of March and
the end of June. Over the previous 18
months, the proportion of inventories
classified as "high" had risen.

5. "Excessive" inventories held by
manufacturers at midyear were small—
only 2% percent of total producers'
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September 1970

stocks, unchanged from the March 31
figure.

Inventory additions

Manufacturers plan to add $1 billion
to their stocks this quarter and $1.3
billion in the next, after seasonal adjust-
ment. Additions in the first and second
quarters were $1 billion and $800 mil-
lion, respectively.

Actual accumulation by durable goods
producers in the first half and expected
accumulation in the second are below
the 1969 pace. Their stocks rose $700
million in the first quarter and $100
million in the second; they are expected
to rise at a rate ot $700 to $800 million
per quarter for the balance of the year.
Last year, durables accumulation ran
$1.5 billion per quarter.

Durables manufacturers' expecta-
tions imply stock-sales ratios of 2.08 at
the end of September and 2.09 at the
end of December (relative to average
monthly sales in the quarter), down
from 2.14 at the end of both March
and June. During 1969, the ratio rose
from 1.99 to 2.05.

Actual and expected inventory addi-
tions by nondurable goods producers are
larger in 1970 than in 1969. They
added $300 million to stocks in the
first quarter and $700 million in the
second, and project additions of $200
million and $600 million, respectively,
in the third and fourth quarters. Last
year, their stocks rose at an average
quarterly rate of $300 million.

The implied nondurables stock-sales
ratio is 1.30 on September 30 and at
yearend—not too different from the
figures during 1969 and the first half
of 1970.

If current expectations are realized,
the book value of manufacturers' in-
ventories will reach $100 billion at
yearend, with durable goods producers'
holdings accounting for two-thirds of
the total.

Sales projections

Manufacturers expect sales increases
of 3 percent in the third quarter and 1
percent in the fourth, after seasonal
adjustment. Sales fell \% percent in the

SURVEY OF CURRENT BUSINESS

first quarter—entirely in durables—and
rose fractionally in the second.

Both durable and nondurable goods
producers expect stronger sales in the
second half of 1970 than in the first.
While the trucking strike may have
shifted some shipments from the second
to the third quarter, contributing to the
large size of the expected gain in the lat-
ter period, it should be noted that
producers' expected sales have tended
to exceed their actual sales in the past
few quarters. The third quarter pro-
jections of the automotive companies
did not make any allowance for a
possible strike.

After falling 3 percent in the first
quarter, durable goods producers' sales
rose fractionally in the second. Sales
are expected to rise 4 percent this
quarter and K percent next. Sales of
nondurable goods producers grew frac-
tionally in both the first and second
quarters. They are expected to rise 2

19

percent this quarter and 1% percent
next. For both durables and nondur-
ables producers, the gain projected
from the first half of 1970 to the second
about matches those registered in the
second half of last year.

Inventory condition, June 30

On both March 31 and June 30 this
year, companies holding 24 percent of
producers' stocks judged their inven-
tories "high"; three-fourths of the
stocks were judged "about right" and
only 1 percent were "low." Last year
the "high" ratio rose from 18 to 23
percent.

The "high" ratio in durables manu-
facturing was 28 percent on June 30, up
1 percentage point from March 31.
This ratio has been rising since the end
of 1968, when it was 19 percent.

The "high" ratio for nondurable

CHART 10

Manufacturers' Sales and Inventory Expectations

Sales

Inventories

• Sales gains expected to be substantial in third quarter, smaller in fourth
* Stock accumulation to continue at moderate rates

DURABLE GOODS MANUFACTURERS NONDURABLE GOODS MANUFACTURERS
Billion $ (Ratio scale)
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U.S. Department of Commerce, Office of Business Economics
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20 SURVEY OF CUEEENT BUSINESS September 1970

goods producers dropped from 19 per-
cent at March 31 to 17 percent at
June 30, little different from the figures
reported last year.

Inventory imbalance, June 30

At midyear, manufacturers' inven-
tories were estimated to be $2% billion

Table 1.—Manufacturers' Inventories and Sales: Actual and Expected

[Billions of Dollars]

Inventories, end of quarter :

Unadjusted:

All manufacturing
Durables
Nondurables

Seasonally adjusted :

All manufacturing
Durables
Nondurables

Sales, total for quarter :

Unadjusted :

All manufacturing
Durables
Nondurables

Seasonally adjusted :

All manufacturing
Durables
Nondurables

I

84.3
54.6
29.7

83.8
54.3
29.5

144.9
80.5
64.4

145.2
80.5
64.8

19

II

85.8
55.8
30.0

85.6
55.4
30.1

153.8
85.7
68.1

149.5
82.0
67.5

68

III

86.4
56.1
30.3

87.1
56 5
30.7

148.3
78.7
69.6

152.7
83.0
69.7

IV

88.2
57.0
31.2

88.6
57 4
31.2

156.7
86.0
70.7

156.6
85.5
71.1

I

90.9
59.3
31.6

90.3
59 0
31.3

158.6
88.7
70.0

159.2
88.8
70.4

19

II

92.5
60.9
31.6

92.2
60 5
31.7

166.6
93.4
73.2

161.8
89.4
72.5

69

III

93.4
61.6
31.8

94.2
62.0
32.2

161.9
88.2
73.7

167.1
93.2
73.9

IV

95.5
63.1
32.4

95.9
63.6
32.4

168.2
93.4
74.8

168.3
93.0
75.2

I

97.5
64.6
32.9

96.9
64.3
32.6

164.9
89.8
75.1

165.6
90.1
75.5

19

II

98.1
64.8
33.3

97.7
64 4
33.4

171.2
94.5
76.7

166.3
90.4
75.9

70

mi

97.9
64.8
33.1

98.8
65 2
33.6

166.5
89.3
77.2

171.5
94.1
77.4

IV i

99 6
65.5
34.1

100.1
65 9
34 2

172.9
94.8
78 1

173.0
94.5
78.5

1. Expectations reported by manufacturers in August 1970. Inventory expectations have been corrected for systematic
biases.

Sources: U.S. Department of Commerce. Expectations, Office of Business Economics; actuals, Bureau of the Census.

Table 2.—Manufacturers' Evaluation of the Condition of Their Inventories l

[Percentage distribution]

March 31, 1965
June 30, 1965
September 30, 1965
December 31, 1965

March 31, 1966
June 30, 1966
September 30, 1966
December 31, 1966

March 31, 1967
June 30, 1967
September 30, 1967 . . .
December 31, 1967_ _

March 31, 1968
June 30, 1968
September 30, 1968
December 31, 1968

March 31, 1969
June 30, 1969
September 30, 1969
December 31, 1969

March 31, 1970
June 30, 1970

Total

High

16
16
16
15

15
18
22
28

31
31
27
25

25
25
24
18

20
21
23
23

24
24

About
right

81
80
81
82

81
78
75
70

68
67
69
72

72
72
73
80

78
77
76
76

75
75

Low

3
4
3
3

4
4
3
2

1
2
4
3

3
3
3
2

2
2
1
1

1
1

Durables

High

20
20
22
19

18
21
27
33

37
36
34
31

31
31
28
19

21
22
26
25

27
28

About
right

77
77
76
78

79
75
70
65

62
63
63
67

66
67
70
79

77
76
73
73

72
71

Low

3
3
2
3

3
4
3
2

1
1
3
2

3
2
2
2

2
2
1
2

1
1

Nondurables

High

9
10
8
8

10
13
14
18

20
20
15
15

15
16
16
16

17
18
17
18

19
17

About
right

87
85
88
88

85
83
83
79

78
76
81
81

82
80
79
82

82
80
82
81

80
81

Low

4
5
4
4

5
4
3
3

2
4
4
4

3
4
5
2

1
2
1
1

1
2

in excess of needs, after netting the
excesses and deficiencies of companies
which judged their stocks either "high"
or "low." The imbalance represented
about 10 percent of stocks held by those
companies. Excess inventories have
been largely in the hands of durable
goods producers both this year and last.

The net excess of durable goods
producers was $1.9 billion at midyear;
unchanged from March 31 but double
the amount at the end of 1968 and
equal to almost 3 percent of durables
stocks as compared with 1% percent in
December 1968.

Net excess inventories held by non-
durable goods producers fell slightly
from March 31 to June 30. At $570
million, they were little different at
midyear from a year earlier and were
equivalent to only 1% percent of total
soft goods stocks.

Table 3.—Inventory Imbalance, Decem-
ber 31, 1968 to June 30, 1970

1. Condition of actual inventories relative to sales and unfilled orders position as viewed by reporting companies. Percent
distribution of inventory book values according to companies' classifications of their inventory condition.

NOTE: Due to change in survey questionnaire, data starting December 31, 1968 are not strictly comparable to prior data.

Source: U.S. Department of Commerce, Office of Business Economics.

AH manufacturers:

December 31,
1968

March 31, 1969...
June 30, 1969
September 30,

1969
December 31,

1969
March 31, 1970...
June 30, 1970

Durable goods:

December 31,
1968.

March 31, 1969...
June 30, 1969
September 30,

1969 _ .
December 31,

1969
March 31, 1970...
June 30, 1970

Nondurable goods:

December 31,
1968 .

March 31, 1969...
June 30, 1969
September 30,

1969
December 31,

1969
March 31, 1970...
June30/I970

Inven-
tory

excess

Inven-
tory
defi-

ciency

Net excess

Amount

(Billions of dollars)

1.73
1.87
1.96

2.36

2.50
2.58
2.62

1.19
1.31
1.35

1.75

1.91
1.97
2.00

.54

.56

.61

.61

.59

.61

.62

0.25
.16
.24

.15

.16

.10

.15

.20

.12

.18

.11

.13

.09

.10

.05

.04

.06

.04

.03

.01

.05

1.48
1.71
1.72

2.21

2.34
2.48
2.47

.99
1.19
1.17

1.64

1.78
1.88
1.90

.49

.52

.55

.57

.56

.60

.57

Percent
of total
inven-
tories

1.7
1.9
1.9

2.4

2.5
2.5
2.5

1.7
2.0
1.9

2.7

2.8
2.9
2.9

1.6
1.6
1.7

1.8

1.7
1.8
1.7

Source: U.S. Department of Commerce, Office of Business
Economics.
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the BUSINESS SITUATION

GNP rose $14 billion in the third
quarter, a somewhat larger increase
than in the second. The rise in prices
continued at about the same rate as in
the second quarter. Measured in real
terms, the Nation's output rose $2J/£
billion or at an annual rate of 1^2
percent.

The statistics for September indicate
general sluggishness in business activity

E«jCONOMIC activity showed a
modest expansion during; the third
quarter, despite the adverse effects
of the automobile strike. Measured
in current dollars, gross national prod-
uct rose $14 billion, a somewhat
larger gain than the $11% billion in
the second quarter, and substantially
greater than the $7% billion increase
in the first quarter of this year. The
rise in prices continued at about the
same rate as in the second quarter,
and the implicit price deflator rose
at an annual rate of nearly 4% percent.
Measured in real terms, the Nation's
output increased $2% billion or at an
annual rate of 1% percent; real output
was essentially unchanged in the second
quarter following a decline of $5%
billion in the first.

The third quarter acceleration in
GNP was due entirely to the increase
in final sales which amounted to $13
billion as compared with $10 billion
in the second quarter. On the basis of
incomplete data, inventory investment
is estimated to have increased very little
in the summer. Although the strike at
General Motors affected only the last
2 weeks of the quarter, its impact—
which primarily affected inventories—

is estimated at an annual rate of about
$2 billion. Of course, as the strike
extends into the fourth quarter, it
has a bigger impact on activity because
the direct loss of auto output will be
increasingly augmented by secondary
or indirect effects.

Major components of final sales
The accelerated expansion of final

sales in the third quarter reflected
increased strength for all major com-
ponents except net exports, where
expansion was unchanged, and
consumer spending, where growth
slackened noticeably (chart 2).

Cautious attitudes among consumers
held the rise in personal consumption
expenditures to only $8 billion in the
summer quarter; spending rose $11%
billion in the second quarter and $10%
billion in the first. The relatively
small third quarter increase reflected
weakness in expenditures for goods,
particularly for durables; service out-
lays continued on their upward course.
After showing a fairly strong pickup in
the spring, spending for durables de-
clined slightly because of cutbacks in
purchases of furniture and household
appliances; outlays for autos and parts
showed virtually no change, while
spending for other durables was up a
little. Consumer expenditures for non-
durable goods increased about $1 billion
less than in the spring quarter. During
the summer, the rise in consumer
spending fell short of the $9% billion
expansion in disposable personal in-
come, and the saving rate—personal
saving as a percentage of disposal
income—inched up to 7.6 percent from
7.5 percent in the second quarter.
The saving rate was 6.7 percent in the
first quarter and averaged 6.0 percent
in 1969.

Third quarter GNP rose $14 billion

CHART 1

Billion $
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20 -

10 -

FINAL SALES accounted for most of the rise
30 -
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INVENTORY INVESTMENT was little changed
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Percent
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The GNP DEFLATOR rose 4 Vi percent
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SURVEY OF CURRENT BUSINESS October 1970

While consumer spending added less
to the expansion of GNP in the third
quarter than in the second, government
purchases added considerably more.
The swing in total government pur-
chases, from a decline of $1% billion in
the second quarter to an increase of $3

CHART 2

Changes in Components of Final Sales
In the third quarter:
• Growth of consumer spending slowed
• Most other major components showed

more strength
Billion $

30 -

TOTAL
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10 ~
STATE AND LOCAL GOVERNMENT PURCHASES
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Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Office of Business Economics

billion in the third, was the main factor
in the stepped-up growth of final sales.
Primarily because of a strong revival
in construction outlays, State and local
purchases rose $3% billion, a much
larger increase than in the second
quarter. Federal purchases, which had
declined $2% billion in the spring and
were a big drag on the second quarter
expansion of GNP, fell only $% billion
in the summer. Defense purchases
declined by more than $1% billion, but
this was partly offset by an increase
in nondefense spending of nearly $1
billion.

Investment expenditures also showed
some acceleration in the third quarter.
Reflecting the recovery in homebuild-
ing activity that has been evident since
late spring, residential investment rose
$% billion; these expenditures, which
had been contracting for more than a
year, declined by this amount in the
second quarter. Business fixed invest-
ment also registered a bit more strength
in the third quarter than in the second.

September Developments

The statistics for September indicate
general sluggishness in business activ-
ity. Industrial production declined, in
part reflecting the strike at the Gen-
eral Motors Company. Employment
was essentially unchanged, but the
number of unemployed and the un-
employment rate rose sharply. Personal
income registered a moderate advance,
a large part of which reflected the retro-
active pay increase for postal em-
ployees. To judge from weekly data,
retail sales were showing little change
in September; sales had improved
noticeably in July but leveled off in
August. Wholesale prices, after a de-
cline in August, rose in September.

Industrial production

The Federal Reserve index of pro-
duction declined sharply in September
after 3 months in which mixed changes
showed overall production stable. The
index fell 3 percentage points to 166.0
percent of the 1957-59 average, and
stood 5 percent below its peak in July
1969. About two-thirds of last month's
decline was a result of the auto strike;
the balance reflected slack in most other

manufacturing industries. In terms of
the major market sectors, output of
consumer goods other than autos fell,
materials production declined, and the
pronounced contraction in both busi-
ness and defense equipment continued.

Employment and income

The number of unemployed persons
rose 375,000 in September to 4.6 mil-
lion, seasonally adjusted, and the un-
employment rate jumped to 5.5 percent
from 5.1 percent in August. The number
of workers employed was essentially
unchanged from August, and the sharp
rise in the jobless rate resulted from
labor force growth.

Nearly four-fifths of the increase in
the number of unemployed occurred
among 16-24 year olds. The Labor
Department cautioned that the high
concentration of unemployed in this
group may reflect the fact that the
household survey was taken during
Labor Day week, and may have in-
cluded young people who had not yet
given up summer job seeking efforts—
i.e., not left the labor market—before
their return to school. Women ac-
counted for virtually all the rise in
unemployment among those 25 years
and over. The jobless rate for females
in this age group rose 0.3 of a percent-
age point to 4.4 percent seasonally
adjusted; the rate for men in this
group was unchanged at 3 percent.

Because the survey was taken early
in September, these data do not re-
flect any loss of employment associated
with the auto strike. Striking employees
are not considered unemployed in the
household survey; however, workers
who lose their jobs as a result of second-
ary strike effects are counted, and
their numbers will show up in the data
for October.

Employment in nonagricultural es-
tablishments rose about in line with
seasonal expectations and, on a season-
ally adjusted basis, was unchanged
from August. Moderate employment
increases in trade, services, and State
and local government offset a sizable
decline in contract construction and a
small reduction in Federal employ-
ment; the number of workers on pay-
rolls in both durable and nondurable
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goods manufacturing was unchanged
from August. The September survey of
nonfarm establishments was also taken
early in the month and did not reflect
the auto strike. Striking workers will
not be in the payroll employment
figures for October; their exclusion will
show up as a reduction in the payroll
series of about 325,000 workers.

The measurement of the average
workweek was affected by the fact that
the survey week included Labor Day
and persons who did not receive holiday
pay were reported as having reduced
weekly hours of work. The September
figures show substantial declines in
both the average workweek and over-
time in manufacturing. The average
workweek for all employees on nonfarm
payrolls fell 0.4 hour (seasonally ad-
justed) to 36.8 hours and overtime in
manufacturing fell 0.3 hour to 2.7
hours.

Although payroll employment held
steady last month, it declined substan-
tially during the third quarter; the
summer weakness was widespread and
greater than that in the spring (table 1).

Personal income rose $5K billion in
September at a seasonally adjusted

Table 1.—Change in the Number of Em-
ployees on Nonagricultural Payrolls l

[Thousands of workers, seasonally adjusted]

All

Mining
Production
Nonproduction

C onstruction
Production
Nonproduction _ _

Durables manufacturing. .
Production _ _
Nonproduction

Nondurables manufac-
turing

Production
Nonproduction _ _ _

Transportation and
utilities

Wholesale trade

Retail trade

Finance, insurance, and
real estate

Services

Federal Government

State and local govern-
ment

19

HI

316

7
g

-1

A

-3
-1

33
28
5

g
—7
15

31

30

79

35

84

-13

30

69

IV

341

3
2
1

39
31
8

-118
-126

8

1
-15

16

g

36

62

34

145

-24

151

I

300

2
1
1

—24
-36

12

-189
— 180

— 9

24
14
10

37

48

114

44

121

8

116

1970

II

-255

— 5
—5

0

—80
-77
-3

-251
-187

— 64

— 102
— 100

-2

— 16

18

-25

21

43

27

114

III

—437

—4
—5

1

—85
— 78
-7

-238
-169

—69

—58
—47
— 11

40

— 10

—28

—3

—35

-145

126

1. Computed on quarterly averages. Source: BLS.

annual rate. Government wages and
salaries were responsible for half of this
rise. State and local government pay-
rolls increased about $% billion, while
Federal payrolls were boosted $2% bil-
lion by the pay raise for postal workers.
Of the latter amount, $2 billion re-
flected a one-time retroactive payment
covering the April-to-August period;
this portion of the pay increase will not
be in the personal income figures for
October. Private wages and salaries
increased only about $}£ billion in
September, with the service industries
accounting for most of this increase.

The nonwage components of personal
income rose about $2 billion last
month. Interest income showed an-
other good-sized gain as did transfer
payments. The latter received an added
boost in September from the cost of
living increases in Civil Service benefit
payments to retirees and their survi-
vors, and from the recently enacted
increase in railroad retirement annuities.

Wholesale prices
After declining more than seasonally

in August, wholesale prices turned
around and rose 0.5 percent in Septem-
ber. In both months the swing in the
overall index resulted mainly from the
highly volatile farm products compo-
nent; prices of farm products declined
sharply in August and rose sharply in
September. The corn blight apparently
had a significant impact on the farm
products component last month, as the
prices of corn and other grains surged
upward.

Prices of processed foods and feeds
showed little change in September, and
prices for industrial commodities were
up 0.3 percent. Among the industrial
commodities, prices of machinery and
equipment and transportation equip-
ment moved higher, and very large in-
creases w^ere recorded for fuels and
power. On the other hand, prices in the
chemicals, rubber, and metals groups
recorded declines.

Second Quarter Regional and
State Income Changes

Personal income rose in the second
quarter of 1970 in seven of the eight
regions—the Plains is the exception—

and in 43 of the 50 States. In most
areas, the advance in the second
quarter was significantly larger than
in the first. However, most of the
second quarter acceleration was due
to unusually large increases in transfer
payments—mainly the increase in social
security benefits—and a pay raise for
Federal employees.

Total personal income in the Nation
rose 2l/2 percent in the second quarter,
seasonally adjusted, as compared with
an advance of about \% percent in
the first. The Federal pay increase
pushed Federal Government payrolls
up by 10 percent and the increase in
social security benefits boosted total
transfer payments by nearly 14 percent.
Because a large part of these payments
were retroactive, some of the big
second-quarter gains reflected pay-
ments that were associated with first
quarter obligations. When transfer pay-
ments and Federal payrolls are excluded
from the second quarter increase in
personal income, the relative gain is
reduced from 2% percent to three-
fourths of 1 percent.

The personal income gain excluding
Federal payrolls and transfers acceler-
ated in the second quarter in three
regions—Rocky Mountain, Southwest,
and Far West—and in 20 States. In
the first two of these regions and most
of these States, the acceleration is trace-
able directly to unusually large spurts
in farm income. Conversely, weakness
in the Plains reflected a decline in
agriculture income. The effects of each
of these three income components—
transfer payments, Federal payrolls,
and farm income—on regional changes
can be seen in the accompanying text
table. By showing income changes,
excluding the three components in
varying combinations, both the percent
change in the component and its
importance in the region's income
structure are measured.

Second quarter area differences

While the percent increases in transfer
payments and in Federal payrolls were
fairly uniform in the regions and States,
the importance (weight) of these in-
come components in regions' or States'

(Continued on page 12)
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CHART 3

• GNP rose $14 billion in third quarter- the largest gain in past year; real GNP rose 11/2 percent at an annual rate
• In September: The jobless rate jumped to 51/2 percent, the highest level in 6 years
• Wholesale prices advanced, farm products accounted for bulk of the rise
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• Personal
• In third

SURVEY OF CUERENT BUSINESS

income rose about $51/2 billion in September

5

1 CHART 4

quarter: Personal consumption expenditures rose $8 billion, somewhat less than in the second quarter
• Business fixed investment up very little; residential investment increased after a year long decline
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» In third quarter: inventory investment increased a little further
• Net exports continued to show improvement
* Federal purchases of goods and services continued to decline- State and local purchases up
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12 SURVEY OF CURRENT BUSINESS October 1970

personal income structures varies; con-
sequently, the relative importance of
changes in transfers and Federal pay-
rolls explain some of the regional and
State variation in total income growth
in the second quarter (See chart 7.)

In the income structure of New
England and the Great Lakes areas,
Federal payrolls have relatively little
weight and the Federal pay raise
contributed only moderately to overall
income gains. In the Plains States,
where transfer payments carry a some-
what greater weight in personal income
than they do nationally, a particularly
sharp advance in transfers offset some
of the weakness in the other income
components. The flow of total income
was bolstered by the increase in trans-
fers more in the Plains than in any
other region.

Among the States there are wider

CHART 7

-4

Regional Changes in Personal Income
Transfer payments and Federal Government payrolls
affected personal income significantly in all regions

Percent Change *
From First to Second Quarter 1970

-2 0 2 4 <

T

UNITED STATES

i

Total

Total Excl. Transfers and
Federal Goverment Payrolls

Rocky Mountain

* Seasonally adjusted

U.S. Department of Commerce, Office of Business Economics

variations in the importance of trans-
fers and Federal payrolls than among
regions, and changes in these income
components explain much of the State
differences in total income change. The
advance in Federal wage payments was
very important in Alaska, Maryland,
Virginia, District of Columbia, Hawaii,
Utah, Rhode Island, Arizona, and Mis-
sissippi where there are many Federal
installations. The rise in transfers had
a substantial impact in Florida and
California, where there is a high con-
centration of retired persons, and in
Rhode Island, District of Columbia,
Arkansas, and Massachusetts. As a
result, the second quarter income in-
crease in all of these States was well
above the national average.

On the other hand, both transfers
and Federal payrolls make up a belo\v-
average share of total income in Con-
necticut, Illinois, and Indiana. Addi-
tionally, Federal payrolls carry little
weight in Minnesota, Vermont, Iowa,
and Wisconsin. Accordingly, the total
income advance in each of these States
was less than the national average.
First to second quarter percent changes
in personal income for each of the
States are shown in the quarterly
personal income table.

Farming and manufacturing

Apart from the increase in social
security payments and the Federal pay
raise, developments in agricultural earn-
ings and in manufacturing explain most
of the residual second quarter regional
and State differences in personal in-
come gains. Farm earnings spurted in
the Rocky Mountain and Southwest
regions and fell back sharply in the
Plains. In each of these areas the im-
pact was reflected noticeably in the
change in total personal income. Among
the States, large increases in farm
earnings were important in the above
average income gains in Colorado, Ari-
zona, Mississippi, and Arkansas. On
the other hand, each of the seven
States which showed income dips in
the second quarter registered large de-
clines in agricultural income. However,
it should be noted that changes in
farm income have been erratic so far
this year.

In each of the regions and in most
of the States where there was a large
and important second quarter change
in agricultural earnings, there had been
a change in the opposite direction in
the first quarter.

In New England and the Far West
there were second quarter declines in
manufacturing payrolls; advances were
recorded in the Southeast and the
Rocky Mountain regions. In the first
quarter manufacturing payrolls in-
creased moderately in New England

Table 2.—Regional Change in Income,
Selected Components

United States:
Total personal income
Total exc. transfers _ .
Total exc. Federal
Total exc. transfers and Federal. __
Total exc. farm - _. _
Total exc. Fed., transfers, f a rm__-_

Rocky Mountain :
T otal personal income
Total exc. transfers - _ -
Total exc Federal
Total exc. transfers and Federal
Total exc. farm - - - --
Total exc. Fed., transfers, farm

Southwest:
Total personal income
Total exc transfers
Total exc Federal - - -
Total exc. transfers and Federal- _ _
Total exc farm - _ _ _
Total exc. Fed., transfers, farm

Southeast:
Total personal income _ _ _ __
Total exc transfers _ _ - - -
Total exc Federal
Total exc. transfers and Federal- _ _
Total exc farm -
Total exc. Fed., transfers, farm

Far West:
Total personal income
T otal exc transfers
Total exc Federal
Total exc. transfers and Federal- _.
Total exc farm - - -
Total exc. Fed., transfers, farm

Mideast:
Total personal income
Total exc transfers --
Total exc Federal
Total exc. transfers and Federal. _ _
T otal exc farm - - -
Total exc. Fed., transfers, farm

New England:
Total personal income
Total exc transfers --
Total exc Federal -- -
Total exc. transfers and Federal- _ _
Total exc farm
Total exc. Fed., transfers, fann____

Great Lakes:
Total personal income
Total exc transfers
Total exc Federal -- - -- -
Total exc. transfers and Federal- ._
Total exc farm -- -
Total exc. Fed., transfers, farm..--

Plains:
Total personal income
Total exc transfers
Total exc Federal
Total exc. transfers and Federal- --
Total exc farm - --
Total exc. Fed., transfers, farm...

Percent change

IV-1969—
1-1970

1.6
1.4
1.7
1.4
1.6
1.4

1.2
1.0
1.4
1.1
1.7
1.7

1.9
1.7
2.1
1.9
2.4
2.6

1.6
1.4
1.8
1.6
1.2
1.0

1.5
1.1
1.4
1.1
1.6
1.2

1.5
1.2
1.6
1.3
1.5
1.3

4.0
3.9
3.7
3.7
4.0
3.7

1.1
.8

1.0
.7

1.3
.9

1.8
1.5
1.8
1.6
1.3
1.0

1-1970—
11-1970

2.4
1.3
1.9
. 7

2.5
.8

4.7
3.8
4.0
2.9
3.5
1.4

3.8
2.9
3.3
2.3
2.8
1.0

3.4
2.4
2.8
1.6
3.3
1.3

3.1
1.9
2.6
1.3
2.9
1.1

2.3
1.2
1.9
.7

2.4
.8

2.0
.8

1.8
.6

2.1
.6

1.6
.5

1.3
.2

1.9
.5

-.6
-2.1
-1.1
-2.7

1.7
-.3
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but declined in the Far West. Within
the latter region the decline in manu-
facturing since the first of the year

has been very sharp, particularly in
the State of Washington but also in
Oregon and California. These States

have been adversely affected by the
severe cutbacks in the aerospace
industry and weakness in lumbering.

Table S.^Total Personal Income, by States and Regions

[Millions of dollars, seasonally adjusted at annual rates]

State and region

United States __

New England . . . .

Maine
New Hampshire
Vermont - .. _

Massachusetts
Rhode Island _ . ...
Connecticut .. . . .

Mideast - ...

New York
New Jersey .
Pennsylvania .. ... .. -

Delaware
Maryland- _ .
District of Columbia.. ..

Great Lakes

Michigan
Ohio _
Indiana. . ... . . .......

Illinois.. .
Wisconsin ... ... .

Plains

Minnesota
Iowa
Missouri

North Dakota .
South Dakota.
Nebraska
Kansas

Southeast

Virginia
West Virginia
Kentucky .

Tennessee
North Carolina
South Carolina.- ___ - _

Georgia
Florida
Alabama .

Mississippi
Louisiana _
Arkansas

Southwest . _ _ _

Oklahoma .
Texas

New Mexico
Arizona -

Rocky Mountain.. _ __

Montana. _ _
Idaho
Wyoming

Colorado
Utah

Far West

Washington _
Oregon _ _ -

Nevada
California

Alaska
Hawaii

I

610, 485

38, 924

2,496
2,036
1,152

18, 895
2,917

11,428

145, 972

67, 285
24, 990
36, 468

1,796
12, 203
3,230

129, 932

28, 466
33, 153
15, 714

39, 779
12, 820

46, 901

10, 870
8,182

13, 618

1,564
1,651
4,292
6,724

103,819

12, 285
4, 134
7,674

9,096
11, 986
5,643

11 339
16 800
7,510

4 403
8 846
4 103

42 228

6 488
28 943

2 419
4 378

13,180

1 907
1 733

908

5 988
2 644

86 204

10 501
5 947

1 526
68 230

998
2,327

1

II

618, 361

39, 470

2,530
2,070
1,160

19, 200
2,936

11,574

147, 917

68, 153
25, 491
36, 632

1,850
12,447
3,344

130, 839

28, 856
33, 077
15, 687

40, 329
12, 890

47, 641

11,012
8,379

13, 726

1,646
1,702
4,444
6,732

105,097

12 501
4 169
7,578

9 185
12, 126
5,640

11 419
17 219
7 579

4 487
8 946
4 248

43 184

6 517
29 678

2 479
4 510

13,334

1 938
1 737

913

6 090
2 656

87 493

10 761
6 050

1 556
69 126

1,012
2,374

967

III

630, 882

40, 322

2,587
2,110
1,193

19, 504
3,036

11, 892

150, 346

69, 424
25, 869
37, 202

1,884
12, 650
3,317

134,112

29, 806
33, 940
15, 986

41, 144
13, 236

48, 772

11, 332
8,827

13, 922

1,592
1,750
4,406
6,943

106 799

12 762
4 230
7 784

9 314
12 272

5 780

11 630
17 730
7 684

4 358
8 988
4 267

44 115

6 707
30 366

2 450
4 592

13 430

1 864
1 840

902

6 142
2 682

89 504

11 052
6 185

1 616
70 651

1 028
2 454

IV

642, 225

41, 003

2,623
2,152
1,219

19, 828
3,099

12, 082

153, 284

70, 661
26,419
37, 844

1,926
13, 074
3,360

135, 287

29, 441
34, 614
16,257

41, 544
13, 431

49, 229

11, 501
8,702

13, 988

1,576
1,818
4,512
7,132

110 051

13 412
4 280
7 944

9 554
12 973
5 967

11 826
18 082
7 825

4 474
9 389
4 325

44 890

6 946
30 818

2 506
4 620

13 811

1 950
1 870

997

6 300
2 694

91 084

11 373
6 336

1 638
71 737

1 066
2 520

I

659, 809

42, 007

2,694
2,226
1,260

20, 490
3,179

12, 158

157, 519

72, 937
27, 098
38, 783

1,965
13, 359
3,377

139, 833

31, 186
35, 735
16, 786

42, 465
13, 661

50, 563

11, 736
8,915

14, 581

1,609
1,868
4,528
7,326

112 583

13 540
4 286
8 122

9 735
13 086
6 139

12 186
18 870
8 118

4 692
9 553
4' 256

45 830

6 951
3l' 590

2 585
4 704

13 986

1 960
1 795

963

6 546
2 722

93 851

11 720
6 435

1 706
73 990

1 096
2 541

1

II

676, 695

43, 115

2,732
2,261
1,297

20, 953
3,266

12, 606

161, 159

74, 415
27, 756
39, 471

2,038
13, 972
3,507

142, 701

31, 776
36, 661
17, 064

43, 172
14, 028

51, 327

12,019
9,085

14 850

1,556
1,870
4,636
7,311

116 483

13 985
4 416
8 424

10 080
13 570
6,361

12 638
19 581
8 230

4 908
9 712
4 578

47 320

6 967
39 754

2 615
4 984

14 451

2 010
1 888

970

6 723
2 860

96 362

12 002
6 580

1 738
76 042

1 106
2 671

968

III

693, 176

43, 971

2,784
2,320
1,327

21, 283
3,281

12, 976

164, 570

76, 025
28, 322
40, 299

2,081
14, 252
3,591

145, 552

32, 550
37, 253
17, 391

43, 980
14, 378

52, 857

12t482
9,416

15,211

1,624
1 853
4,589
7,682

119 341

14 406
4 476
8 590

10 428
13 902
6 472

12 914
20 252
8 412

4 890
9 907
4 692

49 288

7 428
33 972

2 698
5 190

14 761

1 999
1 903
1 010

6 910
2 939

98 910

12 232
6 730

1 813
78 135

1 126
2 800

IV

708, 086

45, 062

2,860
2,393
1,356

21,839
3,388

13, 226

168, 163

77, 831
29, 052
40, 943

2,108
14, 609
3,620

149,381

33, 376
38, 063
17, 950

45, 230
14, 762

53,781

12 794
9,077

15 553

1,841
1 910
4 844
7,762

121 545

14 685
4 527
8 776

10 611
13 985
6 554

13 385
20 578
8 553

4 994
10 063
4 834

50 123

7 456
34' 668

2 700
5 299

15 362

2 120
I 958
1 050

7 235
2 999

100 694

12 480
6 907

1 875
79 432

1 148
2 827

I

721, 552

45, 729

2,903
2,424
1,374

22, 212
3,414

13, 402

170, 551

78, 959
29, 103
42, 071

2,144
14, 620
3,654

152 749

33 992
39 088
18, 337

46, 369
14, 963

54 780

13 111
9,444

15 764

1 766
1 974
5 010
7 711

124 908

14 809
4 576
8 956

10 889
14 563
6 786

13 772
21 367
8*887

5 291
lo' 142
4 870

50 871

7 413
35 163

2 855
5 440

15 607

2 102
2 047
1 036

7 389
3 033

102 249

12 666
6 974

1 896
80 713

1 199
2 909

1

II

736, 852

46, 754

2,969
2,457
1,404

22, 784
3,507

13, 633

174, 297

80, 599
29, 962
42,711

2,166
15, 160
3, 699

155, 080

34, 623
39, 753
18, 652

46, 857
15, 195

55,381

13, 118
9,760

15, 736

1,836
1,925
5,182
7,824

127 672

15 261
4 718
9 134

11 114
14 933
6 950

14 107
21 958
9 000

5 244
10 285*
4 968

52 337

7 701
36 225

2 817
5 594

15 985

2 085
2 150
1 067

7 585
3' 098

105 141

13 050
7 194

1 995
82 902

1 241
2 964

969

III

753, 503

47, 564

3,002
2,504
1,442

23, 177
3,521

13, 918

178, 013

82, 231
30, 596
43, 551

2,239
15, 591
3,805

158, 093

35, 387
40, 515
19, 048

47, 580
15, 563

57, 428

13, 584
10, 199
16 356

1,881
1,963
5,174
8,271

131 158

15 806
4 763
9 340

11 273
15 428
7 151

14 402
22 962
9 227

5 219
10 562
5 025

53 876

8 082
36 997

2 936
5* 861

16 168

2 224
2 123
1 075

7 590
3' 156

106 828

13 206
7*392

2 084
84* 146

1 262
3 113

IV

766, 006

47, 642

3,073
2,570
1,483

22,716
3,618

14, 182

181,936

83, 746
31, 587
44, 396

2,321
15,972
3,914

161, 032

36, 037
41,224
19, 436

48, 554
15, 781

58,710

13, 979
10, 076
16 483

1,926
2 116
5,553
8,577

132 221

15 888
4 884
9 378

11 480
15 196
7 184

14 731
93 296
9 350

5 182
10 664
4 988

54 401

8 104
37 448

9 910
5 939

16 507

2 278
2 162
1 113

7 714
3 240

108 976

13 448
7 484

2 174
85 870

1 329
3 252

19

I

778,447

49, 530

3,175
2,608
1,529

23, 953
3,626

14, 639

184, 666

85, 549
31, 738
45, 166

2,274
15, 983
3,956

162,819

35, 372
42, 093
19, 391

49, 836
16, 127

59, 749

14, 179
10, 283
17 024

1,942
2 206
5,584
8,531

134 366

16 103
4 915
9 460

11 733
15 838
7 361

14 710
23 225
9 675

5 465
10 838
5 043

55 421

8 226
38 164

3 047
5 984

16 707

2 251
2 173
1 163

7 845
3 275

110 563

13 524
7 521

2 144
87 374

1 372
3 254

70

II

797,082

50, 506

3,240
2,654
1,545

24, 755
3,749

14, 563

188, 997

87, 278
32, 513
45, 846

2,346
16, 837
4,177

165, 391

36, 629
42, 607
19,710

50, 057
16, 388

59, 384

14, 109
10, 402
16, 922

1,855
2,087
5,651
8,358

138 993

16 840
5 040
9 911

12 050
16 300
7,592

15 215
24 174
9 757

5 745
11 053
5 316

57 539

8 305
39 756

3 133
6 345

17 485

2 297
2 282
1 133

8 373
3 400

113 971

13 771
7 709

2 233
90 258

1 425
3 391

Percent
change
I-II 1970

2.4

2.0

2.1
1.7
1.1

3.3
3.4

—.5

2.3

2.0
2.4
1.5

3.2
5.3
5.6

1.6

3. 6
1.2
1.6

.4
1.6

-.6

-.5
1.2

-.6

-4.4
-5.4

1.2
-2.0

3 4

4 6
2 5
4 8

2 7
2 9
3. 1

3 4
4 i

9

5 1
2 0
5 4

3 8

1 0
4 2

2 8
6 0

4 7

2 0
5 0
2 5

6 7
3 8

3 1

1 8
2 5

4 2
3 3

3 8
4.2

NOTE.—Quarterly totals for the State personal income series will not agree with the personal
income measure carried in the national income and product accounts since the latter includes
income disbursed to Government personnel stationed abroad. 1967-69 estimates have been
revised.

Source: U.S. Department of Commerce, Office of Business Economics.
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the BUSINESS SITUATION

Basic trends in economic activity are
being obscured by the auto strike, and
this will continue to be the case during
the post-strike period. It will therefore
be some time before there is much clear
evidence as to the strength of the
moderate expansion that developed
before the strike.

Additional information has become
available to round out the picture of
developments in the third quarter. The
Nation's output expanded modestly but
utilization of manpower and of physical
capacity remained far below potential.
Output per man-hour improved sub-
stantially; this held down the rise in unit
labor costs and contributed to a modest
increase in corporate profits.

-L\-S this issue of the SURVEY went to
press, a national agreement had been
announced between General Motors
Corporation and the striking auto work-
ers, and ratification by the union rank-
and-file was expected shortly. Although
some plants will remain shut until local
issues are resolved, tentative plans call
for regaining a fairly substantial rate of
production by early December. The im-
pact of the strike, during the more than
2 months of full shutdown, was large
enough to obscure basic trends in eco-
nomic activity. It will continue to be
difficult to assess the underlying state
of the economy during the post-strike
period, as efforts are made to recoup
lost production and sales.

It will therefore be some time before
there is much clear evidence as to the
strength of the moderate expansion that
developed before the strike. Residential
construction is quite evidently expand-
ing, and construction spending by State

and local governments also continues to
recover. Beyond that, the picture is less
clear—especially in regard to consumer
demand, which is the key to the strength
of the economic outlook in the near
term. Consumers remained very cau-
tious in the third quarter, once again
saving a large share of income, and the
auto strike has undoubtedly worked to
sustain cautious attitudes. The strike
had a direct effect on the incomes of a
very substantial number of people—
counting both strikers and those affected
in industries supplying GM. More gen-
erally, the strike was of such a magni-
tude that it likely had an unsettling
effect on the attitudes of many who
were not directly affected at all.

Additional information has become
available to round out the picture of
developments in the third quarter. The
Nation's output expanded modestly but
utilization of manpower and of physical
capacity remained far below potential.
With labor input cut further, output per
man-hour improved substantially. As
in the second quarter, the productivity
gain held down the rise in unit labor
costs, and this was an important factor
contributing to a modest increase in
corporate profits. As to the centrally
important question of price behavior,
there were some indications of a slow-
down in the rate of increase. The evi-
dence was mixed, however, and prices
generally continued to rise at an un-
acceptable rate.

It is taking a painfully long time for
price behavior to show any marked re-
sponse to the substantial restraint that
has been put on the economy. The
Nation experienced several years of
serious inflation, which worked its way
into costs and prices, as well as atti-

tudes, throughout the economy. Excess
demand has been eliminated. However,
it is a very difficult task to reverse deep
seated inflationary expectations, and the
process by which wages and other costs
come to reflect the changed conditions
is proving to be very slow. Some prog-
ress has been made in affecting basic
cost (and price) behavior. A good deal

CHART 1

Productivity and Labor Costs
in the Private Economy
Because of sharp gains in productivity the rate of
increase in unit labor costs has dropped substantially

8 -
OUTPUT PER MAN-HOUR

12

UNIT LABOR COST

luLJtiL
1966 67 68 69 70

Change From Previous Quarter
Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Office of Business Economics
Data: BLS

70-11 1
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more is needed, however, and achieving
it will be more difficult in conditions of
expanding economic activity.

Productivity and Labor Costs

Recent improvements in productivity
have contributed very substantially to
moderating the uptrend of labor costs
(chart 1). Following five quarters of
very small increases or actual declines,
output per man-hour rose 3/4 percent
at a seasonal!}^ adjusted annual rate in
the second quarter and 4% percent in
the third. With output essentially
unchanged in the spring and only
modestly higher in the summer, the
improvement in productivity was
largely the result of rather sizable
reductions in man-hours.

Productivity in the Private Economy

[Percent change, seasonally adjusted annual rate]

1969:
I

II... .
III
IV.

1970:
I..

II... .
Ill

Output

2.8
2. 1
2 5

-1.0

-3.0
.7

1.6

Man-hours

3.4
3.3
. 9

— 1.8

-.5
-3.0
—2.9

Output per
man-hour

-0.5
-1. 1

1.6
.8

-2.5
3.7
4.6

Since early last year, output and
man-hours have followed a course
typical of that seen during cyclical
fluctuations in business activity. In
periods of slackening demand, pres-
sures on profits force business to pay
increasingly close attention to costs. As
operations are trimmed, firms reduce
the work-week, cut hiring, and in many
cases proceed eventually to lay off
workers. The adjustment of man-hours
in the early phases of a contraction
tends to be slow, however, and this is
especially true if businessmen believe—
as many apparently did last year—that
the economic slowdown will be brief
and mild. In any event, an adjustment
in man-hours which trails the slowdown
in output naturally has an adverse
effect on productivity. Once the man-
hours adjustment is well underway,

however, it is likely to persist even after
the economy has resumed an expan-
sionary course. Alan-hours often con-
tinue to decline for a short while and
then tend to increase more slowly than
output, as firms find that they can do
without "excess fat" that had ac-
cumulated in the earlier expansion.
Consequently, output per man-hour
typically registers strong increases in
the early stages of economic recovery.

Developments in the closing months
of this year are of course obscured by
the work stoppage at GM. However,
the fact that business has now been
streamlining operations for more than
a year suggests that cost consciousness
is a dominant attitude. It thus seems
likely that the growth of man-hours
will not be commensurate with growth
of output, at least in the near term, so
that some further sizable gains in
productivity appear to be in the offing.

The improvement in productivity
that has already occurred has served to
offset a major part of the continued
large increases in hourly compensation,
and the rise in unit labor costs has
slowed noticeably. In the third quarter,
compensation per man-hour in the
private economy rose at a seasonally
adjusted annual rate of nearly 7% per-
cent. That increase was roughly in line
with recent experience; it was a little
larger than the rise in the first half of
1970 and a little smaller than that in the
second half of last year. In the past two
quarters, however, the recovery in out-
put per man-hour has held the average
rise in unit labor costs to an annual rate
of 2% percent, far below the pace in the
preceding 2 years. It seems clear at this
juncture in the anti-inflationary strug-
gle that sustaining this significant im-
provement in unit labor costs is the key
to future cost-price developments. If
unit costs begin to accelerate sharply,
the prospects for achieving a reduction
in inflationary pressures will be dim
indeed.

Union wage rates

Although union members comprise
only a relatively small share of the labor
force, developments in union contract
negotiations this year are an important

factor contributing to the sustained
rapid increase in average hourly com-
pensation. The contracts negotiated in
1970 have not only provided very large
increases—larger even than those nego-
tiated last year—but they have affected
an unusually large number of workers.
The number of workers involved reflects
the prevalence of multiyear contracts,
coupled with the fact that the termina-
tions of such contracts are not evenly
distributed through time. A substantial
number of them run in the same 3-year
cycle and are up for renegotiation this
year.

The large size of this year's contract
settlements suggests an insensitivity to
the slack condition of economic activity.
To some extent, these outcomes reflect
forces peculiarly associated with the
multiyear bargaining pattern. Because
most major contracts expiring this year
were last negotiated 3 years ago, and will
not be renegotiated until 1973, settle-
ments are bound to reflect the infla-
tionary conditions of the last few years.
In the last round of negotiations, infla-
tion was not so dominant an issue and,
in many cases, cost-of-living adjust-
ment clauses were traded off for other
types of benefits. Now there is great
pressure on union leaders to "catchup"
with the rise in prices and in the gen-
eral wage level in the intervening period,
and to allow for the possibility of con-
tinued inflation.

The prevailing pattern in 1970, as in
other recent years, is for the first-year
increases under new multiyear contracts
to be larger than the deferred increases
provided for subsequent years. The im-
pact of this practice is especially signifi-
cant this year because some 5 million
workers—an unusually large number—
are covered by contracts up for re-
negotiation. In short, 1970 negotiations
cover a very large number of workers
whose demands are swollen by the in-
flationary buildup during the life of
their expiring contracts. This conjunc-
tion of events, occurring at a critical
time, is complicating the task of slow-
ing the rate of increase in prices and
costs. It should be recognized, however,
that the 3-year contract cycle can also
work the other way, to have a moderat-
ing influence on the behavior of labor
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compensation in "light" bargaining
years when relatively few workers
negotiate new contracts.

Major contracts

Data compiled by the Bureau of
Labor Statistics show that major con-
tracts (covering 1,000 or more workers)
negotiated in the first 9 months of 1970
provided a median first-year increase
in straight time hourly earnings of
10^ percent, compared with 8 percent
in 1969. The acceleration occurred
primarily in nonmanufacturing indus-
tries, where the median first-year in-
crease negotiated through September
was 15^ percent, up from 10 percent
last year. The construction and trucking
industries accounted for most of this
jump. In manufacturing, the first-year
increase negotiated through September
was 8 percent, compared with Tpercent
last year. The manufacturing settle-
ments included contracts primarily in
the rubber, electrical equipment, and
apparel industries.

Most workers not involved in new
negotiations are receiving deferred in-
creases provided by negotiations in
earlier years, and some increases are
being received under cost-of-living ad-
justment clauses. Taken together, the
first-year increases negotiated this year
and the deferred increases (including
cost-of-living adjustments) have an
overall impact on wage rates this year
which can be expressed as the "effective
wage increase" (EWI) for workers
covered by major contracts. If the
EWI calculated for the first 9 months of
the year is a reasonable indicator of
that for the full year, then the median
EWI in 1970 for workers under major
contracts will be about 6^ percent,
up sharply from about 5 percent in 1969.

Union vs. nonunion wage behavior

Workers covered by major contracts
are only a small portion of all nonfarm
workers. An interesting and an import-
ant question, therefore, is whether non-
union wages are responding more sensi-
tively to the slowdown in economic
activity. Data bearing On this question

are compiled only for manufacturing.
These data suggest that overall wage
behavior in nonunion firms is in fact
more responsive to fluctuations in
aggregate economic activity.

It is reasonable that this should be the
case. In the nonunion sector, the grant-
ing of increases and the size of the in-
creases given probably tend to be more
subject to management discretion. More-
over, wage actions which occur annu-
ally, as is generally the case in the non-
union sector, should be more sensitive
to current conditions than actions
taken under contracts negotiated every
2 or 3 years.

BLS calculates on an annual basis
the median "effective wage adjust-
ment" (EWA) for union and for
nonunion manufacturing workers. The
EWA for a given year is the percentage
change in straight time hourly earnings
which occurs in that year. It reflects
all changes occurring in the year and
is based on data for all "situations"
reported to BLS, including situations
with decreases and no change as well
as those with increases. The EWA
thus differs from the "effective wage
increase," which includes increases only.
In general, the pattern of the union

and nonunion EWA's over the past
decade has indicated a greater sensi-
tivity in nonunion establishments
(chart 2).

Data compiled by BLS for the first
6 months of 1970 can be used to make
rough estimates of the union and non-
union EWA's for 1970. The two major
factors influencing the EWA for any
year are the size of the increases re-
ceived by workers (whether the result
of current or past decisions) and the
percentage of workers receiving in-
increases. For union manufacturing
workers, the effective increase (EWI)
was higher in the first 6 months of
1970 than in the same period last year,
and almost all union workers received
some kind of increase. For nonunion
workers, both the EWI and the per-
centage receiving increases were down
in the first half of the year from the
first half of last year.

On the basis of these data, the
median effective wage adjustment for
union workers in manufacturing this
year can be estimated at perhaps 6
to 6% percent, up 1 to 1% percentage
points from last year. The nonunion
effective wage adjustment can be esti-
mated at approximately 3% to 4

CHART 2

Wage Adjustments in Manufacturing
Percent

8

' Nonunion
0 Estimate by QBE

1959 60 61 62 63 64 65 66 67 68 69 70

Note.—Median annual "effective adjustment" in straight time hourly earnings. "Effective adjustment" reflects all situations reported to BLS.
including those with decreases or no change, and includes wage changes resulting from decisions made (e.g., contracts negotiated) in past years.

U.S. Department of Commerce, Office of Business Economics
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percent, down 1 to 1% points from
last year, indicating a considerably
greater responsiveness of nonunion
wages—on average—to the state of
economic activity.

Corporate Profits

During the third quarter, before-tax
book profits of corporations registered
their first increase in more than a year,
rising $3 billion at a seasonally adjusted
annual rate. Half of the increase re-
flected inventory profits; the balance
resulted from both a small expansion in
corporate output and a slight improve-
ment in profit margins. At $85 billion,
pre-tax book profits were nevertheless
$8 billion below the record level reached
in the first two quarters of 1969.

Widespread increases among non-
manufacturing industries accounted for
most of the third quarter profit ad-
vance. Profits in manufacturing showed
little change in the aggregate, largely
because earnings of the automobile in-
dustry were down very sharply. It has
been in manufacturing, particularly in
durable goods manufacturing, that most
of the recent profits decline has oc-
curred. Manufacturing profits in the
third quarter were roughly $7 billion
below their level in the first half of
1969.

The third quarter expansion in profits
resulted in increased tax liabilities of

billion, and after-tax profits rose
billion to $45% billion. (The be-

havior of after-tax profits was not af-
fected by the complete elimination of
the tax surcharge at midyear; in the
estimates of profits in the national in-
come accounts, allowance was made as
of the first quarter for the full-year
effect of the surcharge elimination.)
Dividends were up only slightly in the
third quarter and retained earnings rose
more than $1 billion. Capital consump-
tion allowances (mainly depreciation
charges) continued to advance and cash
flow rose $2% billion. This followed a
decline of $2% billion in the year
ending in the second quarter, and was
the largest increase in internally gener-
ated funds since the closing quarter of
1967.

The book value measure of profits
includes gains or losses due to the dif-
ference between the replacement cost of
goods taken out of inventory and the
cost at which they are charged to pro-
duction. These inventory profits or
losses are excluded from the profits
component of national income—an ag-
gregate which measures the factor in-
comes arising from current production—
by the "inventory valuation adjust-
ment77 (IVA). Inventory profits rose
$1% billion in the third quarter. After
adjusting for this, the national income
measure of pre-tax profits rose $1%
billion to $79 billion.

The volume of corporate output in-
creased only modestly and the improve-
ment in profits was to a considerable
extent due to expansion of profit mar-
gins—i.e., profit per unit of real output.
The average price per unit of non-
financial corporate output continued on
its steady upward course, rising a little
more than 1 percent, but unit costs
slowed noticeably, primarily because of
a marked moderation in unit labor costs
(chart 3). The latter development pre-
sumably reflected a productivity gain
which offset continued increases in
hourly compensation.

The summer improvement in profits
and cash flow will no doubt help relieve
some of the severe liquidity strain in
the corporate sector. It appears that
liquidity improved somewhat during the
summer as corporations added to liquid
asset holdings and made strenuous
efforts to restructure their debt maturi-
ties. Corporations have substantially re-
duced short-term debt liabilities—
mainly bank loans and open market
paper—in large part funding these
liabilities through the issue of long-
term securities.

With demand slack and the manufac-
turing utilization rate down sharply
further (to 76% percent in the third
quarter), it appears that any near-term
increase in profits will be channeled
to improving corporate liquidity posi-
tions and not used for investment in
plant and equipment. The latest OBE-
SEC survey, taken in August, showed
businessmen expecting virtually no
growth in capital spending in the third
and fourth quarters of this year. The
results of this year's final quarterly

survey are not yet compiled. Although
businessmen's plans for capital spend-
ing in 1971 are of necessity still tenta-
tive, there are indications from private
surveys that spending will grow very
little next year, and that the real
volume of investment will probably
decline.

Federal Deficit

The Federal Government recorded
another large budget deficit in the third
quarter. As measured in the national
income accounts, the deficit was at an
annual rate of $11% billion, down from
$14% billion in the second quarter.
There has been a deficit in each quarter
of 1970 and another large deficit is in
prospect for the fourth quarter. By

CHART 3

Corporate Sector: Prices, Costs and Profits
Price per unit of corporate output
has continued to increase

Dollars (ratio scale)

1.4

1.2 Price

The rise in labor cost per unit has slowed sharply,
contributing to an upturn in profit per unit

Labor Cost

\

S S

Nonlabor Cost

\

Profit
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1957 59 67 6961 63 65
Seasonally Adjusted

Note.—Values plotted are calculated by dividing current dollar corporate product
(total and its components) by real corporate product; nonfinancial
corporations only.

U.S. Department of Commerce, Office of Business Economics 70-11-3
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contrast, every quarter in 1969 showed
a substantial surplus. However, this
swing in the Federal budget position is
largely the result of the slowdown in
economic activity. The "high employ-
ment budget," which is a measure of
Federal fiscal impact that attempts to
abstract from the effects on revenues of
changes in economic activity, has not
changed very much over the past year.

The modest expansion of economic
activity in the third quarter resulted in
a $3l/2 billion increase in taxes on in-
comes and profits. This was more than
offset, however, by the revenue losses
resulting from the mid-year expiration
of the surtax and increase in the per-
sonal tax exemption, and total receipts
fell $1% billion to $195% billion.

Expenditures were at an annual rate
of $206% billion, down $4% billion from
the second quarter. Apart from the
effects of special factors, expenditures
in fact changed very little—rising by
only $}i billion, or about $1 billion less
than the increase in the second quarter
calculated on a comparable basis. The
very small increase in the third quarter
was the net result of higher net interest
and subsidy payments, offset by reduc-
tions in defense purchases, grants-in-
aid, and transfer payments.

The major factor affecting the recent
behavior of total expenditures was the
large retroactive payment of higher
social security benefits and Federal pay.
This one-time payment (amounting to
about $5}i billion) swelled the expendi-
ture figure in the second quarter but
was absent in the third. Partly off-
setting this swing was the fact that the
third quarter expenditure total was
swelled by another retroactive pay-

ment—about three quarters of a billion
dollars—resulting from a pay increase
for postal workers.

Income and Employment in
October

Wage and salary disbursements were
down sharply in October and personal
income fell $2% billion at a seasonally
adjusted annual rate. Government pay-
rolls declined about $1% billion because
the retroactive payment to postal
workers, which swelled September in-
come by almost $2 billion, was not in
the October figures. Private payrolls
declined sharply, as a $5% billion drop
in manufacturing wage and salary dis-
bursements far outweighed a moderate
rise in nonmanufacturing pay. The
manufacturing decline reflected the
heavy impact of the strike in the auto
industry and was most pronounced in
the transportation equipment and pri-
mary metals industries. Smaller de-
clines, which were probably also due in
good part to the auto strike, were
registered in the fabricated metals,
machinery, electrical equipment, and
rubber industries. It should be pointed
out that the decline in private payrolls
resulting from the auto strike was
partially offset by union strike benefits,
which are not included in the personal
income figures.

Transfer payments were up nearly $2
billion last month, mainly because of a
nonrecurring retroactive payment of
railroad retirement annuities. Other
nonwage components of income re-
corded small changes.

The effects of the auto strike were
clearly visible in the reduction of more

than 600,000 workers, seasonally ad-
justed, on the payrolls of manufacturers.
Although employment was down in
most major industries, the decline
centered in durable goods manufactur-
ing, particularly in transportation equip-
ment. The decline in manufacturing was
partly offset by increases elsewhere,
mainly in trade, services, and State and
local government. Total nonfarm pay-
roll employment fell 480,000, seasonally
adjusted.

The average workweek was un-
changed last month following a sharp
drop in September. The September re-
duction was probably overstated be-
cause the survey week included Labor
Day, and persons who did not receive
holiday pay were reported as having
reduced hours that week. The fact
that the average workweek did not
recover in October probably reflected
production cutbacks and shortened
work schedules associated with the auto
strike.

The effects of the auto strike are more
difficult to identify in the data on the
total civilian labor force, in large part
because striking employees are counted
as employed. In October, both the
civilian labor force and employment
rose more than seasonally, with adult
women accounting for the bulk of gains.
The number of workers unemployed
was up only a bit and the overall un-
employment rate— at 5.6 percent—was
essentially unchanged from September.
The jobless rates for most major groups
in the labor force were also about un-
changed in October. The rate for
married men rose 0.2 percentage point
to 3.1 percent, continuing the trend
evident since late last year.
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• In October: Unemployment rate edged up to 5.6 percent, rate for married men reached 3.1 percent
• Nonfarm payroll employment dropped by 480,000, largely because of the auto strike
• Wholesale price index unchanged; industrial prices accelerated while nonindustrials declined
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Personal income down $2% billion in October as a result of large decline in wages and salaries
New car sales dropped in October to an annual rate of 6 million units
Housing starts rose 6J£ percent in September; permits also increased
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• U.S. trade surplus shrank to slightly less than $200 million in September
• Federal Government receipts and expenditures both down in third quarter; NIA budget in deficit by $11 billion

• Third quarter balance of payments: Deficit down sharply on liquidity basis, little changed on official basis
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the BUSINESS SITUATION

The auto industry shutdown resulted
in the loss of a substantial amount of
output, and distorted most major indi-
cators of economic activity. It seems
certain that the real volume of output is
down this quarter because of the strike,
but it is currently far more difficult than
usual to assess the basic trends in the
economy.

1 RODUCTION resumed at General
Motors Corp. in ]ate November, marking
the end of a strike that had lasted more
than 2 months. The shutdown resulted
in the loss of a very substantial amount
of output, and distorted most major
indicators of economic activity. The
distortions will continue this winter as
at least some of the strike loss is
recouped in an acceleration of activity.
Thus, in the closing months of 1970 and
the early months of 1971 it is far more
difficult than usual to assess the basic
trends in the economy.

In terms of quarterly measures, it
seems certain that the real volume of
production is down in the current
period because of the strike. The value
of national output in current prices will
show some expansion, however. The
available evidence on consumer demand
suggests a moderate strengthening,
abstracting from the effects of the
strike. Retail sales volume at nondur-
ables outlets has been expanding fairly
steadily for some months, and was
apparently continuing to grow in No-
vember. Capital investment is sluggish,
however, and governments at all levels
seem to be contributing only modestly
to overall demand expansion. The one
sector of clear strength is residential
construction. As financial conditions
have turned markedly easier in recent

months, the strong underlying demand
for new residences has been evidenced
in a rapid increase in housing starts
(chart 1).

The impact of the strike settlement
will not be visible in the economic
indicators until the data for December
are available. In November, the Federal
Reserve index of production fell 0.6
percent as a result of declines in the
output of business and defense equip-
ment and of industrial materials, espe-
cially steel. Auto production was little
changed—following steep declines in
both September and October—and the

CHART 1
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output of other consumer goods was
also stable. Although the auto shutdown
did not contribute directly to the decline
in overall production last month, the
indirect effects of the strike—which
are very difficult to quantify—were
probably an important depressing in-
fluence. The strike undoubtedly con-
tributed to last month's weakness in
labor markets as well. The unemploy-
ment rate rose from 5.6 to 5.8 percent
as the civilian labor force was unchanged
(seasonally adjusted) while total civilian
employment dropped about 150,000
(chart 2). Nonf arm payroll employment
also fell noticeably in November, al-
though the decline was less than half
as large as that in October. The No-
vember decline centered in the durable
goods industries. The average nonfarm
workweek in November was unchanged
at 36.9 hours.

Reflecting the weakness in labor
markets, personal income rose in Nov-
ember only $2)<5 billion at a seasonally
adjusted annual rate. The increase,
which about offset the October decline,
resulted from a rise in wage and salary
income amounting to $1% billion and
small pluses in most of the nonwage
components of income. The rise in
wages and salaries centered in govern-
ment and the service industries; pay-
rolls in the commodity producing and
distributive industries were unchanged
from October.

Housing recovery continues

The recovery in homebuilding activ-
ity continued in November as private
housing starts rose nearly 8 percent to
a seasonally adjusted annual rate of

1
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SURVEY OF CURRENT BUSINESS

1.69 million units. The October-Novem-
ber average was 1.63 million units,
nearly one-third higher than the rate
last April and May. The recovery since
last spring has been somewhat more
pronounced for starts in multifamily
structures than for single family homes,
but by the fall starts of both types
were back close to the rates recorded
about 2 years ago.

As is well known, credit stringencies
in 1969 were responsible for a severe
contraction in homebuilding activity,
and that decline added to the already
large backlog of demand for new
housing. Vacancy rates, which declined
sharply from 1965 to 1968, have since
held at very low levels. Given these

Employment and Unemployment
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conditions, it took only some mild
easing in financial conditions earlier
this year to launch a strong recovery
in starts.

Mortgage interest costs are typically
slow to adjust to easing in credit
conditions, and by mid-December had
not declined much from the peaks
reached earlier this year. However,
with short-term interest rates falling
sharply, the financial intermediaries
have once again been able to compete
effectively for deposits, and this has
greatly improved the availability of
funds for mortgage lending. In the case
of the savings and loan associations,
the most important mortgage lenders,
savings flows have been strong since
early spring. In the 4 months ending in
October (the latest date for which data
are available) deposit growth was at a
seasonally adjusted annual rate of $16
billion; this compares with a $6 billion
rate in the first 6 months of this year
and only $4 billion for full year 1969.
The improved flow of funds to the
S & L's has been reflected in a strong
recovery in commitments for mortgage
lending and in an accelerated expansion
in mortgage debt holdings.

Capital investment stable

Capital spending is not expected to
provide any thrust to economic expan-
sion over the near term. Findings of
the latest survey taken by OBE and the
Securities and Exchange Commission
indicate that aggregate spending in the
first half of 1971 will be equal to the
figure in the current half year, which is
up about 3 percent from this year's
first half. (The detailed findings are on
pages 12-15.) The outlook beyond next
year's first half is unclear, but excess
capacity is widespread and this will
militate against any marked boost in the
spending rate.

If expectations for the current quar-
ter prove to be generally correct, 1970
spending will total about 6^ percent
above the 1969 figure—implying that
the real volume of the investment is
probably slightly larger this year than
last. Capital spending has held up well
in 1970, relative to the pattern in past
periods of contraction in the economy.
During the course of the year, however,
there have been steep cutbacks in

December 1970

spending programs. In February, the
initial OBE-SEC survey of 1970 plans
indicated a rise of nearly 10 percent
from 1969. The surveys taken in May
and August showed that actual spend-
ing was falling short of expectations
while plans for the future were being
trimmed. By the fall of the year,
business had apparently completed the
the bulk of the adjustment to more
realistic investment programs and
spending in the third quarter was in
fact slightly above expectations rather
than below.

When the economy weakens, the
impact on durable goods manufacturing
is generally particularly heavy. This
has been true in 1969-70, and it is
therefore not surprising that large
downward revisions in 1970 spending
plans were reported throughout the
durables manufacturing group. Pro-
grams in nondurables manufacturing
were also trimmed during 1970, but
the cuts were neither so deep nor so
pervasive as those in the durables
group. On the other hand, total spend-
ing planned by nonmanufacturing in-
dustries—which accounts for about 60
percent of plant and equipment out-
lays—has not been revised during 1970.
However, there were some sizable ad-
justments within the group: the surface
transportation industries—railroads and
truckers—made very large downward
revisions, while the airlines and com-
munications firms (principally tele-
phone companies) made large upward
revisions.

Spending by manufacturers, which
declined from the first to the second
half of 1970, is expected to drop a bit
more in the first half of 1971. Declines
are expected throughout the manu-
facturing industries, including some in
which spending has been strong in
1970, such as nonferrous metals, elec-
trical machinery, food, and chemicals.
Among the very few manufacturing
industries expecting appreciable gains
are motor vehicles and rubber, both of
which have reported sharp declines
during 1970. Outside manufacturing,
aggregate capital spending will grow
very modestly in next year's first half.
The utilities, which account for about
25 percent of the nonmanufacturing
total, face severe capacity pressures
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December 1970 SURVEY OF CURRENT BUSINESS

and plan to continue to raise spending,
but the transportation industries—
including air and surface—plan sub-
stantial cuts.

Recent Financial
Developments

The closing months of this year have
been marked by one of the most dra-
matic declines in interest rates and
bond yields in the postwar period. The
easing in financial market conditions
reflects the cumulative impact of sev-
eral factors—a moderately stimulative
monetary policy; the weakening of con-
sumer and business loan demand result-
ing from the general slack in the
economy; and an apparent lessening of
inflationary expectations in market
participants' assessment of the financial
outlook.

The decline in short-term rates ac-
celerated very sharply after mid-
October. In the 4 weeks ending in mid-
December, the yield on 3-month
Treasury bills averaged 5.02 percent,
down from an average 6.12 percent in
September, 6.83 percent in May, and a
peak of 7.87 percent in January. The
commercial banks' prime lending rate
was cut from 8 to 7% percent in late
September and there were two more
reductions, of one-fourth of 1 percentage
point each, in November. The Federal
Reserve discount rate was also cut twice
in November, by % of 1 point each
time. Given the fact that market rates
were declining rapidly, the initial No-
vember reductions in the prime and
discount rates were not surprising. It
seems likely, however, that the further
cuts in the prime and discount rates
occurred sooner than market partici-
pants had expected and that this de-
velopment reinforced the decline in the
short-term rate structure.

Until quite recently, the easing of
credit costs was essentially confined to
the short-term markets. Although con-
ditions became much less strained in
long-term markets also, the dominating
factor in that area has been the tre-
mendous demand for funds by both
corporations and State and local gov-
ernments. The strength of this demand
is in large part a consequence of the

restrictive monetary policy pursued
during 1969 and into 1970. In the period
of severe credit market strain, many
borrowers issued short-term liabilities
which they are now attempting to
replace with long-term debt; moreover,
a backlog of demand was created by
the fact that the demands of many
borrowers—especially State and local
governments—simply went unmet. Cor-
porate security issues have averaged a
record $9 billion per quarter thus far
in 1970, while issues of State and local
governments have averaged a record of
more than $4 billion. Long-term yields
held firm through the end of October,
but have since declined noticeably.
The available evidence suggests that
strong demand persists, so that the
decline in yields basically represents
the general adjustment that has been
taking place in financial markets.

Commercial banks

The generally easier conditions that
have been developing in financial

Interest Rates and Bond Yields
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markets are reflected in a dramatic
gain in the role of commercial banks in
the credit process. In the third quarter,
banks were responsible for about 60
percent of the funds raised in financial
markets, compared with a share of
about 25 percent in the second quarter
and a very low average—less than 3
percent—in the preceding three quar-
ters. The monetary authorities have
been more generous in supplying re-
serves—the base for money and credit
expansion. Of greater importance was
the Federal Reserve's action in late
June suspending the interest rate ceiling
on the shortest maturities of large
denomination negotiable certificates of
deposit (CD's). This action, which
was taken when the Penn Central's
difficulties had shaken confidence in
the commercial paper market, permitted
banks to compete for funds on a vastly
enlarged scale. The ongoing decline in
short-term market rates subsequently
enabled banks to offer even longer
maturity CD's at competitive rates,
and apparently also stimulated flows
into savings deposits. From June to
November, large CD's outstanding at
large banks nearly doubled—from $13
billion to more than $24 billion. In
the same period, total time and savings
deposits (including CD(s) at all com-
mercial banks increased $23 billion
(seasonally adjusted) to $225 billion.

The general decline of interest rates
in short-term markets has made time
and savings deposits relatively more
attractive, and the expansion of bank
deposits since midyear has been almost
wholly in those forms. Private demand
deposits—which together with circulat-
ing currency make up the convention-
ally defined money stock—increased
only about 4% percent or $4}£ billion
(seasonally adjusted) from June through
November. A weakness in demands for
transactions balances, associated with
the weakness in the economy, is probably
a major factor in the sluggish growth of
demand deposits. The reduction of
compensating balances as a consequence
of recent declines in outstanding busi-
ness loans has probably also been a
factor. In any event, with demand de-

(Continued on page 16)
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SURVEY OF CUKEENT BUSINESS December 1970

In November: Nonfarm payroll employment declined 135,000; indirect effect of the auto strike a factor
The unemployment rate moved up to 5.8 percent, the highest since the spring of 1963
Wholesale prices declined slighty after holding steady in October
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December 1970 SUEVEY OF CUKEENT BUSINESS

CHART 5

Personal income rose about $21/2 billion in November, about offsetting the decline in October
Following a near term dip, businessmen expect moderate rise in capital spending in second quarter 1971
Private housing starts rose 7 3/4 percent in November, continuing the recovery begun earlier this year
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6 SURVEY OF CURRENT BUSINESS December 1970

•In October : Manufacturing and trade inventories up slightly; gain in manufacturing more than offset decline in trade
• U.S. trade surplus increased slightly to $182 million
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9 In November: Industrial production down 0.6 percent; decline centered in durable goods
9 Bank credit and money supply rose, and interest rates dropped sharply
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Expenditures by commercial firms
in 1970 are expected to be up 5 percent
from 1969—an increase which about

matches the advance last year—and the
group looks to further increases in the
first half of 1971. Trade and finance

firms account for the increase this year
and are important in the further
expansion expected in 1971.

Table 5.—Expenditures for New Plant and Equipment by U.S. Business,1 1968-71
[Billions of dollars!

All industries

Manufacturing industries

Durable goods . - . . - .
Primary metals3

Blast furnace, steel works
Nonferrous ... - _. - . . .

Electrical machinery
Machinery, except electrical
Transportation equipment 3

Motor vehicles
Aircraft4.

Stone, clay, and glass
Other durables5

Nondurable goods ... .. .-.
Food including beverage
Textile .
Paper ... .
Chemical
Petroleum
Rubber
Other nondurables 6.

Nonmanufacturing industries . - - - - - - -

Mining
Railroad .
Air transportation
Other transportation

Public utilities
Electric .. . . .
Gas and other

Communication ....
Commercial and other7

Annual

1968

67.76

28.37

14.12
3.36
2.00
1.09
1.78
2.84
2 48
1.36
.86
.86

2.82

14.25
2.21
.53

1.32
2.83
5.25
.98

1.13

39.40

1.63
1.45
2.56
1.59

10.20
7.66
2.54

6.83
15.14

1969

75.56

31.68

15.96
3.23
1.83
1.10
2.03
3.44
2.76
1.65
.83

1.07
3.44

15.72
2.59
.63

1.58
3.10
5.63
1.09
1.10

43.88

1.86
1.86
2.51
1.68

11.61
8.94
2.67

8.30
16.05

19702

80.58

32.26

15.91
3.20
1.70
1.20
2.24
3.58
2.45
1.60
.55
.98

3.45

16.36
2.93
.57

1.63
3.46
5.67
.97

1.14

48.31

1.86
1.83
2.94
1.24

13.33
10.85
2.48

10.24
16.86

Quarterly, unadjusted

1969

I

16.04

6.58

3.36
.71
.41
.23
.39
.72
.59
.34
.18
.23
.71

3.22
.54
.13
.31
.67

1.12
.24
.21

9.45

.42

.38

.68

.38

2.36
1.88
.48

1.81
3.41

II

18.81

7.82

3.98
.81
.47
.27
.50
.84
.69
.40
.22
.28
.86

3.84
.64
.16
.40
.76

1.32
.28
.27

10.99

.48

.44

.66

.46

2.99
2.22
.77

2.00
3.97

III

19.25

8.16

4.03
.81
.45
.28
.49
.86
.77
.46
.23
.27
.84

4.12
.68
.17
.41
.76

1.49
.28
.32

11.10

.47

.49

.53

.40

3.03
2.23
.80

2.11
4.07

IV

21.46

9.12

4.59
.90
.50
.32
.65

1.01
.71
.44
.19
.30

1.02

4.53
.73
.16
.46
.91

1.68
.28
.30

12.34

.49

.55

.64

.44

3.23
2.61

.62

2.39
4.60

1970

I

17.47

7.14

3.59
.69
.35
.27
.48
.82
.60
.38
.14
.24
.76

3.56
.67
.13
.37
.76

1.14
.24
.25

10.32

.45

.42

.73

.28

2.54
2.15
.39

2.14
3.76

II

20.33

8.15

4.08
.78
.43
.28
.56
.93
.68
.47
.14
.27
.87

4.07
.74
.15
.43
.89

1.38
.25
.25

12.18

.47

.47

.80

.31

3.28
2.59

.69

2.59
4.26

III

20.26

7.99

3.87
.81
.42
.31
.55
.84
.60
.41
.12
.22
.84

4.12
.72
.14
.42
.87

1.44
.23
.29

12.27

.46

.46

.74

.30

3.58
2.79
.78

2.56
4.16

IV 2

22.52

8.98

4.37
.92
.49
.34
.66
.99
.57
.35
.14
.25
.98

4.61
.80
.15
.41
.94

1.72
.25
.34

13.54

.47

.49

.67

.34

3.93
3.32

.62

J7.64

1971

12

18.12

6.93

3.43
.65
.34
.24
.45
.79
.53
.36
.11
.22
.80

3.50
.63
.12
.32
.76

1.18
.21
.28

11.19

.44

.36

.50

.24

3.35
2.90
.45

6.31

Quarterly, seasonally adjusted annual rates

1969

I

72.52

29.99

15.47
3.37
1.98
1.04
1.86
3.22
2.76
1.57
.88

1.03
3.24

14.52
2.45
.59

1.42
3.00
5.04
1.07
.94

42.53

1.83
1.68
2.89
1.87

11.52
8.62
2.90

7.74
15.00

II

73.94

31.16

15.98
3.31
1.91
1.12
2.04
3.34
2.73
1.55
.92

1.11
3.45

15.18
2.38
.63

1.58
2.95
5.41
1.12
1.11

42.78

1.88
1.76
2.22
1.66

11.68
8.71
2.97

7.92
15.67

III

77.84

33.05

16.53
3.20
1.80
1.11
2.02
3.66
3.00
1.78
.92

1.14
3.50

16.52
2.68
.69

1.62
3.19
5.98
1.13
1.24

44.80

1.89
2.06
2.23
1.65

11.48
8.98
2.50

8.71
16.78

IV

77.84

32.39

15.88
3.09
1.70
1.12
2.16
3.50
2.60
1.67
.64

1.01
3.52

16.50
2.86
.61

1.70
3.22
5.98
1.04
1.09

45.46

1.85
1.94
2.80
1.63

11.80
9.36
2.44

8.76
16.67

1970

I

78.22

32.44

16.40
3.28
1.72
1.25
2.25
3.62
2.74
1.70
.67

1.06
3.45

16.05
3.00
.58

1.71
3.32
5.15
1.10
1.18

45.78

1.92
1.74
2.94
1.37

12.14
9.77
2.37

9.14
16.52

II

80.22

32.43

16.32
3.15
1.73
1.12
2.27
3.69
2.71
1.85
.58

1.05
3.46

16.11
2.80
.57

1.65
3.44
5.68
.98

1.00

47.79

1.84
1.88
2.88
1.12

12.72
10.15
2.57

10.38
16.98

III

81.88

32.15

15.74
3.21
1.67
1.21
2.28
3.52
2.29
1.54
.48
.94

3.50

16.40
2.80
.55

1.68
3.67
5.70
.90

1.10

49.73

1.86
1.96
3.24
1.22

13.84
11.34
2.50

10.62
17.00

IV 2

81.72

32.13

15.30
3.18
1.66
1.22
2.19
3.49
2.12
1.34
.50
.90

3.42

16.82
3.12
.57

1.52
3.40
6.04
.91

1.26

49.60

1.81
1.76
2.72
1.27

14.36
11.91
2.45

J27. 68

1971

12

81.40

31.49

15.70
3.08
1.65
1.08
2.11
3.49
2.42
1.63
.51
.97

3.64

15.79
2.83
.51

1.49
3.32
5.36
.98

1.30

49.91

1.86
1.56
2.03
1.15

15.92
13.21
2.72

27.38

1. Excludes agricultural business; real estate operators; medical, legal, educational, and
cultural service; and nonprofit organizations.

2. Estimates are based on expected capital expenditures reported by business in late October
and November 1970. The estimates for the fourth quarter and first quarter of 1971 have been
corrected for systematic biases. The adjustment procedures are described in the February 1970
issue of the SURVEY OF CURRENT BUSINESS. Before such adjustments, 1970 expenditures were
expected to be $79.55 billion for all industries, $32.07 billion for manufacturing, and $47.48 for
nonm anufacturing.

3. Includes data not shown separately.
4. Includes guided missiles and space vehicles.

5. Includes fabricated metal, lumber, furniture, instrument, ordnance and miscellaneous
except guided missiles and space vehicles.

6. Includes apparel, tobacco, leather and printing-publishing.
7. Includes trade, service, construction, finance, and insurance.

NOTE.—Details may not add to totals because of rounding.

Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities
and Exchange Commission.

(Continued from page 8)

posits accounting for only a small part
of deposit expansion, the growth of the
money stock has been moderate—
amounting to 4% percent at a seasonally
adjusted annual rate from June to
November and 5 percent over the year
ending in November.

As banks have found themselves
under much less pressure, borrowings
from the Federal Reserve have de-
clined and interest rates in the Federal
funds markets have dropped sharply
along with other money market rates.
With banks able once again to mobilize
funds by offering CD's at competitive
rates, there has been a large reduction
in the use of Eurodollar borrowing and

bank related commercial paper for this
purpose. In the case of commercial
paper, another influence at work is the
Federal Reserve action, effective Octo-
ber 1, imposing reserve requirements on
funds obtained by a bank through the
issuance of its affiliates' commercial
paper.

From June to November, loans and
investments of commercial banks (ad-
justed to include loans sold to bank-
related affiliates) increased $16^ billion
(seasonally adjusted) to $431 billion.
This was nearly $2 billion more than
the expansion that occurred during the
full year ending last June. Loans have
accounted for only about $5% billion of
the recent expansion in total credit,
with all of the loan increase occurring

by August; since then bank loans have
been, essentially unchanged. As is typi-
cally the case in periods when credit
restraints are relaxed, purchases of
securities have been responsible for the
bulk of bank credit expansion. Since
June, banks have added modestly to
their holdings of U.S. Government
securities (about $2% billion) and heav-
ily (about $8K billion) to their holdings
of State and local government securities.
The fact that banks are once again
buying State and local securities is a
major reason for the decline in yields
on those securities; it is also a major
reason why these governments have
been successful in offering record vol-
umes of new securities.
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the BUSINESS SITUATION

The losses attributable to the auto
strike cut significantly into the Nation's
total output of goods and services in
the fourth quarter. Gross national prod-
uct increased only $5% billion in current
prices, and in real terms declined at an
annual rate of 3% percent. It is very
probable that real output would have
risen in the absence of the strike, in
which case the fourth quarter would
have seen a continuation of the mod-
erate expansion that began last summer.

Developments in the economy during
1970 are reviewed in a special article
in this issue of the SURVEY.

JL HE strike at General Motors, which
lasted until late November, had a
dominating influence on the economy's
behavior in the fourth quarter. The
losses attributable to the strike cut
significantly into the Nation's total
output of goods and services. Gross
national product increased only $5)£
billion in current prices, and in real
terms declined 3% percent at an annual
rate. It is very probable that real
product would have risen in the absence
of the strike. In that case, the fourth
quarter would have seen a continuation
of the moderate expansion which began
last summer. Heal GNP had increased
at an annual rate of about IK percent
in the third quarter after having been
virtually unchanged—up less than
three-fourths of 1 percent—in the
second.

The increase in current dollar GNP
was entirely in final sales. On the basis
of incomplete data, it is estimated that
inventory accumulation fell about $1%
billion, chiefly because of a large drop
in retail auto inventories. However, in
the absence of complete data for the

quarter, the inventory accumulation
estimate is necessarily highly tentative.

Final sales

Increases in consumption, residential
investment, and government purchases
were partly offset by declines in business
fixed investment and net exports.

The auto strike had an effect on all
components of demand, but its impact
on personal consumption spending was
especially sharp. Sales of new domestic-
type cars fell steeply—from a seasonally
adjusted annual rate of 7% million
units in the third quarter to a rate of
5% million units in the fourth. Sales of
foreign cars rose strongly, no doubt in
part as a consequence of the strike but
presumably also as a continuation of the
strong growth trend prevailing all year.
The disruption of the auto market in
the opening months of a new model
year means that there is as yet little
evidence about the success of the new
domestic subcompacts that are intended
to compete against the small imports.

Consumer spending for durables other
than autos and parts rose modestly, but
total durables purchases dropped $5%
billion. There was an acceleration in
the growth of spending for nondurable
goods—especially food and appaxel—
after two quarters of weakness. Spend-
ing for services continued its steady
advance. The rise of disposable income
slowed in the fourth quarter, as the
auto strike curtailed the growth of
wages and salaries. Consumer spending
grew a bit more strongly than disposable
income and the saving rate dropped to
7.3 percent from 7.6 percent in the
third quarter.

Residential investment registered a
sizable advance. Spending rose $2%

•••••••••î HHH CHART 1
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SUEVEY OF CURRENT BUSINESS January 1971

billion, following a gain of less than $1
billion in the third quarter; in the
year from the second quarter of 1969 to
the same period of 1970, spending fell
$5% billion. The upturn reflects the
strong recovery of housing starts which
got underway last spring, as soon as
financial markets began to ease. The
further improvement in mortgage credit
conditions has kept the boom going
strongly. Starts averaged 1.29 million
units in the second quarter, 1.51 million
in the third, and a surprising 1.75 mil-
lion in the fourth.

Government purchases of goods and
services also increased in the fourth
quarter, due to a moderate rise in State
and local outlays. The Federal total
was virtually unchanged as a rise in
nondefense purchases about offset a
further drop in defense spending.

Business fixed investment, which had
been weak all last year, declined $2%
billion. The decline centered in pro-
ducers' durable equipment and re-
flected shortages of cars, trucks, and
buses caused by the strike. Net exports
are also estimated to have declined in
the quarter. On the basis of incomplete
data, the drop is put at about $!}£
billion, with exports little changed
and imports up.

GNP price deflator

After rising at an annual rate of
about 4^ percent in the spring and
summer, the implicit price deflator
increased at a rate of 5% percent in
the fourth quarter. Much of this ac-
celeration was due to changes in the
composition of GNP rather than to
accelerated increases in the prices of
the goods and services that make up
GNP. The implicit deflator is a measure
in which component price indexes are
combined with weights which reflect
the composition of GNP and which
therefore shift constantly as that com-
position shifts. The strike cut most
deeply into the inventory investment,
consumer auto purchase, and pro-
ducers' durable equipment components
of GNP, all of which have relatively low
deflators. It was the reduction in the
weights of these components which
accounted for much of the acceleration
in the rise of the overall deflator.

It is possible to calculate a GNP price
measure whose quarter-to-quarter
movements are unaffected by changes
in the composition of GNP. One way
to do this is to use fixed weights
representing the composition of GNP
in some base period. Another way is to
use a "chain" construction in which the
change in the deflator between any two
consecutive quarters is calculated by
using the composition weights of the
earlier of the two quarters.

There is no unique and objective
measure of general price change; meas-
ures constructed in different ways will
give different pictures cf price behavior.
In the fourth quarter, the rate of in-
crease in a price index using 1965
weights showed virtually no accelera-
tion, and an index constructed with
"chain" weights increased at a 5 percent
rate compared with 4J^ percent in the
third quarter. (Rates of change in the
"chain" index are now shown in table 19
of the National Income and Product
tables appearing in each issue of the
SURVEY.)

December Developments

The resumption of work at General
Motors was reflected in large December
increases in industrial production, pay-
roll employment, and personal income.
The Federal Reserve index of produc-
tion rose !*/£ percent to 164 percent of
the 1957-59 average. This represented
recovery of about one-third of the
production loss since August, the last
month unaffected by auto strike losses.
The December rise in production cen-
tered in the auto industry and its sup-
pliers. Output in other industries
generally showed very little change

The return of workers was the main
reason for the December increase of
290,000 in the number of workers on
nonfarm payrolls. Virtually all of the
rise was in the durable goods industries
most heavily affected by the strike. Em-
ployment did not increase in nondurable
goods manufacturing or construction,
and declined in the service producing
industries. That drop resulted from
employment cuts in retail trade and in
transportation and public utilities, the
latter largely attributable to the strike
of taxicab drivers in New York City.

Unlike the payroll employment se-
ries, the data on the employment status
of the civilian labor force treat striking
workers as employed; the end of a strike
thus does not automatically result in a
jump in this employment series. In De-
cember, employment was essentially
unchanged but the labor force and un-
employment rose. The number of unem-
ployed reached about 5 million, season-
ally adjusted, and the jobless rate
moved up from 5.8 to 6.0 percent, the
highest since late 1961.

Personal income increased $5J4 bil-
lion last month, mainly because of the
rebound in manufacturing payrolls re-
sulting from the end of the strike.
Private nonmanufacturing wages and
salaries were virtually unchanged, as a
decline in retail trade offset increases in
the service industries. State and local
government payrolls continued to rise
in line with recent trends while Federal
payrolls were, unchanged. Nonwage
income declined a bit, mainly because
yearend dividends were lower than
usual.

Outlook for 1971

It is generally expected that some
recovery of lost auto production and a
strike-hedging buildup of steel inven-
tories will buoy production during the
first half of 1971. Beyond that the task
of assessing the outlook is greatly
complicated because the distortions
caused by past and prospective strikes
will be obscuring the underlying tend-
encies of the economy through most of
the year. The economy should be
stronger this year than last, but the
speed of recovery is subject to various
crucial uncertainties.

Among the principal demand com-
ponents housing will be a major force
for strength. The strong recovery in
homebuilding which began late last
spring brought starts to a surprisingly
high annual rate of 1.75 million units
(seasonally adjusted) in the fourth
quarter. A reasonable expectation for
1971 seems to be a starts total roughly
equal to that rate. Residential invest-
ment expenditures, which lag behind
starts, are expected to rise substantially
in 1971; for the year as a whole, spend-
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January 1971 SUEVEY OF CUKRENT BUSINESS

ing may be as much as 25 percent
above last year's level. Of course,
the ke}^ to sustaining the homebuilding
recovery is continuation of the greatly
improved mortgage credit conditions
which developed last year.

In contrast, business fixed investment
is not expected to provide much if
any stimulus this year. The recent
OBE-SEC survey (reported on page 4)
found businessmen planning to increase
outlays for plant and equipment by
only ll/2 percent in current dollars,
implying a decline in real investment.
It is possible that a rising trend of
economic activity will result in some
expansion of investment programs, but
any such revisions are likely to be
moderate. The liberalization of the
depreciation rules used in determining
taxable income will increase depreciation
allowances this year by an amount
estimated at $4% billion. This will
reduce corporate income taxes $2
billion and after-tax profits about
$2l/2 billion. However, cash flow (de-
preciation and after-tax profits) will
be raised $2 billion. Given the pro-
longed financial stringency that business
has been through, it seems likely that
most of these funds will initially be
used to rebuild liquidity, and there
may be only a limited impact on capital
investment in 1971.

Inventory investment is likely to be
moderately stronger this year. In the
near term, investment will be boosted
by the expected strengthening of auto
and steel production. For the year as
a whole, however, it is improbable
that there will be a sharp acceleration
in inventory investment such as has
characterized many past cyclical re-
coveries. The inventory correction in
the 1969-70 slowdown was relatively
mild, and thus did not set the stage for
a surge in accumulation as demands
strengthen.

The growth of State and local gov-
ernment purchases will accelerate some-
what this year. Rising employment and
higher rates of pay will maintain the
steady advance of payrolls, and it
seems probable that many construction
projects postponed because of financing
problems will be rescheduled. However,
rapidly rising construction costs could
well be a continuing impediment to
major growth in the real volume of
public construction. In contrast Fed-
eral purchases are not likely to be much
different than in 1970. Defense pur-
chases are expected to continue their
downtrend with the contraction con-
centrated in the first half of the year.
However, this decline will be largely
offset by increasing nondefense pur-
chases; in the second half of the year
total Federal purchases are expected to
turn up. Expenditures which enter
directly into the disposable incomes of
other sectors of the economy are sched-
uled to increase more this year than last.
Important here will be grants-in-aid
and transfers, the latter to be boosted
by an increase in social security benefits.

Consumer demand looms as a big
unknown in the economic outlook for
1971. Consumers last year raised their
saving rate to a relatively high level,
and took on new debt at a very cautious
pace. They entered 1971 in a financial
position that presents the potential for
strong consumption spending. However,
attitudes remain cautious and con-
fidence is likely to be slow to strengthen
so long as unemployment remains high
and consumers remain uncertain over
economic conditions. It does seem
likely, however, that this year will wit-
ness some decline in the saving rate.
The recovery in homebuilding will no
doubt strengthen purchases of house-
hold durables. Auto purchases will
probably be large in the early part of
the year, but the outlook further into

1971 is unclear. Although the saving
rate may well come down somewhat,
a big drop in the rate, providing a major
thrust to economic activity, awaits the
strengthening of consumer confidence.
To a large extent this development
depends on the success of economic
policy.

As the year began, policy was clearly
stimulative and had as its objective
the reduction of both unemployment
and inflation. However, the amount of
progress that can be made on these two
objectives depends on a crucial un-
known, i.e., the extent to which policy
can be expansionary without generating
inflationary tendencies.

It is very difficult to judge the de-
gree of progress that will be made
toward reducing unemployment. With
respect to prices, the fact that periods
of economic recovery are typically ac-
companied by strong productivity gains
is a significant favorable factor. It will
help in the short run to moderate unit
labor costs, and thus to relieve a key
source of upward pressure on prices.
However, slowing the rate of price
increase in conditions of economic ex-
pansion and high rates of resource
utilization depends importantly upon
the attitudes of labor and business.
Under present circumstances, a reduc-
tion of inflationary expectations would
make labor less money-wage conscious
and permit progress toward slowing
the extraordinary advance in hourly
compensation. Failing this, unit labor
costs will be rising rapidly again when
productivity growth slows to a more
normal pace. Moreover, the achieve-
ment of relative price stability requires
that a slowdown in costs be permitted
to affect product prices consistent with
a restoration of profit margins to levels
more adequate than those that have
prevailed recently.
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Business Expectations for Capital Outlays, 1971

BUSINESSMEN are scheduling ex-
penditures for new plant and equipment
in 1971 about 1% percent over the 1970
level, according to a survey conducted
in late November and December 1970
by the Office of Business Economics
and the Securities and Exchange Com-
mission. Expenditures in 1970 are esti-
mated to have been 6.6 percent above
the 1969 level. Outlays in 1971 are
expected to total $81.7 billion, com-
pared with $80.6 billion last year and
$75.6 billion in 1969.1

The quarterly OBE-SEC survey con-
ducted in late October and November
revealed that businessmen expect to in-
vest at a seasonally adjusted annual rate
of $81.8 billion in the first half of 1971.
This figure taken together with the cur-
rent expectation for the full year sug-
gests that the rate of spending in the
second half will be little changed from

1. The 1969 figure is the estimate of actual expenditures and
is consistent with the revised series of actual expenditures
presented in the article on pages 25-40 of the January 1970
SURVEY.

The 1970 figure is based on estimated actual expenditures
during the first three quarters of the year plus the expecta-
tions for the fourth quarter reported in the SURVEY last
month. The expectations figure was adjusted for systematic
biases by using the procedures described on pages 36 through
39 of the February 1970 SURVEY. The figure for the fourth
quarter of 1970 may be revised on the basis of the responses to
the next regular quarterly OBE-SEC survey, to be released
in March.

The 1971 expectations reported here have been adjusted for
systematic biases when necessary. Before adjustment, ex-
penditures were expected to be $80.6 billion, indicating virtu-
ally no change from 1970. The bias adjustments, which are
computed separately for each major industry, were applied
only when expected spending deviated from actual spending
in the same direction in each of the 4 years 1967 through 1970—
the only years for which such data are available. When this
criterion was met, the adjustment used was the median devia-
tion between expected and actual spending in the 4 years.
These bias adjustments are based on less comprehensive data
than the adjustments which will be used in calculating ex-
pected 1971 spending from the responses to the survey to be
taken late this month and next month and reported in March.
For that survey, the adjustments are based on the experience
of the entire postwar period. Thus, the results to be released
in March may differ from the results shown here not only be-
cause of changes in the underlying reports but also because
of the use of more comprehensive information on bias adjust-
ment.

the first half. This applies to spending
by both manufacturing and nonmanu-
facturing companies.

Expenditures by manufacturers are
expected to total $31.4 billion in 1971,
3 percent less than in 1970, while spend-
ing in nonmanufacturing industries is
projected to rise 4 percent to $50.3 bil-
lion. The greater strength in nonman-
ufacturing industries is similar to the
general pattern which prevailed in 1970.
Electric utilities and communications
firms account for much of the 1971 in-
crease in nonmanufacturing invest-
ment; expenditures by these industries
also rose sharply in 1970. Airlines expect

a substantial reduction in 1971 fol-
lowing a sharp advance in 1970. Rail-
roads and gas utilities project substan-
tial declines and commercial and mining
firms expect small decreases.

Among the manufacturing industries,
nonferrous metals firms and petroleum
refiners are programing increases of 6
percent and 5 percent, respectively. The
motor vehicle and nonelectrical machin-
ery industries expect to spend about the
same as in 1970. Other major industries
expect decreases, with the largest de-
clines projected by iron and steel, air-
craft, paper, rubber, and textile
producers.

Expenditures for New Plant and Equipment by U.S. Business,1 1969—71

All industries .. . .

Manufacturing industries

Durable goods3... . . . . . . ..
Primary metals 3

Blast furnace, steel works - - -
Nonferrous

Electrical machinery
Machinery, except electrical
Transportation equipment 3 . - -

Motor vehicles. . - . . ..
Aircraft

Stone, clay, and glass . . . .

Nondurable goods 3 . . .
Food including beverage
Textile - - ...
Paper
Chemical
Petroleum
Rubber

Nonmanufacturing industries

Mining. ....
Railroad
Air transportation - -
Other transportation . . . . .

Public utilities
Electric . -
Gas and other ... . . . . . .. .

Communication, commercial and other 4 .

1969 1970 P 19712

[Billions of dollars]

75.56

31.68

15.96
3.23
1.83
1.10
2 03
3.44
2.76
1.65
.83

1.07

15.72
2.59
.63

1.58
3.10
5.63
1.09

43.88

1.86
1.86
2.51
1.68

11.61
8.94
2.67

24.35

80.58

32.26

15.91
3.20
1.70
1.20
2.24
3.58
2.45
1.60
.55
.98

16.36
2. 93
.57

1.63
3.46
5.67
.97

48.31

1.86
1.83
2. 94
1.24

13.33
10.85
2.48

27.10

81.67

31.39

15.42
3.15
1.58
1.26
2.14
3.57
2.35
1.61
.48
.93

15.97
2.76
.52

1.50
3.26
5.94
.86

50.28

1.84
1.56
2.16
1.28

15.24
12.88
2.36

28.20

Percent change

1969-70

6.6

1.8

-.4
-.8

-7.5
8.8

10.4
4.0

-11.3
-2.7

-33.6
-7.9

4.1
12.9

-9.8
3.2

11.6

-10'.9

10.1

-.3
-1.6
17.2

-26.5

14.8
21.4

-7.0

11.3

1970-71

1.4

-2.7

-3.1
— 1.6
-6.8

5.5
-4.7
-.3

-4.0
.4

-12.5
-5.4

-2.4
-5.8
-8.8
-7.9
-5.6

4.8
-10.7

4.1

-1.0
-14.7
-26.5

3.5

14.3
18.7

-5.0

4.0

v Preliminary.
1. Data exclude expenditures of agricultural business and outlays charged to current account.
2. Estimates are based on expected capital expenditures reported by business in late November and December 1970.

The estimates for 1971 have been adjusted when necessary for systematic biases in expectational data.
3. Includes industries not shown separately.
4. Includes trade, service, construction, finance, and insurance.
NOTE.—Details may not add to totals because of rounding.
Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities and Exchange Commission.
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January 1971 SUEVEY OF CUREENT BUSINESS

• Real GNP down 3|4 percent in fourth quarter, mainly because of the auto strike — GNP up $51/2 billion in current $
• GNP deflator rose almost 5% percent in the fourth quarter

• Nonfarm payroll employment rose in December, reflecting the end of the strike; unemployment rate edged up to 6%

TOTAL PRODUCTION THE LABOR MARKET PRICES
Billion $

1,050

1,000

950

900

850

Million Persons Percent

CURRENT DOLLAR GNP**

—

Total

Jk?

X^1
Final Sales

i i i

Billion $

40

30

20

10

0

^^
r-X^"

nventory Change

i i i i l l

85

83

81

79

77

CIVILIAN LABOR FORCE AND
EMPLOYMENT*

Labor Force /\/*+

.^A
//

,.*<•**"*

/ryT.M,,

-

Employment

1 1 M 1 1 1 M 1 i 1 1 1 1 1 1 1 1 1 1 . 1

16

12

8

4

0

IMPLICIT PRICE DEFLATOR FOR GNP**
(Change From Previous Quarter)

~~ —

-

iiiihil
Quarterly (IV) QBE Monthly (Dec.) BLS Quarterly (IV) QBE

Percent 1957-59 = 100

CURRENT DOLLAR GNP**
(Change From Previous Quarter)

-

• ••

Illi
Billions

850

800

750

700

650

-

.

ill,
1

ti

6

4

2

0

UNEMPLOYMENT RATE*

S
^yTotal /^

^Vv^r Married Men
^̂ ,̂1— I^M^

1 1 ' ' 1 j 11 1 1 1

V ..••"
*-•*

i i i i i ! t i i t i 1 t i i i i 1 i i i t i

150

140

130

120

110

CONSUMER PRICES

-

Total ^"^^

-X*^""">' Retail Food*
•»*'**

i 1 1 i 1 1 1 1 1 1 1 j i 1 1 1 1 1 1 1 1 1 1 i 1 1 1 1 i i 1 1 1 1

Quarterly (IV) QBE Monthly (Dec.) BLS Monthly (Nov.) BLS

Million Persons 1 957-59 = 1 00

CONSTANT DOLLAR (1958) GNP**

^

Total

~~~^
Inventory
Change

i i i

Percent

12

8

4

0

-4

_

, -.............

Final Sales

I I ! I 1 1

76

72

68

64

60

NONFARM ESTABLISHMENTS
(Employees)

Employment* (left scale)\
-— —• -~~"i. — *^

../

-

1 1 1 1 1 1 1 i 1 1 t

' Vl— v^^**<*

/ **""**"
Man Unnrc*wian-nours*
(right scale)

i M I i 1 i i i t i i t t t i i 1 t i I i i

1^3

120

140 115

130 110

120 105

WHOLESALE PRICES

_
*•***

Total ^tfr*^

\j&'* Industrial
s~~Z^ Commodities

-
i j 1 1 i I 1 1 n i 1 1 1 1 1 1 1 1 1 M i 1 1 1 1 1 1 1 1 1 1 1

Quarterly (IV) QBE Monthly (Dec.) BLS Monthly (Dec.) BLS

Hours Dollars 1957-59=100

CONSTANT DOLLAR (1958) GNP**
(Change From Previous Quarter)

_

_

hi
*

1969

_

— .

1 -•

1 1

45.0

42.5

40.0

37.5

35.0

PRODUCTION OR NONSUPERVISORY WORKERS
(PRIVATE)

_ • _

Average Hourly Earnings ^
(right scale) /*•*• \ ,»**N •"•

\ ̂ *

^^£1...-**

1 1 1 1 1 1 1 1 1 1 1

Average Weekly Hours*
/(left scale)

"^— N^

1 I t I j t t 1 t ) 1 i t i 1 t 1 i i i 1 i i

140

3.40 1 30

3.20 120

o f\r\ i i n
O.UU 1 IU

2.80 100

WHOLESALE PRICES

Processed Foods
and Feeds

\ .r-̂ /̂̂ s^

X***"̂ *"*'̂_ r̂ _

^/ Farm Products

/KV/U- / w • vx

, , 1 1 1 1 1 1 1 1 1 ! 1 1 1 1 1 1 1 1 1 ! 1 1 1 1 1 1 1 1 1 1 1 1

1970 1971 QBE 1969 1970 1971 BLS 1969 1970 1971 BLS

Quarterly (IV) Monthly (Dec.) Monthly (Dec.)

* Seasonally Adjusted * * Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Office of Business Economics

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

January 1971



SURVEY OF CUEKENT BUSINESS January 1971

• Wage and salary income recovered in December and personal income rose $51/4 billion
• Consumer spending advanced less in the fourth quarter than in the third, as new car sales dropped steeply

• Business fixed investment declined $21/4 billion in the fourth quarter; residential construction advanced $2% billion
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January 1971 SUEVEY OF CUEEENT BUSINESS

• In the fourth quarter: Inventory accumulation fell $11/2 billion
• Net exports declined about $11/2 billion, as exports were little changed and imports increased
• Federal Government purchases were unchanged, State and local spending rose $2!/2 billion
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• In December: Industrial production rebounded after auto strike, rising about 1V> percent

January 1971

• Bank credit and money supply increased

• Interest rates and bond yields dropped
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the BUSINESS SITUATION

Recent additions to bank reserves
have not stimulated rapid growth of
money and credit, but have mainly
resulted in steep declines in interest
rates. Both the discount rate and the
prime rate were cut again in mid-
February. The recovery from the effects
of the auto strike was evident in the
January figures for production and em-
ployment, while personal income re-
ceived a substantial boost from various
special factors.

Major collective bargaining agree-
ments concluded in 1970 resulted in an
average first-year adjustment of 12 per-
cent, up from 934 percent in 1969.

x HE Federal Reserve cut the dis-
count rate again in mid-February. The
reduction, from 5 to 4% percent, was
the third this year and the fifth since
last October. In making this series of
cuts, the Federal Reserve has followed
rather than led developments in short-
term markets; to date, it has relied on
open-market operations as the means
to foster easier credit conditions. How-
ever, with loan demand sluggish and
commercial banks already relatively
comfortable with respect to reserves,
recent additions to bank reserves have
not stimulated rapid growth of money
and credit and have mainly resulted in
steep declines in interest rates.

The commercial banks lowered the
prime rate from 6 to 5% percent in mid-
February; this was the fourth cut this
year and the eighth since last August.
The prime rate was 8 percent for
much of last year and 8^ percent from
mid-1969 to the spring of 1970. Yields
on Treasury bills and rates on Federal
funds have lately fallen below 4 per-

cent, their lowest level since the sum-
mer of 1967. In addition, the sharp
decline in money market rates and the
vastly increased holdings of time and
saving-type deposits by banks and other
financial intermediaries have recently
launched some downward adjustments
in the rates banks pay on savings ac-
counts.

In longer term markets, financing
costs have also been trending lower,
although the adjustments there have
been less dramatic. Long-term rates
were falling on a broad front in the first 6
weeks of this year, and by mid-
February most yields were one-fourth
to one-half of a percentage point below
their yearend levels. Mortgage interest
rates, which typically lag other long-
term rates in adjusting to changes in
the financial environment, have re-
cently dropped sharply. After easing
but little through last November,
yields on FHA-insured new home
mortgages fell one-half of a percentage
point in December, the latest month
for which data are available.

In light of both the decline in market
interest rates and the large inflow of
funds to mortgage lending institutions,
the interest rate ceiling on Govern-
ment-backed mortgages was lowered
in December, January and, most re-
cently, mid-February. The cuts reduced
the ceiling from 8% to 7 percent. The
December and January reductions were
apparently very much in step with
market forces, for these changes did
not lead to disruption in the availability
of mortgage funds nor cause any
significant increase in mortgage dis-
counting. It is too early to assess the
effect of the mid-February reduction.
However, that action came at a time

when the availability of mortgage funds
was on the increase and the cost of
mortgage financing on the decline, and
it is therefore likely that the markets
will absorb the ceiling reduction
smoothly. It seems safe to conclude
that current trends in mortgage mar-
kets are strengthening the effective
demand for housing and adding vigor
to the recoveiy of homebuilding
activity.

• • • • • • • • • • H CHART 1

Short- and Long-Term Interest Rates
Percent

10

6 -

Prime Commercial Paper A y *
(4-6 Months) - ^ /

r 1
Prime Rate ry r ^

\ r / 3-Month
Treasury Bills

\

1

10
FHA New Home
Mortgage Yields

_ Corporate
(Moody's A a a ) y . ,

. r
J \

* * State and Local
(Bond Buyer)

U.S. Treasury, Long-""erm

1967 1968 1969 1970 1971

• Last data plotted are weekly figures for mid-Feb.

Data: FRB, HUD, Moody's, Bond Buyer & Treasury

U.S. Department of Commerce, Office of Business Economics 71-2-1

1

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

February 1971



SURVEY OF CURRENT BUSINESS February 1971

Rates on consumer loans, which are
also slow to respond to changing con-
ditions in financial markets, have also
begun to ease somewhat. Lenders are
clearly showing a renewed interest in
consumers, and a decline in rates may
tend to stimulate credit use. However,
consumers have been very cautious in
their use of debt and it is likely that
any strengthening of credit financed
buying—aside from the current re-
covery of auto demand—will develop
slowly. In this regard, it might be
noted that the recent strong recovery
of stock prices augurs well for a
strengthening in consumer demand.
Although the relationship between
changes in stock prices and consumer
spending is by no means clear, there is
little doubt that swings in the stock
market affect consumer demand
through their effect on consumer wealth
and attitudes.

An interesting aspect of develop-
ments thus far in 1971 is the fact that
the financial community received the
President's budget message with equa-
nimity. Financial markets reacted
scarcely at all to news of expected
deficits in the unified budget of $18%
billion and $11% billion in fiscal years
1971 and 1972, respectively. Market
participants have apparently adopted
the view that the impact of the new
budget will not be too stimulative and
that these deficits can be financed with-
out a resurgence of excess demands in
capital markets and without excessive
increases in the money supply. Thus,
the financial community appears to
have taken the position that excess
demands and an inflationary recovery
are not near term prospects, and that
interest rates can continue their down-
ward course in the period immediately
ahead.

Recent Developments

It is too early to have much sub-
stantive information about economic
activity in the first quarter. However,
developments thus far are consistent
with the widely held expectation that
the quarter will see an especially large
increase in GNP as the economy re-
covers from the auto strike.

On the basis of more complete source

data, OBE had made small downward
revisions in the estimates of fourth
quarter GNP in both current and con-
stant prices. The revised figures show
that GNP in constant prices fell almost
4 percent at an annual rate, but it still
appears that real output would have
risen a bit in the absence of the auto
strike.

Revisions in the GNP components
were generally very small. The only
revision that was substantial in relative
terms was in inventory accumulation, a
component for which the preliminary
estimate is always considered highly
tentative. The accumulation rate was
revised from $4 billion to $3K billion;
the rate was $5% billion in the third
quarter.

Production and employment

The recovery of industrial production
from the effects of the auto strike
continued in January. New cars were
assembled at an annual rate of about
8% million units, up more than 15
percent from December's rate of 7
million units; assemblies had fallen to a
rate of only 4 million units in October
and November. It is likely that activ-
ity in various supplier industries was
also continuing to recover. Neverthe-
less, the overall industrial production
index rose less than 1 percent. Exclud-
ing automobiles, the gain was even
slimmer and seems to have centered
in other t}Tpes of consumer goods.
Output of business equipment has
stabilized in recent months after a
year of steep decline, and was unchanged
in January. Defense equipment pro-
duction continues to shrink, however,
and was off another 2 percent.

Both broad measures of employment
rose in January on a seasonally adjusted
basis. The number of employed mem-
bers of the civilian labor force increased
400,000 and the number of workers
on nonagricultural payrolls increased
225,000. (These measures differ in
coverage and in various other ways,
including the treatment of strikers; the
"payroll" figure omits them while the
civilian labor force measure treats them
as employed but not at work.)

The January increase in payroll
employment followed a rise of 180,000
in December. However, there had been

declines of 100,000 in November and
350,000 in October, and the subsequent
gains left the total slightly below the
level of last September. There has in
fact been little underlying change in
payroll employment for some months.
The auto strike caused a large decline
and a subsequent large increase, and a
strike by New York cabdrivers also
had a measurable effect, depressing the
December figure and inflating the in-
crease from that month to January.
In addition, the seasonal pattern of
hiring and firing in retail trade has
become less marked than it used to be.
It takes some time for the seasonal
adjustment factors, which reflect his-
torical patterns, to catch up with such
changes, and the moderation of seasonal
swings in the actual figures was there-
fore reflected in large swings on a sea-
sonally adjusted basis—down in
November and December and up in
January.

Because the labor force estimates
count strikers as employed, those figures
should be less severely distorted by
strikes. (Workers laid off as a result of
strikes elsewhere are counted as unem-
ployed.) Nevertheless, the estimates
of civilian employment were swinging
quite widely in the closing months of
1970, though not in exactly the same
pattern as shown by the "payroll"
series. Both series indicate that the
sharpest cuts in employment occurred
last spring. The problem now is to
determine whether there has yet been
any real strengthening of employment.

The January increase in civilian em-
ployment brought it to within 100,000
persons of the high set last March.
The number of unemployed fell some-
what and the unemployment rate
dropped to 6.0 percent after having
reached 6.2 percent in December.

The Bureau of Labor Statistics has
released the regular annual revision of
seasonal adjustment factors for the
various labor force components. As is
often the case when seasonal factors
are updated, the pattern of changes in
the most recent year (i.e., 1970) is now
slightly smoother. However, the re-
visions have little impact on the
picture of developments in employ-
ment and unemployment as shown by
the labor force data. The overall
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unemployment rate is now shown as
having risen from 3.6 percent in
December 1969 to 6.2 percent in
December 1970, rather than from 3.5
percent to 6.0 percent.

Personal income higher

Personal income jumped $8 billion in
January at a seasonally adjusted an-
nual rate, but the large size of the in-
crease was caused by various special
factors.

One such factor was a pay raise for
Federal employees, which resulted in
an upward shift in the income level of
about $2% billion at an annual rate.
Also, there was an unusually sharp
rise of payrolls in the distributive
industries, following a drop—also
unusual—in December. This was ap-
parently due in some measure to the
large swing in retail trade employment.
Wages and salaries in other industries
grew modestly. In manufacturing,
where the end of the auto strike had
boosted pay $5% billion in December,
gains in the workweek and hourly
earnings raised pay $1% billion in
January despite stability in the number
of workers.

A swing in dividends also swelled the
January income rise. Because com-
panies' yearend payments were smaller
than usual, dividends in December
showed a sharp $1}£ billion drop,
seasonally adjusted. Payouts were nor-
mal in January, however; the seasonally
adjusted figure therefore rebounded,
showing a rise of $1% billion.

A nonrecurring factor which worked
to cut personal income in January
rather than boost it was an increase in
the rate of social security taxation.
This change caused an upward shift of
$1% billion in personal contributions for
social insurance, which are deducted
from gross income in arriving at the
personal income estimate.

Productivity and labor cost

The decline of employment in Octo-
ber and November, coupled with an
easing of the average workweek, re-
sulted in a drop in man-hours for the
quarter as a whole. The preliminary
BLS estimate for the private economy

SURVEY OF CURRENT BUSINESS

indicated that man-hours fell 4% per-
cent at an annual rate from the third
quarter to the fourth. That decline was
slightly larger than the drop in output,
so that output per man-hour edged
fractionally highei. The auto strike of
course distorted the data on both out-
put and labor input. The extent of the
distortion is hard to estimate, but it
seems certain that productivity would
have shown a considerably stronger
rise had there been no strike.

The rate of increase of hourly com-
pensation showed a bit in the fourth
quarter after accelerating in the third.
The auto strike, which idled workers in
industries with relatively high pay
levels, probably contributed to the
slowdown. The quarter's rise in hourly
compensation vastly exceeded the pro-
ductivity gain, and average unit labor
cost in the private economy jumped 6
percent. In the nonfarm sector, pro-
ductivity actually fell a bit and the rise
in unit labor costs was even steeper.
Distortions resulting from the strike
made fourth quarter developments look
exceptionally bad. Nevertheless, sub-
stantial progress remains to be achieved
in the moderation of labor costs.

Wages Under Collective
Bargaining

Major collective bargaining agree-
ments concluded in the fourth quarter
of 1970 resulted in an average first-year
adjustment of 9% percent of straight time
hourly earnings. That adjustment was
considerably smaller than the average
of more than 13 percent negotiated in
the first 9 months of the year.

There were fewer construction settle-
ments in the fourth quarter than earlier
in the year, and that change in industry
mix was part of the reason why the
fourth quarter figure was smaller.
Another factor was the way the Bureau
of Labor Statistics interpreted the
auto settlement. The auto contracts
signed in 1967 put a ceiling on cost-of-
living adjustments but allowed for a
"catchup" in 1970 if the rise in the cost
of living exceeded the "ceiling" amount.
In line with this provision, BLS cal-
culated that about half of the first-year
increase granted in the November

contract was in fact a cost-of-living
adjustment and treated only the re-
maining half as a first-year increase
under the new contract.

Last year was a heavy one for collec-
tive bargaining. According to prelimi-
nary BLS estimates, the average first-
year adjustment under major agreements
was 12 percent, up from 9% percent in
1969 (chart 2). There was no accelera-
tion in the average first-year adjust-
ment won by manufacturing workers; it
amounted to 8 percent in both 1969 and
1970. In construction, transportation,
and other nonmanufacturing industries,
however, the increases won in 1970 con-
tracts were substantially larger than
those negotiated in 1969. In construc-
tion, the average first-year adjustment
negotiated in 1970 was 18% percent,
compared with 13 percent in 1969. For

• • • • • I H B H H H H 1 CHART 2
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all nonmanufacturing industries, the
average went from 10% percent in 1969
to 15% percent last year.

Almost 11 million workers are covered
by the major contracts for which BLS
does these calculations. About 5 million
of those workers were involved last
year in contract negotiations (some of
which had not been completed by
yearend) and almost all the rest received
deferred increases, i.e., increases which
had been negotiated in earlier years.
(Even some workers who negotiated
new contracts last year received de-
ferred increases under their expiring
contracts.) The average deferred in-
crease in 1970 is estimated by BLS to
have been 5% percent, about the same
as in 1969 (chart 2). The deferred
increase calculations include guaranteed
minimum cost-of-living raises but not
those which are contingent on actual
price movements. Increases of the latter
sort were not widespread last year, for
major contracts negotiated in recent
years had often eliminated cost-of-living
escalators or limited them in amount or
frequency.

Taking into account all wage changes
which became effective last year, the
"effective wage adjustment" (EWA)
for workers under major contracts was
probably substantially larger than in

1969. The EWA in a given year reflects
provisions effective in the first year of
new contracts (including situations in
which wages are decreased or un-
changed), deferred increases received
in that year, and nonguaranteed cost-
of-living adjustments. The EWA for
1970 has not yet been calculated by
BLS, but it appears likely that it aver-
aged about 8 percent, up from 6% percent
in 1969.

Negotiations in 1971

Negotiations are scheduled this year
in a number of industries, including
steel, aluminum, cans, glass, aerospace,
auto parts, men's clothing, railroads,
construction, and utilities. Close to 5
million workers will be affected, about
the same number as last year.

Bargaining will be heavier in the
first half of the year than in the second.
Negotiations for more than 500,000 rail-
road workers were carried over from last
year. Contracts covering nearly 500,000
construction workers are scheduled for
negotiation by midyear and on July 31
the agreements covering 400,000 steel-
workers will terminate. The negotia-
tions over their new agreements will
be of particular interest and importance.

Some 5}i million workers are sched-

uled to receive deferred increases this
year. The number of workers involved
is about the same as last year but the
average size of the increase is 7%
percent, up from 5% percent in 1970
(chart 2). The rise mostly reflects a
substantial jump in the size of deferred
increases in nonmanufacturing indus-
tries, to 10% percent this year from 7
percent in 1970; in manufacturing, the
1971 increase is extimated at 5 percent,
up from 4% percent in 1970. The size of
the deferred increase and the number of
workers affected mean that this factor
will have a considerable influence on the
overall change in the wages of workers
under major contracts. In addition,
about 2% million woikeis, almost twice
as many as last year, will be eligible
in 1971 for nonguaranteed cost-of-
living adjustments contingent on price
movements.

There is no way at this time to
estimate the size of the first-year
increases that will be won in nego-
tiations this year. However, it is in-
teresting to note that if the average
first-year adjustment is roughly equal to
the 1970 figure, then the overall change
or "effective wage adjustment" for
workers under major contracts would be
larger than last year's estimated 8
percent.
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CHART 3

• Revised data show GNP up $41/2 billion in fourth quarter, real GNP down almost 4 percent
• In January: Nonfarm payroll employment rose, jobless rate declined to 6 percent
• Wholesale prices increased about three-fourths of 1 percent, largely because of higher agricultural prices
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In January: Personal income rose $8 billion; wages and salaries accounted for most of the gain
New car sales rebounded from the effects of the auto strike

Housing starts advanced to a rate of nearly 2 million units in December, building permits also rose

CHART 4
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• In December: Manufacturing and trade inventories increased $300 million
• The merchandise trade surplus was $200 million

CHART 5
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8 SUEVEY OF CUREENT BUSINESS February 1971

• In the fourth quarter: Factory operating rate down substantially
• Output per man-hour little changed
• Money supply about unchanged in January, bank credit up further, interest rates continued down

CHART 6
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the BUSINESS SITUATION

JL HE poststrike rebound of auto pro-
duction is giving a sharp boost to
national output in the quarter now
ending. On the basis of evidence through
mid-March, it appears likely that gross
auto product—measuring the auto's
share in gross national product—will
rise this quarter by as much as $20
billion at a seasonally adjusted annual
rate. In the fourth quarter, it dropped
$12}^ billion.

Some of this quarter's large auto pro-
duction is going into the rebuilding of
dealer inventories. Little is known about
the behavior of other inventories, but
what evidence there is suggests that the
amount of output going into inventory
may be much smaller this quarter than
last. A fourth quarter backup in the
stocks of suppliers to the auto manufac-
facturers, followed by liquidation in the
first quarter, may be responsible for
part of the shift. The January estimates
of inventory book value—the latest
available—show substantial declines re-
ported for manufacturing and for non-
auto retailing. Moreover, OBE's latest
quarterly survey found manufacturers
expecting no net change in holdings this
quarter, following increases of $1 billion
in both the third and fourth quarters.
(The survey findings are reported in
detail on pages 13-14.)

Apart from the surge in auto buying,
consumer demand for goods seems to
be fairly sluggish. The retail sales esti-
mates for the month of January,
together with weekly data for February,
suggest that the dollar volume (season-
ally adjusted) of nonauto retailers was
little changed from the fourth quarter
pace. Spending for services seems to be
growing at the normal rate, however.

Business fixed investment seems to be
increasing fairly rapidly. Much of the
current strength represents auto and
truck purchases postponed from the

strike-affected fourth quarter, though
investment in structures is also on the
rise. The latest OBE-SEC survey of
plant and equipment spending found
business expecting a sizable gain in
the first quarter after a big drop in the
fourth, and looking to moderate growth
through the rest of the year (chart 1).

The OBE-SEC survey results (re-
ported in detail on pages 15-20) show an
expected strengthening of manufactur-
ing outlays during the course of 1971,
reversing the downtrend of the past
year or more. From the first half of
this year to the second, manufacturers'
outlays in the aggregate are expected to
rise 6 percent. In view of the depressed
level of capacity utilization in much of
manufacturing, the strength of this
expectation is somewhat surprising.
The 1971 spending plans apparently

CHART 1
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hinge to a large degree on expectations
of sharply accelerated sales growth (see
table 2, page 17); the recent liberaliza-
tion of depreciation rules may also
be having some effect.

Housing starts have been running at
a very high rate in recent months, and
spending for residential construction
continues to expand. Starts were rising
swiftly in the latter months of 1970 and
in December hit an extraordinarily high
annual rate of just over 2 million units.
The rate in both January and February
was back down to 1.7 million units,
equal to the November figure. Gains
in spending lag somewhat behind in-
creases in starts. This quarter, the rise
in spending is certainly likely to be as
large as the $3 billion gain last quarter.

State and local government spending
for goods and services seems to have
been increasing quite rapidly in recent
months. This is partly because con-
struction is recovering from the slump
brought on by tight credit conditions,
but there is also a visible speedup in the
growth of payrolls. Federal spending, on
the other hand, seems to be continuing
to shrink. The decline is currently very
mild, because the January pay raise
boosted spending about $2}i billion at
an annual rate.

Production, Employment, and
Income

Industrial output fell slightly in
February after 2 months of increase.
There were sizable gains in auto and
steel production but these were out-
weighed by declines elsewhere (chiart
2). The auto assembly rate, still show-
ing the aftereffects of the strike, rose
from 8% million units (annual rate) in
January to 9 million in February. It is
likely that some of the February
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CHART 2
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increase in steel output also represented
recovery from the effects of the strike.
However, it appears that steel produc-
tion is also getting an important boost
from inventory stockpiling against the
possibility of a strike this summer.

Some further increase in the rate of
steel production is entirely possible,
but the recovery in the auto assembly
rate seems to have run its course. March
schedules indicate some decline from the
February assembly rate, and it appears
that the average for the first three full
poststrike months will be on the order of
8% million units. While that represents
a steep advance from the strike period—
assemblies ran at a rate of only 4 mil-
lion units in October and November—
it is not an exceptionally high rate.
Sales of new domestic cars have also
rebounded from the very weak pace of
late 1970 but the figures thus far in
1971—close to 8% million units at an
annual rate—have likewise not been
exceptionally high. Meanwhile, imports
continue to do very well. Sales are es-
timated to have been at an annual rate
of about \% million units in both Jan-
uary and February, up somewhat from
the high fourth quarter average. In
last year's first three quarters, the im-
port sales rate averaged just under 1%
million units.

Labor force developments
The civilian labor force declined

510,000 in February on a seasonally
adjusted basis, the largest drop since
January 1968. The decline erased most
of the gain of the previous 3 months
and brought the civilian labor force
back to about the level of last October.
Approximately 85 percent of last
month's decline was attributable to
parttime workers, and almost half
occurred among those 16-24 years of
age, a group that accounts for less
than 25 percent of the labor force.

The number of employed members
of the labor force decreased 325,000
in February and the number unem-
ployed decreased 185,000. Unemploy-
ment dropped in January as well. The
last time unemployment declined for
2 months consecutively was in October
and November of 1969. However, that
decrease, unlike the present one, was
accompanied by growth in the civilian
labor force.

Table 1.—Changes Between February 1969
and February 1971 in Selected Labor
Force Indicators

[Thousands, not seasonally adjusted]

Total labor force..

Civilian labor force

Employed
Unemployed

Men 204-
Women 20+
Teenagers

Unemployed
married men.

Feb.
1969

82, 579

79,104

76, 181
2,923

1,134
1,061

729

731

Feb.
1971

85, 653

82,703

77, 262
5,442

2,582
1,733
1,127

1,645

Change

3,074

3,599

1,081
2,519

1,448
672
398

914

Per-
cent

change

3.7

4.5

1.4
86.2

127.7
63.3
54.6

125.0

Source: Bureau of Labor Statistics.

The seasonally adjusted unemploy-
ment rate reached a low in February
1969 at 3.3 percent—the lowest it had
been in over 15 years. For perspective,
table 1 presents changes in selected
labor force measures between February
1969 and February 1971, when the
unemployment rate was 5.8 percent.

All the measures shown increased
over that period. The civilian labor
force rose more than the total labor
force in both absolute and relative
terms—reflecting the decrease in the
size of the Armed Forces. Employment
rose by over 1 million persons, with all
of the increase occurring before last
spring; since then, there has been a net
decline in employment.

If the unemployed are disaggregated
into three groups—teenagers, adult
women, and adult men—the relative
increase in unemployment is found to be
greater for the latter group. In February
1969, adult men represented 58 percent
of the civilian labor force and only 38.8
percent of the unemployed. In February
1971, adult men represented 57.2 per-
cent of the civilian labor force and 47.4
percent of the unemployed. It seems
clear that the rise in unemployment
has hit hardest at this primary labor
force group, whose labor force attach-
ment is very stable.

Income in February
Personal income rose $2% billion in

February, a small gain even in the
context of the generally weak growth
of the past year. Payrolls declined in
manufacturing and in other commodity
producing industries (construction and
mining). Other payrolls grew by mod-
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erate amounts about in line with recent
trends. Transfer income increased
slightly less in February than in other
recent months. Among the other non-
wage components, a noteworthy change
was the unusual $% billion decline in
rental income. That drop reflected the
effect of the California earthquake.
Much of the property damage was un-
insured and an estimate of the value of
the loss was charged off in the month in
which it occurred, thus resulting in a
reduction in net rental income.

Financial Developments

Short term interest rates were still
dropping steeply through mid-March
and were generally at their lowest levels
since the mid-1960's. Yields on 3-month
Treasury bills had fallen to 3% percent,
down from an average of 4}'2 percent
in January and the peak 1% percent
in January 1970. Mid-March saw a
further reduction of the prime rate—
the fifth since the turn of the year
and the ninth since midsummer. Chase
Manhattan took the initiative and
lowered its rate from 5% to 5% percent
on March 11; most other large banks
in major money centers reduced their
rates only to 5% percent, and there is a
split in the prime rate as this issue of
the Survey goes to the printer. At some
banks on the west coast, reduction of
the prime rate was accompanied by
cuts in the interest rates on mortgages
and on regular savings deposits.

In long term markets, the rate decline
was interrupted in February and early
March by an extraordinary volume of
new issues. The upturn of yields on
corporate bonds cut deeply into the
declines registered earlier this year. By
mid-March, however, the worst of the
congestion seemed to have passed and
yields seemed to have stabilized.

Commercial banks

The Federal Reserve continued last
month to pursue a goal of easier credit
conditions, and strong growth was
again evident in the nonborrowed
reserves of member banks. Deposit
growth at all commercial banks
amounted to $7% billion in February,
an increase much larger than the $4%
billion rise in January; the latter
figure was representative of the average

monthly expansion since mid-1970.
While the bulk of deposit expansion
again took the form of time and saving
deposits, private demand deposits,
which constitute the major component of
the money stock, rose $2% billion last
month. This spurt followed several
months of sluggish growth and was
probably due in part to a heightened
demand for transaction balances as-
sociated with the exceptionally large
volume of stock and bond market
activity.

Bank credit expansion was strong
again in February. Total loans and in-
vestments (after adjustment for loan
transfers) increased $5% billion, season-
ally adjusted, an increase about the
same as that in January and more than
twice the average monthly gain in the
fourth quarter. Banks continued to
make important progress toward re-
storing liquidity, adding $2% billion to
their holdings of U.S. Government and
State and local securities. Loan expan-
sion amounted to $3 billion. Business
loans, which had declined rather sharply
in the closing months of last year, rose
a bit in January and somewhat further
in February. The recent increases
appear to be associated partly with the
recovery from the auto strike, and per-
haps also to some slowing in the repay-
ments of loans from the proceeds of
capital market borrowing.

Savings and loan associations

Easing credit conditions and sharp
declines in market interest rates have
sparked an extraordinary recovery in
deposit growth at thrift institutions.
The improved flow of funds to these
major mortgage lending institutions has
already assured that resources are avail-
able for financing the large volume of
homebuilding expected this year.

Deposit growth at savings and loan
associations has been accelerating since
early 1970 (chart 3), and reached
record proportions in recent months.
In the 3 months ending with January
1971 (the latest month for which data
are available), savings flows averaged
nearly $2% billion. During the same
period a year earlier, when the thrift
institutions were being buffeted by the
worst of the deposit drains, savings
flows averaged only $300 million.

The S. & L.'s have devoted a sizable
part of the increase in deposits to
restoring liquidity, adding substantially
to their acquisitions of liquid assets.
Borrowing from the Federal Home
Loan Bank System increased sharply
in 1969 and early 1970 but these
advances have not been repaid, pri-
marily because the FHLB Board en-
couraged S. & L.'s to use deposit growth
for the expansion of mortgage lending.

The S. & L.'s have increased their
mortgage commitments—an indication
of future lending activity—to record
levels. In the 3 months ending in Jan-
uary, commitments outstanding aver-
aged $7K billion, an increase of more
than 40 percent from the average in
the same months a year earlier. Con-
sequently, mortgage lending activity,
which reached recent lows in the winter
of last year, is in the midst of a striking
recovery. Debt expansion averaged
$1% billion in the past 3 months, as
contrasted with average expansion of
less than $500 million in late 1969 and
early 1970.

Savings and Loan Associations

CHART 3
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Fourth Quarter Developments

According to OBE's preliminary esti-
mate, corporate profits dropped sub-
stantially in the fourth quarter of 1970.
The auto strike was an important factor
in the decline, which centered in durable
goods manufacturing. Earnings of non-
durables manufacturers were also down
somewhat but earnings of nonmanu-
facturing groups were generally little
changed or higher.

Book profits before tax were at a
seasonally adjusted annual rate of
$77% billion in the fourth quarter,
down $7 billion from the third and more
than $15 billion below the record set in
the first half of 1969. Profits tax liability
declined $3% billion in the fourth
quarter, aftertax earnings $3% billion,
dividends $% billion, and retained
earnings $3 billion.

Book profits include gains or losses
due to differences between the replace-
ment cost of goods taken out of in-
ventory and the cost at which they are
charged to production. These gains or
losses are excluded from the estimate
of the profits share of national income.
Inventory profits fell almost $3 billion
from the third quarter to the fourth,
and profits on the national income
basis declined $4 billion to an annual
rate of $74% billion before taxes.

Federal deficit higher
The auto strike had a significant im-

pact on Federal Government receipts
in the fourth quarter. The impact of the
profits shrinkage was especially sharp,
but other receipts were also affected—
personal taxes, indirect business taxes
(excises), and, to a much smaller degree,
social insurance contributions. The
strike's impact on receipts in the fourth
quarter was probably on the order of
$4% billion in annual rate terms.

On the NIA basis, receipts were
$192% billion in the fourth quarter,
down $2% billion from the third. Ex-

penditures rose $3% billion to $210 bil-
lion and the deficit increased from $11%
billion in the third quarter to a very
large $17% billion in the fourth. The
deficit for calendar year 1970 was $11%
billion, compared with a surplus of $9%
billion in 1969.

Defense purchases of goods and serv-
ices declined in the fourth quarter and
civilian purchases rose little. The in-
crease in expenditures on the NIA basis
was largely in transfer payments and
grants to State and local governments.
Transfers rose $2% billion, mostly be-
cause of higher pension payments under
a number of Federal programs. Rail-
road retirement payments alone rose
$% billion, reflecting a 15-percent in-
crease paid in October retroactive to
January 1, 1970.

Fiscal 1972 budget
There were several developments in

March which affected the Federal pro-
gram for fiscal year 1972, which was
discussed in detail in last month's
Survey. These developments included
legislation to increase social security
benefits by 10 percent retroactive to
January (but payable in June). That
increase will cost about $3% billion in
fiscal 1972, or about $% billion more
than the social security increases allow-
ed for in the budget. The budget
allowed for an increase as of January
1971 in the earnings subject to the social
security tax, but the legislation just
passed provides for that increase to
occur in January 1972. This will reduce
1972 unified budget receipts about
$2% billion from the figure indicated
in the budget document.

Another recent action affecting the
budget was the Treasury's announce-
ment that the liberalization of the tax
depreciation rules is to be broadened to
include public utilities, resulting in an
additional $300 million loss of revenues
in fiscal 1972. At the same time, the
Treasury stated that current trends in

interest rates will reduce 1972 interest
payments by about $% billion.

Measures of national output
The estimate of corporate profits

completes the preliminary fourth quar-
ter figures for the "income side" of
the national accounts. With those
figures available, it is possible to
compare the estimate of national output
constructed from the "income side"
with the more familiar estimate con-
structed from the "product side," i.e.,
from information about purchases of
goods and services. From the fourth
quarter of 1969 to the fourth quarter
of 1970, the conventional GNP measure
of national output rose 4 percent while
the estimate calculated from the "in-
come side" rose only 3% percent. In
annual terms, the increases were closer
together—4% percent and 4% percent,
respectively.

The two measures represent alterna-
tive ways of estimating the market
value of national output—as the sum
of costs incurred and profits earned in
producing the output ("income side")
or as the sum of sales and inventory
change ("product side"). There is no
clear basis for deciding that one alterna-
tive is statistically more accurate than
the other. The "product side" measure,
i.e., the familiar GNP, is the one
generally used mainly because its com-
ponents are more interesting and useful
for most types of economic analysis.

The two measures are based on
source data that are not only imperfect
but also largely independent, and thus
the two may differ in level and in rate
of change. (The difference between the
measures appears in the national ac-
counts as the "statistical discrepancy.")
In the period reviewed, the difference
in the movement of the two measures
has been somewhat wider than usual.
Past experience suggests that the gap
will narrow as the estimates are re-
vised on the basis of more and better
source data.
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• In February: Nonfarm payroll employment edged down 100,000
• The unemployment rate declined to 5.8 percent
• Wholesale prices rose 0.9 percent; most of the rise was in nonindustrial products
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6 SURVEY OF CUEEENT BUSINESS March 1971

• In February: Personal income up only $21/4 billion

1 CHART 5

• New car sales rate about unchanged at 81/2 million units
• Plant and equipment outlays are expected to increase 4-1/3 percent in 1971 compared with 5% percent in 1970
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March 1971 SURVEY OF CURRENT BUSINESS

• Book value of business inventories declined in January
• In Fourth quarter: Federal budget (NIA basis) registered a large deficit of $17% billion
• Balance of payments deficit little changed on liquidity basis, up sharply on official basis
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8 SURVEY OF CURRENT BUSINESS

• In February: Industrial production declined about 0.4 percent

March 1971

• Bank credit and money supply up sharply
9 Corporate profits before taxes (including IVA) dropped $4 billion in the fourth quarter
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Manufacturers' Inventory and Sales Expectations,
First Half 1971

MANUFACTURERS plan no net
change in inventories in the first quarter
but expect a substantial addition in the
second, larger than that in any quarter
of last year. They project a sizable
sales rise this quarter, more than off-
setting the decline—partly related to
the auto strike—in the fourth quarter
of 1970. A more moderate rise is ex-
pected in the second quarter. These
expectations, which imply a lower stock/
sales ratio in the first half of 1971 than
last year, were reported in February in
OBE's quarterly Inventory and Sales
Expectations Survey.

Manufacturers reported further im-
provement in the condition of their
inventories. Both the percentage of
stocks held by companies that judged
their inventories "high" and the amount
of excess inventories declined after
mid-1970, following increases during the
previous \% years.

Inventory additions
Manufacturers' inventories are ex-

pected to show no net change from
December 31 to March 31, but to rise
$1.3 billion by June 30. Durable goods
producers plan to cut inventories about
$200 million in the first quarter, while
nondurable goods producers plan an
increase of a similar amount. Last year's
quarterly additions averaged $500 mil-
lion for durables and $400 million for
nondurables. Sizable additions are ex-
pected in the second quarter—$800
million for durables and $500 million
for nondurables.

Durable goods producers' expected
midyear holdings would equal 2.07
months of sales at the average pace
expected in the second quarter. Non-
durables inventories would be 1.30
months of sales. The projected stock-
sales ratio for durables is below that

of any quarter of 1970; the nondurables
ratio is not very different from last
year's ratios.

Sales expectations
Durable goods producers expect

sales to rise 6 percent in the first
quarter, to about offset the decline in
the strike-affected fourth quarter. Al-
though the size of the swing reflects the
auto strike and its aftermath, most
durable goods industries expect higher
sales this quarter. For the second
quarter, durable goods producers ex-
pect a 2^ percent sales rise.

Nondurable goods producers ex-
pect sales gains of about 3 percent this
quarter and 2 percent in the second,
advances larger than those experienced
in 1970.

Inventory condition
Firms holding 21 percent of manu-

facturers' stocks judged their invento-
ries at December 31 as "high" relative
to unfilled orders and prospective sales;
this proportion is well below the recent
peak of 24 percent at June 30, 1970. The
"high" proportion for durable goods
producers fell from 28 percent on
June 30 to 25 percent on September 30
and 23 percent on December 31. The year-
end figure was the lowest in six quarters.
The "high" ratio for nondurable goods
producers was 16 percent on Septem-
ber 30 and December 31—down 1 per-
centage point from June 30 and 3 points
from the recent peak of 19 percent on
March 31.

The "about right" ratio was 76 per-
cent for durables and 83 percent for
nondurables on December 31; the "low"
was 1 percent for both.

Inventory imbalance
Manufacturers reported $2% billion

of inventories in excess of needs on

December 31 (netting excesses of com-
panies with "high" stocks against
deficiencies of companies with "low"
stocks), a decrease of $% billion from
midyear. The durable goods producers'
net excess on December 31 was $1.8
billion, or 2.7 percent of total durables
stocks, compared with $1.9 billion, or
2.9 percent, on June 30. The net excess
held by nondurable goods producers fell

••••••••••••••• CHART 8
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14 SURVEY OF CURRENT BUSINESS March 1971

Table 1.—Manufacturers' Inventories and Sales: Actual and Expected 1

[Billions of dollars]

Inventories, end of quarter:

Unadjusted:

All manufacturing
Durables
Nondurables-

Seasonally adjusted:

All manufacturing
Durables
Nondurables

Sales, total for quarter:

Unadjusted:

All manufacturing
Durables
Nondurables ..- ._. -.. _

Seasonally adjusted:

All manufacturing
Durables
Nondurables ...

I

84.3
54.6
29.7

83.8
54.3
29.5

144.9
80.5
64.4

145.4
80.3
65.1

196

II

85 8
55.8
30.0

85.6
55.5
30.1

153 9
85.8
68.1

149.6
82.2
67.4

8

III

86 4
56.1
30.3

87.1
56.5
30.6

148 7
79.1
69.6

152.6
83.1
69.5

IV

88 2
57.0
31.2

88.6
57.4
31.2

157 1
86.4
70.7

156.6
85.9
70.7

I

90.9
59.3
31.6

90.4
59.0
31.4

159 1
89.1
70.0

159.6
88.8
70.8

1

II

92.5
60.9
31.6

92.2
60.5
31.7

166.9
93.7
73.2

162.3
89.9
72.5

969

III

93.4
61.6
31.8

94.2
62.1
32.1

162.2
88.5
73.7

167.4
93.7
73.7

IV

95.5
63.1
32.4

95.9
63.5
32.4

168.5
93.7
74.8

168.1
93.3
74.8

I

97.5
64.6
32.9

97.0
64.3
32.7

165.1
90.1
75.1

165.9
90.0
75.9

197

II

98.1
64.8
33.3

97.7
64.4
33.3

171.3
94.6
76.7

166.6
90.8
75.9

0

III

97.8
64.8
33.0

98.7
65.3
33.3

165.4
88.6
76.8

170.2
93.4
76.7

IV

99.2
65.2
34.0

99.7
65.6
34.1

164.8
88.2
76.6

164.8
88.2
76.6

197

12

100.2
65.7
34.5

99.7
65.4
34.3

173.4
93.6
79.8

172.7
93.8
78.9

1

112

101.3
66.5
34.8

101.0
66.2
34.8

171.5
92.0
79.5

176.5
96.1
80.4

1. All actual data have been adjusted to conform with the recent revision by the Bureau of
the Census (Report M3-1.2).

2. Expectations reported by manufacturers in February 1971. Inventory expectations have
been corrected for systematic biases.

Sources: U.S. Department of Commerce. Expectations, Office of Business Economics;
actuals, Bureau of the Census.

Table 2.—Manufacturers' Evaluation of the Condition of Their Inventories 1

[Percentage distribution]

Table 3.—Inventory Imbalance

March 31, 1966 ..
June 30, 1966
September 30, 1966
December 31, 1966

March 31, 1967
June 30, 1967
September 30, 1967 _
December 31, 1967

March 31, 1968
June 30, 1968
Septembe 30, 1968
December 31, 1968 _

March 31, 1969
June 30, 1969
September 30, 1969
December 31 , 1969.

March 31, 1970
June 30, 1970
September 30, 1970
December 31, 1970

Total

High

15
18
22
28

31
31
27
25

25
25
24
18

20
21
23
23

24
24

r 22
21

About
right

81
78
75
70

68
67
69
72

72
72
73
80

78
77
76
76

75
75

r 77
78

Low

4
4
3
2

1
2
4
3

3
3
3
2

2
2
1
1

1
1
1
1

Durables

High

18
21
27
33

37
36
34
31

31
31
28
19

21
22
26
25

27
28
25
23

About
right

79
75
70
65

62
63
63
67

66
67
70
79

77
76
73
73

72
71
74
76

Low

3
4
3
2

1
1
3
2

3
2
2
2

2
2
1
2

1
1
1
1

Nondurables

High

10
13
14
18

20
20
15
15

15
16
16
16

17
18
17
18

19
17

'16
16

About
right

85
83
83
79

78
76
81
81

82
80
79
82

82
80
82
81

80
81

'82
83

Low

5
4
3
3

2
4
4
4

3
4
5
2

1
2
1
1

1
2
2
1

' Revised.
1. Condition of actual inventories relative to sales and unfilled orders position as viewed by reporting companies. Percent

distribution of inventory book values according to companies' classifications of their inventory condition.

NOTE: Due to change in survey questionnaire, data starting December 31,1968, are not strictly comparable to prior data-

Source: U.S. Department of Commerce, Office of Business Economics.

from $0.6 billion to $0.5 billion in the
same period. The December 31 excess
was equal to 1.4 percent of nondurables
stocks; this ratio had held at 1.7
percent to 1.8 percent from mid-1969
to mid-1970.

Firms reporting "high" inventories
on December 31 estimated their excess
to be about 11 percent of their holdings;
firms with "low" inventories estimated
their deficiency as equal to 13 percent
of their holdings.

All manufacturers:

Dec. 31, 1968
Mar. 31, 1969
June 30, 1969 .
Sept. 30, 1969
Dec. 31, 1969
Mar. 31, 1970
June 30, 1970
Sept. 30, 1970
Dec. 31, 1970

Durable goods:

Dec. 31, 1968
Mar 31, 1969
June 30, 1969
Sept. 30, 1969
Dec. 31, 1969
Mar. 31, 1970
June 30, 1970
Sept. 30, 1970
Dec. 31, 1970

Nondurable goods:

Dec. 31, 1968
Mar. 31, 1969
June 30, 1969
Sept. 30, 1969
Dec. 31, 1969
Mar. 31, 1970 . .
June 30, 1970
Sept. 30, 1970
Dec. 31, 1970

Inven-
tory

excess

Inven-
tory
defi-

ciency

Net excess

Amount

(Billions of dollars)

1.73
1.87
1.96
2.36
2.50
2.58
2.62

'2.48
2.39

1.19
1.31
1.35
1.75
1.91
1.97
2.00

'1.94
1.85

.54

.56

.61

.61

.59

.61

.62
'.54

.54

0.25
.16
.24
.15
.16
.10
.15
.11
.13

.20

.12

.18

.11

.13

.09

.10

.07

.06

.05

.04

.06

.04

.03

.01

.05

.04

.07

1.48
1.71
1.72
2.21
2.34
2.48
2.47

'2.37
2.26

.99
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1.17
1.64
1.78
1.88
1.90

'1.87
1.79

.49

.52

.55

.57

.56

.60

.57
'.50

.47

Percent
of total
inven-
tories

1.7
1.9
1.9
2.4
2 5
2.5
2.5
2.4
2.3

1.7
2.0
1.9
2.7
2.8
2.9
2.9

'2.9
2.7

1.6
1.6
1.7
1.8
1.7
1.8
1.7
1.5
1.4

' Revised.
Source: U.S. Ddpartment of Commerce, Office of Business

Economics.
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the BUSINESS SITUATION

GNP rose $28^ billion in the first
quarter, as the economy recovered from
the effects of the fourth quarter auto
strike, and the rate of increase in the
price deflator slowed somewhat. Resi-
dential construction and State-local
government purchases contributed sig-
nificantly to GNP growth, but there
was no change in consumer demand for
goods other than autos or in Federal
purchases.

1 RELIMINARY estimates of first
quarter gross national product show an
increase from the fourth quarter of $28%
billion at a seasonally adjusted annual
rate. A very large rise—which this
certainly is—was of course to be ex-
pected in the wake of the auto strike.
The strike cut deeply into production
in the fourth quarter, and the makeup
of at least a part of that loss swelled
production in the first quarter.

It is very difficult to estimate what
production would have been in the past
two quarters had there been no auto
strike. One thing that can be said with
certainty is that a strike-caused shift
of production was responsible for a
substantial part of the large first
quarter rise in GNP. Also, it is very
unlikely that all of the lost production
was made up in the first quarter;
therefore, total national output in the
two quarters together was probably
less than it would have been had there
been no strike.

Much of the large first quarter pro-
duction gain was accounted for by a
surge in sales of motor vehicles to con-

sumers and to business (in which case
the transaction is counted in the busi-
ness fixed investment component of
gross product); some of the production
gain went into the rebuilding of motor
vehicle inventories. Apart from the
surge in auto buying, consumer pur-
chases of goods w^ere about unchanged
in the first quarter, though purchases of
services grew in line with the recent
trend. Business fixed investment seems
to have strengthened slightly, apart
from the effects of the auto strike, but
the rate of inventory investment de-
clined further from the already low
fourth quarter pace. The decline oc-
curred despite the rebuilding of motor
vehicle inventories and a buildup of
steel in anticipation of a strike this
summer. Some of the swing may have
resulted from a fourth quarter backup
in the stocks of suppliers to the auto
industry, followed by liquidation in the
first quarter.

Residential construction and State-
local government purchases contributed
significantly to GNP growth in the first
quarter. The increase in residential
investment is estimated to have been
slightly more than $3 billion, about the
same as the fourth quarter gain. In the
case of State and local government pur-
chases, the very large $5 billion increase
estimated for the first quarter followed
a relatively small gain—$2% billion—in
the fourth. Spending for construction
grew strongly in the first quarter, but
substantial increases in payrolls also
contributed to the large increase in
State-local purchases.

Federal purchases were unchanged,
as a moderate further decline in the
defense area was offset by a net increase
in other categories. Total Federal pur-
chases would have dropped substan-
tially had it not been for an increase in

GNP up $28 Vi billion in first quarter
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military and civilian pay at the start of
the year. That action boosted the level
of Federal spending about $2% billion
at an annual rate.

Real GNP and the price deflator

Real product increased a substantial
6% percent, after having dropped 4
percent in the fourth quarter. The
implicit price deflator increased at an
annual rate of 5% percent, compared
with a rise of almost 6 percent in the
fourth quarter. The Federal pay raise
contributed significantly to the first
quarter increase in the total GNP
deflator; the deflator for private GNP,
which is unaffected by the raise, increased
at a rate of 4% percent in the first quarter
compared with 5% percent in the fourth.

The implicit deflator is a price measure
based on shifting weights that reflect
changes in the composition of GNP,
and it was affected substantially by the
recent swing in motor vehicle production.
Motor vehicles have a much lower price
index, on a 1958 base, than the average
for all other goods and services. The
large weight for motor vehicles in the
first quarter held down the deflator for
that period, while the low weight for
motor vehicles in the fourth quarter
had the opposite effect. An alternative
measure of .price change for private
GNP, with fixed weights based on the
fourth quarter composition, increased
at a rate of 4% percent in the first
quarter, down from a rate of just over 5
percent in the fourth quarter.

Average GNP change

It is obvious that the auto strike
caused serious distortions in the national
income and product data for the past two
quarters. A simple and unsophisticated
waj to reduce this distortion is to average
the changes in GNP and its components
in the two affected quarters. Such
averaging simply smoothes the data, and
is not a serious approach to estimating
how the economy would have behaved
had there been no strike. The results
are shown in table 1.

Table 1.—Changes in GNP and Components

[Billions of dollars, seasonally adjusted at annual rate]

Gross national product

Auto and parts consumption... - .- ..- . -
Other durable goods consumption
Nondurable goods consumption
Services consumption

Nonresidential fixed investment

Residential structures - -

Change in business inventories. . . . . . -

Net exports . .

Federal purchases national defense
Other Federal purchases .̂

State-local purchases

Real GNP ($1958)

1970-1

7.8

-3.4
1.7
6.8
5.4

.0

-1.3

-5.6

.9

.5
-.3

3.2

-5.4

1970-11

11.6

1.7
1.1
3.8
4.7

.2

— . 7

1.5

.6

-2.5
-.1

1 3

1.1

1970-III

14.4

-.2
— 5
3 2
5.2

.8

.8

2.4

.1

-1 0
0

3 7

2.5

Average
1970-IV,

1971-1

16.4

2.6
2

3.4
5 4

8

3.1

-1.6

-.7

— 1 0
6

3 8

2 1

Consumption spending on autos and
parts dropped $6 billion in the fourth
quarter and rose more than $11 billion
in the first. The table therefore shows
an average $2.6 billion quarterly gain.
Total GNP increased an average $16K
billion per quarter in the latest two
quarters, compared with $14% billion in
the third quarter and $11% billion in the
second. The strong recovery in residen-
tial construction stands out as far and
away the most striking recent change
from the pattern of last year's first
three quarters. The inventory accumu-
lation figures also show a decided shift.
Tentative estimates indicate a first
quarter decline of more than $1 billion
in the rate of accumulation, following
a somewhat larger decline in the fourth
quarter. Anticipation of the auto strike
and the strike itself caused a great deal
of churning in inventories. Thus, even
when more complete first quarter data
are available it will not be clear whether
business has in fact recently adopted a
a policy of inventory restraint.

Income and consumption in the first
quarter

Personal income (at an annual rate)
rose $6 billion in March, double the
February gain. Employment was about
unchanged but wages and salaries rose
because of increases in hours worked
and in hourly earnings. Manufacturing
payrolls rose slightly after a small de-
cline in February and payrolls in other
industries were also generally stronger

than in February. In line with the pat-
tern of recent months, transfer income
registered another large increase in
March.

For the quarter as a whole, personal
income was up $18 billion from the
fourth quarter, a very substantial gain.
The increase would have been even
larger except for the fact that personal
contributions for social insurance, which
are deducted in the calculation of
personal income, were boosted close to
$2 billion as the result of a January
increase in the social security tax rate.

One factor contributing to the large
size of the personal income gain was
the January increase in Federal pay,
which boosted the income level about
$2% billion. Apart from that raise,
government wages and salaries (Fed-
eral, State, and local) rose $1% billion,
somewhat more than the recent trend.
Recovery from the effects of the auto
strike also figured in the large first
quarter income gain; wages and salaries
in manufacturing increased $4% billion
after dropping $4 billion in the fourth
quarter, while the increase in other
private wages and salaries was $6%
billion, compared with $4% billion in
the fourth quarter. Social insurance
benefits grew quite substantially for a
quarter in which benefit rates were
unchanged, and there were large in-
creases in veterans benefits and in the
residual category of transfer income,
which consists mainly of welfare pay-
ments.
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The first quarter increase in dispos-
able income was $17-% billion, nearly
as large as the increase in pretax per-
sonal income. Tax payments to State
and local governments increased but
payments to the Federal Government
dropped slightly as the result of a tax
cut on January 1. The cut, amounting
to about $3 billion at an annual rate,
resulted from various changes provided
for by the Tax Reform Act of 1969, in-
cluding liberalized treatment of single
persons and an increase in the standard
deduction.

Because the first quarter gain in dis-
posable income was large, the saving
rate remained high despite the post-
strike surge in consumption spending.
Saving was 7.2 percent of disposable
income in the first quarter, compared
with 7.4 percent in the fourth and a
slightly higher figure in the preceding 6
months.

The surge in auto buying accounted
for most of the first quarter growth in
goods consumption. There was little
change in aggregate spending on other
durables or on nondurables. Weekly re-
tail sales data suggest that there may
have been a strengthening of nondur-
ables sales toward the end of the quar-
ter, but the evidence is tentative. In
this regard, it is relevant to note that
the findings of recent consumer senti-
ment surveys seem to reflect some im-
provement in attitudes, which could
lead to an increase in consumers' pro-
pensity to spend.

Labor markets

The two indicators of aggregate em-
ployment, the household survey and
employees on nonagricultural payrolls,
were unchanged in March. Both mea-
sures have been oscillating within a
narrow range since last summer with
no apparent trend, and both remain
well below their peak reached last
March.

The civilian labor force increased
slightly from February to March on a
seasonally adjusted basis. The un-
employment rate edged up and re-
turned to 6 percent, the January
figure. This key indicator has been
fluctuating within a range of 0.4 per-
centage point since last November.

SURVEY OF CURRENT BUSINESS

Estimates for the first quarter indi-
cate that the average level of employ-
ment in durable goods manufacturing
was 50,000 higher than in the last
quarter of 1970. Mirroring the re-
covery from the auto strike, employ-
ment in transportation equipment man-
ufacturing increased approximately
170,000 from the fourth quarter to the
first, but this increase was largely offset
by decreases in other durable goods
industries.

Chart 2 shows the course of payroll
employment since 1965. The recent
contraction in economic activity has
not affected the rising trend in employ-
ment by State and local government.
From the first quarter of 1965 to the
first quarter of 1971, their payrolls
increased 36 percent which is almost
three times the growth rate of Federal
civilian employment in the same period.
Local governments employ about 57
percent of all persons on government
payrolls, but State employment has
risen more rapidly in the past 6 years.
Since the first quarter of 1965, the
number of State workers has grown
42 percent while local government
employment has grown 33 percent. It
is interesting to note that the Federal
Government now employs fewer civil-
ians than either State government or
local government.

Over the past 6 years, employment
in the service producing industries
(excluding government) grew 24 per-
cent or at an annual rate of 3% percent.
Within the service industries, the most
rapid growth has occurred in medical
and other health services where em-
ployment has increased by over 55
percent. Employment in this subgroup
grew more than 6 percent from Feb-
ruary 1970 to February 1971, a period
in which total employment in the serv-
ice producing industries, excluding gov-
ernment, grew less than 2 percent.

Employment in contract construc-
tion has shown little growth since the
first quarter of 1965. The recent re-
covery in construction has not been
reflected in payroll employment in the
contract construction industry. This
may be due to the difficulties of match-
ing construction activity and employ-
ment industrially. Employment growth

in nondurable goods manufacturing
has been quite weak throughout the
entire 6-year period. Even before the
recent downturn in economic activity,
it was growing at less than 2 percent
annually.

Employment in durables manufac-
turing grew at an annual rate of close
to 7 percent between the first quarter

•••••••••••••• CHART 2
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of 1965 and the fourth quarter of 1966.
There was a small reduction in the
next three quarters, during which the
1966-67 slowdown occurred. Growth
then resumed, though at a slower pace,

SUEVEY OF CURRENT BUSINESS

with the peak reached in the third
quarter of 1969. As a result of the
economic downturn and the auto strike,
employment in the last quarter of 1970
fell to its lowest level since 1965.

Developments in the Steel Industry

April 1971

the first year and an average of about
9 percent a year over the life of the
contract. In its third ''inflation alert,"
the Council characterized this settle-
ment as clearly in excess of any
realistic assessment of long-term pro-
ductivity growth.

The economic issues involved in the
upcoming negotiations are not only of
the utmost importance for the mills
and the union, but they also have an
important bearing on the state of the
economy at large. The economy's re-
covery would be setback by a prolonged
strike in this key industry. Moreover,
whether there is a strike or not, the

A HE current 3-year labor contract in
the steel industry will expire July 31,
and users are building inventories as a
hedge against a strike and against an-
nounced and anticipated price increases.
The economic stakes in the upcoming
round of negotiations are high for both
the mills and the union, and the threat
of a strike appears more serious now
than at any time since 1959, when the
steelworkers last struck and the mills
were shut for 116 days.

The steel mills are approaching this
summer's negotiations in a difficult
financial condition. The industry is of
course highly sensitive to cyclical de-
velopments and has been hard hit by
the recent contraction in economic ac-
tivity. Demand for steel products has
been weakened by retrenchment in
military procurement, capital spending,
and consumer durables purchases. Steel
production has been trending down-
ward since mid-1969—plummeting last
October and November during the
strike at GM—and profits have been
severely squeezed. The after-tax profits
of primary iron and steel manufacturers
amounted to less than $700 million in
1970, a drop of more than 40 percent

-from the average $1*4 billion in 1968
and 1969. After-tax profits per dollar
of sales (i.e. profit margins) amounted
to only 23^ cents last year, down
sharply from 4^2 cents in both 1968
and 1969.

In addition to current financial prob-
lems, the industry's vulnerability to for-
eign competition will also have an im-

portant bearing on the position that the
mills take in the coming negotiations.
Over the past decade, rising production
costs have led to increases in steel prices,
and this has resulted in a pronounced
increase in imports to the U.S. Indeed,
in the past 3 years, imports averaged
15 million tons or about 16 percent of
domestic shipments. The extent to
which labor costs increase and the ex-
tent to which this increase is passed
through to higher prices, will impor-
tantly affect the competitive relation-
ship between domestic and foreign
producers.

On the other side of the forthcoming
negotiations, the union membership
feels strongly that for years their settle-
ments have been soon outpaced by the
gains won by other unions. In 1965, the
steel contract was the last major settle-
ment that was fairly close to the 3.2
percent "guidepost"; in 1968, the union
was the last to adhere to the pattern
of 6 percent settlements. The steel-
workers are also acutely aware of the
fact that the gains won in their last
contract have been eroded by inflation.
Moreover, they are very conscious of
the very large settlements won recently
by other major unions, and of the agree-
ment just reached between their own
union and major container manufac-
turers. The negotiations with the con-
tainer industry typically foreshadow the
demands the United Steelworkers will
make on the steel companies in the
summer. The Council of Economic
Advisers has estimated the increase won
in those negotiations at 13 percent in

CHART 3
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outcome of-the negotiations can have
serious implications for steel product
prices, prices in general, and the com-
petitive position of the U.S. steel
industry in world trade.

Steel production

Production of raw steel has been on a
steady rise since the turn of the year.
In late March and early April it
reached about 2.9 million tons per week,
almost 25 percent above the average
in the closing months of last year when
production was depressed by the GM
strike. Though the recent rate of
production about matched the peak
reached in the spring of 1968—the
Jast period of strike hedging—the vol-
ume of raw steel output in the first
15 weeks of this year trailed that in the
comparable period of 1968 by about
4 percent or 1.6 million tons. This
probably reflects the fact that, in
contrast to 1968, steel consumption
was relatively weak (even aside from
the impact of the auto strike) as this
round of stockpiling began.

Shipments of finished steel from the
mills are also lagging a little behind
the pace set in other recent periods of
strike hedging. Shipments of finished
steel—which account for about 85
percent of the Nation's steel supply—
amounted to 7K million tons in both
January and February, almost one half
million tons behind shipments in the
same months of both 1965 and 1968.
Expressed in annual rate terms, the
recent shipments pace appears to be
roughly equal last year's volume (chart
3). To judge from weekly production
figures, however, shipments probably
showed a sizable increase in March and
the industry in fact expects to ship a
record 65 million tons in the first 7
months of 1971 (63 million tons were
shipped in the first 7 months of 1968).
If this expectation is realized, monthly
shipments will rise steeply to a volume
of about 10 million tons in May, June,
and July. Thus far, the industry has
been able to accommodate strike-hedge
demands in an orderly fashion, but
producing and shipping 10 million tons
for 3 consecutive months will surely
create transportation shortages (par-

SURVEY OF CURRENT BUSINESS

ticularly rail car shortages) and prob-
ably strain rolling mill capacity.

Imports

Steel imports amounted to 1% million
tons in both January and February,
the largest volume ever for those
months. Strike-hedge demand will be
stimulating imports for some months
to come, and demands for foreign steel
will of course be buoyed even more if
there is a strike. In any case, the
voluntary quotas on steel exports to
the United States, agreed to in 1968 and
expiring at the end of this year, will
clearly have more of an impact on
foreign producers this year than in the
past two years.

The share of steel imports in the
U.S. steel supply has increased sub-
stantially since the steel strike of
1959. Foreign competition greatly in-
tensified during the 1960;s and steel
imports rose sharply, particularly in
the periods when domestic demands
were inflated by strike hedging. Im-
ports reached a peak of 18 million tons
during 1968 and net imports (imports
minus exports) accounted for 14% per-
cent of the U.S. steel supply that year.
The share had been about 10 percent in
the two preceding years, and the 1968
surge intensified the interest of do-
mestic producers in import controls.
Late in 1968, the threat of controls led
to the adoption of voluntary quotas by
which foreign suppliers in Japan and
the European Coal and Steel Com-
munity (Italy, France, West Germany,
Belgium-Luxembourg, and the Nether-
lands) agreed to limit their exports to
the United States for a 3-year period.

Imports of steel fell off in 1969
and 1970, but this was apparently less
a result of the voluntary quotas than
of the strengthening of foreign steel
demands associated with economic ex-
pansion in Western Europe and the
weakening of demands in the United
States. With steel demands currently
softening abroad and intensifying in the
United States, this is no longer the case.
It should also be noted that even though
the voluntary tonnage quotas have not
been exceeded, there has been growing
dissatisfaction with the agreements on

the part of domestic producers of
specialty steels—stainless and tool.
These producers fault the agreements
on the grounds that they emphasize
tonnage restrictions and do not pay
enough attention to product mix, i.e.,
the composition of steel imports. The
specialty producers claim that the prod-
uct mix has shifted in the direction of
higher quality imports, and that this
has cut seriously into the market for
their products.

Steel consumption

After about a year and a half of
generally sluggish demand, steel con-

CHART 4
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sumption was strengthening somewhat
in the opening months of this year as a
result of the rebound in auto produc-
tion and the recovery in construction
activity. Steel use by manufacturing
firms, which account for perhaps as
much as three-fourths of total con-
sumption, averaged 5.6 million tons
(seasonally adjusted) in the 3 months
ending in February; this \vas up from
an average 4.9 million tons in the strike-
affected months of September, October,
and November, but still below the 6
million ton average in the 3 months
ending last August.

Almost all of the recent strengthening
in manufacturing consumption re-
flected the rebound in motor vehicle
production. In part, this reflects the
fact that use in the container industry
was depressed by the recent month-
long strike of the United Steelworkers.
For the aggregate of all other manu-
facturing industries, steel consumption
was on the rise in the 3 months
ending in February, but averaged about
the same as in the months from Sep-
tember through November and was
well below the rate in the months pre-
ceding the auto strike.

Reliable data are lacking for steel
consumption by nonmanufacturing in-
dustries, but indications are that it was
picking up in the latter part of last
year and early this year. This is
probably due in large part to the
strong recovery in the construction
industry that has been underway since
the summer of last year.

Inventories

Though increased use in auto man-
ufacturing and construction are mainly
responsible for much of the recent
strengthening of steel consumption,
most of the increase in steel buying re-
flects an inventory buildup that is now
well underway (chart 4). The total
stocks held by producing mills, manu-
facturing consumers, and wholesalers
have been rising since early last sum-
mer and reached a record level of 40^
million tons (seasonally adjusted) in
February. This was almost 4 million
tons above the level of last July, and
represented about the same volume of
stockpiling as occurred in the com-
parable months of 1967-68. However,
the slack in steel use results in inven-
tories now standing much higher rel-
ative to consumption than was the
the case in earlier periods of strike
hedging (bottom panel chart 4).

Through early last summer, manu-
facturing industries were liquidating
steel inventories in response to weakness
in demand. Since then, manufacturers
have been accumulating inventories,
and from last July through February,
stocks increased 1% million tons to
10% million tons, seasonally adjusted.
Though this is less than the accumula-
tion that occurred in the comparable
months 3 years ago, manufacturers'
stocks hold roughly the same relation-

ship to consumption as they did during
that earlier period.

The recent behavior of the stocks of
both steel wholesalers and steel pro-
ducers differs somewhat from that in
the preceding period of strike hedging.
Wholesalers, who are major steel sup-
pliers for the construction and extrac-
tive industries as well as for some
manufacturing firms, have sharply
stepped-up their accumulation since
early last summer, and stocks have
increased 1 million tons to 7% million
tons. Three years ago, wholesaler ac-
cumulation began only toward the close
of 1967 and by February 1968 had
amounted to a little more than }{ million
tons. In part, the earlier and stronger
stockpiling in the current period may
reflect a rise in wholesalers' sales
associated with recovery in construction
activity.

On the other hand, steel mills seem
less willing to accumulate inventories
than has been the case in other strike-
hedge periods. Mill inventories behave
quite differently from user inventories
during such periods because the mills
stockpile in anticipation of increased
buying by consumers. Thus, mill stocks
typically build more rapidly and peak
much earlier than do user stocks. To
date, however, the mills have added
little to inventories; an unwillingness
to build and carry large inventories is
probably related to the serious financial
hardships that currently afflict this
industry.
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quarter: GNP up $281/2 billion, in large part reflecting the rebound from the auto strike
Real output increased 6'/2 percent at an annual rate; the GNP deflator rose
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5 !/4 percent
• In March the unemployment rate edged up to 6 percent; nonfarm payroll employment was about unchanged
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SURVEY OF CURRENT BUSINESS April 1971

» Personal income increased $6 billion in March
• In first quarter: Consumer spending rose $17 % billion; durable goods spending buoyed by auto purchases

• Business fixed investment increased $3 % billion; residential investment up $314 billion
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April 1̂ 71 SURVEY OF CURRENT BUSINESS

9 In first quarter: Inventory investment declined $11/4 billion
•
•
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Net exports of goods and services up slightly

Federal Government purchases about unchanged; State and local spending up $5 billion
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SUEVEY OF CURRENT BUSINESS April 1971

1 In March: Industrial production about unchanged
9 Bank credit and money supply up sharply
• Stock prices continued to advance
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the BUSINESS SITUATION

The recent past has been marked by a
rather abrupt reversal of the course of
interest rates. After declining precipi-
tously from the highs reached last spring
and summer, short-term rates turned
around in March and had increased
one-half to three-fourths percentage
point by early May. Rates have also
been increasing in long-term markets,
where the declines registered earlier
this year have been essentially erased.

Corporate profits rebounded sharply
in the first quarter, mainly because of
recovery from the effects of the auto
strike. The profits rebound was an
important factor in the decline of the
Federal deficit on the NIA basis.

The Business Situation article also
reviews recent trends in construction
activity, auto demand, and consumer
installment credit.

J. HE recent past has been marked by
a rather abrupt reversal of the course of
interest rates. After declining by as
much as 4 or 5 percentage points from
the highs reached in the late spring and
early summer last year, short-term
interest rates turned around in March
and had increased one-half to three-
fourths of a percentage point by early
May. Despite ongoing weakness in
business loan demand, this shift in
money market rates carried through to
the prime rate, which was raised from
5% to 5% percent in the latter part of
April. This was the first prime rate
increase in nearly 2 years and followed
10 consecutive reductions, starting in
March 1970, which had brought the
rate down from a record 8% percent.

Kates have also been increasing in
long-term markets, and by early May
the declines registered earlier this year
had been essentially erased. To some

extent the rate increases in capital mar-
kets reflected the recent unusually
heavy volume of new corporate security
issues. As part of their efforts to rebuild
liquidity, corporations have been bor-
rowing heavily in capital markets and
using the funds to repay short-term
debt. The gross proceeds from new
corporate issues in the final 3 months of
last year averaged $4 billion (a record at
the^time), fell off to about $3 billion in
January and February this year, and
surged to an estimated $6 billion in
March.

The recent reversal in interest rates
also reflects a somewhat less accomoda-
tive monetary policy. This has emerged
partly as a reaction to the recent rapid
growth of the monetary aggregates.
The Federal Keserve has been aggres-
sively promoting money and credit
expansion since last summer, though
the impact of stimulative policy was not
evident in the money supply and some
of the other major aggregates until the
early months of this year. In the fourth
quarter of last year, when economic
activity was depressed by the auto strike,
demands for money and credit were very
weak and the money supply (currency
and private demand deposits) recorded
a very sluggish growth of only %%
percent (pnnual rate). After the turn of
the year, when activity accelerated,
transactions demand for money strength-
ened and money supply growth soared
to a 9-percent rate in the 4 months
ending in April. This is out of line with
the 6 percent growth rate in the first
9 months of last year, and with the
target range of 5 to 6 percent that the
monetary authorities apparently believe
isx consistent with the resumption of
baiajiced economic growth.

Another important consideration in
the recent formulation of monetary

policy has been the heavy rate of short-
term capital outflows from the United
States, which heightened concern over
the strength of the dollar in interna-
tional markets. As a result of the
precipitous decline of short-term in-
terest rates in this country—and in the
Eurodollar market, which is closely
related to domestic money market
conditions—wide international interest
rate differentials developed, which stim-
ulated huge liquid capital outflows. The
shift away from dollar holdings into
other currencies led to a large accumu-
lation of dollars by foreign official
agencies and seriously impaired the
pursuit of tight monetary policies in
some foreign countries (most notably
West Germany). In terms of the U.S.
balance of payments, that accumula-
tion has been reflected in the huge
deficits on the official reserve trans-
actions basis in recent quarters.

The U.S. authorities probably ex-
pected that a somewhat less accomoda-
tive monetary policy would also help
to stem liquid capital outflows and
mitigate pressures on the dollar in
international markets. Moreover,
because unusually large differentials
persisted between short- and long-term
rates in the United States, there was
reason to believe that some firming of
short rates could have been accom-
plished without transmitting pressures
to long-term rates, and might even have
been consistent with some easing in the
long-term structure—a repetition of
what had in the past been called
"Operation Twist.7'

As it turned out, however, the rise
in interest rates in the United States
did not succeed in relieving the pres-
sures on the dollar in international
markets. In early May, a round of
adjustments began which has resulted,
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•SURVEY OF CURRENT BUSINESS May 1971

to date, in the West German mark and
the Dutch guilder being set free to
float in relation to the dollar and the
Swiss franc and the Austrian schilling
being revalued upward.

The recent modest firming in U.S.
money and credit market conditions
came at a time of significant uncer-
tainty on the part of market par-
ticipants, many of whom apparently
overestimated the significance of the
economy's first quarter expansion.
When interest rates began to move up,
an important part of the financial
community interpreted this as pointing
to a rising demand for credit, a return
of liquidity pressures, and higher in-
terest rates in the future. Consequently,
the volume of bond and note activity
was swelled by borrowers who believed
that the lows in interest rates had
passed and that borrowing would be-
come increasingly costly in the future.
At the same time, expectations of
rising interest rates made lenders more
reluctant to commit themselves to
long-term obligations.

Employment and income in April

The April employment data show
no significant changes from the condi-
tions prevailing in recent months. All
of the major indicators of the employ-
ment situation have been essentially
unchanged since December, when the
unemployment rate reached its recent
high of 6.2 percent. The civilian labor
force and total employment rose some-
what in April and the unemployment
rate edged up from 6.0 to 6.1 percent.
The rates for most labor force sub-
groups also showed little change. The
only exceptions were sizable increases
for part-time workers (to 9.4 percent)
and for Negro workers (to 10.0 per-
cent), but these series are subject to
large fluctuations due to sampling
errors.

Nonagricultural payroll employment
increased slightly—by less than 60,000
persons—in April. The gain would have
been even smaller had it not been for
a net reduction of 35,000 in the number
of workers on strike. The employment
gain centered in construction and State
and local government, as the number
of workers on manufacturing payrolls

continued to decline. The average
workweek for all private workers in-
creased a bit even though the manu-
facturing workweek shrank slightly
after a sizable increase in March.

Personal income rose $4% billion in
April to a seasonally adjusted annual
rate of $841% billion. The April increase
was about the same as the average for
the preceding 2 months. There was a
moderate but fairly broadly based in-
crease in payrolls. The largest increase
was $1 billion in the distributive indus-
tries. Manufacturing payrolls were un-
changed, as substantial gains in hourly
earnings were offset by declines in
employment and the average work-
week.

Another large increase was registered
for transfer payments, which reached
$89 billion or 11 percent of total per-
sonal income. The relatively rapid
increase in transfer payments in recent
months has not been centered in eny
single component but reflects gains in
all major categories—social insurance
benefits, unemployment insurance, vet-
eran's benefits, and relief. In the first
4 months of 1971, transfers were 18
percent above their level a year earlier
while total personal income was up
only 6 percent.

Corporate profits higher

Corporate profits rebounded very
substantially in the first quarter of 1971,
according to OBE's preliminary esti-
mate. The improvement largely re-
flected a makeup of production and sales
lost as a result of the GM strike. The
motor vehicle industry alone accounted
for approximately 70 percent of the
growth in profits. In both absolute and
relative terms, the quarter's gain in
total profits was the strongest since the
first quarter of 1965, when the economy
was recovering from the effects of
strikes at GM and Ford.

Book profits before tax were at a
seasonally adjusted annual rate of $86%
billion in the first quarter, up $10 bil-
lion from the fourth, but still $7 billion
below the record set in the second
quarter of 1969. The $10 billion increase
is a sharp turnaround from the $8 bil-

lion decrease in the last quarter of 1970.
Profits tax liability increased $4 billion,
after tax earnings $6 billion, and re-
tained earnings (after dividends) $5.4
billion.

Book profits include gains or losses
due to differences between the replace-
ment cost of goods taken out of inven-
tory and the cost at which they are
charged to production. These gains or
losses are excluded from the estimate of
the profits share of national income. In-
ventory profits rose $0.7 billion from
the fourth quarter to the first and
profits on the national income basis in-
creased $9% billion to an annual rate
of $82% billion.

The proposed liberalization of the de-
preciation rules used in calculating tax-
able income, announced in January, had
not as yet gone into effect when the
SURVEY went to press. Thus, the liber-
alizations had no effect on first quarter
profits and depreciation as estimated
by OBE. However, the changes, if and
when promulgated, are expected to be
retroactive to the beginning of the year
and it will therefore be necessary for
OBE to review the estimates of first
quarter profits and depreciation. The
effect of the regulation change would be
to increase depreciation allowances and
cash flow and reduce profits.

Federal deficit shrinks
The strong rebound of economic ac-

tivity in the first quarter worked to in-
crease Federal receipts and reduce the
Federal deficit on the NIA basis. The
deficit was $13% billion at an annual
rate, down $5-billion from the fourth
quarter figure.

Receipts were up $9 billion—the
largest rise in 2 years—largely because
of the rebound in profits and auto sales
in the wake of the GM strike settle-
ment. Corporate tax liabilities rose very
strongly despite the elimination of the
surcharge. The effect of other tax
changes, including an increase in social
security contribution rates and cuts in
income tax rates due to the Tax Reform
Act of 1969, were largely offsetting.

Federal expenditures rose more than
$4 billion, to an annual rate of $214
billion. The increase centered in trans-
fer payments and grants-in-aid; pur-
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chases of goods and services were up
only slightly despite a $2% billion pay
raise. Defense purchases, excluding the
impact of the pay raise, fell nearly $2%
billion at an annual rate.

Another deficit, probably larger than
that in the first quarter, will be recorded
in the current quarter. Expenditures
will advance rapidly, despite a contin-
ued decline in defense spending. In par-
ticular, social security benefits will be
increased 10 percent in June retroactive
to January 1. Other transfers and grants
also are expected to increase, although
subsidies (net of the current surplus of
government enterprises) will fall, largely
because of the higher postal rates ef-
fective in mid-May. Receipts will rise,
but at a slower pace than in the first
quarter.

GNP revisions
On the basis of more complete source

data, OBE has revised the estimate of
first quarter GNP. Most major demand
components were affected by the revi-
sions, but the changes were generally
small. The aggregate effect was to raise
GNP about $2% billion above the pre-
liminary figures. The estimates of con-
sumption spending, especially for dura-
ble goods other than automobiles, were
revised up while the disposable income
estimate was barely changed. Thus the
saving rate is now calculated to have
been 7.0 percent rather than 7.2 per-
cent. The implicit price deflator was
little affected by the revisions. Real
GNP is now estimated to have risen at
an annual rate of about 7 percent.

Construction Trends

The total of public and private
construction spending passed $100 bil-
lion in January, at a seasonally adjusted
annual rate. There was a large gain in
February, but preliminary figures for
March indicate a decline due to drops
in outlays for public construction and
for some types of privately owned
buildings. Nevertheless, the current
recovery seems broadly based and
further expansion in many categories
is virtually certain.

Spending for nonfarm residential
construction currently accounts for
about half of the private total. (Farm

residential construction, which is re-
ported together with other farm con-
struction, is of very modest volume.)
The importance of homebuilding means
that its swings, which have been severe
in the past few years, have been a
major factor underlying the swings in
the private total (chart 1). The sum
of all other types of private construc-
tion has expanded relatively smoothly
in the 1960's, interrupted by periods of
approximate stability during the eco-
nomic slowdowns of 1966-67 and 1970.

Residential outlays dropped from
$32% billion (seasonally adjusted an-
nual rate) in the second quarter of 1969
to $27% billion in the third quarter of
1970. The very steep increase in the
past two quarters .carried outlays to a
rate of $35% billion.

Movements in outlays of course re-
flect movements in new housing starts,
with swings in spending lagging some-
what behind swings in starts. The low
in the starts rate was reached in early
1970, after a decline that persisted
throughout 1969. The recovery since
then has been strong and quite smooth;
starts averaged a seasonally adjusted
annual rate of 1.79 million units in the
first quarter, compared with 1.25 mil-
lion 1 year earlier. Forecasts of 1971
starts have run on the order of 1% to 2
million units and if mortgage credit
conditions remain favorable, this will
clearly be a very strong housing year.

Inflation puts an uptrend into the
average expenditure per unit con-
structed, but for the past year or so
the rise in costs has been partly offset
by an apparent trend to "less house
per unit," i.e., to smaller and cheaper
units. Average spending per unit has
not been affected by any appreciable
change in the mix of units between
single homes and apartment structures
(the latter being much less costly to
build, on average). The 1969 declines,
and 1970 increases, were of about equal
magnitude in the two broad categories.

Nonresidential construction
The economic slowdown last year cut

into the growth of commercial construc-
tion but early 1971 saw a steep advance.
This category—consisting of office
buildings, stores, restaurants, and other

buildings for the trade and service
industries—has shown persistent strong
growth in recent years.

The "industrial'' construction cate-
gory consists mainly of factories and
had its strongest growth during the
capital investment boom of the mid-
1960's. There has been a general decline
in this category since late 1966, and its
weakness in recent years is reflected in
the trend in manufacturers' capital
spending. As estimated by the OBE-
SEC surveys, manufacturers' capital
spending (for plant and equipment
together) grew strongly through 1966

CHART 1
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but has been sluggish since then; the
latest expectations survey points to
some uptrend within 1971 but no change
for the year as a whole from last year's
total.

It is difficult to make a reliable
estimate of the relative roles of price
rise and real change in commercial
and industrial outlays. However, it
seems certain that industrial construc-
tion has been shrinking in real terms for
several years while the real volume of
commercial construction has probably
been growing steadily with an inter-
ruption in 1970. Contracts for commer-
cial and industrial construction, stated
in terms of square footage, declined in
1966 from a peak early in that year,
recovered through 1969, declined in
1970, and showed renewed strength
early this year. Growth in the com-
mercial category seems highly likely
this year, but industrial construction is
unlikely to expand until economic
activity and capacity utilization
strengthen substantially.

Spending by telephone and telegraph
companies has been growing very
rapidly in the past few years, which is
not surprising in view of the severe
capacity pressures in some areas.
Growth persisted last year until the
fourth quarter, when outlays stabilized;
they continued to show little change
early this year, but further expansion
in 1971 seems highly probable.

So far as can be determined, electric
utilities have also increased their con-
struction spending at a rapid rate in
recent years and will probably do so
again in 1971, while spending by the gas
utilities has been rather sluggish. As
estimated by the OBE-SEC survey,
electric companies7 aggregate spending
for plant and equipment rose 19 percent
last year and is expected to rise 22
percent in 1971, while gas company
outlays are shrinking. The Census
Bureau's construction estimates do not
provide separate data for utilities
(except for telephone companies) and
they are lumped on chart 1 with farm
construction, assorted private buildings
(educational, religious, institutional,
etc.), and a miscellaneous category. The
table shows the magnitudes involved,
with farm construction and "other"
utilities combined of necessity. Farm

construction likely amounted to little
more than $1 billion last year; electric
utilities account for the bulk of the
"other utilities" category.

New Construction Put in Place
[Billions of dollars]

Total
Private _ _ . _ . . _ . _

Residential (nonfarm) _ . . . .
C oinmercial
Industrial _. . ...
Telephone and telegraph
Other utilities
Farm - ... ...
Hospital and institutional
Religious
Educational _ - -
All other

Public
Buildings ..- - -
Roads
All other

1968

84.7
57.0
28.8
8.3
5.6
1.7

I 7>1

1.6
1.0
1.0
1.9

27.7
10.4
9.3
8.0

1969

90.9
62.8
30.6
10.1
6.4
2.2
7.3
2.3
.9
.9

2.2
28.1
11.2
9.3
7.6

1970

91.3
63.1
29.3
10.5
5.9
3.0
7. 6
2.6
.9
.7

2.5
28.2
10.7
10.0
7.5

Source: Bureau of the Census.

The last 2 years saw extremely fast
growth in private construction outlays
for hospitals and related institutions.
Even allowing for inflation, the growth
was dramatic and was probably related
in some measure to growth in the
private nursing home business. Private
educational construction, on the other
hand, has been shrinking for several
years and religious construction for an
even longer period.
Public construction

Outlays for publicly owned construc-
tion, which add up to a total nearly
half as large as private outlays, were
significantly affected during the past
2 years by restrictive monetary and
fiscal policies. It is well known that
the credit restraint effective in 1969
and into 1970 put a heavy damper on
the ability of State and local govern-
ments to borrow in the capital markets.
This was reflected in their spending,
which comprises nearly 90 percent of
the public total (though Federal grants
reduce the actual State and local share
of the costs). In addition, the Federal
Government in September 1969 im-
posed a partial moratorium on its own
construction contracting, and urged
the States to do likewise. This was in
effect for 6 months.

Construction of public buildings fell
after mid-1969 and was showing only

faint signs of recovery late in 1970.
The path of highway and street outlays
was closer to horizontal, on balance,
with several rises and falls in the past 2
years. The catchall "other" category—
which includes water and sewer
facilities—began rising last year after
a very steep drop from early 1969.

In 1971, with credit once more
easily available and borrowing costs
down, further growth in public outlays
seems certain. The needs are apparently
considerable, and the expansion could
be quite large.

Recent Auto Demand

Sales of new automobiles, counting
both domestics and imports, were at a
seasonally adjusted annual rate of 10
million units in the first quarter of 1971
and held at this rate in April. This com-
pared with rates of about 9 million
units in each of the first three quarters
of 1970 and 7 million in the strike-
affected fourth quarter.

Sales of imports (excluding domestic-
type cars imported from Canada) have
been on a rising trend during this period,
moving from an annual rate of just
under 1.2 million units in the first
quarter of 1970 to 1.5 million in the first
quarter of this year. Sales of domestics
(including those built in Canada) fluc-
tuated narrowly around a seasonally
adjusted annual rate of 1% million units
in the first three quarters of 1970, fell to
5.4 million in the fourth quarter, and
then rose to 8.4 million in the first quar-
ter of 1971.

In the absence of a determination of
the "basic" demand for cars, it is diffi-
cult to estimate the extent to which
sales lost during the General Motors
strike have been made up. One approach
is to use the crude assumption that, had
there been no strike, sales would have
held through the first quarter of 1971 at
the prestrike rates—7% million units for
domestic types and l}{ million for
imports. On that assumption, the sales
loss in the fourth quarter was slightly
more than 2 million units in annual rate
terms. The fourth quarter loss to
General Motors was larger than that,
amounting to perhaps as much as 2.4
million units (annual rate); however,
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Table 1.—Retail New Car Sales: Percentage
Distribution by Price Line and Origin

1964
1965
1966
1967
1968
1969
1970

1970-1
II....
III...
IV...

1971-1

Total
domestic-
type cars

and
imports

100
100
100
100
100
100
100

Domestic-type cars l

High
priced

4
4
5
5
4
5
4

Medium
priced

74
78
80
80
78
73
66

Low
priced

16
11
8
7
7

10
15

Im-
ports 2

6
6
7
9

11
12
15

(Seasonally adjusted)

100
100
100
100

100

4
4
4
3

5

69
68
67
58

63

14
14
16
18

17

13
14
14
21

15

1. High priced cars include: Cadillac, Eldorado, Toronado,
Riviera, Thunder-bird, Lincoln, Mark III, and Imperial.

Low priced cars include: Chevy II (Nova), Corvair, Comet
(1964 and 1965), Falcon, Maverick (since April1969), Valiant,
Dart, Rambler American (Hornet), Gremlin (since April
1970), and Pinto and Vega (since September 1970). All other
domestic-type cars are classified as medium priced.

2. Imports exclude domestic-type cars built in and im-
ported from Canada; these are included in domestic-type
new car sales.

NOTE.—Percentages may not add to 100 because of
rounding.

there was a partial offset, or makeup, as
sales of other domestic types ran ahead
of the assumed "basic" pace by about
100,000 units (annual rate) and sales of
imports about 200,000 units ahead.
There was a larger makeup in the open-
ing quarter of 1971: sales of domestic
types were about 700,000 units (annual
rate) higher than the "basic" pace and
import sales about 300,000 units higher.

In sum, under the stated assumptions
there was a 50- to 55-percent recovery of
lost GM sales through the first quar-
ter—10 to 15 percent in the fourth
quarter and about 40 percent in the
first. Needless to say, a lower "basic"
demand assumption would result in a
higher estimate of the number of sales
recovered, and vice versa.
Sales by price lines

Chart 2 shows the trend in sales of
new cars by price lines;1 the percentage
distribution of sales is shown in table 1.
As can be seen, there has been a down-
ward trend since 1967 in the market

1. The classification of cars by price line is necessarily arbi-
trary. The available data do not provide price information for
car sales under a given nameplate, and the classification used
here assigns all sales under a given nameplate to one of the
three price lines (see footnote 1, table 1). The 1971 list prices of
cars classified here as "low priced" are mostly under $2500
(exclusive of optional equipment) but range up to $2,700. For
"high priced" cars, list prices are $5,250 or higher.

share taken by medium price cars,
although such cars still account for the
major share of the market. The shift has
been to lower priced domestics and also
to imports, which are for the most part
low priced; the market share of high
priced cars has shown little variation.
Apart from the distortions caused by
the General Motors strike, these trends
continued through 1970 and into the
first quarter of 1971.

Strike-related distortions accounted
for some of the changes in market share
in the latest two quarters. Averaging
the two quarters together, high priced
domestic cars accounted for 4 percent
of sales, equal to their share in the

CHART 2

New Car Sales

Million Units (Ratio scale)
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Domestic and Imports, Total

Medium Priced
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1964 65 66 67 68 69 70
Seasonally Adjusted at Annual Rates

Note.-See footnotes to table 1.

U.S. Department of Commerce, Office of Business Economics
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first three quarters of 1970. General
Motors accounts for somewhat over 50
percent of total domestic car sales but
for over 70 percent of high priced cars,
and this was undoubtedly a factor
contributing to the sharpness of the
recent swing in high priced car sales.

Low priced domestics and imports
each had a share of about 18 percent in
the two quarters together, up from an
average 14 percent for each category
in the first three quarters of 1970. The
sales share of medium priced cars
averaged 68 percent in the first three
quarters of 1970, already considerably
lower than in any previous year, and
dropped to an average of only 61 per-
cent in the latest two quarters.

Chevrolet's Vega and Ford's Pinto—
introduced in September 1970—have
become important factors in the low
price market. They accounted for about
36 percent of domestic sales in the low
priced category in the first quarter.
Sales of other domestic low priced cars
and of medium priced models were
sluggish, but import sales continued
to show considerable strength; this
suggests that the new domestic sub-
compacts scored a considerable number
of their sales at the expense of other
domestic models.

Consumer Installment Credit

For nearly 2 years now, cautious
attitudes on the part of consumers
have had an adverse impact on spend-
ing, particularly for durable goods.
Prior to the development of these
attitudes, consumers were adding to
debt at a record pace; the net expansion
(extensions' less repayments) was $9K
billion in the year ending in the spring
of 1969. However, growing concern
over inflation, unemployment, and the
general state of the economy led the
consumer to hold back on spending and
steeply reduce his use of credit. The net
credit expansion in this year's first
quarter was less than $2% billion at a
seasonally adjusted annual rate. Except
for the strike-distorted closing quarter
of last year, when outstanding credit
actually declined, this was the smallest
expansion since the period of economic
slowdown in 1967.
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Although the slowdown in use of
consumer credit has been evident in all
major debt categories, it has been most
visible in auto credit, the biggest and
most volatile component of the total
(chart 3). The pace of auto credit ex-
pansion reached its peak in the second
half of 1968 and then tapered off
progressively in 1969. The volume of
auto paper outstanding contracted mod-
estly during the first three quarters
of last year and very sharply during
the strike-aifected fourth quarter. That
decline more than offset small increases
in the other credit components, result-
ing in the first decline in the aggregate
since the spring of 1961. The poststrike
surge in auto sales in the first quarter
of this year was accompanied by a sharp
rebound in auto credit extensions, but
consumers continued to make very
heavy repayments of auto debt and
the net increase in the first quarter
was very small.

Weakness in consumer spending for
other types of goods and services
typically bought on credit is evident
in the marked tapering in the growth
of the nonauto components of install-
ment credit—other consumer goods
paper, personal loans, and repair and
modernization loans. The expansion
rate of nonauto credit, in the aggregate,
declined sharply and steadily from a
$6}£ billion increase in the year ending
in the spring of 1969 to a gain of less
than $2% billion (seasonally adjusted
annual rate) in the first quarter of this
year.

The outlook

The course of consumer credit is
inextricably bound to the strength of

consumer demand, and the latter re-
mains the key uncertainty in the out-
look for the economy as a whole. Apart
from the short-term effects of the
rebound from the auto strike, the first
quarter data did not indicate any major
recovery of consumer demand for dur-

Consumer Installment Credit

CHART 3
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.U.S. Department of Commerce, Office of Business Economics 71-5-3

ables nor any resurgence in the use of
installment credit. Nevertheless, there
is a broadly based consensus that sees
consumer demand strengthening as the
year wears on, although there is less
agreement on the timing and vigor of
this strengthening. Recent surveys of
consumer sentiment indicate some
strengthening of buying intentions,
but a shift in attitudes that will
provide a major thrust to aggregate
demand appears to depend heavily on
progress in reducing inflation and
unemployment.

Some step-up in credit use can be
expected as a result of the current boom
in housing; it is also possible that there
will be a higher volume of auto sales—
and of auto credit use—this year than
last. Beyond that, there is not much
that can be said about the prospective
strength of credit use. However, it
should be borne in mind that the con-
sumer is apparently in a financial
position to embark on heavy spending.

Despite the economic slowdown that
cut sharply into private earnings, dis-
posable personal income has been
fairly well maintained by fiscal actions
such as tax changes, government pay
increases, and increases in social se-
curity benefits and other transfer pay-
ments. Moreover, individuals have
substantially increased their saving,
which has been above 7 percent of
disposable personal income for the
past year. Thus, consumers have for
some time been cutting back on their
debt burdens and adding very sub-
stantially to their holdings of financial
assets, and they are now in a highly
liquid position.
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9 More complete data show GNP up $30 3 4 billion in first quarter
• In April:

*

The jobless rate inched up to 6.1 percent; nonfarm payroll employment essentially unchanged

Wholesale price rise accelerated as a result of increased prices for industrial commodities
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• In April: Personal income rose $41 2 billion

May 1971

I CHART 5

• Domestic car sales down a little, imports edged up

• Private housing starts rose 11 percent in March
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• Merchandise exports rose 3 percent in March, imports about unchanged
• In first quarter: Balance of payments showed a sharp deterioration on both the liquidity and official reserve bases

•
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Federal budget (NIA basis) registered a $131/2 billion deficit
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| CHART 7

• In first quarter: Factory operating rate turned upward for the first time in 2 years
• Mainly because of recovery in the auto industry, corporate profits before taxes (including IVA) rose
• Productivity rose 51/4 percent and hourly compensation 91 2 percent; rise in unit labor costs slowed
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the BUSINESS SITUATION

It is clear at midyear that the pace of
economic activity continues to strengthen.
The recovery to date has been fairly
mild, and there is still a good deal of
slack in the utilization of productive
resources.

The strength of consumer demand is
the key to the strength of the economy's
expansion in the months ahead. Con-
sumers' propensity to save remains
high, but there has been evidence in re-
cent months of some strengthening in
consumer demand. Investment in in-
ventories has recently been somewhat
stronger than in the first quarter, but
remains cautious. Stocks seem to be in
fairly good balance with sales except in
durable goods manufacturing and whole-
saling, where steel stockpiling has
augmented the overhang.

iT is clear at midyear that the
pace of economic activity continues to
strengthen. The recovery to date has
been fairly mild, however, apart from
the surge in production and incomes
following settlement of the auto strike.
There is still a good deal of slack in the
utilization of productive resources, and
the unemployment rate hovers at a
level somewhat above 6 percent. Con-
sumers' propensity to save remains
high, but there has been some evidence
in recent months of strengthening in
consumer demand. In the immediate
future, spending should get a thrust
from the income boosts resulting from
the increase in social security benefits
(being paid in June retroactive to
January) and a pending raise in military
pay.

The boom in residential construction
has been the strongest single element in
the recovery. When credit conditions
began to ease last year, the response of
homebuilding was immediate and dra-

matic. The underlying demand for new
housing was, and still is, very strong,
and starts soared from an annual rate
averaging barely over 1.25 million units
in the first half of 1970 to 1.81 million
in this year's first quarter (chart 1). In
both April and May, the rate was a very
high 1.9 million units. Outlays for home-
building continue to increase, but the
rate of spending growth is slowing. The
first quarter increase of $3% billion
(seasonally adjusted annual rate) very
likely marked the peak rate of spending
growth in the current homebuilding
recovery.

Attention was focused in the May
SURVEY on the rather abrupt reversal
of interest rates this spring. Kates in
the money and bond markets have con-
tinued to rise during the past month
and at mid-June some commercial
banks boosted the prime lending rate in
reaction to both the rising cost to banks
of attracting loanable funds and some
strengthening in loan demand. The
rate had been 5.5 percent; as this issue
of the SURVEY went to press, some
banks had posted 5.75 percent, some
6 percent, and some held at 5.5 percent.
The major mortgage lenders have been
flooded with savings in recent months
and this has served to make mortgage
credit easily available and to hold rates
down—to levels, in fact, below the rates
available on corporate bonds. While the
supply of funds for mortgage credit
apparently continues to be sizable, the
general increase in market interest rates
has become a clear source of upward
pressure on mortgage rates. Some large
lenders on the West Coast have in fact
raised their rates, and the increasing
likelihood of a general firming in mort-
gage market conditions is a tempering
factor in the outlook for residential
construction.

In sharp contrast to homebuilding,
business capital investment is contrib-
uting little if anything to demand
growth this year Outlays appear to
have risen in the quarter just ending,
but businessmen's expectations point
to stability for the rest of the year.

Residential Construction and
Mobile Homes

Million Units (Ratio scale)

CHART 1
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(Findings of the latest OBE-SEC sur-
vey are reported on pages 13-16.) Invest-
ment in inventories has recently been
somewhat stronger than in the first
quarter, but remains cautious. Stocks
seem to be in fairly good balance with
sales except in durable goods manufac-
turing and wholesaling—where stock-
piles held against a possible steel strike
have augmented the overhang. It is
entirely possible that a clear strength-
ening of final demands will set
off a substantial run of inventory
accumulation.

Federal spending on goods and serv-
ices has also been a weak demand ele-
ment. Spending on goods and services
for nondefense purposes has been grow-
ing at a relatively very slow pace while

CHART 2

Retail Sales

Billion $ (Ratio scale)
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71-6-2

defense purchases have been shrinking
for the past year. In the immediate
future, however, defense purchases will
be swelled by a large increase in mili-
tary pay rates expected to take effect
this summer as part of the shift toward
a "volunteer army." Not only are other
raises likely over the relatively near
term (for civilian as well as military
personnel), but the various advance in-
dicators suggest that defense-related
production will shortly level out follow-
ing a downtrend stretching over the
past two years or so. Thus, the decline
in defense purchases has probably run
its course.

It is impossible to isolate with any
precision the effects on the economy of
the auto strike last winter. However, it
is likely that even in the absence of the
strike-related distortions the economy
in the first quarter would have been on
a visable recovery course, but at only a
very modest rate of real growth. It is
relevant to note in this connection that
the National Bureau of Economic Re-
search recently designated November
1970 as the trough in economic activity,
culminating a year-long contraction
from a peak in November 1969.

Consumer Demand
The strength of consumer demand is

the key to the strength of the economy's
expansion in the months ahead. Con-
sumers have for some time been
evidencing marked caution toward
spending, saving quite heavily and
eschewing debt. The findings of recent
consumer surveys indicate that there
has been some improvement in
"attitudes" and buying plans, but no
dramatic shift: While consumers in the
aggregate are apparently in relatively
comfortable condition with respect to
liquidity and debt burdens, they remain
cautious.

Incomes are getting a big boost this
month from an increase in social
security benefits. The increase is being
paid in June but is retroactive to
January, and beneficiaries will therefore
receive a large lump sum payment for
the retroactive portion. It is likely that
most beneficiaries increase spending
quite promptly when benefits are in-
creased, and save little of the increase.

The available evidence on retail
sales indicates that spending on non-
durable goods has been fairly strong
this spring, following a period of slack
early this year, but that spending for
durables other than autos is sluggish,
at least in the aggregate. Purchases of
services apparently continue to grow
smoothly. Abstracting from the dis-
tortions related to the auto strike, the
growth of overall consumer spending
is probably now a bit more rapid than
has been typical in the past year or
two, but as yet there has been no strong
resurgence of demand.

Retail volume
Retail sales scored a fifth consecutive

increase in April (chart 2). Weekly
data suggest that there was a decline
in May, mainly because of a drop in
auto dealers' sales. The effects of the
auto strike have had a major impact
on recent sales movements. Excluding
the auto group (primarily new and
used car dealers and tire and accessory
stores), the growth of sales volume this
year has been much less dramatic.

The auto group accounts for well
over half of total sales at outlets
specializing in durable goods. Aggre-
gate sales in other durable goods lines
have been just about stable for the
past year. Within that aggregate, the
two large lines of trade for which sales
estimates are available are furniture
and appliance stores (whose sales cur-
rently run about $1.4 billion per
month) and dealers in lumber, building
materials, and hardware (about $1.3
billion per month).

Furniture-appliance stores' sales were
drifting down throughout 1970 but
picked up sharply in the early months
of 1971. April saw a decline, however,
and available evidence suggests a
further drop in May. Even so, the sales
gain since last winter has almost
certainly been strong enough to reflect
a measurable gain in real volume.

Sales at stores in the lumber-hard-
ware group fell throughout 1969 and
then held roughly stable until quite
recently. They showed strong growth
for a few months around the turn of
the year, dropped sharply in February,
but since then have apparently been
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on the uptrend once again. Broadly
speaking, the trend of lumber-hardware
sales over the past year has about
offset the trend of furniture-appliance
sales, while sales at other durables
outlets have been little changed in the
aggregate.

Nondurable goods

The only really marked, definite
strengthening of retail sales has been in
the so-called general merchandise group.
Department stores are the largest com-
ponent of the group, which also includes
variety stores and nonstore retailers
such as mail order houses and vending
machine operators. The group's sales
volume picked up strength last summer
and has grown more or less steadily
since then (chart 2).

Sales of the general merchandise
group run about $5.7 billion per month,
or about 25 percent of total volume at
outlets specializing in nondurables. The
largest single component line of trade
in the nondurables sector is food
retailing, which now runs about $7
billion per month and accounts for
one-third of the nondurables total.
Food group sales have been growing
relatively strongly in the past few
months (chart 2). However, that period
has also seen an acceleration in the
food-at-home component of the con-
sumer price index, following a year or
more in which prices rose very slowly.
This suggests that the real volume of
food buying has not grown much in
recent months.

Sales in the other lines of nondurables
trade have been generally sluggish
during the past half year or so, after
having strengthened somewhat during
1970. The weakest showing has been in
the largest category, eating and drink-
ing places; dollar volume here has actu-
ally been running lower in 1971 than in
1970, suggesting a very substantial drop
in real volume.

Inventories

The rate of business inventory ac-
cumulation has declined substantially
since the summer of 1969. This cutback
was not only an important factor in the
1969-70 contraction of economic activ-

SURVEY OF CURRENT BUSINESS

ity, it has also exerted thus far in 1971
a drag on the recovery of activity.

In terms of book value, inventory ac-
cumulation by manufacturing and trade
firms declined from a rate of $3K billion
(seasonally adjusted) in the summer of
1969 to $1% billion in the first quarter
of 1971. Even so, the first quarter fig-
ures were inflated by a buildup of steel
stocks against a strike this summer, and
by the post-strike rebuilding of auto
inventories.

The accumulation rate of manufac-
turing firms showed a generally modest
decline during 1970, but in the first
quarter of 1971 stocks were reduced
$200 million—the first quarterly liquida-
tion since early 1961. In trade, the ac-
cumulation rate was more erratic in
1970; it fell sharply in the first half, re-

CHART 3

Inventories: Book Value
The rate of inventory accumulation has been
declining and is now quite low
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covered in the summer, and fell off
sharply in the closing quarter of last
year. The post-strike recovery in auto
production swelled retail inventories in
the first quarter of this year, but ac-
cumulation was off fairly sharply at the
wholesale level. On the basis of pre-
liminary data, accumulation strength-
ened somewhat in April; nonmanufac-
turing inventories rose about $600
million, seasonally adjusted, and manu-
facturing inventories about $100 mil-
lion.

Although the inventory correction
has had a substantial impact on the
pattern of economic activity in the past
year and a half, the adjustment has
been orderly and relatively moderate.
Measured from one year before to one
year after the trough in accumulation,
the recent swing is noticeably milder—
both in the correction and in the re-
building—than other postwar cycles
(table 1). The relatively moderate
character of the recent adjustment
reflects the fact that the correction in
total manufacturing and trade inventor-
ies has been limited to a reduction in
the accumulation rate; the liquidation
typically associated with past inventory
cycles has not occurred. Businessmen
had ample warning in 1969 of the com-
ing slowdown in economic activity and
likely were more than usually sensitive
to emerging weakness in sales. In addi-
tion, high interest rates, credit scarcity,
declining profits, and general concern
over problems of liquidity were all im-

Table 1.—Inventory Cycles: Change in
Accumulation
[Millions Of dollars]

Total manufacturing
and trade:

12 months before. .
12 months after.-.

Durables:
12 months before.,
12 months after. . .

Nondurables:
12 months before..
12 months after. _ -

Dec.
1953

-950
430

-845
334

-105
96

Apr.
1958

-801
1,258

-819
1, 051

+18
207

Feb.
1961

-1,553
940

-1,402
842

-151
98

July
1967

-1,316
566

-786
182

-530
384

May
1970

-652
1 269

-480
'381

-172
1112

• April preliminary Data: Census

U.S. Department of Commerce, Office of Business Economics 71-6-3

1. Eleven months only.
NOTE.—Changes are measured from one year before and

one year after the trough in aggregate inventory accumula-
tion. The accumulation rates are calculated as 3-month
averages centered on the last month; data are book values,
seasonally adjusted.

Source- U.S. Department of Commerce, Bureau of the
Census and Office of Business Economics.
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portant factors providing strong incen-
tive for restraining inventory invest-
ment. Though the pressure of these
constraints has abated considerably in
the past year, the persistence of cautious
attitudes on the part of the business
community and the absence of strength
in final demands have resulted in con-
tinuation of tight inventory control
thus far in 1971.

It should be borne in mind that the
rise in durable goods accumulation this
year has been inflated by the rebuilding
of auto stocks and the stockpiling of
steel; had it not been for these influences
the recovery from the trough in May
1970 would have been considerably
weaker. In the case of nondurables, the
ongoing general weakness of inventory
investment is reflected in the fact that
accumulation has continued to decline
well after the trough in aggregate
accumulation.

Inventory condition

The inventory correction of the past
year and a half seems to have achieved
a fairly good alignment of stocks to
sales. After rising in 1970 and bulging
toward year end, inventory-sales ratios
generally seem to be back to their
normal ranges. These ratios suggest that
nondurables inventories in both manu-
facturing and trade have kept in good
balance with sales throughout the
period of correction. It thus seems
reasonable to expect that a strengthen-
ing in nondurables sales would be
promptly reflected in an acceleration of
inventory accumulation.

Durable goods inventories also seem
to be in fairly good balance at the retail
level for both the auto group and others,
but some overhang seems to persist in
wholesaling and manufacturing. For
durables manufacturers, an inventory
imbalance persists despite sizable and
widespread liquidation of stocks in the
first quarter. During that period, stocks
were reduced by all major industry
groups except metals producers and
fabricators, whose inventories were
being built up in anticipation of a strike
this summer. Metals aside, inventory-
sales ratios have come down noticeably
from their highs of last year but for
most lines of business, they appear to

Table 2.—Inventory/Sales Ratios

Manufacturing:

Durable.
Nondurable

Wholesale:

Durable
Nondurable

Retail:

Durable
Auto group.
Other

Nondurable

19<

1st
half

2.02
1.34

1.66
.92

1.99
1.50
2.70
1.17

38

2d
half

2.01
1.32

1.55
.90

1.99
1.56
2.62
1.17

19(

1st
half

1.99
1.32

1.52
.91

2.00
1.59
2.58
1.18

59

2d
half

2.00
1.30

1.55
.88

2.12
1.70
2.75
1.21

19

1st
half

2.13
1.30

1.59
.91

2.11
1.72
2.66
1.18

70

2d
half

2, 16
1.32

1.64
.94

2.15
1.81
2.58
1.19

1971

4
mos.

2.08
1.29

1.64
.92

1.99
1.58
2.59
1.19

NOTE.—Average of monthly ratios.

be above their levels of 1968 and most
of 1969.

Another indication that inventories
may still be a little troublesome for
durable goods producers is the fact that
the accumulation rate of finished goods
inventories has not declined. Most of
the recent correction in durables stocks
occurred in work-in-process inventories,
which declined nearly $200 million in
the fourth quarter and $900 million in
the first four months of this year.

Although it appears that some in-
ventory excess persists for durables
producers, OBE's latest quarterly sur-
vey (see pages 17-18) found both durable
and nondurable manufacturers report-
ing continued improvement in inven-
tory conditions and expecting to add to
inventories in the months ahead. On
March 31, companies holding 22 per-
cent of durable stocks judged their
inventories "high" relative to sales
and unfilled orders backlogs. This was
down 1 percentage point from yearend,
5 percentage points from March 31,
1970, and was the lowest proportion of
durables stocks characterized "high"
since June 30, 1969. The recent survey
also found manufacturers expecting
sizable sales gains and moderate addi-
tions to inventories during the second
and third quarters of this year. These
expectations suggest the continuation of
tight inventory control and further
declines in inventory-sales ratios.

May Developments

Industrial output recorded a fairly
sizable increase in May. The Federal

Reserve index rose 0.7 percent, to 167.3
percent of the 1957-59 average,
following a 0.4 percent rise in April and
approximate stability in February and
March. Aside from the rebound
following the auto strike, the May
increase was the strongest gain in out-
put since the index turned down in
mid-summer 1969. Nevertheless, the
index was still a little below its level
of last summer, before the auto strike,
and 4% percent below its 1969 peak.

Increased output was evident in
all the major market categories. Con-
sumer goods production was higher,
in part because of increased auto out-
put. Auto assemblies, which had peaked
in February and March, fell sharply in
April and then rose 5 percent in May to
a seasonally adjusted annual rate of
8% million units. Production schedules
indicate little change in the assembly
rate in June. This strength in auto
production is occurring in the face of
some weakening in new car sales.
Sales of domestic-type models fell
from a high seasonally adjusted annual
rate of 8.5 million units in February and
March to 8.3 million in April and 8.2
million in May. Consequently, in-
ventories have continued to rise and
in May were approaching their highs
of late summer and fall of 1969.

Materials output was up further in
May. The steel buildup has of course
been contributing importantly to
strength in this area, but output of
other materials has also been rising and
continued to move higher in May. The
production of equipment also edged up
last month. Defense equipment output,
which has been in a steep and virtually
uninterrupted decline over the past two
years, was unchanged while production
of business equipment, which has been
showing small and mixed changes in
recent months, rose a little.

Employment and income

Nonfarm payroll employment rose
130,000 (seasonally adjusted) in May.
This was the largest increase since

(Continued on page 13)
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June 1971 SURVEY OF CURRENT BUSINESS

, ' -
1 In May: The unemployment rate high at 6.2 percent
* Nonfarm payroll employment increased 130,000
f Wholesale prices up 0.4 percent; farm products and processed food prices up sharply
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6 SURVEY OF CURRENT BUSINESS June 1971

• In May: Personal income rose $6 billion with the1 bulk of the increase in wages and salaries
• Domestic car sales off for the second consecutive month, sales of imports also declined
• Plant and equipment outlays expected to rise only 2% percent in 1971, about half the 1970 increase
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• In April:
•
•
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SURVEY OF CUR-RENT BUSINESS 7

Manufacturing and trade firms added $710 million to their stocks
The stock-sales ratio for manufacturing and trade steady
Net exports of merchandise shifted to deficit-the first in over 2 years
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8 SURVEY OF CURRENT BUSINESS Jane 1971

*

• In May: Industrial production rose 0.7 percent
• Money supply continued to advance sharply
• Interest rates up further
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June 1971 SURVEY OF CURRENT BUSINESS 13

(Continued from page 4)
January and raised payroll employment
to 70.8 million, its highest level since
May 1970. Most of last month's in-
crease in employment was in the service
producing industries, particularly in
trade, but there was a gain of 30,000
in manufacturing payrolls, almost all
in durable goods manufacturing.
Though small, the employment increase
in durable goods manufacturing was
the first this year and, except for the
post-strike rebound last December, vir-
tually the first since the beginning of
the big shake-out in factory employ-
ment in late 1969. Last month's rise in
manufacturing employment was accom-
panied by an increase in the workweek
of 0.2 hour, to 39.9 hours. This returned
the workweek to its March level, which
was the highest since last summer.

The civilian labor force continued to
expand last month, increasing 400,000
(seasonally adjusted) to a record 84.2
million. Employment also registered a
sizable gain, but the rise fell short of
the labor force growth and unemploy-
ment increased 130,000 to 5.2 million.
The unemployment rate edged up to
6.2 percent, equaling the 9-year peak
previously set in December.

Personal income recorded a fairly
strong showing in May, rising $6
billion to a seasonally adjusted annual
rate of $847% billion. Payrolls ac-
counted for about $4K billion of last
month's increase with gains recorded
in all the major industry divisions. In
manufacturing, wages and salaries were
up $1JJ billion; this advance was
concentrated in durable goods indus-
tries and reflected increases in employ-
ment, hourly earnings, and weekly
hours of work.

Among the nonwage components of
personal income, transfer payments
rose about $1 billion with further gains
in social security payments and unem-
ployment insurance; small increases
were recorded among the other non-
wage components of income. (In June,
the start of higher social security
benefits will result in a permanent
increase of about $3% billion (annual
rate) in transfers; the lump sum retro-
active payment will swell income in
June, but only in that month, by about
$13% billion.)

1971 Plant and Equipment Expenditure Expectations

Business capital spending programs
for 1971 have been revised downward.
The expected rise from 1970 is now 2.7
percent as against 4.3 percent projected
in February. Spending rose $0.7 billion
in the first quarter and expectations are
for a $3 billion rise this quarter, with
little further change in the third and
fourth quarters.

BUSINESSMEN plan to spend $81.8
billion l on new plant and equipment
during 1971, according to the survey
conducted in late April and May by
the Office of Business Economics and
the Securities and Exchange Commis-
sion. The projected 2.7 percent rise in
1971 compares with actual increases of

1. The expectations figures have been adjusted for sys-
tematic biases (footnote 2, table 5). Before adjustment, 1971
expenditures were expected to be $80.6 billion tor all indus-
tries, $30.9 billion for manufacturing and $19.7 billion for
nonmanufacturing. The adjustments were applied separately
to each major industry; their net effect was to decrease the
manufacturing total by $0.3 billion and to raise the non-
manufacturing total by $1.5 billion.

Table 1.—Plant and Equipment Expendi-
tures, Annual Percent Change 1970-71

All industries 1

Manufacturing 1_

Durable goods 1

Primary metals
Electrical machinery
Machinery except

electrical
Transportation equip-

ment _ _
Stone, clay, and glass

Nondurable goods 1

Food including beverage. .
Textile
Paper
Chemical . _ .
Petroleum. _
Rubber

Nonmanufacturing .

Mining
Railroad
Air transportation . _ . . _ _
Other transportation
Public utilities
Communication - .
Commercial and other

Actual
1970

5.5

.8

-1.0
.3

11.6

1.0

-12.2
-7.6

2.8
9.6

-11.3
4.4

11.0
-.2

-13.7

8.8

1.4
-4.6
20.7

-27.2
13.2
21.6
3.4

Expected 1971
as reported in:

Feb.

4.3

-.3

-2.5
-10.5

1.2

-1.0

-3.8
4.7

1.9
4.0

-4.8
-14.7

5.3
5.9

-16.5

7.4

.5
2.6

-22.4
13.4
17.5
10.3
3.8

May

2.7

-4.2

-7.1
-8.1
-5.9

-10.7

-10.0
-5.2

-1.4
-6.5
-2.7

-16.1
-2.1

7.0
-19.4

7.3

5.2
-2.6

-40.0
18.3
16.5
11.2
6.8

5.5 percent in 1970 and 11.5 percent in
1969.

Actual capital outlays in the first
quarter of 1971 were at a seasonally
adjusted annual rate of $79.3 billion,
up $0.7 billion or 0.9 percent from the
final quarter of 1970. Outlays in the
second quarter are projected to rise $3
billion or 3.9 percent to $82.4 billion
(annual rate), with sizable increases
expected by various nonmanufacturing
industries. For the third and fourth
quarters, expenditures are expected to
be $82.8 billion and $82.7 billion, respec-
tively, little changed from the second
quarter.

The latest survey indicates a down-
ward revision from the 1971 investment
programs reported 3 months earlier.
The current projection for the year is

Changes in Business Investment

CHART 8

Percent Change

-40 -30 -20 -10 0 10 20 30

ALL INDUSTRIES

Public Utilities

Communication

Commercial and Other

Transportation Excl. Air

Mining

Nondurable Goods
Manufacturing

Durable Goods
Manufacturing

Air
Transportation

1. Includes industries not shown separately.
Sources: U.S. Department of Commerce, Office of Business

Economics and the Securities and Exchange Commission. U.S. Department of Commerce, Office of Business Economics

Data: OBE-SEC

71-6-8
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14 SURVEY OF CURRENT BUSINESS June 1971

about \% percent below the $83.1
billion estimated in February. The
downward revision amounts to 1%
percent for the first quarter and slightly
more than 2 percent for the second half
of the year; expected second quarter
spending is about unchanged. The
revision of expectations for the year
1971 centers in manufacturing; the
expectations of almost every major

industry group in manufacturing have
been revised down since the February
survey, the exceptions being the
primary metal, textile, and petroleum
industries. The sharpest cutbacks are
by producers of aircraft, food and
beverage, stone, clay, and glass, and
nonelectrical machinery. The aggregate
spending expectation of nonmanufac-
turing industries is about the same as

Table 2.—Plant and Equipment Expenditures, 1970-71

[Billions of dollars, seasonally adjusted annual rates]

All industries

Manufacturing . . .. . . ___
Durable goods ...--. .. .
Nondurable goods

Nonmanufacturing . ... .. .

19

III

81.88

32.15
15.74
16.40

49.73

70

IV

78.63

30.98
14.92
16.05

47.66

I

79.32

30. 46
14.21
16.25

48.86

19

II1

82.38

30.54
14.66
15.88

51.84

71

III1

82.83

30.68
14.89
15.79

52.15

IV i

82.74

30.74
14.89
15.84

52.00

1. Expected.

Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities and Exchange Commission.

Table 3.—Starts and Carryover of plant and Equipment Projects, Manufacturing and
Public Utilities, 1968-71

[Billions of dollars]

Manufacturing3..

Durable goods 3_
Primary metals . _
Electrical machinery
Machinery except electrical
Transportation equipment 4

Stone, clay, and glass

Nondurable goods 3

Food including beverage . . _
Textile
Paper
Chemical _ _
Petroleum

Public utilities

Manufacturing 3.._

Durable goods 3

Primary metals
Electrical machinery.
Machinery except electrical
Transportation equipment 4

Stone, clay, and glass

Nondurable goods 3

Food including beverage
Textile
Paper . _ _
Chemical _ _
Petroleum ..

Public utilities

Starts i

Annual

1968

29.64

14.59
3.21
1.81
2.70
2.90
1.06

15.05
2.32
.59

1.42
2.98
5.57

12.86

1969

34.07

16.85
2.96
2.80
3.60
2.66
1.08

17.22
2.97
.60

1.59
3.62
6.19

15.16

1970

29.18

14.04
2.55
2.18
3.29
2.04
.82

15.14
2.50
.49

1.54
3.06
5.64

17.20

1970

I

8.64

4.42
.65
.82
.84
.78
.32

4.21
.66
.16
.58
.96

1.39

5.63

II

6.92

3.37
.54
.41
.86
.58
.13

3.54
.65
.15
.33
.71

1.23

4.16

III

6.54

3.13
.93
.36
.68
.35
.22

3.41
.60
.10
.18
.69

1.34

2.83

IV

7.09

3.12
.42
.59
.91
.34
.15

3.97
.58
.08
.45
.70

1.67

4.58

1971

I

6.91

3.49
.78
.53
.57
.65
.25

3.42
.50
.18
.21
.87

1.26

7.13

Carryover 2

1970

Mar.

23.75

12.27
3.67
2.36
1.17
2.78
.70

11.48
1.53
.30

1.29
3.10
4.04

22.39

June

22.51

11.56
3.43
2 21
i!io
2.68
.56

10.95
1.44
.31

1.19
2.92
3.90

23.26

Sept.

21.06

10.82
3.54
2.02
.94

2.43
.55

10.24
1.32
.27
.95

2.74
3.80

22.51

Dec.

19.49

9.67
3.02
1.93
.97

2.21
.45

9.81
1.19
.21
.97

2.51
3.80

23.35

1971

Mar.

19.70

10.05
3.14
2.04
.89

2.39
.50

9.66
1.08
.26
.89

2.60
3.75

27.36

Adjusted for seasonal variation

8.56

4.33
.61
.78
.71
.84
.32

4.23
.71
.21
.49
.94

1.42

3.95

6.76

3.39
.60
.42
.99
.45
.12

3.37
.59
.14
.29
.55

1.28

4.84

7.26

3.52
1.04
.40
.82
.36
.22

3.74
.63
.10
.20
.81

1.51

3.65

6.92

2.91
.39
.55
.81
.36
.16

4.01
.59
.07
.64
.85

1.42

4.91

6.71

3.35
.72
.48
.56
.65
.23

3.36
.54
.20
. 16
.78

1.26

5.10

24.17

12.90
3.87
2.30
1.60
2.81
.76

11.27
1.61
.33

1.20
3.13
3.99

21.12

22.82

12.21
3.68
2.15
1.66
2.59
.62

10.61
1.50
.33

1.08
2.81
3.85

22.77

22.04

11.80
3.92
1.98
1.60
2.38
.60

10.25
1.44
.29
.85

2.70
3.93

22.96

21.22

10.98
3.48
1.97
1.63
2.23
.53

10.25
1.33
.23

1.10
2.73
3.89

24.45

20.32

10.78
3.43
1.97
1.47
2.35
.54

9.55
1.18
.29
.92

2.65
3.63

25.89

1. Starts are estimated by adding changes in carryover to expenditures during the given period.
2. Carryover refers to expenditures yet to be incurred on plant and equipment projects already underway at end of period.
3. Includes data not shown separately.
4. Includes guided missiles and space vehicles.

NOTE.—Details may not add to totals because of rounding.
Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities and Exchange Commission.

reported in the February survey, but
there are offsetting movements within
the group. Railroads and airlines report
large downward revisions while ex-
panded programs are reported by
mining, other transportation, and com-
mercial industries.

Annual investment programs

Nonmanufacturing industries, taken
together, project a 7.3 percent rise in
spending from 1970 to 1971, while a
decline of 4.2 percent is expected by
manufacturers. In nonmanufacturing,
the strongest expected increases are 21
percent for electric utility firms and
1.8 percent for transportation companies
other than railroads and airlines. In the
latter group, pipelines and water trans-
port firms are projecting sharp increases
in expenditures over 1970 levels. Com-
munications companies project an in-
crease of 11 percent, with smaller in-
creases expected by mining and com-
mercial firms. Airlines, which increased
spending 21 percent in 1970, expect a
decrease of 40 percent this year as a
result of reductions and postponements
in jumbo jet acquisitions. Railroads and
gas companies expect 1971 outlays to be
about 3 percent below last year's.

Manufacturers of durable goods ex-
pect a 7 percent decline in capital
outlays this year and nondurable goods
producers a 1% percent decline. Pro-
ducers of iron and steel, aircraft,
nonelectrical machinery, paper, and
rubber products expect to reduce invest-
ment by 10 percent or more. Declines
ranging between 4 percent and 8 percent
are scheduled by the nonferrous metal,
electrical machinery, motor vehicle,
stone, clay, and glass, and food-bev-
erage industries. The petroleum and
"other nondurable goods" industries,
moving counter to the general trend in
manufacturing, expect to increase ex-
penditures in 1971 by 7 percent and
9% percent, respectively.

Investment determinants are mixed

Factors believed to be influential
determinants of near-term investment
show a mixed pattern during the early
months of 1971. Thus far this year,
economic activity has increased and
profits and cash flow have improved—
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factors which would tend to support
rising capital expenditures. In addition,
interest rates were reduced from their
mid-1970 level, although part of this
decline has more recently been erased.
The major factors on the negative side
are the continued inflation in the cost
of equipment and construction, and the
unusually low rate of capacity utiliza-
tion in manufacturing. Reflecting the
latter factor, the latest OBE-SEC sur-
vey indicates a sharp decline in the
proportion of manufacturers' facilities
considered inadequate to meet produc-
tion requirements over the next 12
months.

Quarterly patterns

Spending by manufacturers as a
group is expected to show relatively
little change for the rest of 1971,
following a 1% percent decrease in the
first quarter. Spending by durable
goods producers fell 5 percent in the
first quarter but is expected to rise
3 percent in the second and 1^ percent
in the third. Nondurable goods pro-

ducers had a small increase in the first
quarter; they project a small decline in
the second quarter followed by essential
stability through yearend.

Spending by the nonmanufacturing
industries as a group increased 2%
percent in the first quarter; it is
expected to rise 6 percent in the second
quarter and then to hold about un-
changed in the second half. All com-
ponent industries except mining and
gas utilities are contributing to the
unusually sharp expected rise in the
second quarter.

The electric utilities and the com-
munications industry constitute strong
spots in the current investment picture.
The $12.9 billion expenditure expected
by electric utilities in 1971 represents a
21 percent increase over 1970; the
communications industry expects an
11 percent increase to $11.2 billion.
Spending by both industries rose about
one-fifth from 1969 to 1970.

Manufacturers' capacity evaluation

Manufacturers' evaluations of the
adequacy of their March 31 plant and

Table 4.—Manufacturers' Evaluation of Their Capacity

[Percent distribution of gross capital assets] 1

More plant and equipment
needed:

All manufacturing
Durable goods 2

Primary metals . ...
Metal fabricators 3

Nondurable goods 2

Food including beverage.
Chemical . . _..
Petroleum

About adequate:

All manufacturing
Durable goods 2

Primary metals .
Metal fabricators 3

Nondurable goods 2 ...
Food including beverage.
Chemical
Petroleum

Existing plant and equipment
exceeds needs:

All manufacturing _
Durable goods 2_ . ... ...

Primary metals
Metal fabricators 3

Nondurable goods 2

Food including beverage.
Chemical ..
Petroleum ...

1967

Dec.
31

43
38
31
43
49
42
78
39

52
55
53
54
49
53
20
60

5
7

16
3
2
5
2
1

Mar.
31

40
39
35
47
40
38
67
27

55
53
50
49
58
57
31
72

5
8

15
4
2
5
2
1

191

June
30

41
41
41
44
41
41
65
29

53
50
44
51
56
53
33
70

6
9

15
5
3
6
2
1

68

Sept.
30

45
44
44
46
45
49
71
32

50
48
41
50
52
45
27
67

5
8

15
4
3
6
2
1

Dec.
31

47
45
41
49
49
54
58
40

48
48
45
48
48
41
40
59

5
7

14
3
3
5
2
1

Mar.
31

48
46
41
49
49
46
72
39

47
47
44
48
48
49
25
60

5
7

15
3
3
5
3
1

19

June
30

43
40
30
49
46
43
56
41

52
53
56
48
51
53
43
58

5
7

14
3
3
4
1
1

69

Sept.
30

44
40
31
47
48
44
71
42

51
53
54
50
49
53
27
57

5
7

15
3
3
3
2
1

Dec.
31

46
39
33
43
53
47
73
47

49
53
52
52
44
49
26
53

5
8

15
5
3
4
1
0

Mar.
31

44
37
30
41
51
46
68
48

50
53
54
52
47
51
31
52

6
10
16
7
2
3
1
0

19

June
30

42
34
30
36
49
44
68
47

52
56
54
56
48
53
31
53

6
10
16
8
3
3
1
0

70

Sept.
30

41
33
32
35
48
44
48
61

51
55
51
54
48
51
51
39

8
12
17
11
4
5
1
0

Dec.
31

40
31
25
35
50
40
57
60

53
61
73
54
45
52
40
40

7
8
2

11
5
8
3
0

1971

Mar.
31

33
28
20
34
38
38
43
38

60
63
77
55
57
52
53
62

7
9
3

11
5

10
4
0

1. According to respondent companies'characterizations of their plant and equipment facilities, taking into account
their current and prospective sales for the next 12 months.

2. Includes industries not shown separately.
3. Includes machinery, transportation equipment, and fabricated metals industries.

Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities and Exchange Commission.

equipment, taking into account pro-
spective sales over the next 12 months,
indicate a sharp reduction from Decem-
ber 31 to March 31 in the need for more
facilities. Companies owning 33 percent
of total fixed assets in manufacturing
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report that they need more facilities, as
against 40 percent in December 1970
and 44 percent in March 1970. An eas-
ing of pressures for additional facilities
is reported by all major manufacturing
groups, but the decline is particularly
sharp in the petroleum industry; here,
the share of assets reported as inade-
quate dropped from 60 percent at year-
end to 38 percent on March 31. The
chemical industry also reports a sharp
decline, amounting to 14 percentage
points.

Companies reporting plant and equip-
ment capacity in excess of current and
near-term needs accounted for 7 percent
of assets at the end of March, about the
same proportion as in December and
March 1970. The "excess" ratio for the
food industry has been rising and
reached 10 percent at March 31 while
the ratio for metal fabricators remained
at a high 11 percent. In the primary
metals industry, the "excess" ratio has
dropped steeply since Jast fall and is

now only 3 percent. Facilities viewed as
"about adequate" represented 60 per-
cent of manufacturers' fixed assets as of
March 31, up from the 53 percent re-
ported 3 months earlier and the 50
percent reported 12 months earlier.

Starts and carryover

Investment projects started by manu-
facturers during the first quarter of
1971 totaled $6.7 billion, after seasonal
adjustment, down 3 percent from the
preceding quarter and 22 percent from
a year earlier. Durable goods manufac-
turers reported a 15 percent increase
from the fourth quarter to the first,
but this was more than offset by a
reduction in starts by nondurable goods
producers. There were substantial in-
creases in starts by iron and steel,
nonferrous metals, motor vehicle, and
stone, clay, and glass manufacturers;
starts by both electrical and non-
electrical machinery manufacturers de-

clined. Among the nondurables, declines
in the paper, chemical, and petroleum
industries more than offset increases in
the textile and rubber industries.

The value of new projects started
by manufacturers was smaller than
their capital expenditures in the first
quarter. Consequently, there was a
decline in carryover—the amounts
still to be spent on projects already
underway. Manufacturers' carryover
was $20.3 billion (seasonally adjusted)
at the end of March, down $900 million
from December 31, 1970 and $3.8
billion from March 31, 1970. Declines
in carryover in the first quarter were
widespread among the major industries.

Starts by public utilities totaled $5.1
billion in the first quarter, up 4 percent
from the fourth quarter and 29 percent
from the first quarter of 1970. Carryover
by the utilities reached a record $25.9
billion at the end of March, up $1.4
billion over the quarter and $4.8
billion from a year earlier.

Table 5.—Expenditures for New Plant and Equipment by U.S. Business,1 1969-1971

[Billions of dollars]

All industries

Manufacturing industries

Durable goods
Primary metals *

Blast furnace, steel works
Nonferrous

Electrical machinery _. _ _
Machinery, except electrical
Transportation equipment 3 _ _

Motor vehicles
Aircraft*

Stone, clay and glass _
Other durables 5

Nondurable goods - -
Food including beverage . _
Textile
Paper
Chemical ..
Petroleum
Rubber
Other nondurables 8 _

Nonmanufacturing industries

Mining
Railroad ...
Air transportation
Other transportation _ . .

Public utilities
Electric- ._
Gas and other _

Communication __
Commercial and other 7

Annual

1969

75.56

31.68

15.%
3.23
1.83
1.10
2.03
3.44
2.76
1.65
.83

1.07
3.44

15.72
2.59
.63

1.58
3.10
5.63
1.09
1.10

43.88

1.86
1.86
2.51
1.68

11.61
8.94
2.67

8.30
16.05

1970

79.71

31.95

15.80
3.24
1.68
1.24
2.27
3.47
2.43
1.59
.54
.99

3.41

16.15
2.84
.56

1.65
3.44
5.62
.94

1.11

47.76

1.89
1.78
3.03
1.23

13.14
10.65
2.49

10.10
16.59

19712

81.85

30.60

14.67
2.98
1.47
1.13
2.13
3.10
2.18
1.52
.42
.94

3.34

15.93
2.66
.54

1.39
3.36
6.01
.76

1.21

51.25

1.99
1.73
1.82
1.45

15.32
12.89
2.43

11.23
17.71

Quarterly, unadjusted

1969

I

16.04

6.58

3.36
.71
.41
.23
.39
.72
.59
.34
.18
.23
.71

3.22
.54
.13
.31
.67

1.12
.24
.21

9.45

.42

.38

.68

.38

2.36
1.88
.48

1.81
3.41

II

18.81

7.82

3.98
.81
.47
.27
.50
.84
.69
.40
.22
.28
.86

3.84
.64
.16
.40
.76

1.32
.28
.27

10.99

.48

.44

.66

.46

2.99
2.22
.77

2.00
3.97

III

19.25

8.16

4.03
.81
.45
.28
.49
.86
.77
.46
.23
.27
.84

4.12
.68
.17
.41
.76

1.49
.28
.32

11.10

.47

.49

.53

.40

3.03
2.23
.80

2.11
4.07

IV

21.46

9.12

4.59
.90
.50
.32
.65

1.01
.71
.44
.19
.30

1.02

4.53
.73
.16
.46
.91

1.68
.28
.30

12.34

.49

.55

.64

.44

3.23
2.61
.62

2.39
4.60

1970

I

17.47

7.14

3.59
.69
.35
.27
.48
.82
.60
.38
.14
.24
.76

3.56
.67
.13
.37
.76

1.14
.24
.25

10.32

.45

.42

.73

.28

2.54
2.15
.39

2.14
3.76

II

20.33

8.15

4.08
.78
.43
.28
.56
.93
.68
.47
.14
.27
.87

4.07
.74
.15
.43
.89

1.38
.25
.25

12.18

.47

.47

.80

.31

3.28
2.59
.69

2.59
4.26

III

20.26

7.99

3.87
.81
.42
.31
.55
.84
.60
.41
.12
.22
.84

4.12
.72
.14
.42
.87

1.44
.23
.29

12.27

.46

.46

.74

.30

3.58
2.79
.78

2.56
4.16

IV

21.66

8.66

4.26
.95
.47
.38
.68
.88
.55
.34
.13
.26
.94

4.40
.71
.14
.43
.92

1.66
.22
.31

12.99

.50

.43

.76

.33

3.74
3.12
.63

2.81
4.42

1971

I

17.68

6.69

3.11
.65
.33
.24
.41
.65
.47
.33
.09
.20
.72

3.58
.62
.12
.29
.78

1.31
.19
.26

10.99

.49

.34

.34

.28

3.11
2.70
.41

2.50
3.94

112

20.80

7.66

3.68
.74
.37
.26
.55
.78
.55
.40
.10
.23
.83

3.98
.68
.14
.36
.87

1.43
.20
.30

13.15

.52

.50

.61

.41

3.90
3.30
.60

J7.21

IIP

20.68

7.69

3.68
.74
.36
.28
.55
.78
.58
.41
.11
.23
.81

4.01
.67
.14
.37
.81

1.52
.18
.31

12.99

.49

.45

.36

.40

4.02
3.25
.77

7.26

Quarterly, seasonally adjusted annual rates

1969

I

72.52

29.99

15.47
3.37
1.98
1.04
1.86
3.22
2.76
1.57
.88

1.03
3.24

14.52
2.45
.59

1.42
3.00
5.04
1.07
.94

42.53

1.83
1.68
2.89
1.87

11.52
8.62
2.90

7.74
15.00

II

73.94

31.16

15.98
3.31
1.91
1.12
2.04
3.34
2.73
1.55
.92

1.11
3.45

15.18
2.38

63
1.58
2.95
5.41
1.12
1.11

42.78

1.88
1.76
2.22
1.66

11.68
8.71
2.97

7.92
15.67

III

77.84

33.05

16.53
3.20
1.80
1.11
2.02
3.66
3.00
1.78
.92

1.14
3.50

16.52
2.68
.69

1.62
3.19
5.98
1.13
1.24

44.80

1.89
2.06
2.23
1.65

11.48
8.98
2.50

8.71
16.78

IV

77.84

32.39

15.88
3.09
1.70
1.12
2.16
3.50
2.60
1.67
.64

1.01
3.52

16.50
2.86
.61

1.70
3.22
5.98
1.04
1.09

45.46

1.85
1.94
2.80
1.63

11.80
9.36
2.44

8.76
16.67

1970

I

78.22

32.44

16.40
3.28
1.72
1.25
2.25
3.62
2.74
1.70
.67

1.06
3.45

16.05
3.00
.58

1.71
3.32
5.15
1.10
1.18

45.78

1.92
1.74
2.94
1.37

12.14
9.77
2.37

9.14
16.52

II

80.22

32.43

16.32
3.15
1.73
1.12
2.27
3.69
2.71
1.85
.58

1.05
3.46

16.11
2.80
.57

1.65
3.44
5.68
.98

1.00

47.79

1.84
1.88
2.88
1.12

12.72
10.15
2.57

10.38
16.98

III

81.88

32.15

15.74
3.21
1.67
1.21
2.28
3.52
2.29
1.54
.48
.94

3.50

16.40
2.80
.55

1.68
3.67
5.70
.90

1.10

19. 73

1.86
1.96
3.24
1.22

13.84
11.34
2.50

10.62
17.00

IV

78.63

30.98

14.92
3.31
1.60
1.35
2.27
3.12
2.04
1.29
.46
.92

3.27

16.05
2.79
.53

1.59
3.32
5.86
.80

1.15

47.66

1.94
1.56
3.08
1.22

13.68
11.20
2.48

10.20
15.97

1971

I

79.32

30.46

14.21
3.08
1.60
1.08
1.94
2.88
2.16
1.48
.44
.87

3.29

16.25
2.76
.55

1.34
3.43
6.06
.86

1.26

48.86

2.04
1.46
1.29
1.33

14.64
12.16
2.48

10.70
17.39

IP

82.38

30.54

14.66
3.00
1.50
1.10
2.22
3.08
2.16
1.54
.40
.88

3.32

15.88
2.64
.55

1.39
3.36
5.96
.78

1.20

51.84

2.01
2.00
2.30
1.59

15.18
12.98
2.20

J28. 75

IIP

82.83

30.68

14.89
2.91
1.44
1.12
2.28
3.23
2.18
1.54
.42
.97

3.32

15.79
2.58
.56

1.44
3.38
5.97
.72

1.14

52.15

2.00
1.87
1.56
1.56

15.64
13.15
2.49

29.51

1. Excludes agricultural business; real estate operators; medical, legal, educational, and
cultural service; and nonprofit organizations.

2. Estimates are based on expected capital expenditures reported by business in late April
and May 1971. The estimates for the full year 1971 and for the second quarter and third quarters
have been corrected for systematic biases. The adjustment procedures are described in the
February 1970 issue of the SURVEY OF CURRENT BUSINESS. Before such adjustments, 1971
expenditures were expected to be $80.63 billion for all industries, $30.92 billion for manufactur-
ing, and $49.71 billion for nonmanufacturing.

3. Includes data not shown separately.

4. Includes guided missiles and space vehicles.
5. Includes fabricated metal, lumber, furniture, instrument, ordnance and miscellaneous

except guided missiles and space vehicles.
6. Includes apparel, tobacco, leather and printing-publishing.
7. Includes trade, service, construction, finance and insurance.
NOTE.—Details may not add to totals because of rounding.
Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities

and Exchange Commission.
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Manufacturers' Inventory and Sales Expectations,
Second and Third Quarters 1971

MANUFACTURERS expect moder-
ate inventory additions during the
second and third quarters; they also
look forward to sizable sales gains in
the same period. These expectations
imply that the recent decline in stock-
sales ratios will continue through Sep-
tember 30.

Manufacturers also reported inven-
tories in better balance on March 31
than at any time since late 1968. Both
the percentage of producers' stocks held
by companies who judged their inven-
tories "high" and the amount of
imbalance in the holdings of these
companies fell in the first quarter.

These are the results of the QBE
quarterly Inventory and Sales Expec-
tations Survey conducted in May.

Inventory additions

Manufacturers' inventories fell $200
million during the first 3 months this
year, the first quarterly decline in
about 10 years. Manufacturers now
expect additions of $600 million this
quarter and $900 million in the third.

Durable goods producers, who cut
inventories $200 million in the first
quarter, expect additions of $350 mil-
lion in the March-June period and $600
million in June-September. Additions
averaged $500 million per quarter in
1970.

Nondurable goods producers' inven-
tories showed little change in the open-
ing quarter of 1971, after rising an
average of $400 million per quarter
last year. These producers expect to
add $200 million to stocks in the second
quarter and $300 million in the third.

Both durable and nondurable goods
producers reduced their stock-sales
ratios between December 31 and March
31. They project further decreases
through September 30. Durable goods
producers' stocks on March 31 were
equivalent to 2.09 months of sales at

the average first quarter rate. The
ratio is projected at 2.05 on June 30
and 1.99 on September 30. The non-
durables ratio was 1.30 on March 31
and is projected at 1.28 on June 30
and 1.26 on September 30.

Sales expectations

Manufacturers expect sales advances
of 2 percent in the second quarter and
3 percent in the third. These gains are
below the 5 percent rise of the first

quarter, when the economy was recover-
ing from the auto strike, but exceed the
performance last year when sales fell
in the opening and closing quarters
and rose moderately in the other two.

Durable goods producers' sales rose
6% percent in the first quarter—more
than offsetting the fourth quarter
decline—with auto and steel sales
showing especially strong increases.
An increase of 2 percent is projected
for the second quarter and 4 percent
for the third. Steel producers expect
a sharp gain this quarter, followed by
a decline in the third. Auto producers'
sales are expected to decline this quar-
ter, following the sharp post-strike
rise, and then to advance in the third.
Suppliers of construction materials ex-
pect sizable gains in both periods.

Nondurable goods producers' sales
rose 3 percent in the first quarter. They
are expected to rise 1% percent in the
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• Sales growth in second and third quarters expected to exceed last year's pace;
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18 SURVEY OF CURRENT BUSINESS June 1971

second and 2% percent in the third. The
expected changes are a considerable
improvement over last year's experience.
Both paper and rubber producers are
projecting substantial advances this
quarter and next.

Inventory condition., March 31

Manufacturers began last September
30 to report improvements in inventory

condition relative to prospective sales
and unfilled orders. Companies holding
19 percent of producers7 stocks judged
their March 31 inventories "high"—
a lower proportion than in any quarter
of 1969 or 1970.

Companies holding 22 percent of
durable goods stocks considered their
inventories "high"—down 1 percentage
point from December 31 and 5 points

Table 1.—Manufacturers' Inventories and Sales: Actual and Expected

[Billions of dollars]

Inventories, end of
quarter :

Unadjusted:

All manufacturing
Durables
Nondurables

Seasonally adjusted:

All manufacturing
Durables
Nondurables

Sales, total for quarter :

Unadjusted:

All manufacturing
Durables
Nondurables

Seasonally adjusted:

All manufacturing
Durables
Nondurables

I

84.3
54 6
29.7

83,8
54.3
29.5

144.9
80.5
64.4

145.4
80.3
65.1

19

II

85.8
55 8
30.0

85.6
55 5
30.1

153.9
85 8
68.1

149.6
82.2
67.4

68

III

86.4
56 1
30.3

87.1
56.5
30.6

148.7
79 1
69.6

152.6
83.1
69.5

IV

88.2
57 0
31.2

88.6
57 4
31.2

157.1
86 4
70.7

156.6
85.9
70.7

I

90.9
59 3
31.6

90.4
59 0
31.4

159.1
89 1
70.0

159.6
88 8
70.8

19

II

92.5
60 9
31.6

92.2
60 5
31.7

166.9
93 7
73.2

162.3
89 9
72.5

69

III

93.4
61 6
31.8

94.2
62 1
32.1

162.2
88 5
73.7

167.4
93 7
73.7

IV

95.5
63 1
32.4

95.9
63 5
32.4

168.5
93 7
74.8

168.1
93 3
74.8

I

97.5
64 6
32.9

97.0
64 3
32.7

165.1
90 1
75.1

165.9
90 0
75.9

19

II

98.1
64 8
33.3

97.7
64 4
33.3

171.3
94 6
76.7 '

166.6
90 8
75.9

70

III

97.8
64 8
33.0

98.7
65 3
33.3

165.4
88 6
76.8

170.2
93 4
76.7

IV

99.1
65 1
34.0

99.6
65 5
34.1

164.8
88 2
76.6

164.8
88.2
76.6

I

99.9
65 7
34.2

99.4
65 4
34.1

172.2
94 3
77.9

172.9
94.0
78.9

1971

I I I

100.4
66 1
34.3

100.0
65 7
34.3

181.5
100 4
81.1

176. 3
96. 1
80.2

III i

100.1
65 9
34.2

100.9
66 3
34.6

176.7
94 7
82.0

182.1
100.0
82.1

1. Expectations reported by manufacturers in May 1971. Inventory expectations have been corrected for systematic
biases.

Sources: U.S. Department of Commerce. Expectations, Office of Business Economics; actuals, Bureau of the Census.

Table 2.—Manufacturers' Evaluation of the Condition of their Inventories l

[Percentage distributionl

June 30, 1966
September 30, 1966
December 31, 1966 --- ---

March 31, 1967
June 30, 1967
September 30 1967
December 31, 1967

March 31, 1968
June 30, 1968
September 30, 1968 . -
December 31, 1968

March 31, 1969
June 30, 1969
September 30 1969
December 31, 1969

March 31, 1970
June 30, 1970
September 30 1970
December 31, 1970

March 31, 1971

Total

High

18
22
28

31
31
27
25

25
25
24
18

20
21
23
23

24
24
22
21

19

About
right

78
75
70

68
67
69
72

72
72
73
80

78
77
76
76

75
75
77
78

79

Low

4
3
2

1
2
4
3

3
3
3
2

2
2
1
1

1
1
1
1

2

Durables

High

21
27
33

37
36
34
31

31
31
28
19

21
22
26
25

27
28
25
23

22

About
right

75
70
65

62
63
63
67

66
67
70
79

77
76
73
73

72
71
74
76

77

Low

4
3
2

1
1
3
2

3
2
2
2

2
2
1
2

1
1
1
1

1

Nondurables

High

13
14
18

20
20
15
15

15
16
16
16

17
18
17
18

19
17
16
16

13

About
right

83
83
79

78
76
81
81

82
80
79
82

82
80
82
81

80
81
82
83

85

Low

A

3

L

i

from last March 31, when the ratio was
close to its cyclical peak. Metal pro-
ducers reported 17 percent of their
holdings in the "high" category at the
end of March; metal fabricators, 23
percent.

A "high" ratio of 13 percent was re-
ported by nondurable goods pro-
ducers—down 3 points from yearend and
6 points from March 1970.

The major proportion of stocks was
judged "about right"—77 percent for
durables and 85 percent for nondurables.
The "low" ratio remained insignificant
at 1 and 2 percent, respectively.

Inventory imbalance,, March 31
Manufacturers reported that their

March 31 inventories were $2.1 billion
in excess of needs (netting excesses of
companies with "high" stocks against
deficiencies of companies with "low"
stocks). This excess is equivalent to 2.1
percent of all producers' stocks. Excesses
have been falling for the past year but
the first quarter decline was larger than
that of any 1970 quarter.

(Continued on page 23}

Table 3.—Inventory Imbalance

1. Condition of actual inventories relative to sales and unfilled orders position as viewed by reporting companies. Percent
distribution of inventory book values according to companies' classifications of their inventory condition.

NOTE.—Due to change in survey questionnaire, data starting December 31,1968 are not strictly comparable to prior data.
Source: U.S. Department of Commerce, Office of Business Economics.

AH manufacturers:

Dec. 31, 1968
Mar. 31, 1969
June 30, 1969
Sept. 30, 1969
Dec. 31, 1969
Mar. 31, 1970
June 30, 1970
Sept. 30, 1970
Dec. 31, 1970
Mar. 31, 1971

Durable goods:

Dec. 31, 1968
Mar. 31, 1969.....
June 30, 1969
Sept. 30, 1969.....
Dec. 31, 1969
Mar. 31, 1970....-
June30, 1970
Sept. 30, 1970
Dec. 31, 1970
Mar. 31, 1971

Nondurable goods:

Dec. 31, 1968
Mar. 31, 1969.....
June 30, 1969
Sept. 30, 1969
Dec. 31, 1969
Mar. 31, 1970.....
June30, 1970
Sept. 30, 1970
Dec. 31, 1970
Mar. 31, 1971

Inven-
tory

excess

Inven-
tory
defi-

ciency

Net excess

Amount

(Billions of dollars )

1.73
1.87
1.96
2.36
2.50
2.58
2.62
2.48

'2.44
2.26

1.19
1.31
1.35
1.75
1.91
1.97
2.00
1.94

'1.88
1.76

.54

.56

.61

.61

.59

.61

.62

.54
'.56
.50

0.25
.16
.24
.15
.16
.10
.15
.11
.13
.14

.20

.12

.18

.11

.13

.09

.10

.07
'.07
.07

.05

.04

.06

.04

.03

.01

.05

.04
'.06
.07

1.48
1.71
1.72
2.21
2.34
2.48
2.47
2.37

'2.31
2.13

.99

.19

.17

.64

.78

.88

.90
1.87

'1.81
1.70

.49

.52

.55

.57

.56

.60

.57

.50
'.50
.43

Percent
of total
inven-
tories

1.7
1.9
1.9
2.4
2.5
2.5
2.5
2.4
2.3
2.1

1.7
2.0
1.9
2.7
2.8
2.9
2.9
2.9

'2.8
2.6

.6

.6

.7

.8

.7

.8

.7

.5
' .5

.3

' Revised.
Source: U.S. Department of Commerce, Office of Business

Economics.
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Payments

Americans paid about $1,215 million
in transocean passenger fares to foreign
sea and air carriers. About $970 million
was for air travel, the remainder
largely on cruise ships. Sea carriers
earned about 14 percent more from U.S.
travelers than in 1969, as cruise busi-
ness prospered while regular transocean
service continued to decline.

Freight payments to foreign ship
operators moving U.S. imports rose
$100 million to about $1.4 billion in
1970. Higher freight rates, in part a
reflection of a strong charter hire
market, accounted for most of the rise.
An added factor was a somewhat
greater volume of U.S. import cargo
moved aboard foreign vessels than in
1969, when a dock strike early in the
year caused disruptions in service.
Payments to foreign air carriers for
freight transportation were $122 mil-
lion, 4 percent under the record set
in 1969.

U.S. ocean carriers7 port expenses
abroad rose to more than $300 million
in 1970, renewing the uptrend that had
been interrupted in 1969 by the effects
of the dock strike.

Table 10.—International Passenger Fare
and Other Transportation Transactions

[Millions of dollars]

Type of transportation

Total payments

Ocean passenger fares _ _ _
Other ocean transporta-

tion _ _ _ -
Import freight
Port expenditures
Charter hire

Air passenger fares
Other air transportation.

Import freight
Port expenditures

Other

Total receipts

Ocean passenger fares. _.
Other ocean trans-

portation
Freight
Port expenditures
Other

Air passenger fares
Other air transportation-

Freight. _ ___
Port expenditures

Other _

Net payments

1966

2,922

200

1,733
1,187

294
252

555
341
47

294

93

2,608

10

1,833
668

1,154
11

307
346
112
234

112

314

1967

2,993

195

1,684
1,164

271
249

635
385

58
327

94

2,790

8

1 843
674

1,162
7

363
457
126
331

119

203

1968 r

3,257

190

1,836
1,269

289
278

695
441

78
363

95

2,946

7

1,902
690

1,206
6

405
502
127
375

130

311

1969 r

3,560

215

1,849
1,281

264
304

865
534
127
407

97

3,113

8

1 922
644

1,267
11

443
607
143
464

133

447

1970

4 004

245

2,074
1,386

312
376

970
618
122
496

97

3,659

3

2 255
800

1,424
31

550
705
187
518

146

345

U.S. air carriers7 port expenses
abroad, which are primarily associated
with transportation of passengers, rose
22 percent in 1970 to $500 million. The
rise reflected the larger volume of
international passenger travel during
the year.

Receipts

U.S. receipts from ocean transporta-
tion last year were nearly $2.3 billion,
17 percent higher than in 1969. The
total included $800 million earned
carrying U.S. exports as well as freight
between foreign countries, $1.4 billion
in port expenditures here, and $34
million from other sources, including
about $3 million from ocean passenger
fares. While trade tonnage carried on
U.S. ships has changed little in recent
years, higher average freight rates
received by U.S. ship operators, often
for handling choice, high-value cargoes,
yielded increased total freight receipts.
Rising handling charges have been
boosting U.S. receipts from foreign
carriers' port expenditures here.

Foreigners paid almost $1.3 billion
to the United States for air transporta-
tion and related services in 1970.
Earnings from passenger fares, includ-
ing $175 million for fares of foreigners
between foreign destinations, increased
about 24 percent to a total of $550
million. Foreign airliners' port expenses

CHART 13

U.S. Payments and Receipts for
Carriers' Port Expenditures
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U.S. Department of Commerce, Office of Business Economics 71-6-13

in the United States, mostly connected
with passenger traffic, rose 12 percent
to $518 million. Air freight on U.S.
exports and on shipments between
foreign points earned $187 million for
U.S. airlines in 1970, continuing the
steady uptrend in this service.

Other transportation earnings, repre-
senting receipts from Canada and
Mexico for rail and pipeline transporta-
tion and Great Lakes shipping, totaled
$146 million in 1970.

(Continued from page 18)

T Revised.

Source: U.S. Department of Commerce, Office of Business
Economics.

On March 31, durable goods pro-
ducers estimated their net inventory
excess at $1.70 billion, compared to
$1.81 billion at yearend and $1.88 bil-
lion a year earlier. The proportion of
the excess to total holdings fell from
2.9 percent on March 31, 1970, to 2.6
percent on March 31, 1971.

Nondurable goods producers' net ex-
cess at the end of March was $430 mil-
lion, compared with $500 million on
December 31 and $600 million on
March 31 last year. The net excess on
March 31, 1971, equaled 1.3 percent of
all nondurable goods producers7 stocks,
down from 1.8 percent a year earlier.
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the BUSINESS SITUATION

The Nation's output of goods and
services rose $19% billion in the second
quarter. Measured in constant prices,
output rose 3% percent at an annual
rate, the largest rise in nearly 3 years
except for the post-strike rebound in
the first quarter.

The regular annual revisions of the
income and product accounts are pre-
sented in this issue of the SURVEY.

CONSUMER spending increased quite
strongly in the second quarter, residen-
tial investment continued to expand,
and total production of goods and
services—the gross national product—
increased $19% billion to an annual
rate of $1,040% billion. This was the
largest gain in nearly 3 years, except
for the post-strike rebound in the
first quarter. Valued in current prices,
the output gain amounted to 8
percent at an annual rate. After
allowance for price change, the esti-
mated rise in real output was about
3K percent at an annual rate. The
implicit GNP price deflator increased
at an annual rate of about 4}£ percent
(chart 1).

On the basis of incomplete data,
inventory accumulation as measured in
GNP is estimated to have been about
$4% billion at an annual rate, up about
$iy2 billion from the first quarter. As
was noted in last month's SURVEY, the
inventory adjustment over the past
year and one half has been milder than
in other postwar cycles, but it has
resulted in a generally good balance
between stocks and sales. Business has
been cautious about inventory invest-
ment in the early stages of this recovery,
but if consumer demand continues to

strengthen it is very likely that the
accumulation rate will continue to rise.

Consumer demand

Consumer spending rose $15% billion
in the second quarter. This was not
far below the gain of nearly $20 billion
registered in the first quarter, when
the post-strike rebound of auto buying
boosted spending sharply. Outlays for
services increased $5% billion, a rela-
tively large gain, and spending for
nondurables increased a very sub-
stantial $7% billion. The large rise in
nondurables consumption reflects the
strength shown this spring by the
monthly retail sales figures, especially
for the general merchandise group.
Retail nondurables sales were generally
unchanged to down slightly in May,
but the available data indicate sub-
stantial gains in June both in the
general merchandise group and in
other nondurable lines.

Spending on durable goods increased
a fairly modest $2% billion in the
second quarter. The rise was shared
about evenly between outlays for autos
and parts and outlays for other dur-
ables. Early this year, sales of new
domestic model autos ran at about
8% million units (seasonally adjusted
annual rate), after having averaged a
mere 5% million units in the strike-
affected fourth quarter. The rate drifted
down in the spring but in June was still
slightly above 8 million units. Mean-
while, sales of foreign models have
been rising strongly. They averaged
1.6 million units (annual rate) in the
second quarter, up 30 percent from the
rate onty a year earlier.

Personal income was boosted sharply
in June by the start of higher social
security benefits. The increase was ret-

GNP up $193 4 billion in second quarter
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roactive to the first of the year, and
beneficiaries received a lump sum pay-
ment for the retroactive portion. The
permanent rise in the level of transfer
income was about $3K billion (annual
rate), while the one-time payment in
the month of June was about $13%
billion at an annual rate. The total
June payment was thus about $16%
billion at an annual rate, and this
boosted the personal income figure for
the second quarter as a whole by about
$5% billion (annual late). However, a
good part of any impact on spending
can be expected to occur in the third
quarter rather than the second, and
this timing factor was probably re-
sponsible for the second quarter rise in
the saving rate. The rate is estimated
to have reached 8.4 percent, up from
8.1 percent in the first quarter and 8.3
percent in the fourth. (The national
income and product accounts for the
years 1968-70 have been revised, in-
cluding upward revision of the saving
rate in 1970; see below.)

Other final demands

Residential investment increased $3
billion in the second quarter to an an-
nual rate of $39% billion. However, the
prospect of a curtailment in saving
flows to the major mortgage lenders
and of higher interest rates is a temper-
ing factor in the housing outlook.
Market interest rates were rising
sharply throughout the quarter, and
the prime lending rate was raised from
5% to 5% percent in late April and in-
creased again by some banks in mid-
June. By early July, most banks had
adopted a 6-percent rate. The upward
course of interest rates has resulted in
a firming of conditions in mortgage
markets, but the extraordinary^ flow of
savings to the lending institutions over
the past year has worked to dampen
upward pressure on mortgage rates.
Near-term lending activity is expected
to continue strong, reflecting the recent
record increases in new mortgage com-
mitments. In the 3 months ending in
May—the latest for which data are
available—commitments of thrift insti-
tutions increased $4% billion (season-
ally adjusted) to $15% billion.

Business fixed investment increased
modestly in the second quarter, as did

State and local government purchases.
However, Federal purchases declined
about $700 million as a further drop in
defense buying outweighed a slight in-
crease in the nondefense category. The
decline in defense purchasing has prob-
ably about run its course. In addition
to the expected impact of pay raises,
the various advance indicators suggest
that defense-related production is stabi-
lizing after some 2 years of decline.
Incomplete data indicate that there was
a large rise in imports of goods and
services in the second quarter and a
small drop in exports, so that the net
export balance fell steeply.

Distortions related to the auto strike
obscured the basic pattern of economic
activity in the fourth and first quarters.
The quarter just ended, which was not
significantly affected by such distor-
tions, showed clearly that the economy
is on an expansionary course. To be
sure, utilization rates for both labor
and physical capital remained at rela-
tively low levels in the second quarter:
The manufacturing capacity utilization
rate was unchanged from the first
quarter figure of only 73 percent, and the
unemployment rate averaged 6.0 percent
of the civilian labor force, compared
with 5.9 percent in the first quarter.
However, if the recent strengthening
of consumer demand persists, it seems
likely that the economy's rate of re-
covery will strengthen in turn.

In the last month of the quarter, the
unemployment rate dropped to 5.6
percent, seasonally adjusted, well below
May's 6.2 percent. The seasonal ad-
justment factors, derived from histor-
ical patterns, allow for large increases
in June in employment of teenagers and
in unemployment of both teenagers and
adults. The actual number of employed
and unemployed workers rose much less
in June than the seasonal factors allow
for. On a seasonally adjusted basis,
therefore, there were declines in the
labor force, employment, unemploy-
ment, and the unemployment rate. The
Bureau of Labor Statistics has noted
that sizable changes in the level of
unemployment, such as occurred be-
ginning in late 1969, can cause the
seasonal adjustment factors based on
historical patterns to be distorted. For
this reason, the June decline in unem-

ployment, seasonally adjusted, may
have been overstated. In addition, the
June figures were evidently affected by
the fact that the survey week fell
rather early in the month, when many
young persons were still in school rather
than in the labor force and many
teachers who "normally" join the un-
employed in June were still at work.

National Income and Product
Revisions

OBE has completed the regular
annual revision of the national income
and product accounts for the three
most recent years. The accounts for the
years 1968-70 are shown in full begin-
ning on page 9 of this issue of the
SURVEY.

Total GNP was revised downward by
very small amounts in each of the 3
years. The revisions in the components
of GNP were also generally small.
There were only negligible changes in
the 1968 data, which had already been
subject to two annual revisions.

The estimates of investment in pro-
ducers7 durable equipment and in
inventories were revised down for all
three years, as was Federal Government
spending for goods and services. In-
vestment in nonresidential structures
was revised upward, and for 1970 the
residential construction figure was also
raised slightly. In addition, the 1970
estimate of State and local government
purchases is now somewhat larger than
that previously published. Table 1
summarizes the effect of the revisions;
it shows the difference between the

Table 1.—Revisions of GNP, Personal
Income, and Saving

[Billions of dollars]

Gross national product

Personal consumption expenditures. _
Nonresidential fixed investment

Structures
Producers' durables

Residential structures
Change in business inventories
Net exports of goods and services
Federal Government purchases

Defense
Nondefense

State and local government purchases.

Personal income
Disposable personal income _ _
Personal saving _ _
Saving rate (percentage points)

1968

—0 8

.4

.1

.7
-.6
-.2
-.5

.0
-.7

.3
-1.0

.1

.2
-.2
-.6
-.1

1969

—2 3

2.17
'.7

-1.4
-.2

-1.1
.1

-2.3
-.4

-1.9
-.2

1.5
2.6
.3
.0

1970

-2.4

-.9
-.5
1.6

-2.0
.7

-.7
.0

-2.4
-1.2
-1.2

1.3

2.6
3.0
3.9
.6
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figures previously published for the
major GNP components and the revised
figures.

Personal consumption expenditures
were revised upward for 1968 and 1969
and downward for 1970. Disposable in-
come was raised for both 1969 and 1970
(table 1). The 1969 estimates of saving
and the saving rate were barely changed
but for 1970 both the volume of saving
and the saving rate were increased ap-
preciably. The rate is now put at 7.9
percent, compared with the preliminary
estimate of 7.3 percent.

The income and product estimates for
the first quarter of 1971 have also been
revised. Revisions in the GNP com-
ponents were generally modest and the
aggregate was unaffected, but the
change from the fourth quarter is now
$32% billion, somewhat larger than pre-
viously shown. Continuing the pattern
of 1970, the saving rate for the first
quarter of 1971 was revised up from 7.0
percent to 8.1 percent.

"Income side" revisions
There are two ways to estimate the

market value of national output—as the
sum of sales and inventory change, the
"product side" GNP measure, or as the
sum of costs incurred and profits earned
in producing the output, the "income
side." The two measures use source data
that are not only imperfect but largely
independent, and thus they may differ
in level and in rate of change. The down-
ward revision of 1969 national output
was somewhat larger on the income than
on the product side, but the income side
estimate of 1970 output was barely re-
vised at all. The principal revisions on
the income side for 1969 and 1970 were
in capital consumption allowances, re-
vised up for both years, and in profits,
revised down for both years.

Preliminary data had indicated that
in 1970 the growth rates of the income

and product side estimates of national
output were diverging somewhat more
than usual. The revisions have reduced
this divergence, and for the year 1970
the growth rates estimated from the
two "sides" are now identical.

Corporate profits
The most striking revision in the

accounts was in corporate profits. The
estimate of before-tax book profits was
lowered $1 billion for 1968, $7 billion
for 1969, and $6 billion for 1970.
Although the 1970 profits level is now
considerably lower than previously esti-
mated—$75% billion compared with
a preliminary estimate of $81 % bil-
lion—this mainly reflects the revision
of the level for 1969. The size of the
decline in profits from 1969 to 1970 is
little affected.

The revision centered in the manu-
facturing sector, for which' the prelimi-
nary estimates have usually been quite
reliable. The ultimate source of data for
the profits estimates is Internal Rev-
enue Service tabulations of corporate
tax returns (see table 7.5 of the income
and product accounts). However, the
initial estimates are based largely on
published, reports, principally reports
to shareholders. A close relationship
has generally prevailed between the
estimates of profit behavior based on
these separate data sources. In the
recent past, however, for reasons that

are not clear, the use of shareholder
reports resulted in substantial over-
statement in the preliminary national
income account profits estimates.

Within manufacturing, the revision
was widespread, although it was con-
siderably sharper for durable than for
nondurable goods producers. Outside
manufacturing, profits were raised a
little for financial institutions and
lowered moderately for the transpor-
tation-communications-public utility
group, and for the "all other" group.

As a result of the revisions, the peak
in profits is now estimated to have
been reached in the fourth quarter of
1968 and the first quarter of 1969, with
book profits at an annual rate of about
$89 billion. Previous estimates showed
a high of about $93 billion reached in
the first and second quarters of 1969.
The profits contraction now spans two
full years, and is thus more consistent
with the decline in productivity that
began in early 1969. However, the
dollar decline from peak to trough,
$17 yz billion, is about as previously
estimated.

Although 1969 and 1970 profit levels
were lowered sharply by the revisions,
the impact on corporate cash flow was
significantly cushioned by upward re-
visions in capital consumption allow-
ances. The estimate of corporate cash
flow was reduced about $2% billion for
1969 but raised $# billion for 1970.

TO READERS
The four pages of charts

regularly appearing in the SURVEY
are omitted this month. They will
be restored in August.
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the BUSINESS SITUATION

J. HE President announced on Au-
gust 15 a set of measures with poten-
tially very broad implications for the
Nation's economy. Some of the meas-
ures went into effect immediately while
others require Congressional action.
The expressed aims are to increase
employment, curb the rise in prices,
and strengthen the Nation's position
in the world economy.

A major action on the domestic
front is the decree of a 90-day freeze on
wages, prices, and rents; the President
also established a cabinet-level council
charged with developing ways to a-
chieve wage and price stability after
the freeze period. A set of tax actions is
proposed to stimulate demand and
production and improve productivity.
These include: Restoration of a tax
credit for investment in machinery and
equipment, at 10 percent for the next
year and 5 percent thereafter; accelera-
tion by one year of the liberalization of
personal tax exemptions and deduc-
tions now scheduled for January 1973;
and repeal of the excise tax on auto-
mobiles. The President stated that he
intends to offset the revenue loss associ-
ated with his proposed measures by
cutting about $4% billion from Federal
expenditures in fiscal year 1972.

With respect to the external position,
the President took two major steps:
Imposition of a temporary 10 percent
surcharge on dutiable imports and sus-
pension of convertibility of the dollar
into gold. The aim is to bring about a
realignment of exchange rates and,
more generally, to promote reform of
the international monetary system.

Recent Developments

A settlement reached at the last Jiour
averted a strike in the basic steel in-
dustry threatened for August 1. Steel
production rates are depressed, how-
ever, and likely to remain so for some
time. Demand for domestically-pro-
duced steel is weak, reflecting ample
stockpiles and a continued heavy inflow
of foreign steel, arranged in anticipa-
tion of a strike, and also conditions in
steel users' own markets. A nationwide
telephone strike and a selective, but
widening, railroad strike were settled
within the past month. A strike against
copper producers seems well on the way
to complete settlement, while in another
important nonferrous metal industry—
aluminum—settlement was reached
just in time to avert a threatened strike.
As this issue of the SURVEY goes to
press, longshoremen on the West Coast
continue a strike dating from July 1,
and there is some chance of a stoppage
at East and Gulf Coast ports next
month. By and large, however, the
impacts of major strikes—actual or
threatened—seem for the time being
to be out of the way as factors signifi-
cantly influencing the economy's pace.

July indicators

The estimate of July housing starts
points to continued expansion in resi-
dential investment, which has been a
major factor in the economy's growth
this year. Starts jumped to an extra-
ordinary 2.2 million units (seasonally
adjusted annual rate), after several
months at levels close to 2 million.
The July increase was due to a sharp

rise in units started in multi-unit
structures, which had recently been
fairly stable; single-unit starts, which
had been rising steadily, were un-
changed in July.

The Federal Reserve's index of
industrial production dropped nearly
1 percent in July, returning to about
the April level. Production had risen
in May and held steady in June. Output
of consumer goods was little changed
last month but production of materials
dropped noticeably and equipment pro-
duction, whose decline has slowed in
recent months, edged off somewhat
further. Steel industry operations were
cut back as users completed their
strike-hedge stockpiling, while copper
and coal production were affected both
by direct strike action and by the
effects of the railroad strike.

The available evidence suggests that
retail sales declined somewhat in July,
both at nondurables outlets and at
durables stores outside the auto group.
Sales in both broad segments have been
showing considerable growth this year.
In terms of physical volume, sales of
new domestic cars were unchanged from
the June figure of 8.1 million units
(seasonally adjusted annual rate); sales
of import models, at a rate of 1.7
million units, were also unchanged.

Under the terms of the wage-price
freeze, the domestic auto producers
suspended—at least for the 90-day
duration of the freeze—price increases
previously announced for the 1972
models. (Formal introduction dates
for the new models are scheduled for
the second half of September.) Remov-
al of the excise tax will require Con-

1
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gressional action, but buyers are being
assured that the tax will be refunded
to them if Congress repeals it retro-
actively, as the President has asked.

Personal income trends
Personal income declined in July

after having been sharply boosted in
June by the start of higher social
security benefits. The permanent rise
in the income level resulting from the
benefit increase was about $3% billion
(seasonally adjusted annual rate). In
addition, because the increase was
retroactive to the first of the year,
beneficiaries received in June a lump
sum payment amounting to about
$13K billion at an annual rate. The

CHART 1

The strengthening Of PERSONAL INCOME
growth this year has been broadly based

Dec. 1969-Dec. 1970

Dec. 1970-July 1971

-5

Percent Change*
0 5 10 15

TOTAL

WAGES AND
SALARIES

Manufacturing

Other Commodity
Producing Industries1

Distribution and
Services

Government

NONWAGE-INCOME

Dividends and
Proprietors' Income

All Other2

'Seasonally adjusted at annual rates.
1. Construction, mining, agriculture.
2. Rent, interest, transfers, nonwage labor income.

U.S. Department of Commerce, Office of Business Economics

permanent rise and the lump sum pay-
ment together accounted for $16%
billion of the $20 billion June increase
in personal income. The lump sum
payment was of course no longer in the
income stream in July; with other
personal income components up a net
$2}i billion in July, the income total
for the month declined $11 billion.

From December 1970 to July 1971,
total personal income increased 8 per-
cent at a seasonally adjusted annual
rate, compared with a 5% percent expan-
sion in the year from December 1969 to
December 1970 (chart 1). Only a very
small part of the December-July in-
crease was attributable to recovery from
the effects of last fall's auto strike; the
strike's impact on manufacturing pay-
rolls was mainly in October and Novem-
ber, with a recovery in December that
boosted payrolls back almost to the pre-
strike level.

Wages and salaries in the commodity-
producing industries (manufacturing
plus construction, mining, and agricul-
ture) show a fairly low expansion rate
from December to July. This reflects
the continued slack in employment in
these industries as a group. Other in-
come components—both payrolls and
nonwage items—have grown at a brisk
pace. Transfer income, which is com-
bined on chart 1 with several other non-
wage components, grew from December
to July at an annual rate of about 23
percent. That high growth rate was
mainly the result of the boost in social
security benefits. From December 1969
to December 1970, transfers grew nearly
25 percent as the result of that year's
social security increase plus large gains
in unemployment compensation and
welfare payments.

(Personal income figures for 1971 have
been revised to reflect the estimated
impact of the liberalized depreciation
rules adopted in June but retroactive
to the start of the year. The revi-
sions in the proprietors7 income com-
ponent of personal income are very
small; the principal impact is on cor-
porate profits. See the note on page 40.)

Unemployment edges up
The unemployment rate moved up in

July to 5.8 percent after having dropped
to 5.6 percent in June from 6.2 percent

in May. That drop was associated with
large declines in the seasonally adjusted
labor force and employment and was
probably overstated because of prob-
lems in determining appropriate sea-
sonal adjustment factors. The number
of employed and unemployed both
increased in July.

The sharpest July increases in the
number of unemployed and in the un-
employment rate were for teenagers, the
population group for which the prob-
lems of seasonal adjustment are likely
to be most pronounced. This is because
a large part of the group joins and leaves
the labor force in line with seasonal job
opportunities and the seasonal pattern
of the school ;year. The labor force
participation of married men, on the
other hand, is unlikely to be appreciably
affected by seasonally. That group's
unemployment rate in July was 3.1 per-
cent, unchanged from June and down
somewhat from the rates registered in
late 1970 and early 1971.

National Accounts for the
Second Quarter

On the basis of more complete infor-
mation about second quarter develop-
ments, OBE has revised the estimate of
gross national product. The net revi-
sion, an addition of less than $1 billion
(seasonally adjusted annual rate) to
total GNP, is well within the margin of
measurement error in these calcula-
tions. Real growth is now estimated to
have been at an annual rate of 4 per-
cent. Consumption spending was re-
vised up a net $0.8 billion. Investment
in residential and nonresidential struc-
tures was also revised up a total $0.8
billion, investment in producers' dur-
ables was raised $0.5 billion, and the
estimated rate of inventory accumula-
tion was raised $1.0 billion. Altogether,
these changes sum to an upward revi-
sion of about $3 billion. However, more
than $2 billion of that amount was off-
set by a downward revision in the
amount of U.S. goods and services
going to export markets and an up-
ward revision in U.S. imports; imported
goods and services are counted in the
various final demand aggregates—con-
sumption, etc.—and must be netted
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out to arrive at an estimate of the U.S.
economy's output.

The revised figures show that the net
export balance for goods and services
fell $6.4 billion from the first quarter
to the second—from a surplus of $4.2
billion (seasonally adjusted annual rate)
to a deficit of $2.2 billion. That huge
swing resulted from a moderate decline
in foreigners' purchases of U.S. output
and a large increase in the amount of
domestic demand filled by foreign
production.

Exports and imports

The GNP is an estimate of the
market value of the U.S. economy's
output of goods and services calculated
by summing estimates of transactions
in final markets. These include con-
sumer, investor, and government pur-
chases, but a sizable amount of the
economy's output is taken by yet an-
other final demand sector—foreigners.
Exported goods and services must be
included among the final purchases;
otherwise, the estimate of national out-
put calculated on the "product side"—
i.e., as the sum of transactions in final
markets—would fall seriously short. A
similar, but opposite, consideration
applies to imports. In the estimates of
purchases in final markets, there is
generally no distinction made between
goods and services produced in the
U.S. economy and those produced in
foreign economies and imported. The
imports included in these aggregates
must be netted out, for otherwise the
"product side" measure would seriously
overstate the Nation's output.

The market value of the national
output of goods and services can alter-
natively be estimated on the "income
side," i.e., as the sum of costs incurred
and profits earned in producing the
output. The calculation on, the "income
side" includes incomes arising from
the production of goods and services
for export. The incomes arising from
the production of goods and services
imported to this country are foreigners'
incomes, not incomes of U.S. residents,
and are not included.

In the second quarter, exports of
goods and services were at an annual
rate of about $64 billion and imports

at a rate of about $66 billion. Non-
military merchandise trade accounts
f >r roughly two-thirds of both exports
and imports. The remainder is mostly
services; it includes, in both exports
and imports, expenditures by travelers
abroad and payments for passenger
and freight transportation and for
capital services, the latter represented
by income from investments. U.S.
receipts of income from investments
abroad—including directly-owned en-
terprises as well as portfolio holdings—
currently run at more than $11 billion
annually, and are a major and fast-
growing export item.

Exports of nonmilitary merchandise
dropped about $1.3 billion (seasonally
adjusted annual rate) in the second
quarter and exports of other goods
and services are estimated to have
dropped by about half that amount.
The principal factor in the export de-
cline was a slowdown in economic
growth rates abroad, which dampened
exports of industrial goods.

Imports of goods and services other
than nonmilitary merchandise rose
about $% billion in the second quarter,
but the major development was a
$4 billion surge in imports of merchan-
dise. Imports were stimulated by hedg-
ing against possible strikes in the U.S.
steel and nonferrous metals industries,
and may also have been affected by
actions in anticipation of the West
Coast dock strike. Also, uncertainty
over the course of exchange rates and
the possibility of import restrictions
may have accelerated imports. More
fundamentally, imports were stimulated
by the slowdown in foreign economic
growth and the recovery in the U.S.
economy.

Federal deficit increases
The increase in social security bene-

fits—including the retroactive pay-
ment—was a major factor boosting
Federal expenditures in the second
quarter. There were also increases in
other transfer payments, especially un-
employment compensation, and in
grants to State and local governments.
Purchases of goods and services declined,

as did some other expenditure items.
Altogether, expenditures as measured
in the national income and product
accounts grew nearly $8 billion (season-
ally adjusted annual rate) to $221
billion.

Receipts increased $2% billion to an
annual rate of $198% billion and the
deficit rose $5 billion to an annual rate
of $22% billion. Personal tax receipts
increased less than $1 billion in the
second quarter. The small size of the
gain was largely due to a relatively low
level of final payments of 1970 taxes,
particularly on capital gains.

Corporate Profits

Corporate book profits before taxes
rose nearly $3 billion in the second
quarter to a seasonally adjusted annual
rate of $82 billion. Apart from the post-
strike rebound in the first quarter, this
was the largest quarterly advance since
the profit recovery of late 1967 and
early 1968. From their peak in late 1968
and early 1969 to the trough in the
strike-affected fourth quarter of 1970,
profits fell about $17% billion; the big
increase in the first quarter and the
more moderate advance in the second
together offset about three-fifths of that
decline (four-fifths if no account is
taken of the liberalized depreciation
rules discussed below). Corporate tax
liability rose $1^ billion (seasonally
adjusted annual rate) in the second
quarter, profits after tax were up $1%
billion, while cash flow (undistributed
profits plus capital consumption allow-
ances) rose $3K billion.

The liberalization of depreciation
rules used in calculating taxable income
became effective June 22, and was
retroactive to the beginning of this
year. The change in the rules therefore
affects the estimates of taxable income
for both the first and second quarters
(table 1). The effect of the liberalization
is to increase depreciation and cash
flow and reduce profits, though the
magnitude of the impact can at present
be only roughly estimated (see page 40
of this issue of the SURVEY). An ac-
curate assessment of the impact will
not be possible until 1973, when tax
return data for 1971 become available.
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Table 1.—Quarterly Changes in Capital
Consumption Allowances, Profits, and
Cash Flow With and Without the Liber-
alization of Depreciation Rules

[Billion dollars, seasonally adjusted annual rate]

§
h3

1

9
3
4
5
6

7

Corporate capital
consumption allowances.

Before-tax profits
Tax liability
After-tax profits (2-3)..
Dividends
Undistributed profits

(4-5)

Cash flow (1+6)

1971-1

With-
out

1.1

11.0
5.6
5.5
.6

4.8

5.9

With

4.6

7.5
3.9
3.7
.6

3.0

7.6

1971-11

With-
out

1.2

3.2
1.3
1.8

-.2

2.0

3.2

With

1.4

2.9
1.2
1.7

-.2

1.9

3.3

The book value measure of profits
includes inventory profits or losses
which are excluded from the profits
component of national income—an ag-
gregate which measures the factor
incomes arising from current produc-
tion. These inventory gains or losses,
which arise because of differences be-
tween the replacement cost of goods
taken out of inventory and the cost at
which they are charged to production,
are excluded from national income by
the "inventory valuation adjustment"
(IVA). Inventory profits were $1%
billion higher in the second quarter than
in the first; after adjusting for this, the
national income measure of before-tax
profits rose $1% billion in the second
quarter to a seasonally adjusted annual
rate of $77 billion.

Nonfinancial corporations
Nonfinancial corporations have ac-

counted for all of the recovery in profits
this year, as lower interest rates have
held down the profits of financial cor-
porations. The profits of financial insti-
tutions, which declined very little from

mid-1969 to early 1970 and rose sharply
during the remainder of last year, were
essentially unchanged in the first quar-
ter of this year, and declined a little in
the second. For the nonfinancial sector,
the improvement in profits has been
broadly based. Profits of durable goods
producers, which had borne the brunt
of the overall contraction during 1969
and 1970, rebounded sharply in the
first quarter—following the auto
strike—and apparently rose further in
the second. In nondurables manufac-
turing, profits rose in both quarters.
Outside manufacturing, profits of non-
financial corporations have been rising
since the spring of 1970 and this trend
appears to have continued in the
second quarter.

Profit margins up further

The growth of profits in the second
quarter, as in the first, was due to
increases both in the volume of output
and in profit per unit of output (chart
2). The average price per unit of non-
financial corporate output, which is the
sum of unit costs and unit profit, con-
tinued to rise in the second quarter but
the rate of increase was a bit slower
than in the first quarter and consider-
ably below the rate in last year's second
half. The rise in unit costs increased
moderately from the first quarter to
the second. In the first quarter, the
impact of the liberalization of depre-
ciation rules caused a large nonrecurring
jump in capital consumption allow-
ances, a component of nonlabor cost.
However, the impact of this was
cushioned by a reduction in unit labor
cost resulting from a very large gain in
productivity following the auto strike.

In the second quarter, unit labor cost
turned upward again but the rise in
unit nonlabor costs slowed.

CHART 2

Nonfinancial Corporations:
Price, Cost, and Profit Per Unit of Output

Dollars (Ratio scale)

1.4

1.2

1.0

Price\

. 8 ' ' "I p i i i n i l i i l i i i l i n l i n I n i l i i i l 1 1 1 1 n l l i n i l n l i n i l 1 1

1957 63 65 67
Seasonally Adjusted

NOTE:--Price per unit is calculated by dividing current dollar gross
corporate product (GCP) by constant dollar GCP. The other values
are calculated by dividing the several components of current dollar
GCP by constant dollar GCP. Nonlabor cost consists of capital
consumption allowances, net interest, and indirect business taxes
plus business transfers less subsidies received.

U.S. Department of Commerce, Office of Business Economics 71-8-2
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• Second quarter GNP increase now estimated at $20% billion
• In July: Labor force and employment increased, unemployment rate 5.8 percent
• Industrial prices up sharply, overall wholesale index up moderately
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SUKVE* OF C

' In July: Wage and salary disbursement unchanged

JUKHEJNT BUSINESS August 1971

| CHART A

• Sales of both domestic cars and imports little changed
• Housing starts and permits show strong growth
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August 1971 SURVEY OF CURRENT BUSINESS 1

• In the second quarter: Net exports declined precipitously
• Balance of payments deficit very large on both net liquidity and "official" bases
• Federal expenditures and deficit up substantially
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8 SURVEY OF CURRENT BUSINESS August 1971

• In July: Industrial production down close to 1 percent
• In the second quarter: Corporate profits (before taxes and including IVA] rose $11/2 billion
9 Productivity increased modestly, unit labor cost accelerated
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12 SUKVEY OF CURRENT BUSINESS August 1971
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Table 13.—Federal Government Receipts and Expenditures (3.1, 3.2) Table 16.—Implicit Price Deflators for Gross National Product (8.1)

Federal Government receipts.

Personal tax and nontax receipts. ..
Corporate profits tax accruals -. .-
Indirect business tax and nontax

accurals
Contributions for social insurance...

Federal Government expenditures

Purchases of goods and services
National defense .
Other

Transfer payments - .
To persons
To foreigners (net) .

Grants-in-aid to State and local gov-
ernments - --

Net interest paid

Subsidies less current surplus of gov-
ernment enterprises _.

Less : Wage accruals less disburse-
ments .. ....

Surplus or deficit (— ), national
income and product accounts

196.9

94.9
36.3

19.0
46.8

189.5

99.2
78.4
20.7

52.4
50.4
2.1

20.3

13 1

4.6

.0

7.3

191.5

92.2
30.6

19.3
49.3

205.1

97.2
75.4
21.9

63.4
61.2
2.2

24.4

14 6

5.5

.0

-13.6

191.6

93.8
30.6

19.0
48.2

196.1

100.2
78.9
21.3

56.1
54.0
2.1

23.0

14.3

5.0

2.5

-4.5

193.8

94.5
30.9

19.1
49.2

207.9

96.8
75.1
21.6

65.3
63.3
2.0

23.9

14.3

5.5

-2.1

-14.1

191.3

89.7
31.9

19.7
50.0

206.7

96.1
74.2
21.9

64.6
62.4
2.3

24.9

15.0

5.8

-.4

-15.4

189.3

91.0
29.0

19.4
49.8

209.8

95.9
73.2
22.7

67.5
65.0
2.4

25.9

14.8

5.7

.0

-20.5

195.6

87.6
32.4

20.6
55.0

213.2

96.7
73.0
23.7

69.6
67.4
2.2

27.3

14.0

5.7

.0

-17.5

198.3

88.4
33.5

20.6
55.9

220.9

95.7
71.8
23.9

77.5
75.3
2.2

29.5

13.4

4.8

.0

-22.5

Table 14.—State and Local Government Receipts and Expenditures
(3.3, 3.4)

Gross national product

Personal consumption expenditures. ..

Durable goods
Nondurable goods
Services

Gross private domestic investment

Fixed investment

Nonresidential .

Structures
Producers' durable equipment..

Residential structures
Nonfarm
Farm

Change in business inventories

Net exports of goods and services

Exports . -.
Imports . - -

Government purchases of goods and
services

Federal
State and local

128.21

123.5

106.0
122.1
133.2

126.4

123.0

141.1
115.1

137.9
137.9
133.2

114.7
110.8

144.0

134.4
153.9

135.29

129.4

108.9
127.7
140.2

132.6

130.0

152.0
120.1

142.4
142.5
138.6

120.6
119.2

157.3

148.6
165.1

132.82

127.3

107.6
126.1
137.4

129.8

127.0

146.9
118.1

140.1
140.2
136.6

119.2
116.2

152.4

144.3
160.0

134.32

128.7

108.2
127.4
139.3

131.2

128.6

149.6
119.3

140.9
140.9
138.5

119.8
117.7

156.1

148.2
163.1

135.97

129.9

109.2
128.1
141.0

133.3

130.7

154.1
120.6

143.8
143.9
139.4

121.6
121.4

159.3

150.5
166.8

138.07

131.7

110.8
129.2
143.1

136.2

133.6

157.9
122.6

144.7
144.8
140.0

121.7
121.5

161.7

151.8
170.2

139.88

133.0

112.5
130.0
145.6

137.7

134.5

159.6
123.4

147.9
148.0
141.4

125.2
123.4

165.8

157.2
172.8

141.30

134.3

113.0
131.3
147.6

139.7

136.1

165.7
123.8

150.4
150.5
143.7

125.2
123.8

167.9

158.2
175.5

Table 17.—Implicit Price Deflators for Gross National Product by

State and local government receipts

Personal tax and nontax receipts
Corporate profits tax accruals
Indirect business tax and nontax

accruals
Contributions for social insurance
Federal grants-in-aid

State and local government expendi-
tures

Purchases of goods and services
Transfer payments to persons
Net interest paid
Less: Current surplus of government

enterprises

Surplus or deficit (—), national
income and product accounts

119.0

21.3
3.4

66.7

7.3
20.3

118.9

110.6
11.8

.0

3.5

.1

133.4

23.6
3.5

73.6

8.3
24.4

132.9

122.2
14.4

.1

3.8

.5

128.0

23.0
3.5

70.7

7.9
23.0

126.9

117.1
13.3

.1

3.6

1.1

131.9

23.5
3.5

72.8

8.2
23.9

130.0

119.7
14.0

.1

3.8

1.9

135.3

23.8
3.7

74.5

8.4
24.9

135.1

124.0
14.8

.1

3.9

.2

138.5

24.2
3.3

76.4

8.7
25.9

139.8

127.9
15.6

.2

4.0

-1.3

143.7

25.1
3.8

78.7

8.9
27.3

144.1

131.5
16.4

.3

4.0

-.4

Table 15. — Sources and Uses of Gross Saving (5.1)

Gross private saving

Personal saving
Undistributed corporate profits
Corporate inventory valuation ad-

justment
Corporate capital consumption

allowances
Noncorporate capital consumption

allowances .
Wage accruals less disbursements....

Government surplus or deficit (— ),
national income and product
accounts..

Federal
State and local

Capital grants received by the United
States

Gross investment

Gross private domestic investment..
Net foreign investment

Statistical discrepancy.

133.5

37.9
20.0

-5.5

51.3

29.9
.0

7.4

7.3
.1

136.9

137.8
-.9

-4.1

153.4

54.1
16.2

-4.5

56.2

31.4
.0

-13.1

-13.6
.5

.9

136.6

135.3
1.3

-4.5

142.4

46.2
16.6

-5.8

54.4

31.0
.0

-3.4

-4.5
1.1

.9

132.6

131.2
1.4

-7.3

153.3

54.2
16.4

-4.2

55.7

31.3
.0

-12.2

14 1
1.9

.9

136.2

134.1
2.0

-5.8

157.8

57.4
17.7

-5.5

56.7

31.5
.0

-15.2

15 4
.2

.9

140.2

138.6
1.6

-3.2

160.0

58.5
14.3

-2.6

58.0

31.8
.0

-21.7

-20.5
-1.3

.9

137.5

137.3
.2

-1.6

167.7

58.4
17.3

-3.5

62.6

32.9
.0

-17.9

17 5
-.4

.7

145.6

143.8
1.8

-4.9

itiajor j. ype 01 jrrouuci {O.AJ

oe Gross national product- .
25/6 Finalsales
81- 1 Goods output

9« 1 Durable goods . .. .

147«7 Services

Structures134. 5 UVMU CO -

16-9 Addendum:
. 0

Gross auto product

1.6 Table 18.— Implicit Price De

Gross national product

Private
172.4

Business
60. 9 Nonfarm
19.2 Farm

—5. 1 Households and institutions

64. 0 General government

128.21
128.3

117.3

111.7
121.4

140.9

140.9

104.5

135.29
135.3

122.3

115.4
127.0

150.1

150.2

107.9

132.82
132.8

120.7

114.0
125.4

146.8

145.7

106.2

134.32
134.4

121.6

114.5
126.6

149.2

147.9

106.6

135.97
136.0

122.6

115.8
127.6

151.0

152.5

107.8

138.07
138.2

124.1

117.5
128.3

153.2

154.9

112.4

139.88
140.0

125.0

118.5
129.7

156.6

157.1

114.4

141.30
141.5

125.7

118.9
130.6

158.6

161.1

115.2

Oiators for Gross National Product by
Sector (8.4)

128.21

124.29

123.2
123.5
115.5

172.8

171.1

135. 29

130.38

129.0
129.4
118.0

186.8

188.7

132.82

128. 13

126.8
126.8
126.8

183.8

134.32

129. 43

128.1
128.4
120.0

187.5

135.97

131.00

129.5
130.0
116.8

190.4

138.07

132.98

131.4
132.4
108.4

193.2

139.88

134.45

132.9
133.7
112.8

199.6

141.30

135.84

134.2
135.0
115.6

201.9

•° Table 19. — Gross National Product: Change from Preceding
Period (7.7)

-21.0

-22.5
1.6

Gross national product:
Current dollars

.7 Constant dollars..
Implicit price deflator

147. 7 Chain price index

152. 4 Gross private product :
— 4 7 Current dollars

Constant dollars
—4. 4 Implicit price deflator

Chain price index

Percent

7.5
2.5
4.8
4.9

7.3
2.6
4.5
4.6

4.8
-.6
5.5
5.3

4.2
-.7
4.9
4.7

Percent at annual rate

3.4
-3.0

6.6
5.7

2.2
-3.1

5.4
4.5

5.3
.7

4.6
5.0

5.0
.8

4.1
4.6

6.3
1.3
5.0
4.7

6.5
1.5
4.9
4.5

2.0
-4.1

6.3
5.5

1.5
-4.4

6.2
5.4

13.8
8.0
5.3
6.4

13.4
8.5
4.5
5.5

8.3
4.0
4.1
4.8

8.7
4.3
4.2
4.8

t See footnote on page 10.
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By FREDERICK CUTLER

Benchmark Survey of U.S.
Direct Investment Abroad, 1966

Much new information on U.S. direct
investments abroad has been obtained
from a comprehensive survey conducted
by QBE. A volume of data has just been
published entitled United States Direct
Investments Abroad, 1966 Part 1: Balance
of Payments Data. It presents detailed
statistics of capital flows, net earnings,
the reinvestment of earnings, and the
receipt of all types of income by U.S.
owners, including royalties and fees,
together with a full description of
methodology.

AMI1ERICAN direct investments
abroad have received increasing atten-
tion in recent years. Their rapid growth
has influenced the pattern of inter-
national trade, resulted in substantial
U.S. receipts of profits and dividends,
and transferred U.S. capital, tech-
nology, and managerial talent abroad.
Detailed information about some
aspects of these multinational activities
has just been published by OBE under
the title United States Direct Investments
Abroad, 1966 Part 1: Balance of Pay-
ments Data, a supplement to the Survey
oj Current Business.1 The information
is based on a comprehensive benchmark
survey of about 3,400 U.S. owners
covering over 23,000 foreign affiliates.
Previous benchmark surveys were
conducted by OBE for the years 1950
and 1957.

Part I of the survey provides the
definitive measurable balance of pay-
ments results of all direct investments
for the year 1966, and is organized to
show extensive breakdowns by country
and industry. In addition, it presents
detailed information on the structure of

the foreign enterprises and on the type
of transactions with U.S. owners. It also
presents data classified by extent of
U.S. ownership and by age of the
foreign affiliate and provides such
details as transactions between primary
and secondary foreign enterprises, gross
versus net capital flows, profits and
losses of foreign branches, royalties and
related fees received from foreign affil-
iates for the use of the technology and
know-how transferred to them and
service charges and rentals collected
from affiliates.

Part II of the survey will be pub-
lished in separate segments based on
the industry classification of the U.S.
owners. It will include data on the
financial statements and operating sta-
tistics of the foreign affiliates.

This article highlights a few of the
interesting findings of the survey. One
is that despite very large increases
between 1950 and 1966 in direct invest-

ment outflows and in the combined
income (dividends, interest, branch
earnings, and fees and royalties) paid
to U.S. owners, the difference between
the two flows changed surprisingly
little.

These calculations, however, do not
take account of all the balance of pay-
ments flows related to direct invest-
ments, nor are they intended to measure
the overall impact on the balance of
payments of direct investments. For
instance, part of U.S. direct investments
abroad is financed by borrowing from
foreigners and these offsetting inflows
are not counted here. Likewise, the
considerable impact o f direct invest-
ment on trade flows is not taken into
account. Similar qualifications apply to
the other points made below.

A second finding relates to the link
between capital flows and earnings, on
the one hand, and the date of estab-
lishment or acquisition of foreign affili-

Table 1.—Capital Flows and Combined Income Receipts, 1950 and 1966
[Millions of dollars; balance of payments outflows (—)1

Area and country

All countries, total . .

Developed countries

Canada .
Europe .
Republic of South

Africa
Japan.. . . -.
Australia
New Zealand

Less developed countries.

Latin American
Republics --

Other Western
Hemisphere

Other Africa
Middle East
Other Far East
International . .

Capital flows

1950

-621

-463

-287
-121

-23
-7

-24
-1

-158

-45

-6
-10
-63
-9

-25

1966

-4,267

-3,577

-1,336
-1,970

-28
-54

-175
-14

-690

-276

-149
-80
-68
-58
-60

Change

-3,646

-3,114

-1,049
-1,849

-5
-47

-151
-13

-532

-231

-144
-70
-5

-49
-35

Interest, dividends
and branch earnings

1950

1,294

440

294
118

13
2

11
2

854

513

10
24

211
84
11

1966

3,938

1,520

725
644

55
42
44
10

2,418

911

165
259
889
125
70

Change

2,644

1,080

431
526

42
40
33
8

1,564

397

155
235
678
41
59

Royalties and fees

1950

231

122

35
73

3
4
6
1

109

65

1
1

11
31

n.s.s.

1966

1,099

821

222
490

14
42
50
3

278

155

12
18
27
46
22

Change

868

699

187
417

11
38
44
2

169

90

11
17
16
15
22

Net flows

1950

904

99

42
70

-7
-1
-7

2

805

533

5
15

159
106

-14

1966

770

-1,236

-389
-836

41
30

-81
-1

2,006

790

28
197
848
113
32

Change

-134

-1,335

-431
-906

48
31

-74
-3

1,201

256

22
182
689

7
46

1. Available at $1.75 per copy from the Superintendent of
Documents, U.S. Government Printing Office, Washington,
D.C. 20402 or any Commerce Department Field Office.
Stock number 0310 0039

n.s.s. Not separately shown.
NOTE.—Detail may not add to totals because of rounding.
Source: U.S. Department of Commerce, Office of Business Economics.
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Direct Investments
(Continued from page IS)

The coverage is believed to be virtually
complete for major U.S. investors.
Details of methodolog}7, regulations and
instructions, definitions, and copies of
the reporting forms can be found in the
Direct Investments Abroad volume.

"Direct foreign investment" is de-
fined to include all foreign business
organizations in which a U.S. person,
organization, or affiliated group owns
an interest of 10 percent or more. In
addition, a foreign business organization
in which 50 percent or more of voting
stock is owned by U.S. residents is
counted as a direct foreign investment
even if no single U.S. group owns as
much as 10 percent. It should be noted
that some of the U.S. reporters who own
direct investments abroad are them-
selves owned by foreigners, and direct
investments of such U.S. reporters are
included in this survey. Not covered are
U.S. holdings of the stocks or long-term
debt of foreign organizations not meet-
ing one of these criteria; such holdings
are considered portfolio, not direct,
investments.

"Direct foreign investment" also in-
cludes all equity in the stock and sur-
plus, and ownership of the long-term
debt, of the foreign organization be-
longing to U.S. persons other than the
U.S. parent of the foreign organization.
However, U.S. banking and nonparent
commercial claims on the foreign organi-
zation, or loans by U.S. Government
agencies, are not included; they are
shown elsewhere in the statements of
the U.S. balance of payments and inter-
national investment position. Thus,
accounts between the home offices and
foreign branches of U.S. banks which
are reportable on Treasury Department
Foreign Exchange Forms Bl and B2 are
excluded. The vast majority of such
accounts represent balances held by the
foreign branches with their U.S. home
offices.

Structures and Equipment
(Continued from page W)

is assumed to be a good indicator of the
use of the product. For example,

typewriters purchased on capital ac-
count were distributed to using in-
dustries on the basis of industry
employment of typists. In most cases,
all 76 user industries identified in the
capital flow table were included in the
allocation.

Evaluation

The estimates of equipment flows
shown in table 1 fall short of the
quality of the estimates of flows on
current account in the input-output
table for 1963. This is because there is
much less hard statistical information
available for estimating capital flows
than for estimating current account
flows.

Table 2 shows that, in dollar terms,
well over half of the flow of equipment
($19.4 billion out of $33.6 billion) was
allocated to using industries according
to indirect estimating methods of one
sort or another.

Information similar to that in table
2 has not been compiled for the current
account flows in the 1963 input-output
table. However, much more informa-
tion on actual purchases was available
for estimating the current account flows
so that indirect methods were used
much less. This is especially true for
manufacturing industries, for which the
Census of Manufactures supplied de-
tailed information for more than half
of the total consumption of materials
by manufacturing plants. In addition,
the regulatory commissions and various
private surveys provided much informa-
tion on current account flows for non-
manufacturing industries. Firm statis-
tical data on purchases, and in some
instances sales, underlie about one-half
of the total dollar amount of flows in
the current account table. In addition,
information of the sort listed in cate-
gories 2 and 3 in table 2, which can
also yield quite good estimates, is used
substantially in the current account
table.

Another factor to be considered in
evaluating the quality of the equipment
flows is that indirect estimating

methods are in general more reliable
for estimating current consumption
than capital purchases. The consump-
tion of many goods in current produc-
tion can be closely approximated by
such variables as output or employ-
ment, for which we have good data.
This is not the case for purchases of
new equipment. One can theorize about
factors which affect new capital pur-
chases, such as industry profits, excess
capacity, age of stock, expected de-
mand, and so on. However, we do not
have an adequate statistical or theo-
retical basis for setting up equations
incorporating such variables to estimate
an industry's demand for specific types
of fixed capital. Instead, the basis for
the estimates was usually data on
output, employment, or, in some in-
stances, capital stocks.9

Table 2 does not provide a very
useful basis for evaluating the estimates
of new structures. Although three-
fourths of the total dollar amount of
construction is in the combined cate-
gories 1 and 2, the quality of the
construction estimates is probably im-
paired because to a considerable extent
they are based on secondary sources of
information rather than on direct
surveys of work done.

It is clear that significant additions to
the Federal statistical program are re-
quired before fully adequate capital
flow tables can be constructed. As a
result of the experience gained in con-
structing the table for 1963, QBE is
better able to assess the need for ad-
ditional statistics on business purchases,
sales, and rentals of new fixed capital
for estimating inter-industry flows, and
to formulate specific recommendations
for such additions. The type of analysis
summarized in table 2 extended to
specific capital items and industries can
provide guidelines for the needed im-
provements by showing the products
and industries for which new or ex-
panded data collection surveys are most
needed.

9. Information concerning the basis for distributing each
product to the using industries will be available shortly.
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the BUSINESS SITUATION

It is too early to assess the impact of
the wage-price-rent freeze because the
available economic indicators basically
reflect conditions that antedate the
freeze and the other new policy elements
announced August 15. OBE has esti-
mated, however, the impact that the
President's proposals would have on
the Federal fiscal position on the NIA
basis. The estimate is discussed in this
article. Also reviewed here are BLS data
that indicate some deceleration this
year in the wage rate increases
negotiated in major union contracts.

X HE 90-day freeze on wages, prices,
and rents has been in effect for a month
as this issue of the SURVEY goes to press.
At this time, however, there is no easy
way to assess its impact because the
available economic indicators basically
reflect conditions that antedate the
inauguration of the freeze and other
elements of the President's "new eco-
nomic policy" (NEP). Congress re-
convened on September 8 and promptly
opened hearings on the parts of the
NEP which require legislation. These
include restoration of a tax credit for
investment in machinery and equip-
ment, accelerated liberalization of per-
sonal tax exemptions and deductions,
and repeal of the excise tax on
automobiles.

The proposed investment tax credit
(at 10 percent for the next year and 5
percent thereafter) and the recent
liberalization of depreciation rules will
stimulate capital spending. For the
remainder of the year, however, this
demand sector is unlikely to provide
much thrust to economic expansion.
The recent OBE-SEC quarterly capital

spending survey, which was taken
before the announcement of the NEP,
showed some worsening in manu-
facturers' assessment of their need for
more plant and equipment. A need for
more facilities was reported by com-
panies owning only 30 percent of total
assets in manufacturing, compared with
figures of 33 percent in March, 40 per-
cent last December, and 42 percent in
June 1970. Ample capacity is probably
a major reason why business was plan-
ning only a modest rise in total capital
outlays this quarter and little change in
the fourth. (Details of the survey are
on pages 14-17.)

One of the proposals before Congress
is repeal of the excise tax on automo-
biles, retroactive to August 15. Because
buyers are being assured that the tax
will be refunded to them if Congress
does repeal it retroactively, the response
to the NEP may \vell be seen more
promptly in auto sales than in other
demand categories.

In July, the last month completely
unaffected by the new policy, retail
sales declined somewhat (chart 1). The
available evidence indicates that there
was a strong advance in August, how-
ever. Sales of retailers in the auto group
were an important factor in the overall
gain indicated for August, but increases
were fairly widespread in both durable
and nondurable lines.

Dealers' unit sales of new domestic
cars show a strong jump in the final
third of August. This may reflect buyer
response to the President's August 15
message, but could be due to other
factors. (Sales strength continued in the
first third of September.) For the month

of August, sales of domestic models
were at an annual rate of 8)4 million
units, up about 2 percent from the pace
in June and July. Sales of imports,

CHART 1

Retail Sales

Billion $ (Ratio scale)

40

35

30

25

TOTAL

"Ti i i i 1 M i i i

-~:
15

NONDURABLES

Other Nondurables

Food Group

General Merchandise Group*

. . I I

DURABLES

Automotive Group

1968 1969 1970

Seasonally Adjusted

* Includes nonstore retailers

U.S. Department of Commerce, Office of Business Economics

1971

Data: Census

71-9-1
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meanwhile, gained very strongly in
August, rising about 10 percent from
the June-July pace to an annual rate
of 1.85 million units. This may reflect
a burst of buyer interest in the imports
already on hand, which were unaffected
by the import surcharge imposed
August 15.

Total personal income rose $8%
billion (annual rate) in August. A pay
raise for postal workers boosted income
about $2% billion (of which about
$2 billion was a one-time "bonus"
and about $% billion was a permanent
increase). Also, farm proprietors' in-
come again jumped sharply, rising
almost $1 billion in August after a gain
nearly that large in July. Otherwise,
the August gains in wages and salaries
and in the nonwage income components
were roughly in line with trends in the
spring and summer. The increase in
wages and salaries, about $4 billion
apart from the postal pay raise, was
basically due to a longer average work-
week and higher hourly earnings, as
employment was little changed from
July-

Personal income growth in 1971 has
been fairly strong even though em-
ployment has been essentially stable.
The June increase in social security
benefits, retroactive to the first of the
year, was of course an important
factor in the growth of income this
year though certainly not the only
one. Consumers have hesitated to
spend, however, and the saving rate
has been running slightly above 8
percent for a year now. With dis-
posable income at an annual rate of
about $750 billion, every percentage
point difference in the saving rate
represents a difference of about $7%
billion in consumption spending.

A visible response to the new eco-
nomic policy was registered in credit
markets, where the upward course of
interest rates was reversed. Rates in
money and bond markets had been
rising since early spring and by early
summer were exerting upward pressure
on mortgage rates and raising the threat
that saving flows to the mortgage
lending institutions might be curtailed.
The general firming in mortgage market
conditions had become a tempering

factor in the outlook for residential
construction, which has been the
strongest element in the current eco-
nomic expansion. The easing in market
rates of interest allays, at least for the
present, the threat to the homebuilding
boom posed by the firming in mortgage
markets. Starts are currently running
at a very high annual rate of about
2% million units and residential invest-
ment continues to be a strong compo-
nent of aggregate demand, though the
growth rate of residential outlays is
slowing.

An important factor to bear in mind

when assessing current activity is the
sharp runoff of steel inventories. Al-
though steel stocks are a relatively
small part of aggregate inventories, the
current liquidation is exerting a power-
ful influence on this summer's in-
ventory investment. In August, steel
users are estimated to have cut 4
million tons from the 12% million tons
they were reported to have stockpiled
as a strike hedge. This very steep
reduction of inventories apparently
satisfied most of last month's demand
for steel and mill production and
shipments fell drastically.

Second Quarter Profits and GNP

On the basis of additional informa-
tion, OBE has revised the estimate of
second quarter corporate profits. As
measured in national income, i.e., ex-
cluding inventory profits or losses,
total corporate profits are now esti-
mated to have been $78.3 billion
(seasonally adjusted annual rate) in the
quarter; the preliminary estimate,
published in August, was $77.0 billion.
The book profit estimate (i.e., profit
including inventory gains or losses) was
raised by the same amount, from a
preliminary $82.0 billion to a revised
$83.3 billion. The revision was prin-
cipally in profits earned abroad and
remitted to the United States. Because
foreign taxes on these profits are for the
most part used as a credit against U.S.
tax liability, the estimate of corporate

profits tax liability was little affected by
the revision.

As was outlined in last month's
SURVEY, the U.S. national income and
product accounts treat income earned
abroad as representing, on the "product
side" of the accounts, an export of
capital services. Therefore, second
quarter net exports of goods and
services, and total GNP, were revised
up correspondingly. Some slight re-
visions were made in other components
of goods and services exports and in
imports as well, so that the second
quarter figures in the GNP accounts are
identical to the second quarter figures
appearing in the balance of payments
accounts (reported beginning on page
32 of this issue). In total, net exports
and GNP were revised up $1.7 billion.

Federal Receipts and Expenditures

The impact of the NEP on the Fed-
eral fiscal position (NIA basis) in the
second half of 1971 and in the first half
of 1972 is shown on table 1. The major
impact of the proposal to defer welfare
reform for one year does not appear on
the table because that program was
originally schedule to begin in July
1972.

Impact on receipts

Federal receipts would be cut consid-
erably under the NEP—$4 billion in the
second half of 1971 and $8% billion in
the first half of 1972 (annual rates).
The largest reduction would be in cor-
porate tax liabilities, largely due to the
proposed Job Development Credit. The
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Table 1.—Impact of "New Economic Policy"
on Federal Receipts, Expenditures, and
Deficit (NIA Basis)

(Billions of dollars, seasonally adjusted at annual rates)

Federal government receipts

Personal tax and nontax payments. _ _
Corporate profits tax accruals
Indirect business tax and nontax

accruals 1 . .

Federal government expenditures

Purchases of goods and services
National defense . -
Other

Transfer payments to foreigners

Grants-in-aid to State and local gov-
ernments

Federal deficit, national income and pro-
duct accounts l -

1971

Second
half

—4 0

— 2.4

— 1 6

-3.4

— .9
— .2
— 7

— 1

— 2 4

— 6

1972

First
half

—8 8

-2 5
—4 1

— 2 2

—6 0

—4 5
— 2 4
— 2 1

— 1

— 1 4

—2 8

1. Excluding import surcharge, which would add about $2
billion (net) to receipts in its first full year.

proposed credit is similar to the invest-
ment tax credit in effect in 1962-66
and 1967-69, but with two major dif-
ferences. First, a 10-percent tax credit
would apply to machinery and equip-
ment acquired in the year beginning
August 16, 1971, including goods or-
dered before that date; the 10-percent
credit would also apply to goods deliv-
ered by February 15, 1973, provided
they were ordered before August 16,
1972. The credit would drop to a
permanent rate of 5 percent for goods
ordered after August 16, 1972. Second,
no credit would be allowed for foreign-
produced goods so long as the temporary
import surcharge is in effect. Corporate
taxes would also be lowered beginning
January 1, 1972 by adoption of the
Domestic International Sales Corpora-
tion (DISC) proposal which provides for
tax deferral on export income if such
income is used in export-related
activities.

Personal taxes also would be cut
under the NEP, principally because tax
reductions now scheduled for January
1973 would be moved forward to Jan-
uary 1972. The personal exemption
would move to $750 and the standard
deduction to 15 percent under the NEP
proposal. Under present law, the exemp-
tion is already scheduled to increase
from $650 to $700, and the standard
deduction from 13 percent to 14 per-
cent, on January 1, 1972. Personal

taxes would also be lowered by the
impact of the Job Development Credit
on unincorporated business.

Indirect business taxes will be reduced
if Congress repeals the automobile
excise tax retroactive to August 15,
as proposed. The present tax is 7
percent of the manufacturer's price to
the dealer, or slightly under 5% percent
of the final price to the purchaser, an
average of $200 per automobile. The
temporary import surcharge is also
classified as an indirect business tax,
and will increase receipts about $2
billion (annual rate) while in effect
(but this is not included in table 1).

Impact on expenditures

The President's program also calls
for reductions in Federal expenditures.
On an NIA basis, these reductions are
estimated at $3.4 billion in the second
half of 1971 and $6 billion in the first
half of 1972 (annual rates).

Purchases of goods and services and
grants-in-aid to State and local govern-
ments are the categories principally
affected. Both defense and nondefense
purchases would be reduced by post-
ponement of a previously scheduled
Federal pay raise from January 1, 1972
to July 1, 1972, and by intended re-
ductions in employment. (As a result
of the President's proposal, it is ex-
pected that there would be 66,000
fewer Federal employees on June 30,
1972 than on June 30, 1971.) Non-
defense purchases in fiscal 1972 are
further reduced by the deferral of
welfare reform which would have re-
quired about $% billion of administra-
tive costs in this fiscal year.

The reduction in grants results largely
from the deferral of general revenue
sharing from October 1, 1971 to Janu-
ary 1, 1972, and the deferral of certain
special revenue sharing programs from
January 1972 to July 1972 and January
1973.

Other fiscal developments

A number of factors, in addition to
the President's proposals, have changed
the January budget estimates of fiscal
1972 receipts and expenditures.

Federal receipts (unified budget
basis), excluding the President's Au-
gust 15 proposals, are now estimated

at $9 billion to $10 billion below the
January estimates, largely because of
reductions in the estimates of corporate
income tax collections. (No revised
estimates are available for receipts on
the NIA basis.)

Federal expenditures, also excluding
the effect of the NEP, are now esti-
mated by the Office of Management
and Budget at about $8 billion above
the January estimates on the unified
budget basis (and unofficially estimated
by OBE at $7 billion over budget on the
NIA basis). Congressional action ac-
counts for over half of the upward
revision, and increases in "uncontrol-
lable" programs, such as for unemploy-
ment benefits and public assistance,
account for much the rest.

The new estimates of receipts include
the net impact of several changes in
social security financing that have
occurred since January. Congressional
deferral from January 1, 1971 to
January 1, 1972 of an increase in the
wage base from $7,800 to $9,000 reduced
estimated fiscal 1972 collections by
$2.8 billion. That reduction would be
only partly offset in fiscal 1972 by the
House-approved increase in the social
security tax rate from 10.4 percent to
10.8 percent (employer and employee
combined) and in the wage base to
$10,200, both effective January 1, 1972.
(Both of the latter increases await
action by the Senate).

Although the net impact of these
Congressional actions would lower fiscal
1972 collections relative to the esti-
mates in the January budget, the
combined effect of the wage base
change under present law and the new
increases under the House proposal
would raise calendar 1972 tax liabili-
ties (and NIA contributions for social
insurance) by more than $7 billion, as
shown in table 2.
Table 2.—Calendar 1972 Tax Increases for

Social Security Under Present Law and
Proposed Legislation

[Billions of dollars]

Present law:

Maximum wage base rises from $7,800 to $0,000. _

Proposed legislation:

Maximum wage base rises from $<),000 to $10,200..

Employer-employee tax rate rises from 10.4% to
10.8% ' - - - -

Total impact 7.1
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Wages Under Collective Bargaining

There was a deceleration in this year's
first half of wage rate increases nego-
tiated in major collective-bargaining
agreements. Settlements of contracts
involving 1,000 or more workers pro-
vided an average first-year increase of
10 percent in straight time hourly earn-
ings, compared with a record 12 percent

Wage Increases Under Collective Bargaining
<*™~~—-* In first year of contract
• • Over life of contract

Increases negotiated in first half
of 1971 were smaller than last year's

Percent Per Year

15

10

ALL INDUSTRIES

Some acceleration of increases in
manufacturing...

15

10

MANUFACTURING

was offset by deceleration outside
manufacturing

15

10

NONMANUFACTURING

1968 1969 1970 1971

NOTE.-Figures plotted are mean percentage increases in straight time
hourly earnings resulting from collective bargaining agreements reached
in the time period indicated and covering 1,000 or more workers.

Data: BLS

U.S. Department of Commerce, Office of Business Economics 71-9-2

provided under contracts negotiated in
the year 1970. As in recent years, there
was widespread "front loading" of
multiyear contracts, i.e., providing
larger wage gains in the first year of
the contract than in subsequent years.
The annual wage increase over the full
life of these contracts averaged 8 per-
cent, down from 9 percent last year.

The deceleration of first-year wage
gains was outside manufacturing; the
average increase provided in new manu-
facturing contracts accelerated some-
what (chart 2). In part, the slowdown
outside manufacturing can be traced to
the small number of workers bargaining
in the construction industry and to the
fact that the wage gains won in the
construction settlements were substan-
tially smaller than gains won in 1970.
The first half of this year saw settle-
ments of only nine major construction
labor contracts, covering 35,000 work-
ers, and these provided an average first-
year wage increase of 13% percent. Last
year, contracts covering 700,000 work-
ers provided an average increase of 17%
percent.

Since the end of March, construction
labor contracts have been subject to
a new system of wage restraints under
the jurisdiction of the Construction
Industry Stabilization Committee
(CISC). This committee had approved
nearly 100 contracts by midyear, but
only three met the Bureau of Labor
Statistics definition of a "major" situa-
tion, i.e., one involving 1,000 or more
workers. The CISC review process is
helping to curb the rise of construction
wages and prices. However, the small
number of major situations reviewed
precludes any assessment of the Com-
mittee's impact on major contract
settlements in the first half of this year.

Aside from the construction industry,
the collective bargaining schedule is
very heavy this year. Approximately
4% million workers—about the same
as last year—are covered by contracts
that expire in 1971 or contain provisions
for a reopening on wages this year.

Moreover, at least 5% million workers
were scheduled for deferred increases
negotiated in contracts settled in 1970
and earlier; BLS estimated at the start
of the year that the deferred increases
paid in 1971 would average about 1%
percent, the largest on record. Also,
about 3 million workers are covered by
provisions of escalator clauses tied to
changes in the consumer price index.

The schedule of negotiations and wage
increases has of course been thrown
askew by the 90-day freeze inaugurated
on August 15. Roughly 700,000 private
nonfarm workers are under contracts
expiring during the freeze or having pro-
visions for reopening in that period, 1.2
million were scheduled for deferred
increases, and 600,000 are under con-
tracts that might have granted escalator
increases. The President's new economic
policy will almost certainly result in
the average wage increase for full year
1971 being lower than it otherwise
would have been. The success of the pro-
gram depends heavily on the outcome of
labor negotiations after the freeze. A
key factoir in determining these out-
comes will be the "Phase II" program
that succeeds the freeze—and the nature
of that program is not now known.

Union and nonunion ivages

An interesting question, with con-
siderable relevance for assessments of
the course of wages and prices, is the
extent to which nonunion wages differ
from union wages in their responsiveness
to economic conditions. The figures
previously cited on wage increases
negotiated under major agreements are,
by definition, for union members in
situations involving at least 1,000
workers. It would not be surprising to
find nonunion wages responding more
sensitively than union wages to fluctua-
tions in economic activity, mainly
because of greater management dis-
cretion in nonunion firms.

Unfortunately, there is not much
systematic evidence bearing on non-
union wages, but BLS does prepare
data on wage rate increases in manu-
facturing for union and nonunion firms
separately. In the nonunion group this
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information is collected only from firms
that make general wage changes; firms
that change wages on an individual
worker basis are excluded. Data for the
first quarter of 1971, which cover a very
limited number of workers, indicate a
mean increase in straight time hourly
earnings of 5h percent for nonunion
establishments, compared with 6 per-
cent in both 1970 and 1969, and 5%
percent in 1968. By contrast, the mean
increase for union establishments was 8
percent in the first quarter as compared
with 1% percent in 1970, 7% percent
in 1969, and 6% percent in 1968.

"Effective" wage change

Deferred wage increases are probably
rare in nonunion firms, but they are an
extremely common feature of multiyear
union contracts. For this reason, it is
interesting to look at the behavior of
the "effective wage adjustment"
(EWA) calculated by BLS for workers
covered by major agreements. The
EWA is the average percentage change
in straight time hourly earnings result-
ing from: (1) the first-year wage change
under new contracts (including situa-
tions in which wages are unchanged or
decreased); (2) deferred increases, nego-
tiated in earlier years but paid in the
year in question; and (3) nonguaranteed
cost of living adjustments resulting
from escalator clauses.

The EWA for the year 1970 was 8%
percent, up sharply from 6% percent in
1969 and 6 percent in 1968.

The EWA is determined both by
size of the wage increases (first-year,
deferred, escalator) and by the number
of workers receiving them. The marked
acceleration of the EWA from 1969 to
1970 was attributable mainly to the
fact that 1970 negotiations covered a
record 4.7 million workers, compared
with 2.8 million in 1969. The large
number of workers gave heavy weight

to the big first-year wage increases
typical under "front loading"; the
first-year change dominated the EWA,
accounting for 5.1 percentage points
out of the total 8.8 percent EWA
(table 3). In years of lighter bargaining,
such as 1969, first-year increases receive
less weight, deferred increases are more
prominent, and the rise in the EWA
moderates.

Table 3.—Components of Effective Wage
Adjustment

[Mean percent change]

Private nonfarm, all industries:

First-year wage change - .
Deferred wage change
Cost of living escalator change
Total effective wage adjustment

Manufacturing :

First-year wage change
Deferred wage change
Cost of living escalator change
Total effective wage adjustment

Non manufacturing:

First-year wage change
Deferred wage change
Cost of living escalator change
Total effective wage adjustment

1968

3. 2
2 4
.3

6.0

3 0
2 1
.5

5.7

3 4
2. 7
.1

6.3

1969

2.4
3 8
.3

6.5

2 1
2 7
.5

5.4

2 6
4.8

2
7'. 7

1970

5 1
3 1
.6

8.8

3 3
2 5
1.2
7.1

6 8
3.6
.1

10.5

NOTE.—All figures are employment-weighted means of
wage changes occurring under the provisions of agreements
covering 1,000 or more workers, and represent percentage
increases in straight time hourly earnings.

Source: Bureau of Labor Statistics.

Last year's acceleration in the EWA
was more pronounced in nonmanu-
facturing industries than in manu-
facturing. In part, this can be traced
to very big first-year increases negoti-
ated in the trucking and construction
industries. In manufacturing, the in-
crease in the EWA reflected generally
heavier bargaining and a big jump in
the average cost-of-living escalator ad-
justment. That jump was due to both
an increased number of workers covered
by escalator clauses and the pronounced
rise in prices. In addition, the escalator
adjustment was boosted by a cost-of-

living "catch up" provision in the auto
labor contracts.

Effective change in 1971

It is not possible to calculate the
EWA for the first half of 1971 because
information is lacking on deferred in-
creases and escalator adjustments effec-
tive during that period. BLS has esti-
mated the average deferred increase
for all of 1971, but there has been no
allocation of this estimate between half
years.

It would not be appropriate to project
an EWA for the year as a whole using
information on settlements negotiated
through June. This is so because those
settlements covered only 1% million
of the 4% million workers scheduled for
bargaining in 1971, and represented an
untypical industry mix, in part because
there were so few major settlements in
the construction industry. Nonetheless
the EWA for the full year 1971 will
very likely reflect some dampening
caused by the new economic policy.
Even in the absence of this, however, it
seems quite possible that 1971 might
have seen a downturn in the EWA. The
deceleration of the average first-year
increase in the first half of 1971 (to 10
percent, compared with 12 percent in
1970) did reflect rather limited cover-
age, but the period nevertheless in-
cluded key agreements in the railroad,
can, apparel, and aluminum industries,
which typically set patterns for subse-
quent settlements. Furthermore, esca-
lator increases are not expected to be as
important this year as last, both because
of the special effect that the auto settle-
ment had on last year's figures and be-
cause of the slower rate of price increase
this year. Some offset to these factors is
the anticipated higher average deferred
increase scheduled for 1971, but it does
not seem likely that this will dominate
the year's EWA.
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6 SURVEY OF CURRENT BUSINESS September 1971

In August: Nonagricultural payroll employment was virtually unchanged
The jobless rate rose to 6.1 percent

Wholesale industrial prices increased sharply, nonindustrial prices declined
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• In August: personal income rose $8.8 billion, boosted by an increase in postal workers' pay
• Sales of both domestic cars and imports increased
• Expenditures for plant and equipment expected to rise $0.8 billion in third quarter and change little in fourth
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8 SURVEY OF CUKRENT BUSINESS September 1971

• In July: Manufacturing and trade firms added $420 million to their stocks
• Net exports of merchandise in deficit again
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.

In August: Industrial production declined
Bank credit and money supply increased

Interest rates and bond yields dropped
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1971 Plant and Equipment Programs Moderately
Reduced From Earlier Plans

Business capital spending programs
for 1971 have been revised moderately
downward again. The expected rise from
1970 as reported in August is 2.2 per-
cent, as against 2.7 percent expected in
May and 4.3 percent in February.
Spending rose at an annual rate of
$2.3 billion in the second quarter and
expectations are for a $0.8 billion rise
this quarter with little further change in
the fourth quarter.

BUSINESSMEN plan to spend $81.4
billion1 on new plant and equipment
in 1971, according to the survey con-
ducted in late July and August by
the Office of Business Economics and
the Securities and Exchange Commis-
sion. The projected 2.2 percent rise in
1971 compares with actual increases of
5.5 percent in 1970 and 11.5 percent
in 1969. Virtually all of the reports for
the survey were completed before the
President's August 15 announcement
of changes in economic policies.

Actual outlays in the second quarter
of 1971 were at a seasonally adjusted
annual rate of $81.6 billion, up $2.3
billion or 3 percent from the first
quarter; the advance from the fourth
quarter to the first was about 1 percent.
Outlays in the third quarter are pro-
jected to rise $0.8 billion to $82.4
billion, but little change is projected
for the final quarter of the year.

The latest findings show a projection
for the year that is about $400 million
lower than the projection reported in
the May survey and about $1.7 billion
lower than that reported in February.
The revision of expectations for the
year 1971 centers in manufacturing,

1. The expectations figures have been adjusted for system-
atic biases in survey responses (footnote 2, table 4). Before
adjustment, 1971 expenditures were expected to be $81.3
billion for all industries, $30.7 billion for manufacturing and
$50.6 billion for nonmanufacturing. The adjustments were
applied separately to each major industry; their net effect
was to decrease the manufacturing total by $0.6 billion and
to raise the nonmanufacturing total by $0.8 billion.

where downward revisions have been
widespread (see table 1). The sharpest
cutbacks are by producers of aircraft,
stone, clay, and glass, and paper. In
nonmanufacturing, downward revisions
were reported for the communications,
railroad, and "other transportation''
industries but these were offset by up-
ward revisions for mining, electric util-
ities, and "commercial and other"
categories.

Table 1.—Plant and Equipment Expendi-
tures, Annual Percent Change 1970-71

A H industries _ _

Manufacturing industries

Durable goods

Primary metals
Blast furnace, steel

works
Nonferrous-

Electrical machinery
Machinery except

electrical

Transportation
equipment

Motor vehicles
Aircraft

Stone, clay and glass
Other durables * - ..

Nondurable goods

Food including beverage _
Textile
Paper
Chemical

Petroleum
Rubber
O ther nondurables J

Nonmanufacturing
industries _ _.

Mining

Railroad . .

Air transportation

Other transportation

Public utilities
Electric
Gas and other -

Communication

Commercial and other

Act-
ual
1970

5.5

.8

-1.0

.3

-8.6
12.3

11.6

1.0

-12.2
-3.5

-34.8

-7.6

2.8

9.6
-11.3

4.4
11.0

-13^7
.6

8.8

1.4

-4.6

20.7

-27.2

13.2
19.1

-6.6

21.6

3.4

Expected 1971 as
reported in

Feb-
ruary

4.3

-.3

-2.5

-10.5

-12.8
-12.6

1.2

-1.0

-3.8
-.4

-5.9

4.7
-.2

1.9

4.0
-4.8

-14.7
5.3

5.9
-16.5

9.1

7.4

.5

2.6

-22.4

13.4

17.5
22.4

-3.5

10.3

3.8

May

2.7

-4.2

-7.1

-8.1

-12.5
-8.2

-5.9

-10.7

-10.0
-4.1

-23.1

-5.2
-2.0

-1.4

-6.5
-2.7

-16. 1
-2. 1

7.0
-19.4

9.5

7.3

5.2

-2.6

-40.0

18.3

16.5
21.0

-2.6

11.2

6.8

Au-
gust

2.2

-5.8

-9.4

-11.0

-17.4
-6.3

-7.1

-16.9

-12.6
-7.8

-29. 1

-12.1
1.1

-2.1

-6.2
3.8

-26.4
-.5

6.7
-15.3

2.7

7.5

10.0

-7.7

-39.2

7.6

18.1
23.1

-3.4

8.8

8.1

1. Includes industries not shown separately.

Sources: U.S. Department of Commerce, Office of Business
Economics, and the Securities and Exchange Commission.

CHART 7

Plant and Equipment Expenditures

Billion $ (Ratio scale)

100 - ALL INDUSTRIES

50 I I 1,1
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MANUFACTURING

Durables

\
Nondurables

i i i I i i i I i i i I i i i I i i i 1 i i i I i i

COMMUNICATION AND COMMERCIAL

- TRANSPORTATION INCLUDING RAILROADS

1966 67 68 69 70 71 72

Seasonally Adjusted at Annual Rates

• Expectations Data: OBE-SEC

U.S. Department of Commerce, Office of Business Economics 71-9-7
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Annual investment programs

Nonmanufacturing industries pro-
ject an aggregate 1% percent increase
in spending from 1970 to 1971, while a
decline of 6 percent is expected by
manufacturers. The strongest non-
manufacturing increases are 23 percent
for electric utility firms and 10 percent
for mining companies. Communication
companies expect an increase of 9 per-
cent and both die "commerical and
other" group and transportation firms
other than rail and air carriers expect to
raise capital spending about 8 percent.
In the latter group, pipeline companies
are projecting very sharp increases.
Airlines and railroads expect decreases
of 39 percent and 8 percent, respec-
tively, while gas utilities are projecting
a 3 percent decline.

Manufacturers of durable goods ex-
pect a 9 percent decline in capital
outlays this year and nondurable goods
producers a 2 percent decline. Pro-
ducers of iron and steel, aircraft, non-
electrical machinery, paper products,
and rubber products project declines

ranging between 15 percent and 30
percent. Smaller declines are projected
by the nonferrous metal, motor vehicle,
electrical machinery, food-beverage,
and stone, clay, and glass industries.
Increases are expected by manufac-
turers of petroleum (7 percent), textiles
(4 percent), and "other nondurable
goods" (3 percent).

Investment determinants

In recent months, the factors believed
to be influential determinants of near-
term investment have continued to
show the mixed pattern which charac-
terized the first half of the year. The
volume of economic activity, profits,
and cash flow were improving, which
should tend to support a rising rate of
capital expenditures. In addition, in-
terest rates were well below the mid-
1970 levels. The major negative factor
was the low rate of capacity utilization
in manufacturing. The latest OBE-
SEC survey found a further drop in
the proportion of manufacturers'
facilities considered inadequate to meet
production requirements over the next

Table 2.—Manufacturers' Evaluation of Their Capacity

(Percent distribution of gross capital assets) l

More plant and equipment needed :

All manufacturing

Durable goods 2

Primary metals
Metal fabricators 3

Nondurable goods 2

Food including beverage
Chemical
Petroleum

About adequate:

All manufacturing . _ _ . . .

Durable goods 2 - _ _ _ _ _ _ _ . . _ _ _ .
Primary metals
Metal fabricators 3 .. -.

Nondurable goods 2

Food including beverage _
Chemical
Petroleum . . . .

Existing plant and equipment exceeds needs:

AH manufacturing

Durable goods 2 _ - _ - ..
Primary metals
Metal fabricators 3

Nondurable goods 2

Food including beverage _ . _
Chemical
Petroleum

1968

Dec.
31

47

45
41
49
49
54
58
40

48

48
45
48
48
41
40
59

5

7
14
3
3
5
2
1

Mar.
31

48

46
41
49
49
46
72
39

47

47
44
48
48
49
25
60

5

7
15
3
3
5
3
1

19

June
30

43

40
30
49
46
43
56
41

52

53
56
48
51
53
43
58

5

7
14
3
3
4
1
1

69

Sept.
30

44

40
31
47
48
44
71
42

51

53
54
50
49
53
27
57

5

7
15
3
3
3
2
1

Dec.
31

46

39
33
43
53
47
73
47

49

53
52
52
44
49
26
53

5

8
15
5
3
4
1
0

Mar.
31

44

37
30
41
51
46
68
48

50

53
54
52
47
51
31
52

6

10
16
7
2
3
1
0

19

June
30

42

34
30
36
49
44
68
47

52

56
54
56
48
53
31
53

6

10
16
8
3
3
1
0

ro

Sept.
30

41

33
32
35
48
44
48
61

51

55
51
54
48
51
51
39

8

12
17
11
4
5
1
0

Dec,
31

40

31
25
35
50
40
57
60

53

61
73
54
45
52
40
40

7

8
2

11
5
8
3
0

19

Mar.
31

33

28
20
34
38
38
43
38

60

63
77
55
57
52
53
62

7

9
3

11
5

10
4
0

71

June
30

30

25
19
24
35
35
42
38

61

63
70
63
59
53
55
62

9

12
11
13
6

12
3
0

1. According to respondent companies' characterizations of their plant and equipment facilities, taking into account their
current and prospective sales for the next 12 months.

2. Includes industries not shown separately.
3. Includes machinery, transportation equipment, and fabricated metals industries.

Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities and Exchange Commission.

12 months (table 2) and significant
declines in the value both of new
manufacturing investment proj ects
started and the carryover on projects
underway (table 3). However, the
recent introduction of liberalized de-
preciation procedures and implementa-
tion of the new economic policies
announced by the President on
August 15, particularly the proposed
investment tax credit for capital equip-
ment, should have a strengthening
effect on capital expenditures during
the next year.

Semiannual patterns

Capital spending in the first half of
1971 was up only fractionally from the
second half of 1970 and up about 1%
percent from the first half of 1970.
Almost all manufacturing industries
reported smaller outlays in the first
half of 1971 than in the second half of
1970. In nonmanufacturing, first half

CHART 8

Manufacturers7 Evaluation of
Existing Capacity*

Percent of Capital Assets Held by Respondents Reporting •

60

50

40

30

60

50

40

MORE CAPACITY NEEDED

_ CAPACITY ADEQUATE

I . . . I

10 -
CAPACITY EXCEEDS NEEDS

1964 66 67 68 69 70 71

End of Quarter, Not Adjusted for Seasonal Variation

* Relative to prospective operations during the ensuing 12-month period.

Data: OBE-SEC

U.S. Department of Commerce, Office of Business Economics 71-9-8
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outlays were buoyed by increases for
electric utilities, communications, min-
ing, commercial companies, and trans-
portation firms other than rail and air.
Airlines showed a sharp drop in capital
spending in the first half of 1971.

Spending in the second half of 1971
is expected to be up about 2% percent
from the first half. Nonmanufacturing
industries expect an increase of 4%
percent, with the largest advance (11
percent) scheduled by electric utilities.
Spending by manufacturers is expected
to drop 1 percent from the first half to
the second, with durable goods pro-
ducers planning a 2% percent increase
and nondurables firms expecting a 4
percent decline. In the durable goods
category, increases are projected by
the stone, clay, and glass, motor vehicle,
electrical machinery, and "other dur-
able goods" industries. In nondurables,

the decline in the second half is attribu-
table to the food-beverage, paper, petro-
leum, rubber, and "other nondurables'7

industries.

Manufacturers' capacity evaluation

Manufacturers' evaluations of their
capacity, taking into account prospec-
tive sales over the next 12 months, indi-
cate a further sharp reduction between
March 31 and June 30 in the need for
more facilities. Companies owning 30
percent of total fixed assets in manu-
facturing reported that they need more
facilities, as against 33 percent in
March and 42 percent in June 1970
(table 2). A decline between March
and June in the need for additional
facilities was reported by all major
manufacturing groups except the petro-
leum industry. The metal fabricator

group reported a particularly sharp
decline.

Companies reporting capacity in ex-
cess of current and near-term needs
accounted for 9 percent of total fixed
assets at June 30, up 2 percentage
points from March 31 and 3 percentage
points from June 1970. Facilities viewed
as "about adequate" as of June 30
represented 61 percent of manufac-
turers' fixed assets, up from 60 percent
3 months earlier «and 52 percent 12
months earlier.

Starts and carryover

Investment projects started by man-
ufacturers during the second quarter
totaled $6.5 billion, after seasonal
adjustment, down 3 percent from the
first quarter (table 3). Durable goods
manufacturers reported a 13 percent

Table 3.—Starts and Carryover of Plant and Equipment Projects, Manufacturing and Public Utilities, 1968-71
[Billions of dollars]

Manufacturing 3

Durable goods 3 - _ ..- .._ . .. ... -

Primary metals _ _ - _ . . _
Electrical machinery
Machinery except electrical
Transportation equipment 4 - - - - - . -
Stone, clay, and glass - -- ... - - - - - -

Nondurable goods 3

Food including beverage
Textile
Paper _.
Chemical
Petroleum _ . . . _ . .

Public utilities

Manufacturing 3

Durable goods 3

Primary metals
Electrical machinery
Machinery except electrical
Transportation equipment 4 - -
Stone clay and glass

Nondurable goods 3

Food including beverage
Textile
Paper
Chemical
Petroleum _. . . ..... . .

Public utilities ... ..

Starts i

Annual

1968

29.64

14.59

3.21
1.81
2.70
2.90
1.06

15.05

2.32
.59

1.42
2.9S
5.57

12.86

1969

34.07

16.85

2.96
2.80
3.60
2.66
1.08

17.22

2.97
.60

1.59
3.62
6.19

15.16

1970

29.18

14.04

2.55
2.18
3.29
2.04
.82

15.14

2.50
.49

1.54
3.06
5.64

17.20

1970

I

8.64

4.42

.65

.82

.84

.78

.32

4.21

.66

.16

.58

.96
1.39

5.63

II

6.92

3.37

.54

.41

.86

.58

.13

3.54

.65

.15

.33

.71
1.23

4.16

III

6.54

3.13

.93

.36

.68

.35

.22

3.41

.60

.10

.18

.69
1.34

2.83

IV

7.09

3.12

.42

.59

.91

.34

.15

3.97

.58

.08

.45

.70
1.67

4.58

1971

I

6.91

3.49

.78

.53

.57

.65

.25

3.42

.50

.18

.21

.87
1.26

7.13

II

6.48

2.80

.56

.29

.64

.32

.17

3.68

.70

.20

.17

.83
1.23

4.28

Carryover 2

1970

Mar.

23.75

12.27

3.67
2.36
1. 17
2.78
.70

11.48

1.53
.30

1.29
3.10
4.04

22.39

June

22.51

11.56

3.43
2.21
1.10
2.68
.56

10. 95

1.44
.31

1.19
2.92
3.90

23.26

Sept.

21.06

10.82

3.54
2.02
.94

2.43
.55

10.24

1.32
.27
.95

2.74
3.80

22.51

Dec.

19.49

9.67

3.02
1.93
.97

2.21
.45

9.81

1.19
.21
.97

2.51
3.80

23.35

1971

Mar.

19.70

10. 05

3.14
2.04
.89

2.39
.50

9.66

1.08
.26
.89

2.60
3.75

27.36

June

18.64

9.33

2.98
1.80
.79

2 21
"!48

9.31

1.04
.31
.75

2.56
3.52

27.81

Adjusted for Seasonal Variation

i

8.56

4.33

.61

.78

.71

.84

.32

4.23

.71

.21

.49

.94
1.42

3.95

6.76

3.39

.60

.42

.99

.45

.12

3.37

.59

.14

.29

.55
1.28

4.84

7.26

3.52

1.04
.40
.82
.36
.22

3.74

.63

.10

.20

.81
1.51

3.65

6.92

2.91

.39

.55

.81

.36

.16

4.01

.59

.07

.64

.85
1.42

4.91

6.71

3.35

.72

.48

.56

.65

.23

3.36

.54

.20

.16

.78
1.26

5.10

6.53

2.91

.69

.30

.64

.28

.18

3.62

.63

.18

.15

.73
1.36

4.45

24.17

12.90

3.87
2.30
1.60
2.81
.76

11.27

1.61
.33

1.20
3. 13
3.99

21.12

22.82

12.21

3.68
2.15
1.66
2 59
!62

10.61

1.50
.33

1.08
2.81
3.85

22.77

22.04

11.80

3.92
1.98
1.60
2.38
.60

10.25

1.44
.29
.85

2.70
3.93

22.96

21.22

10.98

3.48
1.97
1.63
2.23
.53

10.25

1.33
.23

1.10
2.73
3.89

24.45

20.32

10.78

3.43
1.97
1.47
2.35
.54

9.55

1.18
.29
.92

2.65
3.63

25.89

19.33

10.17

3.39
1.73
1.39
2.13
.54

9.15

1.10
.32
.77

2.53
3.48

26.61

1. Starts are estimated by adding changes in carryover to expenditures during the given
period.

2. Carryover refers to expenditures yet to be incurred on plant and equipment projects
already underway at end of period.

3. Includes data not shown separately.

4. Includes guided missiles and space vehicles.

NOTE: Details may not add to totals because of rounding.
Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities

and Exchange Commission.
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decline but nondurable goods pro-
ducers showed an increase of 8 percent.

The value of new projects started by
manufacturers was smaller than their
capital expenditures in the second
quarter, so that carryover—i.e., the
amounts still to be spent on plant and
equipment projects already underway—

declined; this was the fifth consecutive
quarterly decline. Manufacturers' carry-
over of $19.3 billion (seasonally ad-
justed) at June 30 was down $1 billion
from March 31 and $3.5 billion from
June 30, 1970. Declines in carryover
were widespread among major in-
dustries.

New projects started by public utili-
ties in the second quarter had a value
of $4.4 billion, down 13 percent from
the record set in the first quarter.
Carryover rose to $26.6 billion at June
30, an increase of $700 million from
March 31 and of $3.8 billion from
June 30, 1970.

Table 4.—Expenditures for New Plant and Equipment by U.S. Business,1 1969-70
[Billions of dollars]

All industries

Manufacturing industries

Durable goods . -

Primary metals 3

Blast furnace, steel works. -
Nonferrous

E lectrical mach inery . . ... .
Machinery, except electrical..

Transportation equipment 3._
Motor vehicles
Aircraft *

Stone, clay and glass
Other durables 5.

Nondurable goods

Food including beverage-
Textile
Paper
Chemical

Petroleum _ . .
Rubber
Other nondurables 6

Non manufacturing industries

Mining

Railroad .

Air transportation

Other transportation

Public utilities .
Electric
Gas and other

Communication..

Commercial and other '

Annual

1969

75.56

31.68

15.96

3.23
1.83
1.10

2.03
3.44

2.76
1.65
.83

1.07
3.44

15.72

2.59
.63

1.58
3.10

5.63
1.09
1.10

43.88

1.86

1.86

2.51

1.68

11.61
8 94
2.67

8.30

16.05

1970

79.71

31.95

15.80

3.24
1.68
1.24

2.27
3.47

2.43
1.59
.54

.99
3.41

16.15

2.84
.56

1.65
3.44

5.62
.94

1.11

47.76

1.89

1.78

3.03

1.23

13.14
10.65
2.49

10.10

16.59

1971 2

81.44

30.11

14.31

2.88
1.38
1.16

2.11
2.88

2.12
1.47
.38

.87
3.45

15.80

2.66
.58

1.22
3.42

6.00
.79

1.14

51.33

2.08

1.64

1.84

1.32

15.52
13.12
2.41

10.99

17. 94

Quarterly, unadjusted

1969

I

16.04

6.58

3.36

.71

.41

.23

.39

.72

.59

.34

.18

.23

.71

3.22

.54

.13

.31

.67

1.12
.24
.21

9.45

.42

.38

.68

.38

2.36
1.88
.48

1.81

3.41

II

18.81

7.82

3.98

.81

.47

.27

.50

.84

.69

.40

.22

.28

.86

3.84

.64

.16

.40

.76

1.32
.28
.27

10.99

.48

.44

.66

.46

2.99
2.22
.77

2.00

3.97

III

19.25

8.16

4.03

.81

.46

.28

.49

.86

.77

.46

.23

.27

.84

4.12

.68

.17

.41

.76

1.49
.28
.32

11.10

.47

.49

.53

.40

3.03
2.23
.80

2.11

4.07

IV

21.46

9.12

4.59

.90

.50

.32

.65
1.01

.71

.44

.19

.30
1.02

4.53

.73

.16

.46

.91

1.68
.28
.30

12.34

.49

.55

.64

.44

3.23
2.61
.62

2.39

4.60

1970

I

17.47

7.14

3.59

.69

.35

.27

.48

.82

.60

.38

.14

.24

.76

3.56

.67

.13

.37

.76

1.14
.24
.25

10.32

.45

.42

.73

.28

2.54
2.15
.39

2.14

3.76

II

20.33

8.15

4.08

.78

.43

.28

.56

.93

.68

.47

.14

.27

.87

4.07

.74

.15

.43

.89

1.38
.25
.25

12.18

.47

.47

.80

.31

3.28
2.59
.69

2.59

4.26

III

20.26

7.99

3.87

.81

.42

.31

.55

.84

.60

.41

.12

.22

.84

4.12

. 72

.14

.42

.87

1.44
.23
.29

12.27

.46

.46

.74

.30

3.58
2.79
.78

2.56

4.16

IV

21.66

8.66

4.26

.95

.47

.38

.68

.88

.55

.34

.13

.26

.94

4.40

.71

.14

.43

.92

1.66
.22
.31

12.99

.50

.43

.76

.33

3.74
3.12
.63

2.81

4.42

1971

I

17.68

6.69

3.11

.65

.33

.24

.41

.65

.47

.33

.09

.20

.72

3.58

.62

.12

.29

.78

1.31
.19
.26

10.99

.49

.34

.34

.28

3.11
2.70
.41

2.50

3.94

II

20.60

7.55

3.52

.72

.33
29

.53

.73

.50

.34

.09

.19

.86

4.03

.74

.16

.30

.88

1.46
.19
.30

13.06

.54

.47

.60

.36

3.83
3.20
.63

2.81

4.44

III 2

20.55

7.45

3.60

.72

.34

.30

.50

.72

.56

.40

.10

.22

.87

3.86

.67

.14

.30

.81

1.44
.21
. 27

13.10

.52

.43

.37

.34

4.12
3.3*

h

IV 2

22.61

8.42

4.08

.80

.39

.32

.66

.78

.59

.39

.11

.26

.99

4.34

.64

.16

.32

.94

1.78
.20
.31

14.19

.54

.40

.54

.34

4.46
3.83

.64

7.90

Quarterly, seasonally adjusted annual rates

1969

I

72.52

29.99

15.47

3.37
1.98
1.04

1.86
3.22

2.76
1.57
.88

1.03
3.24

14.52

2.45
..59
1.42
3.00

5.04
1.07
.04

42.53

1.83

1.68

2.89

1.87

11. 52
8.62
2.90

,,»
U5.00

II

73.94

31.16

15.98

3.31
1.91
1.12

2.04
3.34

2.73
1.55
.92

1.11
3.45

15.18

2.38
.63

1.58
2.95

5.41
1.12
1.11

42.78

1.88

1.76

2.22

1.66

11.68
8.71
2.97

7.92

15.67

III

77.84

33.05

16.53

3.20
1.80
1.11

2.02
3.66

3.00
1.78
.92

1.14
3.50

16.52

2.68
.69

1.62
3.19

5.98
1.13
1.24

44.80

1.89

2.06

2.23

1.65

11.48
8.98
2.50

8.71

16.78

IV

77.84

32.39

15.88

3.09
1.70
1.12

2.16
3.50

2.60
1.67
.64

1.01
3.52

16.50

2.86
.61

1.70
3.22

5.98
1.04
1.09

45.46

1.85

1.94

2.80

1.63

11.80
9.36
2.44

8.76

16.67

I

78.22

32.44

16.40

3.28
1.72
1.25

2.25
3.62

2.74
1.70
.67

1.06
3.45

16.05

3.00
.58

1.71
3.32

5.15
1.10
1.18

45.78

1.92

1.74

2.94

1.37

12.14
9.77
2.37

9.14

16.52

19'

II

80.22

32.43

16.32

3.15
1.73
1.12

2.27
3.69

2.71
1.85
.58

1.05
3.46

16.11

2.80
.57

1.65
3.44

5.68
.98

1.00

47.79

1.84

1.88

2.88

1.12

12.72
10.15
2.57

10.38

16.98

ro

-I
81.88

32.15

15.74

3.21
1.67
1.21

2.28
3.52

2.29
1.54
.48

.94
3.50

16.40

2.80
.55

1.68
3.67

5.70
.90

1.10

49.73

1.86

1.96

3.24

1.22

13.84
11.34
2.50

10.62

17. 01

VI

78.63

30.98

14.92

3.31
1.60
1.35

2.27
3.12

2.04
1.29
.46

.92
3.27

16.05

2.79
.53

1.59
3.32

5.86
.80

1.15

47.66

1.94

1.56

3.08

1.22

13.68
11.20
2.48

10.20

15.97

1971

I

79.32

30.46

14.21

3.08
1.60
1.08

1.94
2.88

2.16
1.48
.44

.87
3.29

16.25

2.76
.55

1.34
3.43

6.06
.86

1.26

48.86

2.04

1.46

1.29

1.33

14.64
12.16
2.48

10.70

17.39

II

81.61

30.12

14.06

2.91
1.33
1.22

2.13
2.90

1.97
1.33
.37

.72
3.42

16.06

2.84
.60

1.18
3.40

6.07
.78

1.19

51.50

2.08

1.88

2.28

1.40

14.91
12.61
2.30

11.21

17.72

III 2

82.38

29.74

14.53

2.83
1.32
1.16

2.10
2.96

2.10
1.50
.37

.94
3.60

15.21

2.59
.56

1.19
3.40

5.66
.82

1.00

52.64

2.10

1.78

1.58

1.32

16.05
13.69
2.36

p. 80

IV 2

82.42

30.22

14.45

2.77
1.34
1.16

2.21
2.80

2.27
1.56
.37

.94
3.46

15.76

2. 49
.61

1.18
3.44

6.18
.73

1.14

52.20

2.09

1.46

2.21

1.23

16.36
13.83
2.53

28.86

1. Excludes agricultural business; real estate operators; medical, legal, educational, and
cultural service; and nonprofit organizations.

2. Estimates are based on expected capital expenditures reported by business in late July
and August 1971. The estimates for the full year 1971 and for the third quarter and fourth
quarters have been corrected for systematic biases. The adjustment procedures are described
in the February 1970 issue of the SURVEY OF CURRENT BUSINESS. Before such adjustments,
1971 expenditures were expected to be $81.29 billion for all industries, $30.71 billion for manu-
facturing, and $50.58 billion for nonmanufacturing.

3. Includes data not shown separately.
4. Includes guided missiles and space vehicles

5. Includes fabricated metal, lumber, furniture, instrument, ordnancs and miscellaneous
except guided missiles and space vehicles.

6. Includes apparel, tobacco, leather and printing-publishing.
7. Includes trade, service construction, finance and insurance.

NOTE.—Details may not add to totals because of rounding.

Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities
and Exchange Commission.
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Manufacturers' Inventory and Sales Expectations

MANUFACTURERS are projecting
small sales increases and moderate in-
ventory additions for the third and
fourth quarters. The projections sug-
gest a much slower growth in sales and
larger inventory accumulation than oc-
curred in the first two quarters of 1971.
The expected additions to stocks are in
line with the sales change, so that the
stock-sales ratio would hold steady from
midyear to yearend.

Manufacturers' overall evaluation of
inventory condition did not change be-
tween March 31 and June 30, after
showing improvement during the previ-
ous year. The net excess inventory fell
for the fifth consecutive quarter and
was quite small on June 30.

These are the results of the latest
OBE quarterly survey of Manufac-
turer's Inventory and Sales Expecta-
tions, conducted in late July and
August. Most of the reports were com-
pleted before the President's August 15
announcement of changes in economic
policies.

Manufacturers* sales

Manufacturers expect sales to in-
crease less than 1 percent in the third
quarter and a little over 1 percent in
the fourth. Quarterly gains earlier this
year were sizable, partly reflecting
recovery from the General Motors
strike and stockpiling of steel in antici-
pation of a strike.

Durable goods producers project little
change in the third quarter and a 1 per-
cent rise in the fourth; sales rose 9 per-
cent in the first quarter and almost 3%
percent in the second. Steel producers
expect third quarter sales to fall sharply
as steel users reduce their heavy stocks.
Metal fabricating industries foresee gains
in the third quarter.

Nondurable goods producers' sales
are expected to rise 1 percent in the
third quarter and \% percent in the
fourth. Sales rose 3H percent and \%
percent in the first and second quarters,
respectively, but had been sluggish
throughout most of 1970.

Inventory additions

Manufacturers expect to add $400
million to inventories in the third quar-

ter and $1.2 billion in the fourth. Inven-
tories were virtually unchanged in the
first two quarters of the year.

Durable goods producers reduced
holdings $325 million between Decem-
ber 31, 1970 and June 30, 1971. They
plan additions of $200 million in the
third quarter and $900 million in the
fourth, making second-half accumula-
tion about equal to those in the first

Manufacturers1 Sales and Inventory Expectations
• Manufacturers expect small sales gains in the third and fourth quarters
• The projected inventory rise is moderate and about in line with sales

CHART 9
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and second halves of 1970. Metal fabri-
cators plan a substantial cutback in the
third quarter, but this is more than
offset by increases elsewhere.

Nondurable goods producers in-
creased their holdings $400 million in
the first half of 1971. They expect to
add another $500 million during the
second half, with additions slightly
larger in the fourth quarter than in the
third. The projected rates of accumu-
lation are smaller than last year's.

In both durable and nondurable goods
manufacturing, the stock-sales ratio fell
during the first half of 1971 and is
expected to show little change in the
second half. Durable goods producers'
stocks were equivalent to 2.03 months of
sales on June 30, down from 2.30 on
December 31; a ratio of 2.04 is projected
for both September 30 and December
31, 1971. The nondurable ratio fell from
1.41 to 1.35 months between Decem-
ber 31 and June 30, and is projected
at 1.34 months at yearend 1971.

Inventory condition, June 30

Manufacturers holding 20 percent of
producers' stocks judged their June 30
inventories "high" relative to sales and
unfilled orders, 79 percent of the stocks
were in the "about right" category, and
1 percent were "low." These percent-
ages are identical to those reported for
March 31. The "high" figure had
fallen from 24 percent at mid-19 70.

The figures for durable goods pro-
ducers on June 30, 1971 were 23 percent
"high," 76 percent "about right," and
1 percent "low." The evaluation did not
change on balance between the end of
last year and the middle of this year.
Their "high" ratio was 28 percent on
June 30 last year, following 1% years of
increasing imbalance, but it had de-
clined to 23 percent by December 31.

Nondurable goods producers reported
14 percent of their holdings as "high,"
84 percent "about right," and 2 percent
"low" on June 30—little changed from
the March 31 proportions. The "high"
percentage has been generally declining
since March 31, 1970, when it was 19
percent.

and has been falling since then. On
June 30, manufacturers had $2.0 billion
of excess inventory (after netting ex-
cesses and deficiencies), compared with
$2.2 billion on March 31 and $2.5
billion on June 30, 1970. The excess at

June 30, 1971 was equivalent to only 2
percent of producers' stocks.

Durable goods producers' excess in-
ventory has been shrinking since mid-
1970. The net excess was $1.55 billion
on June 30, 1971, compared to $1.74

Table 1.—Manufacturers' Inventories and Sales: Actual and Expected

[Billions of dollars]

Inventories, end of quarter:

Unadjusted:

All manufacturing. .
Durables. . .. ... ._
Nondurables

Seasonally adjusted:

All manufacturing
Durables . . .
Nondurables ..

Sales, total for quarter:

Unadjusted:

All manufacturing . . _ ._
Durables .. .. __
Nondurables

Seasonally adjusted:

All manufacturing
Durables _ _
Nondurables ._

1968

I

86.2
56.0
30.2

85.7
55.7
30.0

144.6
80.6
64.0

145.3
80.6
64.7

II

87.8
57.3
30.5

87.6
57.0
30.6

153.5
86.1
67.3

149.5
82.7
66.8

III

88.5
57.7
30.8

89.3
58.1
31.2

148.2
79.1
69.0

151.8
83.0
68.8

IV

90.5
58.7
31.8

90.7
59.0
31.8

157.2
86.5
70.7

156. 0
85.4
70.6

1969

I

92.8
60.5
32.4

92.3
60.2
32.2

156.4
87.0
69.4

157.6
87.2
70.4

II

94.1
61.5
32.5

93.9
61.3
32.6

163.4
90.9
72.5

159.4
87.5
72.0

III

94.7
61.9
32.8

95.5
62.3
33.2

158.8
85.6
73.2

163.0
90.1
72.9

IV

96.4
62.8
33.6

96.7
63.2
33.5

165.0
91.0
74.0

163.7
90.0
73.7

1970

I

98.4
64.2
34.1

97.9
63.9
34.0

161.8
87.8
74.0

163.4
88.2
75.2

II

99.0
64.4
34.5

98.7
64.2
34.5

168.1
92.5
75.6

164.1
89.1
75.0

III

98.7
64.5
34.2

99.6
65.0
34.6

162.1
86.3
75.8

166.1
90.6
75.5

IV

100.1
64.8
35.4

100.5
65.2
35.3

161.1
85.6
75.5

160.3
85.0
75.2

1971

I

101.0
65.4
35.5

100.5
65.1
35.4

168.7
92.2
76.6

170.5
92.6
77.9

II

100.7
65.0
35.7

100.5
64.8
35.7

179.2
99.5
79.7

175.0
95.8
79.2

III 2

100.2
64.7
35.5

100.9
65.0
35.9

171.5
91.1
80.4

176.0
95.9
80.1

IV 2

102.2
66.0
36.2

102.1
65.9
36.2

179.5
97.7
81.8

178.3
96.8
81.5

1. All actual data have been adjusted to conform with the recent revision by the Bureau of the Census (Report M3-1.3).
2. Expectations reported by manufacturers in August 1971. Inventory expectations have been corrected for systematic

biases.
Sources: U.S. Department of Commerce. Expectations, Office of Business Economics; actuals; Bureau of the Census.

Table 2.^Manufacturers' Evaluation of the Condition of their Inventories x

[Percentage distribution]

June 30, 1966
September 30, 1966.
December 31, 1966

March 31, 1967 ... ..
June 30, 1967
Septemb er 30, 1967. .
December 31, 1967

March 31, 1968
June 30, 1968.
September 30, 1968
December 31, 1968. ...

March 31, 1969
June 30, 1969
September 30, 1969
December 31, 1969

March 31, 1970
June 30, 1970
September 30, 1970
December 31, 1970

March 31, 1971
June 30, 1971 .

Total

High

18
22
28

31
31
27
25

25
25
24
18

20
21
23
23

24
24
22
21

r 20
20

About
right

78
75
70

68
67
69
72

72
72
73
80

78
77
76
76

75
75
77
78

79
79

Low

4
3
2

1
2
4
3

3
3
3
2

2
2
1
1

1
1
1
1

' 1
1

Durables

High

21
27
33

37
36
34
31

31
31
28
19

21
22
26
25

27
28
25
23

r 23
0023

About
right

75
70
65

62
63
63
67

66
67
70
79

77
76
73
73

72
71
74
76

r 75
76

Low

4
3
2

1

3
2

3
2
2
2

2
2
1
2

1
1
1

r 2
1

Nondurables

High

13
14
18

20
20
15
15

15
16
16
16

17
18
17
18

19
17
16
16

' 14
14

About
right

83
83
79

78
76
81
81

82
80
79
82

82
80
82
81

80
81
82
83

85
84

Low

4
3
3

2
4
4
4

3
4
5
2

1
2
1
1

1
2
2
1

' 1
2

Inventory imbalance, June 30Inventory imbalance, June 31) 1. Condition of actual inventories relative to sales and unfilled orders position as viewed by reporting compa
rpi „ . "U 1 1 distribution of inventory book values according to companies' classifications of their inventory condition.

J NOTE: Due to change in survey questionnaire, data starting December 31, 1968 are, not strictly comparable t

nies. Percent
rpi „ . "U 1 1 distribution of inventory book values according to companies' classifications of their inventory condition.

J NOTE: Due to change in survey questionnaire, data starting December 31, 1968 are not strictly comparable to prior data.
by producers rose in 1969 and early 1970 Source: UtS. Department of Commerce, Office of Business Economics.
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20 SURVEY OF CURRENT BUSINESS September 1971

billion on March 31 and $1.90 billion on
June 30, 1970. The net excess in June
1971 was about 2% percent of durable
goods producers' inventories, down
from almost 3 percent in June 1970.

Nondurable goods producers reported
a slight increase in net excess—from
$430 million to $470 million—between
March 31 and June 30, 1971. The net
excess on June 30 was 1.3 percent of
their total holdings, as compared with
1.7 percent in June 1970.

The average excess for companies
that judged their stocks "high" was 11
percent of their holdings at mid-1971,
and the average deficiency for the small
number of companies judging their
stocks "low" was 23 percent.

Table 3.—Inventory Imbalance

All manufacturers:

Dec. 31, 1968

Mar. 31, 1969
June 30, 1969
Sept. 30, 1969
Dec. 31, 1969-

Mar. 31, 1970
June 30, 1970
Sept. 30, 1970
Dec. 31, 1970 __

Mar. 31, 1971 . ._
June 30, 1971 . _

Durable goods:

Dec. 31, 1968-

Mar 31 1969
June 30, 1969
Sept. 30, 1969.
Dec. 31, 1969.

Mar 31 1970
June 30, 1970
Sept. 30, 1970
Dec. 31, 1970

Mar. 31, 1971
June 30, 1971 _ _

Nondurable goods:

Dec. 31, 1968

Mar. 31, 1969 . .
June 30, 1969
Sept. 30, 1969.
Dec. 31, 1969.

Mar. 31, 1970
June 30, 1970
Sept. 30, 1970
Dec 31, 1970

Mar 31, 1971
June 30, 1971

Inven-
tory

excess

Inven-
tory
defi-

ciency

Net (

Amount

(Billions of dollars)

1.73

1.87
1.96
2.36
2.50

2.58
2.62
2.48
2.44

' 2.31
2.34

1.19

1.31
1.35
1.75
1.91

1 97
2.00
1.94
1.88

'1.81
1.73

.54

.56

.61

.61

.59

.61

.62

.54

.56

.50

.61

0.25

16
24
15
16

10
15

.11

.13

.14

.32

.20

.12

.18

.11

.13

.09

.10

.07

.07

.07

.18

.05

.04

.06

.04

.03

.01

.05

.04

.06

.07

.14

1.48

1.71
1.72
2.21
2.34

2.48
2.47
2.37
2.31

r2. 17
2. 02

.99

1. 19
1.17
1.64
1.78

1.88
1.90
1.87
1.81

' 1.74
1.55

.49

.52

.55

.57

.56

.60

.57

.50

.50

.43

.47

xcess

Percent
of total
inven-
tories

1.7

1.9
1.9
2.4
2.5

2.5
2.5
2.4
2.3

r 2 2
2.'0

1.7

2.0
1.9
2.7
2.8

2.9
2.9
2.9
2.8

'2 .7
2.4

1.6

1.6
1.7
1.8
1.7

1.8
1.7
1.5
1.5

' 1.2
1.3

The Census Bureau has published benchmark and seasonal factor revisions of the data
on manufacturers' shipments and orders beginning with January 1966. The revised data
are published in Manufacturers' Shipments, Inventories, and Orders: 1966-1971 (Revised),
Series M3-1.3, U.S. Government Printing Office, Washington, D.C. 20402. Price 70
cents. Shown here are the resulting revisions in aggregate manufacturing and trade sales
and inventories, regularly published on page S-5 of the SURVEY.

Manufacturing and Trade Sales, Inventories, and Inventory/Sales Ratios

r Revised.

Source: U.S. Department of Commerce, Office of Business
Economics.

1966:
January _ _ - _ . . .
February
March
April ..
May
June

July
August
September
October
November
December _ . _ .. ...

1967:
January
February
March - - - . - _ - - .
April
May
June . .- _ . . . . . . .

July _ . _
August
September
October. _ . __ . , . . . .
November
December

1968:
January . ... _ . . . . . . . .
February
March
April
May
June

July
August
September
October
November . _ . . . _
December

1969:
January
February
March . . ... ..
April
May .... . . .
June

July
August
September
October
November .. .. . , ...
December . .. _ _ _ . . - _ _ , _ _ . . . - _ _

1970:
January .. .. _ . _ . .
February . . . . _.. ... .
March
April
May
June . . . . . ... . . ... .

July . . .
August - . - - - _ . -
September
October
November _ . ...
December

Unadjusted

Inventories

120, 894
123, 172
125, 342
126, 705
128, 061
128, 858

129, 119
129, 698
130, 787
133, 895
136, 428
135, 262

137, 179
138, 764
140, 409
141,477
141, 585
140, 738

140, 163
140, 375
140, 988
142, 773
145, 002
143, 792

144, 885
146, 444
147, 957
149, 657
150, 666
150, 314

149, 638
149, 865
150, 569
153, 642
155, 373
153, 587

154, 640
156, 681
158, 796
160, 285
160, 903
160, 565

160, 335
160, 262
161, 708
164, 367
166, 082
164, 290

164, 678
166, 591
168, 082
169, 861
169, 282
168, 898

168, 714
168, 252
168, 946
171, 120
173, 107
170, 300

Sales

78, 045
80, 893
88, 872
88, 012
86, 850
90, 960

82, 668
87, 115
89, 237'
90, 699
89, 287
93, 420

81, 264
83, 173
90, 959
88, 217
90, 667
93, 890

84, 932
89, 993
91, 584
91, 737
92, 715
97, 364

86, 254
89, 873
95, 206
95, 565
98, 303
99, 896

94, 311
96, 095
98, 694

103, 639
101, 627
103, 243

92, 550
94, 831

101, 576
102, 349
104, 279
106, 080

98, 658
101, 745
106, 093
110, 160
104, 292
109, 334

96, 535
99, 053

105, 333
104, 508
106, 810
111,073

103, 269
104, 729
108, 385
109, 021
103, 621
112,030

Seasonally adjusted

Inventories

121, 634
123, 027
124, 241
125, 315
126, 842
128, 573

129, 737
131, 190
132, 235
133, 786
135, 231
136, 714

138, 019
138, 674
139, 288
139, 954
140, 172
140, 395

140, 953
141, 923
142, 189
142, 497
143, 678
145, 072

145, 588
146, 354
146, 799
148, 012
149, 191
149, 952

150, 419
151,440
152, 218
153, 463
153, 983
154, 869

155, 397
156, 588
157, 648
158, 477
159, 301
160, 281

161, 134
162, 054
163, 086
164, 322
164, 650
165, 659

165, 621
166, 610
167, 081
167, 935
167, 654
168, 413

169, 539
170, 205
170, 956
171, 168
171, 768
171, 998

Sales

85, 558
85, 707
87, 317
86, 665
86, 177
87, 575

86, 688
87, 631
88, 263
88, 199
87, 594
87, 988

88, 743
88, 059
88, 649
88, 776
88, 996
90, 004

89, 492
90, 529
90, 763
89, 162
91, 091
92,764

93, 103
93, 651
94, 661
94, 760
96, 051
97, 127

98, 282
96, 376
98, 319
99, 169
99, 866
98, 910

99, 508
100, 640
101, 222
101, 898
102, 446
102, 927

102, 572
103, 790
104, 324
105, 087
104, 144
103, 530

104, 140
105, 181
104, 763
104, 338
106, 062
106, 614

106, 754
107, 123
106, 672
104, 523
103,411
105, 663

Inventory/
sales ratios

1.42
1.44
1.42
1.45
1.47
1.47

1.50
1.50
1.50
1.52
1.54
1.55

1.56
1.57
1.57
1.58
1.58
1.56

1.58
1.57
1.57
1.60
1.58
1.56

1.56
1.56
1.55
1.56
1.55
1.54

1.53
1.57
1.55
1.55
1.54
1.57

1.56
1.56
1.56
1.56
1.55
1.56

1.57
1.56
1.56
1.56
1.58
1.60

1.59
1.58
1.59
1.61
1.58
1.58

1.59
1.59
1.60
1.64
1.66
1.63

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

September 1971



the BUSINESS SITUATION

GNP rose $16 billion in the third
quarter. Final sales increased $20 bil-
lion, but this was partly offset by a $4
billion decline in inventory investment.
The implicit price deflator rose at an
annual rate of 3% percent; measured
in constant prices, output increased 3
percent.

E:jXPANSION of economic activity
continued in the third quarter as GNP
rose $16 billion to a seasonally adjusted
annual rate of $1,059 billion. The
increase in final sales amounted to $20
billion. This was offset in part by inven-
tory investment which, on the basis of
incomplete data, is estimated to have
declined at an annual rate of $4 billion.

The drop in inventory investment
was due to a runoff of steel inventory
which had been built up as a strike
hedge in the spring. However, even
aside from this special situation, in-
ventory investment was not showing
much strength with the exception of
some buildup of auto dealer's stock.
Businessmen have been highly cautious
about inventory investment thus far in
the recovery.

These GNP estimates are prelim-
inary. Preliminary GNP estimates are
prepared in the month following the
end of the quarter and are based on
incomplete source data and are subject
to subsequent revision. Figures for the
final month of the quarter are not
available for inventories and the data
for domestic and foreign trade and
consumer prices are also incomplete.
These qualifications are particularly
important for the current quarter

because the influence of the New
Economic Policy (NEP) affected prices,
wages, and other aspects of economic
activity in the second half of the
quarter.

Real output and prices

The rise in real output (current dollar
GNP adjusted for price change) was 3
percent at annual rates as compared
with 4% percent in the second quarter.
The slowdown in growth was due mainly
to the correction of steel inventories. In
addition, the rate of growth in the
second quarter was raised by nearly 1
percentage point by an unusually large
increase in dividends from abroad.
These are treated as exports of capital
services and are included in the net ex-
port component of GNP even though
they do not reflect domestic economic
activity. Comparisons of output growth
for recent quarters are subject to some
uncertainty because of revision of the
retail trade estimates that have been
recently published by the Census Bu-
reau. The Census retail trade estimates
are a major data source for the personal
consumption component of the GNP -20 -
accounts, and the revised estimates
have not yet been fully incorporated in
the accounts.

The slow growth of output in the
third quarter is reflected in low utiliza-
tion rates of both labor and physical
capital. Unemployment averaged 6 per-
cent of the civilian labor force in the
third quarter, the same as in the first
half of the year, and the rate of capacity
utilization in manufacturing fell from
75 percent in the second quarter to 73
percent in the third.

The implicit price deflator for GNP

CHART 1

GNP rose $16 billion in third quarter

Billion $

40 -

30 -

20 -

10 -

FINAL SALES rose $20 billion
40 - .,.. ,, , , . - - . . , ,

30 -••• /•;/"'*' r :;> : ' '~ ",>::?Tr!' ' : ' - ' * '»'-. *:

\ /•><%'!/<' :'."' ;*;,,•>,::/ r - • V /. ' "

20 -~ "! - ' "r* : <

-f. .1
-
1

,

_

I

~M

^ nit!m,

mmi

^ ; , '_

-

INVENTORY INVESTMENT fell $4 billion
10 - ... . .. , ,

REAL OUTPUT grew about 3 percent
Percent
10 -

5 -

the GNP DEFLATOR increased 3 1
3 percent

10 -

5 -

1967 1968 1969 1970

Change From Previous Quarter
Seasonally Adjusted at Annual Rates

rOSe 3% percent in the third quarter U.S. Department of Commerce, Office of Business Economics

1971

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

October 1971



SURVEY OF CURRENT BUSINESS October 1971

down from a 4 percent rate of increase
in the second. The third quarter rise is
tentative because in preparing the GNP
estimates information on consumer
prices was not available for September,
the first full month in which NEP was
in effect.

The implicit deflator is a price mea-
sure based on shifting weights that re-
flect changes in the composition of
GNP. An alternative measure of price
change, the chain index for GNP, uses
fixed weights in the calculation of the
price change for each quarter. This
index showed a decline in the rate of
price increase from 4% percent in the
second quarter to 4% percent in the
third.

The somewhat less favorable per-
formance of the chain index was due
to the fact that it was not influenced by
the larger weight of automobile pro-
duction in the third quarter. The
automobile component of GNP in-
creased sharply—by about $3 billion.
Because automobiles have a relatively
low price index in terms of the year
1958 on which the implicit GNP de-
flator is based, the increased weight of
automobiles in the total mitigated the
third quarter increase in the GNP
deflator.

Consumer demand

Consumer spending increased $11^
billion in the third quarter as outlays
for services increased $5% billion, about
in line with recent trends, while ex-
penditures for goods recorded a fairly
moderate gain of about $5% billion.
Automobiles, which benefited from the
prospective abolition of the auto excise
tax under the NEP, were by far the
strongest component of goods purchases
and rose $3 billion from the second
quarter. Dealers' sales of new domestic
cars were at an annual rate of 9
million units in the third quarter, as
compared with 8% million in the second;
during the quarter, sales were running
at a rate of 8.1 million units in July, 8.3
million in August, and an extraordinary
10.8 million in September. The big
jump in sales came after the announce-
ment of NEP on August 15, but other

factors, such as early introduction of
the 1972 models and heavy promotional
campaigns aimed at moving 1971
models, no doubt added to the strength
of auto sales. Sales of imported cars
continued strong in the third quarter
and matched the peak 1.7 million unit
rate in the second. Sales surged close to
1.9 million in August from 1.7 million
in July, and fell back to a 1.5 million in
September. The strong August increase
probably reflected unusually strong
demand for models in stock that were
exempt from the import surcharge; the
September decline was related in part
to a shortage of imports from Japan as
a result of the west coast dock strike.

Personal income rose $11 billion in
the third quarter as compared with
$20% billion in the second. A major
reason for the slower growth was the
fact that the $4% billion retroactive
portion of the social security payments
in the second quarter was not in the
income stream in the third. In addition,
growth of private wages and salaries
slowed to $4 billion from $8% billion in
the second quarter, as a result of weak-
ness in employment and hours of work.
Government payrolls and farm in-
come increased a little more in the
third quarter than in the second, while
other components of personal income
showed little change.

Disposable (after-tax) personal in-
come rose $8% billion in the third quar-
ter. With personal outlays up by more
than $11 billion, personal saving de-
clined, and the saving rate (personal
saving as a percentage of disposable
income), at 1% percent, was substan-
tially below the rate in the second
quarter.

Personal income recorded a $3% bil-
lion rise in September. Wages and
salaries were unchanged as a $2 billion
increase in private payrolls was offset
by a decline in government payrolls.
The decline in government wages and
salaries reflected the disappearance
from the income stream of the nonre-
curring bonus paid to postal workers
in August. Nearly all the increase in
private payrolls was in the commodity-
producing industries, mainly in manu-
facturing where increased employment

more than offset a decline in hours of
work. Average earnings in manufactur-
ing showed a slight increase in Septem-
ber, but this was mainly due to a shift in ,
composition of employment. If average
earnings in the various manufacturing
industries are standardized to abstract
from changes in relative man-hours
worked, average earnings showed vir-
tually no increase in September.

Among the nonwage components of
personal income, farm income rose
about $1 billion in September as a
result of an increased volume of market-
ing. Farm income has been rising
rapidly in recent months and prospects
for continued strength are favorable.
Transfer payments were $1% billion
higher last month mainly because of an
increase in railroad retirement benefits.
Other nonwage components of personal
income were essentially unchanged.

Residential investment

Residential investment continued to
increase in the third quarter, but the
rate of spending growth slowed. Outlays
rose $2 billion as compared with in-
creases of roughly $3% billion in both
the first and second quarters and $4
billion in the closing quarter of last year.
Residential investment has been the
strongest factor in the current expan-
sion; the summer increase carried these
outlays to $42 billion, some $13 billion
above their low in the summer of 1970.

Residential investment reflects hous-
ing starts with a lag. Private housing
starts have been recovering strongly
from their low rate of \}{ million units
in early 1970 and were at a record sea-
sonally adjusted annual rate of more
than 2 million units in the quarter just
ended. Starts were at a 2}i million unit
rate in both July and August and fell
back to a 2.0 million rate in September.
The ongoing boom in homebuilding ac-
tivity is equally evident in multiunit
structures and single-family homes;
starts of both types are roughly 25 per-
cent above their previous highs in late
1968 and early 1969.

The strength of the housing recovery
is even more pronounced when account
is taken of mobile homes. In recent
years, these units have become a very
important part of the supply of low
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priced housing. Shipments of mobile
homes were running at a record season-
ally adjusted annual rate of 530 million
units in July and August; this was about
100,000 units above the previous peak
reached in the fourth quarter of 1969
and nearly 200,000 units above the
recent low in the first quarter of 1970.

The declines in interest rates subse-
quent to the introduction of NEP and
the improved prospects for curbing
inflation are of course favorable omens
for the homebuilding industry. The
demand for housing continues strong.
Sales of new single-family homes were
at a record seasonally adjusted annual
rate of 700,000 units in July and August.
Vacancy rates for rental units were
close to their lows at 5J4 percent
though they were up in the south and
west where apartment construction has
been very strong. Also, the major
mortgage lending institutions appear
well situated for continuing their high
volume of lending activity. These in-
stitutions have benefited from enor-
mous savings flows this year, liquidity
has been greatly improved, and mort-
gage commitments—an indicator of
future lending activity—are at record
levels. Of course, maintenance of the
housing boom depends crucially on
continued stimulative policies of Gov-
ernment and Government-sponsored
agencies to assure adequate mortgage
financing, and continued subsidization
of housing production which, in 1971 is
expected to affect some 524,000 units
or roughly 25 percent of total output.

Other final demands

Business fixed investment recorded
a gain of $2% billion. Government
purchases were moderately higher as
Federal spending rose $2 billion and
State and local government outlays
$2# billion. Defense spending, which
has been declining virtually without
interruption since 1968, fell another
$% billion in the third quarter. The
increase in Federal expenditures in the
nondefense category reflected a sharp
step-up in purchases by the Commodity
Credit Corporation. The growth of
State and local level expenditures con-
tinued to taper as a result of a deceler-
ation in construction and other pur-

chases, and employee compensation.
Finally, judging from 2 months of data,
net exports were unchanged in the
third quarter, following a sharp decline
in the spring.

Developments in Labor
Markets

Employment in nonfarm establish-
ments showed no change in the third
quarter following a gain of 230,000 last
spring. That increase followed two
quarters in which the auto strike and
its makeup obscured underlying eco-
nomic conditions; it brought total em-
ployment to 70.8 million, still some
200,000 below its peak in the first
quarter of 1970.

Employment in goods producing in-
dustries declined fairly sharply in the
third quarter and offset continued
growth in the service producing indus-
tries (table 1). The weakness in goods
producing industries was widespread,
but most pronounced in durables.
Durables were affected by the slowdown
in the steel industry, where production
and employment cuts resulted as con-
sumers liquidated huge inventories
built up as a hedge against the possi-
bility of a summer strike. The situation
in the steel industry was mainly re-
sponsible for the third quarter decline
of 79,000 in primary metals employ-
ment. In addition, employment in

durables was further depressed by con-
tinuation of the employment cuts in
defense products industries. Within the
quarter, employment was weak in July
and August but showed strengthening in
September, mainly as a result of wide-
spread gains in manufacturing.

In the industries classified by the
Bureau of Labor Statistics as "service
producing," employment continued to
expand, but at a slower rate than in the
second quarter. Employment growth
in retail trade was quite strong, the
growth of State and local government
employment, continued to advance,
but at a noticeably slower pace than
in previous quarters, and employment
in the services group—which covers a
broad spectrum of occupations ranging
from medical, legal, and educational
services to domestic and personal serv-
ices—advanced about in line with
recent trends.

Average weekly hours and overtime
continued to exhibit very little move-
ment in the third quarter. Average
weekly hours for private nonfarm
industry, which had been either 36.9
or 37.0 hours since mid-1970, moved
down slightly to 36.8 hours. Manu-
facturing overtime, which is normally
quite sensitive to general economic
conditions, was 2.9 hours for the third
quarter, the same figure as in the
second, and up only one-tenth from
the first; overtime had declined from a
peak of 3.7 hours in the second quarter

Table 1.—Change in the Number of Employees on Nonagricultural Payrolls 1

[Thousands of persons, seasonally adjusted)

Total -.

Goods producing industries

Mining
Construction

Durable manufacturing
Nondurable manufacturing

Service producing industries

Transportation and utilities
Finance, insurance, real estate--
Services .

Wholesale trade
Retail trade .

Federal Government.. ..
State and local government

I

158

-212

1
—15

—203
5

369

35
38

104

36
52

7
97

19

II

-172

-424

—4
—84

—242
—94

252

-6
25
79

12
12

36
94

70

III

-321

-372

—1
-68

—247
-56

52

33
4

38

-2
—9

-115
103

IV

-383

-633

3
—1

-562
-73

250

-37
29

108

7
9

12
122

I

315

-30

0
-49

42
-23

345

27
32
68

15
10«

1
94

1971

II

233

-5

-2
27

-21
-9

238

-10
37
48

6
67

-4
94

III

-28

-169

-13
-43

-75
-38

141

-53
22
74

-11
90

-1
20

1. Computed from quarterly averages.

Source: Bureau of Labor Statistics.
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of 1969 to a low of 2.7 hours in the
fourth quarter of 1970. The stability
in hours of work is somewhat surprising
since hours typically increase rather
sharply in the early phases of economic
recovery. During such periods em-
ployers will generally try to meet
increased demands by working their
employees longer hours and will begin
to add to their work force only after
the expansion in demand gathers
momentum.

The labor force
The weakness in the demand for

labor was also evident in the data
provided by the BLS household survey.

Table 2—Unemployment Rates as a Percentage of Trough Quarter Rates ]

Employment and Unemployment

CHART 2

Million Persons

88

86

84

82

80

78

76

74

6

CIVILIAN LABOR FORCE

Total

Unemployed

V'v"\ ./•

. . . . . . . . . . Tin. . . . . . . . I . . . . . . . . . . . I . . . . . . . . . . . I . . . . . . .

Percent

8

UNEMPLOYMENT HATE

1968 1969 1970 1971 1972

Seasonally Adjusted

Total private nonfarm

Durable manufacturing _
Nondurable manufacturing
Construct ion _ .
Transportation and utilities
Wholesale and retail trade
Finance and services

Government

3 qua

1954-3

58.3

50.0
59.7
62.5
44.4
64.5
68.0

75.0

rters before the trough
occurring in:

1958-2

55.8

40.3
65.5
69.2
47.2
58.9
70.0

76.9

1961-1

75.3

61.9
77.5
80.5
75.9
85.5
75.0

84.0

1970-4

68.3

56.4
67.2
71.6
75.7
74.2
70.8

71.4

3 quarters after the trough
occurring in:

1954-3

70.8

56.4
62.3
78.7
69.8
75.8
94.0

110.0

1958-2

77.9

60.5
75.0
93.6
68.1
83.6

104.0

84.6

1961-1

89.6

70.1
90.1
87.4
96.3

108.7
92.9

96.0

1970-4

98.4

87.2
106.2
90.8
86.5

101.6
110. 4

107.1

U.S. Department of Commerce, Office of Business Economics

rta: BLS

71-10-2

1. Computed from quarterly averages.

Source: Bureau of Labor Statistics.

The number of unemployed averaged 5
million workers in the third quarter, the
same as it has since the fourth quarter
of last year, and the unemployment rate
held steady at 6 percent. Also, the job-
less rates among major labor groups
have shown little or no change over the
year: The rate for adult men edged up
from 4.3 percent in the first quarter to
4.5 percent in the third (for married
men it remained unchanged at 3.2 per-
cent), the rate for adult women has
hovered around 5.7 percent all year,
and the rate for teenagers, which is
quite volatile, registered very little
change, ranging from 17.4 percent in the
first quarter to 16.8 percent in the third.
Unemployment rates for blue-collar and
white-collar workers have remained
essentially unchanged thus far in 1971;
the rate for whites has been flat, but that
for Negroes has moved up from 9.5
percent in the first quarter to 10.1
percent in the third.

For definitional and statistical rea-
sons the behavior of civilian employ-
ment on the household basis often
differs substantially from that in the
nonfarm establishment series. Civilian
employment which had shown virtually
no change since the first quarter of 1970,
grew significantly in both August and
September, and for the quarter recorded
its first noteworthy advance since late
1969 (chart 2). Employment rose
520,000 over the summer to 79.2 million
and passed its previous high of 78.9
million in the first quarter of 1970. The
gain in the quarter was largely ac-
counted for by increased employment
among adult women (325,000), but
employment for adult men also ad-
vanced (220,000). For adult men, this

was the second consecutive quarterly
increase following a year of decline. The
number of teenagers employed in the
third quarter remained basically
unchanged.

The civilian labor force has behaved
in a highly erratic fashion throughout
1971. Offsetting changes in the first
half of the year held growth to its
smallest advance since the second half
of 1964. In the third quarter, however,
the labor force recorded a gain of 550,000
which about matched the increase in
total employment.

Industry unemployment rates

The weakness in labor markets this
year is underscored by the data the
BLS provides on unemployment rates
by industry of last employment. These
rates are shown in table 2 as a percent-
age of their respective trough rate
three quarters before and three quarters
after the low in economic activity had
been reached. (The recent trough has
been tentatively established by the
National Bureau of Economic Research
in November of 1970.) As can be seen
from table 2, there was nothing espe-
cially unusual about either the pattern
or rate of increase of industry unem-
ployment in the most recent downturn.
However, a notable difference is seen
in the sluggish response of industry
rates in the recovery. Generally speak-
ing, rates are currently either very
close to or above their levels in the
fourth quarter of 1970. In comparison
with other periods of economic recovery,
the most striking differences are the
lack of response of industry rates in
durable and nondurable goods manu-
facturing and, to a lesser extent in the
finance and services group.
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CHART 3

• GNP rose $16 billion in third quarter-real output up about 3 percent at annual rate
• In September: Unemployment rate virtually unchanged at 6 percent; nonfarm payroll employment rose 300,000
• Wholesale prices fell 0.3 percent; both industrial and nonindustrial prices declined
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• Personal income was up only $314 billion in September
• Personal

• Housing

consumption expenditures rose $1114 billion in third quarter

starts fell 12% percent in September from the record 214 million unit rate in July and August
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• In September: Industrial production rose 0.5 percent following declines in both July and
• Bank credit continued to increase, money supply down slightly
• Interest rates and bond yields continued to decline
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the BUSINESS SITUATION

The first phase of the "new economic
policy" (NEP) has just ended as this
issue of the SURVEY goes to press. The
freeze on wages, prices, and rents has
been replaced by the more flexible, but
more complex, system of guidelines
and controls of Phase II. The NEP has
had visible success in slowing price and
wage increases, and has had an impact
in financial markets, where moderation
of inflationary expectations resulted in
a decline in rates and yields. Recent
financial developments are reviewed in
this article. Also discussed are produc-
tivity and labor costs, corporate profits,
the Federal fiscal position, and consumer
demand.

A HE first phase of the "new economic
policy" (NEP) has just ended as this
issue of the SURVEY goes to press. The
temporary freeze on wages, prices, and
rents has been replaced by the more
flexible, but more complex, system of
guidelines and controls of Phase II.
The broad outlines of Phase II can be
summarized by the policy decisions
announced to date. The Pay Board has
adopted a general 5% percent annual
ceiling on increases in wages and bene-
fits. The Price Commission has set
2% percent as the annual ceiling on the
average price increase economy-wide.
It has ruled that price increases will
be allowed only to cover cost increases,
after allowing for productivity gains,
and that price increases which raise the
profit/sales ratio above a base period
figure will not be permitted. The Com-
mittee on Interest and Dividends has
set 4 percent per year as a guideline for
voluntary restraint on dividend
increases.

Those parts of the NEP involving
tax actions had by mid-November
cleared the House of Representatives
and the Senate Finance Committee,
with action by the full Senate still to

come. The Senate Finance Committee
generally accepted the House Bill,
which contained some modifications of
the President's original proposals. The
House made the proposed tax credit for
investment in machinery and equip-
ment a flat 7 percent; the President had
proposed 10 percent in the first year
and 5 percent thereafter. In a related
action, not requested by the President,
the House reduced the tax advantages
to corporations resulting from the new
depreciation rules set forth by the
Treasury in June. The House approved
the elimination of the automobile
excise tax, but provided somewhat
greater tax relief for individuals than
was requested by the President.

Phase I of the NEP has had visible
success in slowing price and wage in-
creases, and in reducing interest rates
and bond yields. The introduction of
the NEP has also, not surprisingly,
generated considerable uncertainty.
However, this should be dispelled as
the workings of Phase II become clearer,
and the economy's growth rate—which
is still moderate—should be buoyed by
a strengthening of consumer spending
and business inventory investment.

Financial Developments

The NEP has had an impact in
financial markets, where moderation
of inflationary expectations has re-
sulted in an appreciable decline in
interest rates and bond yields.
Financing costs, which had risen
steadily during the 5 months preceding
the President's mid-August introduc-
tion of the new program, are at mid-
November as much as 1 percentage
point below their summer highs (chart
1).

The decline in interest rates has been
generally more pronounced in short-
term than in long-term markets. This

is the usual tendency in periods when
substantial changes occur in credit
market conditions. In the current situa-
tion, it has been reinforced by what
seems to be some easing of monetary
policy plus unusually heavy foreign
central bank purchases of short-term
U.S. Government securities (using
dollars accumulated as a result of
efforts, mainly before August 15, to
stabilize exchange rates).

In early November, the Federal
Reserve System lowered the discount
rate from 5 to 4% percent in recogni-
tion of developments in short-term

HHHHOHBBHBBMBH en ART !

Short- and Long-Term Interest Rates
Percent
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• Last data plotted are weekly figures for mid- November.

Data: FRB, HUD,, Moody's, Bond Buyer & Treasury
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markets. The decline in market interest
rates also carried through to the prime
rate, which was reduced from 6 to 5%
percent in mid-October and to 5%
percent in early November. The prime
rate had been raised from 5% to 6
percent early in July; prior to that in-
crease, it had been lowered steadily
from the peak of 8% percent reached
during the tight money period of 1969.

In late October, First National City
Bank broke with the practice of ad-
justing the prime rate only periodi-
cally, and adopted a floating rate
pegged one-half of one percentage
point above the rate on 90-day com-
mercial paper. Under the new pro-
cedure, the prime rate is adjusted
weekly and is thus a much more
flexible instrument for pricing credit.
Also, tying the prime rate to open
market rates should blunt the criti-
cism which is often directed at the
banking community in periods of rising
interest rates. A few other large banks
have already moved to some form of
floating rate and many are currently
considering its adoption.

Conditions have also eased con-
siderably in longer term markets, and
interest rate reductions have been
broadly based despite heavy borrowing
by the Federal Government and con-
tinued records in the volume of new
securities issued by corporations and
by State and local governments. Yields
in mortgage markets, which typically
lag in their response to change in fi-
nancial conditions, have eased only
slightly. However, there were reports
in October and November of reductions
by both savings and loan associations
and commercial banks in rates on
commitments for conventional mort-
gages. Reductions in rates on personal
loans were also announced recently by
major banks in New York and Cali-
fornia. Lenders are apparently be-
coming more interested in consumer
business and are adjusting loan rates
more quickly to changes in market
conditions than has been the case in
the past. It is interesting to note that
the recent reduction in consumer loan
rates came at a time when installment
credit was registering exceptionally
strong increases, marking a break from
the sluggish growth of the previous 2
years.

The NEP's success in reducing in-
flationary expectations in credit mar-
kets has been reflected in higher prices
and lower yields on money and credit
market instruments. In the stock
market, prices rose in initial reaction
to the President's mid-August policy
announcement but the averages then
began to slide and at mid-November
are registering new lows for the year.
A number of factors are currently ex-
erting a depressing influence on stock
prices; these include a general recogni-
tion of how slow the pace of economic
recovery is, reductions in the cash
reserves of large institutional investors,
net redemptions of mutual fund shares,
and this year's large volume of new
stock issues. In addition, weakness in
stock prices is probably related to the
uncertainty that has accompanied the
introduction of the NEP, and to what
appears to be concern among investors
that Phase II may be more successful
controlling prices than wages, making
profit gains weaker than expected.

Monetary policy

Credit policy was stimulative during
the early months of 1971 and the
monetary aggregates—such as bank
reserves, the monetary base, money
supply, time deposits—recorded un-
usually strong rates of growth. In
view of the persistence of inflation and
inflationary expectations, the monetary
authorities became concerned over these
gains and resolved in late spring to
slow the monetary expansion. That
decision led to a subsequent broadly
based slowdown in the growth of the
monetary aggregates (table 1).

The introduction of the new eco-
nomic measures in mid-August has
removed some of the burden of restrain-
ing inflationary pressures from the
Federal Reserve System. Since that
time, monetary policy has apparently
become somewhat more expansive: In-
creases in member bank reserves have
permitted banks to continue to add
substantially to their holdings of loans
and investments while simultaneously
reducing their indebtedness to the
Federal Reserve. However, the mone-
tary authorities face a very difficult
problem in setting the course for policy
over the near future. On the one hand,
in trying to encourage economic
expansion by making credit easily

Table 1.—Changes in Selected Monetary
Aggregates

[Percent, seasonally adjusted at annual rates]

Monetary base

Total member bank reserves.

M1 (money stock) _ . _
M2 (M» plus time deposits at

commercial banks other
than large time CD's)

MS (M2 plus deposits at non-
bank thrift institutions) .-

19

1st
half

4.6

2.6

4.4

3.2

2.8

70

2d
half

6.4

8.6

5.2

9.0

8.8

1st
qtr.

10.0

12.0

7.2

14.8

15.6

197

2d
qtr.

8.8

8.0

10.8

14.8

16.8

I

4
months
ending

Oct.

6.3

5.4

5.4

6.0

8.4

NOTE.—Percent changes in 1970 are computed from half
year averages; percent changes in 1971 are computed from
quarterly averages.

Source: Federal Reserve Board.

available and seeking lower interest
rates, they run the risk that their
action could undermine longrun price
stability; on the other hand, a slow
rate of monetary expansion aimed at
slowing inflation could also thwart the
restoration of full employment.

Commercial banks

For most of this year, commercial
banks have been comfortably situated
with respect to reserves, and so have
been able to continue reducing their
reliance on nondeposit sources of funds
(Euro-dollar borrowing, loan sales, and
sales of commercial paper) while making
record additions to their holdings of
loans and investments. Through the
first 10 months of the year, bank credit
increased at a seasonally adjusted
annual rate of almost $47 billion; this
is well above the previous record
expansion of $38 billion in 1968.

In the first half of the year loan
demand was relatively weak and the
expansion of bank credit was mostly in
the form of increased holdings of in-
vestments. Banks made exceptionally
large acquisitions of State and local
government securities and added to
their holdings of U.S. Government
securities as well (table 2). However,
in the four months ending in October,
loan demands strengthened, particu-
larly for commerical and industrial and
consumer installment loans, and loan
expansion was responsible for the bulk
of the growth in bank credit. Banks
continued to add substantially to their
portfolios of State and local securities—
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Table 2.—Changes in Commercial Bank
Credit l

Billions of dollars, seasonally adjusted at annual rates]

Total loans and
investments

Loans

Investments
U.S. Government
Other

19

1st
half

14.2

14.8

-.6
-5.6

4.8

70

2d
half

39.2

14.8

24.4
10.8
14.0

1st
qtr.

56.0

18.4

37.6
11.2
26.4

1971

2d
qtr.

39.2

15.2

24.0
4.0

20.0

4
months
ending

Oct.

42.0

31.5

10 8
-.6
11 4

1. Adjusted for loan sales.
NOTE.—Changes in 1970 are computed from half year

averages; changes in 1971 are computed from quarterly
averages. Details may not add to total because of rounding.

Source: Federal Reserve Board.

though at a slower pace than in the
first half of the year—but holdings of
U.S. securities were little changed.

Savings and loan associations

Savings growth at savings and loan
associations thus far in 1971 has been
unprecedented. During the first three
quarters, saving deposits increased
$22% billion, seasonally adjusted, which
is twice the growth recorded for full
year 1970, itself a record year. The
associations have allocated part of
these flows to reducing indebtedness
at the Federal Home Loan banks and
adding to their holdings of liquid assets.
The ratio of liquid assets to total
liabilities—a measure of liquidity—
was 10% percent in the third quarter,
up from 9% percent in the fourth quarter
of last year and a low 8% percent in
the fourth quarter of 1969.

The associations have been expand-
ing their lending activity at a record
rate. Mortgage loans increased $17%
billion (seasonally adjusted) in the
first three quarters of this year, com-
pared with $10% billion for full year
1970. The forward commitment activity
of the associations has been extremely
strong, particularly in the first half of
the year, and outstanding commitments
rose to $13% billion in the third quarter
from $7% billion in the closing quarter
of last year. However, the recent in-
crease in lending activity has resulted
in some associations becoming "loaned-
up"—i.e. unable, under the Federal
Home Loan Bank Board's liquidity
rules, to increase further their mortgage
holdings unless they also increased
their liquid assets. In order to permit

associations to shift funds from liquid
assets to mortgage investments, the
Federal Home Loan Bank Board in
late August reduced the minimum
liquidity requirement from 1% to 7
percent of liabilities.

Productivity and Labor Costs

Labor productivity in the private
economy rose 5.1 percent at an annual
rate in the third quarter, as output
increased while man-hours declined
(table 3). The decline in man-hours
was due to a shortening of the average
workweek, for employment increased.

The third quarter increase in out-
put per man-hour exceeded the rise in
the second quarter because of sharp
gains in agricultural production. Farm
output is a relatively small part of
total private output, but it is volatile
and its swings can have a significant
impact on the behavior of the aggre-
gate. Excluding the farm sector, the
private economy recorded a produc-
tivity gain of 3.4 percent in the third
quarter, down from 4.3 percent in the
second. This slowdown centered in
manufacturing, where productivity de-
clined, mainly because of the drop in
steel production.

The annual rate of increase in private
economy compensation per man-hour
slowed from 7.3 percent in the second
quarter to 6.2 percent in the third. In
the nonfarm sector the rate of increase
slowed from 7.8 percent in the second
quarter to 5.4 percent in the third. The
deceleration was due in large part to
the imposition of the wage-price-rent
freeze in August, but a shift in the com-
position of employment toward part-

Table 3.—-Productivity and Labor Costs in
the Private Economy

[Percent change, seasonally adjusted at annual ratesl

1970: I
II

III
IV. .. .

1971: I
II.

III

Out-
put

-3.0
.8

1.5
-4.4

8.6
5.2
4.0

Man-
hours

— 1.4
-2.2
-4.3
-4.5

2.1
1.7

—1.1

Out-
put
per

man-
hour

-1.6
3.1
6.1
.2

6.3
3.4
5.1

Com-
pensa-

tion per
man-
hour

7.9
4.7
9.4
6.1

9.0
7.3
6.2

Unit
labor
costs

9.7
1.6
3.1
6.0

2.6
3.8
1.0

Source: Bureau of Labor Statistics.

time and lower paid workers also
tended to hold down the rise in hourly
compensation.

Unit labor costs in the overall private
economy rose only 1.0 percent in the
third quarter, compared to 3.8 percent
in the second; in the nonfarm sector,
unit labor costs rose 2.0 percent, com-
pared to 3.4 percent in the second
quarter.

The wage-price-rent freeze was highly
effective in holding down compensation
in the second half of the third quarter.
It might be noted in this regard that the
behavior of compensation in the latter
part of the fourth quarter will reflect
wage increases suspended during the
freeze but becoming effective after
November 13. These increases will give
a boost to the level of compensation
which should be registered in the figures
for December.

The behavior of unit labor costs thus
far in 1971 has differed from that gen-
erally associated with the early stages
of economic recovery. Typically, the
initial gains in productivity following
a trough in business activity exceed
increases in hourly compensation, and
unit labor costs decline. In the current
situation, however, compensation has
been increasing consistently more
rapidly than productivity, and unit
labor costs have risen.

Wage increases under collective bar-
gaining

The Bureau of Labor Statistics data
on "major" collective bargaining situ-
ations—those involving 1,000 workers
or more—cover only a relatively small
segment of the total work force, but it
is a highly visible segment and tends to
set patterns. Thus far this year, "major"
settlements have included agreements in
the railroad, apparel, farm machinery,
communications, can, aluminum, cop-
per, and steel industries. Virtually all
of the third quarter settlements covered
by the BLS data were reached prior to
imposition of the freeze.

In the first three quarters of 1971,
major settlements provided for an
average first-year increase of 11.8
percent in straight time hourly earnings,
virtually the same as the record increase
registered last year (table 4). The
large size of the first year increase
reflected "front loading," i.e., providing
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large increases in the first year of
multi-year contracts. There was a
slowdown in the average annual wage
increase over the full life of the con-
tracts, from nearly 9 percent in 1970
to 8 percent this year. This year's
settlements also saw cost of living
escalator clauses included for the first
time in some contracts and reintroduced
in the can, aluminum, and steel
contracts.

Table 4.—Wage Rate Changes Under
Collective Bargaining l

[Average (mean) annual percent change]

A 11 industries:
Over life of contract
First-year adjustment _

Manufacturing :
Over life of contract
First-year adjustment

Nonmanufacturing :
Over life of contract
First-year adjustment

Construction
Over life of contract
First-year adjustment

1968

5.9
7.4

5.2
7.0

6.5
7.8

8.6
8.7

1969

7.6
9.2

6.0
7.9

9.3
10.8

13.1
13.1

1970

8.9
11.9

6.0
8.1

11.5
15.2

14.9
17.6

1st 9
months

1971

8.0
11.8

7.1
10 7

9.0
13.0

11.7
13.5

1. Limited to private industry settlements affecting 1,000
or more workers.

Data exclude possible adjustments in wages under cost-
of-living escalator clauses (except guaranteed increases).

Source: Bureau of Labor Statistics.

For manufacturing, the data covering
the first 9 months of 1971 indicate a
faster rate of wage increase this year
than did data for the first six months.
The change in the picture is due to
availability of more information on
settlements reached in the first half as
well as to the inclusion of contracts
concluded in the summer, particularly
the steel contract.

Outside manufacturing, wage in-
creases have been slower this year than
last. The most interesting developments
have occurred in the construction in-
dustry, where a system of wage restraints
was instituted at the end of March
under the jurisdiction of the Construc-
tion Industry Stabilization Committee
(CISC). Since its inception, this com-
mittee has approved 48 major agree-
ments and apparently has been success-
ful in holding down wage increases. The
six major settlements prior to March
29 provided increases averaging 16.9
percent over the life of the contracts,
while the 48 CISC-approved settle-
ments have averaged 11.3 percent.

Deferred increases

Between August 15 and November
13, some 1.2 million workers covered
by 280 contracts were scheduled to get
increases provided by the terms of
those contracts, i.e., deferred increases,
averaging 5.6 percent. Almost one-
fourth of these contracts provided
scheduled increases of 6 percent or
more, but only about one-tenth of them
called for increases of 8 percent or
more. The Pay Board ruled that such
deferred increases can come into effect
after November 13, provided they are
not "unreasonably" out of line with
the Phase II guidelines, but that the
increases cannot be paid retroactively.
Between November 13 and yearend,
another 1.1 million workers under 86
contracts were scheduled to receive
deferred increases averaging about 3%
percent.

In 1972, deferred increases provided
under existing contracts are expected
to cover more than 5% million workers
and average around 6 percent. How-
ever, 1972 will be a much lighter bar-
gaining year than either 1970 or 1971.
The fact that there will be fewer
workers involved in negotiations next
year means that the impact on wages
rates from front-loaded contracts will
be more moderate than in either 1970
or 1971. Moreover, the impact of front-
loading may become less important in
the future if the unions return to 1-
year contracts out of concern over the
possibility of being "locked in" upon
expiration or easing of the Phase II
controls.

Corporate Profits

Corporations' book profits before
taxes were essentially unchanged from
the second quarter to the third. Pre-
liminary estimates by OBE put the
pre-tax total at a seasonally adjusted
annual rate of $83% billion, just a
shade higher than the second quarter
figure. At this level, profits are still
well below the peak rate of $89 billion
reached in the late 1968 but nonetheless
sharply above the rate of only $71%
billion recorded in the depressed fourth
quarter of 1970. That quarter was not
only the cyclical trough but also the

period in which substantial losses were
incurred as a result of the auto strike.

The profits rebound this year would
have been even steeper had it not been
for the impact of the liberalized de-
preciation rules instituted by the
Treasury in June, retroactive to Janu-
ary 1. OBE has estimated that the
resulting upward shift in the level of
capital consumption allowances—and
downward shift in the level of pre-tax
profits—amounted to about $3% billion
(annual rate) in the first quarter of this
year. A detailed discussion of the
estimated impact of the liberalization
was published in the August issue of
the SURVEY. As this issue goes to press,
it appears that Congress may pass
legislation reducing the degree of liberal-
ization. Other things being equal, such
action would lead to upward revision of
1971 profits estimates and downward
revision of capital consumption
allowances.

Book profits include gains or losses
due to differences between the replace-
ment cost of goods taken out of inven-
tory and the cost at which they are
charged to production. These gains or
losses are excluded from the profits
share of national income, their esti-
mated amount being shown in the
accounts as the inventory valuation
adjustment (IV A). Inventory gains
increased about $1% billion from the
second quarter to the third, and profits
on the national income basis fell $1
billion, from $78% billion (seasonally
adjusted annual rate) to $77 # billion.
The rise in the IVA, occurring in a
quarter when the overall rate of price
advance slowed, was mainly the result
of a substantial rise in prices of metals
and metal products in July and August.
These prices figure importantly in the
IVA calculation because metals are
an important component of business
inventories.

The profits of financial institutions
increased about $% billion in the third
quarter, after having fallen by roughly
that amount in the second, but the
profits of nonfinancial corporations fell
more than $1% billion. Aggregate prof-
its of durable goods producers were
down sharply and there was relatively
little strength elsewhere in the non-
financial sector. The profits weakness
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in durables manufacturing centered in
the steel industry, where substantial
losses were incurred as production fell
steeply because users were working off
their strike-hedge inventories. Another
factor contributing to the overall prof-
its decline was an estimated drop of
about $% billion in net profits earned
abroad and remitted to the United
States, following a large increase in the
second quarter. In addition, it is cer-
tainly possible that third quarter profits
were affected by the wage-price-rent
freeze, which began at mid-quarter.
However, there is no way to sort out the
impacts on corporations' costs and
prices in sufficient detail to determine
just what effect the freeze may have
had on overall profits.

Nonfinancial corporations

The recovery of nonfinancial cor-
porations' profits in this year's first
half reflected an expansion of real
output coupled with an improvement
in profit per unit of output. In the
third quarter, real output expanded
somewhat further but unit profit fell
slightly and total profit declined.

Unit profit is plotted on chart 2,
along with price and unit costs. The
data on that chart are derived from
OBE's estimates of the gross product
originating in nonfinancial corporations
(shown in table 9 of the national in-
come and product tables in each issue
of the SURVEY). Gross nonfinancial
corporate product, or value added, is
estimated as the sum of factor incomes
originating in corporations—employee
compensation, net interest payments,
and pretax profits (with IVA)—plus
other charges against production—
capital consumption allowances, indi-
rect business taxes (net of subsidies
received), and corporations' transfer
payments. The profitability, or unit
profit, measure on chart 2 is useful in
separating changes in real volume from
changes in unit profit as factors in-
fluencing total profit.1

1. This unit profit measure is not the same as the profit
per dollar of sales measure commonly used in financial
analysis. Sales are equal to the sum of purchased materials
and value added. Value added, or gross product originating,
is equal to the sum of factor costs and other charges listed
above, including profits (which may of course be negative,
i.e., losses).

The modest improvement in non-
financial corporations' unit profit this
year followed five years of nearly un-
interrupted shrinkage. The shrinkage
reflected the fact that price per unit,
though rising, was rising less rapidly
than unit costs.

In the first half of the 1960's, unit
costs were virtually stable while prices
crept up very slowly, resulting in a
steady expansion of unit profit. The
peak in unit profit was at the end of
1965, followed by a modest decline.
Beginning in early 1968, however, costs
rose at an accelerating pace, and even
though the rate of price increase also
accelerated, unit profit fell very rapidly.

Sources and uses of corporate funds

The improvement in profits following
the cyclical trough late last year has
boosted retained earnings, and the
growth of capital consumption allow-
ances has been enhanced by the liberali-
zation of the depreciation rules. These
developments have resulted in a sharp
expansion this year in internal cash
flow. At the same time, corporations
have increased their rate of external
borrowing. They have been expanding
their long term liabilities at a rapid rate
while slowing the growth of short term
debt—at least until the third quarter,
when borrowing from banks went
up rather sharply. With the rate of
investment in physical assets showing
little change, the increase in nonfinan-
cial corporations' funds has been re-
flected in sizable increases in the
purchase of financial assets. These
developments have led to an improve-
ment in the liquidity position of non-
financial corporations, which had been
seriously squeezed in 1969-70.

Table 5 shows data on the sources and
uses of nonfinancial corporations' funds.
The figures are condensed from the
Federal Reserve flow of funds accounts,
which combine information from the
national income and product accounts
with information on financial sources
and uses of funds. The estimates for
the third quarter are tentative.

In the early years of expansion fol-
lowing the 1961 cyclical trough, when
profits were growing steadily, internal
funds just about covered physical asset
purchases. The flow of funds from

external sources was modest—about
$20 billion annually. However, when
profits stopped growing in the mid-
1960's, the capital spending boom was
in full swing and the result was a
sharp increase in the use of external
funds. Table 5 shows how credit market
borrowing grew after the middle 1960's.
There was a huge rise in short term
liabilities in 1969, a year of severe
monetary restraint with very high in-
terest rates and intense competition for
credit. That increase led to liquidity
problems and for a while—especially
at the time of the Penn Central bank-
ruptcy petition in the spring of 1970—
some analysts feared the possibility of
a widespread liquidity crisis. Since then,
however, corporations have massively
restructured their liabilities and seem

CHART

Nonfinancial Corporations:
Price, Cost, and Profit Per Unit of Output

Dollars (Ratio scale)

1.4

1.2

1.0

Price

\

1957 61 63 65 67
Seasonally Adjusted

69

NOTE -Price per unit is calculated by dividing current dollar gross
corporate product (GCP)by constant dol lar GCP. The other values
are calculated by dividing the several components of current dollar
GCP by constant dollar GCP. Nonlabor cost consists of capi ta l
consumption a l lowances, net interest, and indirect business taxes
plus business transfers less subsidies received.

U.S. Department of Commerce, Office of Business Economics
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Table 5.—Nonfinaiicial Corporations9 Sources and Uses of Funds
[Billions of dollars; quarterly data, seasonally adjusted at annual rates]

Sources, total . .

Internal !
External

Credit market funds
Long-term 2... .. .. ...
Short-term3. ... .

Other

Uses, total

Purchase of physical assets 4

Increase in financial assets

Discrepancy (uses less
sources)

1965

93.1

56.6
36.5
20.5
9.3

11.2
15.9

85.8

62.8
23. 1

-7.2

1966

100.6

61.2
39.4
24.9
15.6
9.3

14.5

92.5

77.1
15.5

-8.0

1967

96.6

61.5
35.2
29.3
21.5
7.8
5.8

86.5

72.0
14.6

-10.1

1968

108.0

61.7
46.3
30.3
17.9
12.4
16.0

101.7

76.1
25.6

-6.3

1969

118.1

59.5
58.6
39 1
21.2
18.0
19.5

112.7

84.9
27.8

-5.4

1970

105.5

61. 5
44.0
38.8
32.4
6.4
5.3

103 7

84.2
19.5

-1.8

1970

IV

103.0

62.4
40.5
39 2
41.2
-2.0

1 4

99 1

86.0
13 1

-3.9

I

118.0

68.3
49.7
46.6
41.6
5.0
3. 1

109 6

83.8
25.8

—8.3

1971

II

123.7

71.8
51.9
52 1
50.8
1.3

— 2

111 5

91.7
19 8

-12.1

III*

124.3

71.6
52.7
57 1
40. 1
16.9

—4 4

111 8

87.4
24 4

-12.5

* Preliminary; partly estimated by OBE.
1. Undistributed profits (after IVA) and capital consumption allowances.
2. Stocks, bonds, mortgages.
3. Bank loans, commercial paper, finance company loans, bankers' acceptances, Government loans.
4. Plant and equipment, residential structures, inventories.
Source: Federal Reserve Board; see also page 28 of this issue.

now to be in comfortable condition
with respect to liquidity pressures.

Federal Fiscal Position

The Federal Government recorded
another large deficit in the third quarter.
As measured in the national income
accounts (NIA), the deficit was $21 }£
billion at a seasonally adjusted annual
rate, down $1% billion from the second
quarter.

The NEP had no significant impact
on the third quarter figures, except for
about $0.4 billion (annual rate) added
to indirect business taxes by the 10
percent import surcharge. However,
passage of the Revenue Act of 1971
will result in retroactive revisions of
corporate profits tax and indirect busi-
ness tax liabilities in the national in-
come accounts.

Receipts in the third quarter
amounted to $202.6 billion at a sea-
sonally adjusted annual rate, up $4.3
billion from the second. Personal taxes
rose $1.6 billion, including $0.4 billion
attributable to a speedup in gift tax
collections. Indirect business taxes in-
creased $1.2 billion—a particularly large
advance—mainly due to gains in auto
and alcohol tax liabilities, augmented
by the import surcharge. Contributions
for social insurance rose $1 billion;
corporate tax liabilities were up $0.5
billion.

Total Federal expenditures at a
seasonally adjusted annual rate were

$223.9 billion in the third quarter, up
$3 billion from the second. Civilian
spending rose $4 billion; defense pur-
chases declined $1 billion. This was the
eleventh consecutive quarter of decline
in defense spending, excluding the
impact of pay raises for military and
civilian personnel which interrupted the
downtrend twice during this period.
Nondefense purchases of goods and
services advanced $2.7 billion, mainly
due to heavy buying of agricultural
commodities by the Commodity Credit
Corporation. Net interest paid, revers-
ing its recent trend, rose $0.6 billion,
largely because of rapid growth of the
public debt. The increase in grants-in-
aid to State and local governments was
also $0.6 billion, but this was a con-
siderable slowdown from the recent
expansion rate. Transfer payments and
subsidies (less the current surplus of
government enterprises) were essen-
tially unchanged.

GNP revision

On the basis of more complete source
data, the estimate of third quarter
GNP has been revised up $1% billion to
$1,060% billion. The largest revisions
occurred in residential construction and
net exports, which were raised $1%
billion and $1 billion, respectively.
According to the revised figures, GNP
advanced at an annual rate of 7 percent
in the third quarter and real output
(GNP adjusted to exclude price
changes) at a rate of 4 percent.

Consumer Demand

There has been a dramatic spurt this
fall in sales of new domestic model cars.
After some months of narrow fluctua-
tion around a level just above 8 million
units (seasonally adjusted annual rate),
the new car sales rate hit 10% million
units in September and 10 million in
October. Indications are that the rate
was above 10 million units (seasonally
adjusted) in early November. While
domestic model sales were booming,
sales of imports were dropping sharply.
The sales rate of foreign models, which
had been running at about \% million
units during the summer, was slightly
below 1% million in September and
down to about 1% million in October.
Table 6 shows the recent data in
perspective.

There is no doubt that the sharp
gain in the domestic model sales rate
is due in some degree to the new
economic program. The price freeze held
down prices of 1972 models, and buyers
have been promised a refund of the
excise tax if Congress passes the retro-
active repeal asked by the President.
In addition, the new models became
available unusually early this year and
this probably had a stimulative effect
on sales. The recent U.S. economic
policy actions may also be responsible
for some share of the decline in foreign
car sales, because the import surcharge
affects the prices of cars shipped from
abroad after August 15. However,
another and evidently quite important
factor is the tight supply situation that
has developed as a result of the West

Table 6.—New Car Sales

[Millions of units; quarterly data, seasonally adjusted at
annual rates]

1966 .- -.
1967-
1968
1969

1970: I
II

III.
IV

1971: I
II

III

Sept ._- .
Oct

Domes-
tic

models

8.4
7.6
8.6
8.5

7.6
7.9
7.8
5.4

8.4
8.2
9.1

10.8
10.0

Import
models

0.7
.8

1.0
1.1

1.2
1.3
1.2
1.5

1.5
1.7
1.7

1.5
1.4

Total

9.0
8.3
9.7
9.6

8.8
9.1
9.0
6.9

10.0
9.9

10.7

12.3
11.3

NOTE.—Detail may not add to total because of rounding.
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Coast dock strike that ran from the
summer into October and East and
Gulf Coast strikes that began in
October.

A strengthening of consumer con-
fidence and willingness to spend, which
the new economic policy is intended to
foster, would support a continued good
showing in new car sales. It is highly
unlikely, however, that sales will persist
in running at a total rate well above 10
million units for domestics and im-
ports combined. The auto manufactur-
ers have to date assessed the situation
cautiously. Through mid-November,
fourth quarter production—actual and
scheduled—was little different from
what had been planned before the
quarter began. If sales remain strong,
inventories at yearend will be down
sharply from their autumn level.

Installment credit

Acceleration this year in the use of
installment credit presumably reflects
an increase in consumer's willingness to
spend. Substantial growth in the vol-
ume of auto credit has figured impor-
tantly in the speedup, but gains in
credit for other goods as well as in
personal installment loans have also
been accelerating. In the third quarter,
credit in all three major categories
registered gains that were at least as
large as those being recorded before
the 1969-70 economic contraction
(table 7).

Table 7.—Net Change in Outstanding
Consumer Installment Credit

[Billions of dollars; quarterly data, seasonally adjusted
at annual rates!

1966
1967
1968
1969

1970: I-
II.

Ill
IV

1971: I..
II

Ill

Total

6 2
3 4
9 0
8 3

4 0
4 6
4 1

—1.5

2 7
6 7

10 3

Auto

1 9
2

3 4
2 5

(2)
2

— 6
—4 4

4
2 3
3 7

Other
con-

sumer
goods

2 4
1 4
2 5
2 7

2 4
2 3
2 4
1 8

6
1 8
2 8

Other i

1 9
1 8
3 1
3 1

1 7
2 1
2 3
1 2

1 8
2 6
3 9

1. Mainly personal loans; also includes home repair and
modernization loans.

2. Less than $50 million.

NOTE.—Detail may not add to total because of rounding.
Source: Federal Reserve Board.

SURVEY OF CURRENT BUSINESS

Retail sales

Incomplete data suggest that retail
sales in the auto group dropped slightly
in October after huge gains in August
and September. However, there appar-
ently were sales gains in October at
both other durable goods stores and
nondurables stores. In September, sales
of nonauto durables fell slightly and
nondurables sales were unchanged, but
both aggregates had registered large
increases in August.

The monthly estimates of retail sales
are being revised back to January 1968.
The revised estimates show total retail
sales this year running at a level about
3 percent higher than the sales total
shown by the old estimates. With re-
spect to sales growth, however, the
new figures show a somewhat weaker
picture for 1971 than the old figures did.
For most months, the revised figures
indicate a smaller percentage gain, or
larger percentage decline, than pre-
viously indicated. This pattern holds
for total retail sales and for the major
components—auto group, other dur-
ables, nondurables. On a quarter-to-
quarter basis, the old sample showed
total sales rising 4.2 and 4.0 percent in
the first and second quarters, respec-
tively. The new sample shows increases
of 4.0 and 2.6 percent, respectively.

The revisions result from introduc-
tion of a new sample design, incor-
porating results of the 1967 Census of
Business, and improved processing tech-
niques. Sales data for the past year on
the revised basis can be found on page
S-ll of this issue of the SURVEY. The
estimates of retail sales for the period
back to January 1968 will be published
in the December issue. That issue will
also carry revised estimates of retail
inventories, which are prepared by
OBE on the basis of Census Bureau
data.

Personal income
Personal income was virtually un-

changed from September to October.
The aggregate iiicreased less than $1
billion (seasonally adjusted annual
rate), after having risen $3.9 billion
in September. The wage-price-rent
freeze was a factor holding down
income in both months.

(Continued on page 27)

CHART 3

Industrial Production
Index, 1967=100 (Ratio scale)
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mm •••>'•'••
• In October: Unemployment rate edged down to 5.8 percent
• Nonfarm payroll employment unchanged
• Wholesale prices down 0.1 percent

TOTAL PRODUCTION

900 -

Quarterly (III)

Billion $

40

30

20

CURRENT DOLLAR GNP**
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U.S. Department of Commerce, Office of Business Economics
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In October: Personal income rose only $% billion
Domestic-model auto sales rate was a high 10 million units

Housing starts were at an annual rate of 2 million units

9

CHART 5

INCOME OF PERSONS CONSUMPTION AND SAVING FIXED INVESTMENT
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Table 4.—Alternative Estimates of Residential Capital Consumption, Nonfarm and Farm,
1925-70

[Billions of dollars]

Year

1925
1926
1927
1928
1929
1930
1931
1932
1933
1934

1935
1936
1937
1938
1939
1940
1941
1942
1943
1944

L945
L946
1947
KHg
1949
I960
[951
L952
L953
1954

955
1956
.957 . . .
.958 _ - .
959
960
961 .
962
963
964

965
966
957
968
969
970

Total of nonfarm and farm

NIA

n.a.
n.a.
n.a.
n.a.
1.7
1.8
1.7
1.7
1.7
1.7

1.7
1.8
1.8
1.9
1.8
1.9
2.0
2.1
2.1
2.2

2.2
2.4
2.7
2.9
3 1
3.4
4.0
4.2
4.6
5.1

5.5
5.8
6.3
6.7
7.1
7.6
8.0
8.5
9.1
9.6

10.2
10.5
11.1
11.6
12.3
13.0

Perpetual
inventory

Histor-
ical cost

.1

.1

.2

.3

.4

.4

.4

.4
1.4
1.4

1.4
.4
.4
.4
.4
.5
.5
.5
.5
.5

.5

.6

.7

.9
2.2
2.6
2.9
3.2
3.5
3.8

4.2
4.6
5.0
5.3
5.7
6.1
6.4
6.8
7.3
7.7

8.2
8.7
9.1
9.6

10.2
10.7

Current
cost

1.8
1.9
1.9
2.0
2.1
2.1
1.9
1.5
1.4
1.7

1.6
1.7
1.9
1.9
2.0
2.1
2.3
2.5
2.6
2.9

3.0
3.3
4.1
4.8
4.9
5.5
6.1
6.5
6.8
7.0

7.5
8.2
8.7
9.0
9.6

10.1
10.4
10.9
11.6
12.2

12.8
13.5
14.5
15.6
17.1
18.2

Nonfarm

NIA

n.a.
n.a.
n.a.
n.a.
1.5
.5
.6
.6
.6
.5

.5

.6

.6

.7

.7

.7

.8

.9

.9

.9

1.9
2.1
2.3
2.5
2.7
3.0
3.4
3.7
4.1
4.5

5.0
5.3
5.7
6.1
6.5
7.0
7.4
7.9
8.4
8.9

9.4
9.8

10.3
10.8
11.4
12.0

Perpetual
inventory

Histor-
ical cost

1.0
.0
.1
.2
.3
.3
.3
.3
.3
.3

.3

.3

.3

.3

.3

.3

.4

.4

.4

.4

.4

.5

.6

.8
2.0
2.4
2.7
3.0
3.3
3.6

4.0
4.4
4.8
5.1
5.5
5.9
6.2
6.6
7.1
7.5

8.0
8.5
8.9
9.4

10.0
10.5

Current
cost

.6

.7

.7

.8

.9

.9

.7

.4

.3

.5

.5

.6

.7

.8

.8

.9
2.1
2.3
2.4
2.6

2.7
3.0
3.8
4.4
4.5
5.0
5.7
6.1
6.4
6.5

7.0
7.7
8.2
8.6
9.1
9.6
9.9

10.4
11.0
11.7

12.3
13.0
14.0
15.1
16.5
17.6

Farm

NIA

n.a.
n.a.
n.a.
n.a.

.2

.3

.1

.1

.1

.2

.2

.2

.2

.2

.1

.2

.2

.2

.2

.3

.3

.3

.4

.4

.4

.4

.6

.5

.5

.6

.5

.5

.6

.6

.6

.6

.6

.6

.7

.7

.8

.7

.8

.8

.9
1.0

Perpetual
inventory

Histor-
ical cost

0.

.'2

.2

.2

.2

.2

.2

.2
2

'.2
.2
.2
.2
.2
.2
.2
.2

.2

.2

.2

.2

.2

.2

Current
cost

0.2
.2
.2
.2
.2
.2
.2
.1
.1
.2

.1

.1

.2

.1

.2

.2

.2

.2

.2

.3

.3

.3

.3

.4

.4

.5

.4

.4

.4

.5

.5

.5

.5

.4

.5

.5

.5

.5

.6

.5

.5

.5

.5

.5

.6

.6

n.a. Not available.

)f new one-family houses sold. The
iverage sales prices are adjusted for
changing proportions of cost-associated
>hysical characteristics of houses to
>roduce the price index. This index
s adjusted for changes in site values
ising FHA data to produce the deflator.
See the reference in footnote 7 for a
letailed description of the index.) For
rears prior to 1963, the privately-
,ompiled Bo^ckh (residences) index is
ised as the residential deflator. It is an
ndex of residential construction costs,
epresenting a weighted average of
onstruction wage rates and materials
'rices.

(Continued from page 7)

Most of the major components of
icome showed little change in October,
lent, interest, and dividends, which
ypically rise by small amounts, were
inchanged. Farm proprietors' income

fell slightly after several months of
large gains, and transfers declined $%
billion after having been swelled in
September by a $1 billion nonrecurring
payment. Wage and salary disburse-
ments rose $1% billion, with manu-
facturing payrolls up more than $1
billion and others were generally little
changed. In manufacturing, the in-
crease in pay reflected a rise in weekly
hours in some higher paying durable
goods industries.

Production and Employment
in October

Industrial output was virtually un-
changed from September to October.
Thus far this year, the Federal Re-
serve's index of total production has
fluctuated within the narrow range of
105 to 107 percent of its 1967 base
(chart 3). The index had been edging

up in the spring, but was depressed in
July and August by steep reductions
in steel output. Steel production re-
covered in September and October, and
though still considerably below normal
levels, it is no longer a drag on the
aggregate index.

Private housing starts edged up
slightly in October to a seasonally
adjusted annual rate of 2 million
units. All of the increase was in multi-
family units; starts of single family
units were unchanged from September
to October. Starts were modestly higher
in all regions except the West, where
there has been recent evidence of
some overbuilding. Building permits,
which had declined slightly from July
to September, rose sharply in October,
with increases in permits for both
single family and multi-family units.

Unemployment declines

Labor market indicators showed some
improvement in October as unemploy-
ment edged down to 5.8 percent of the
civilian labor force (seasonally ad-
justed) and employment expanded by
320,000 persons. This was the fourth
consecutive monthly gain in employ-
ment and brought the figure to 79.8
million, up l}i million from the level
that had been maintained for a year
or more up to mid-1971.

The October reduction in unemploy-
ment was due largely to a decline in
the number of workers who had been
laid off and was concentrated among
adult men. The unemployment rate
for married men fell from 3.3 percent
to 3.0 percent, its lowest level in a
year. However, the rates for adult
women (5.5 percent) and teenagers (17
percent) were little changed. Also, the
number unemployed 15 weeks or longer
was unchanged in October for the
third consecutive month.

The number of workers on nonagri-
cultural payrolls would have risen by
about 85,000 in October had there not
been a net increase in the number of
workers on strike. Because of the
increase in strikers, the employment
total as reported in the payroll survey
was unchanged, following a large gain
of 375,000 in September. The average
workweek in the private economy
lengthened to 37.1 hours in October,
more than offsetting a decline to 36.7
hours in September.
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the BUSINESS SITUATION

After a dramatic surge this fall,
auto buying has been moving back
toward a more sustainable pace. The
swings of auto buying have dominated
the retail sales picture and over-
shadowed the evidence of an expansion
in other consumer spending categories.
Recent survey evidence on business
investment plans points to a near-term
strengthening of spending for inven-
tories and for plant and equipment.

0,"NE of the most visible domestic
economic developments this fall was
the dramatic surge of auto buying,
clearly due in some degree to the price
freeze and the proposed retroactive
repeal of the auto excise tax (which
was signed into law on December 10).
After the initial surge, however, car
buying has been moving back toward a
more sustainable pace. Combined sales
of new domestic models and imports
were a huge 12.2 million units (annual
rate) in September, 11.3 million in
October, 10.9 million in November, and
are down further in December; the rate
averaged 9.9 million in the first 8
months of 1971.

The swings of auto buying (which
included the post-strike recovery earlier
this year) have dominated the aggregate
retail sales picture and overshadowed
the evidence of an expansion trend in
other spending categories. Sales at
durables outlets outside the auto group
have been growing quite steadily all
year and nondurables sales have also
been expanding, though less decisively.
Rough estimates indicate a broadly
based gain in retail sales in November.

In view of the marked deceleration of
price increases since the freeze was
imposed at mid-August, the reported
gains in sales presumably represent
solid expansion in real volume.

Strengthening of consumer demand
hinges on improvement in consumer
confidence and willingness to spend,
about which the evidence is never
clearcut and sometimes contradictory.
However, it is surely significant that
the consumer sentiment index compiled
by the University of Michigan Survey
Research Center has been rising for
a year. The current period is hard to
assess because of problems in sorting
out the effects of the wage-price freeze,
and subsequent controls, on incomes,
prices, and attitudes. The saving rate
fell in the third quarter but it is not
clear how much of the change was a
lasting movement away from the un-
usually high rates of the recent past.

Recent survey evidence on business
investment plans points to a near-term
strengthening of spending for inven-
tories and for plant and equipment.
This is consistent with the fact that in
recovery periods there typically is an
acceleration of business investment,
especially in inventories, as sales and
sales expectations improve. (See
pages 13 and 15 of this issue for reports
of the latest OBE survey of manufac-
turers' inventory and sales expectations
and OBE-SEC capital spending sur-
vey.) The expansion of residential in-
vestment, on the other hand, has
slowed recently after a year of ex-
tremely fast growth that reflected the
steep recovery of housing starts. From
an annual rate of only about 1.3 million
units 2 years ago, starts had reached
a rate of about 2 million this fall.

Economic growth

The growth of real output this year,
abstracting from the surge after the

Employment and Unemployment

CHART 1
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late-1970 auto strike, has been slow for
a recovery period. The new economic
policies introduced by the President
on August 15 have as one of their aims
the stimulation of the economic re-
covery. It is too early for tax stimu-
lants to have had much impact, for
the tax bill resulting from the Presi-
dent's proposals was signed into law
only on December 10. Of course, some
business decisions may have been
made in anticipation of the tax law
changes, and car buyers evidently
acted in the belief that the auto
excise tax would be repealed retro-
active to August 15. The new law does
indeed repeal the excise tax retro-
actively; it also reduces personal income
taxes and reinstitutes a 7-percent tax
credit for business investment in ma-
chinery and equipment. Another provi-
sion writes into law all but one feature
of the liberalized depreciation rules
introduced by the Treasury earlier
this year. The new law drops the rule
change that would have permitted a
higher depreciation charge in the year
an asset is placed in service.

On December 10, the day the tax
bill was signed, the Federal Reserve
discount rate was cut from 4% to 4J£
percent. This is the lowest the rate
has been since early 1968. The rate
had been cut from 5 percent in Novem-
ber, in a move that was essentially a
followup to prior declines in money
market rates. In the announcement of
the December cut, however, the Federal
Reserve stated that the action was
taken not only in recognition of market
rates but also "to assist the progress
of economic expansion." This suggests
that for now the Federal Reserve is
leaning toward economic stimulus in
the difficult process of finding a balance
between stimulating the economy and
controlling inflation.

Employment and the labor force

The strengthening of economic ac-
tivity has been reflected in sizable
gains during the past half year in the
number of jobholders. However, the
labor force has also been growing very
rapidly and therefore the unemploy-
ment rate has changed little (chart 1).
To get unemployment down will require

a slower increase in the labor force—
which is possible, since the recent
growth has been exceptionally strong—
or a more rapid rate of real economic
growth, or a combination of both.

Total civilian employment rose
175,000 in November to a record 80
million (seasonally adjusted). At that
level, employment was some \% million
higher than in June. Employment of
adult men has been growing quite
strongly all year (though it was un-
changed in November), but employ-
ment of women and teenagers ac-
celerated at midyear. It is this latter
development that has boosted ag-
gregate employment growth in recent
months.

The civilian labor force also con-
tinued its rapid expansion in November,
reaching an alltime high of 85.2 million,
and the unemployment rate returned
to 6 percent after a dip to 5.8 percent
in October. The pattern of unemploy-
ment rates for major labor force groups
was not significantly different in No-
vember from the pattern that has
prevailed for the past year.

For women and teenagers, recent
labor force growth reflects not only
normal population growth but also
sizable increases in the percentage
participating in the labor force. This is
in line with the common tendency for
participation rates of women and teen-
agers to increase when employment
opportunities are improving and to fall
when opportunities decline. The adult
men's participation rate is slow to
change and has barely moved at all
this year. However, growth of the
civilian population of adult men, and
thus of the civilian labor force, has
been substantially swelled by reduction
of the Armed Forces.

Construction Estimates
Revised

The monthly estimates of the value of
new construction put in place have re-
cently been revised by the Census
Bureau back to 1960. The revisions are
mainly in private construction and re-
flect the incorporation of basic data not
previously available, and the introduc-
tion of new survey data on nonresiden-
tial structures and new estimating

procedures. Also, there were some
changes in the way data are classified,
which affected component estimates but
not the total. One such classification
change was the shift of farm residential
construction from the "farm" category
to the private residential construction
category. New procedures for estimat-
ing the value of residential construction
permit separate estimates, not pre-
viously available, of the value of single-
unit structures and of structures with
two or more units.

The Census Bureau has stated
that further improvements are
needed to make the monthly put-in-
place estimates a fully satisfactory
measure of current construction activ-
ity. Improvement is needed especially
in the estimates of State and local
government construction spending.

The revisions raised the value of new
private construction in all the years
affected; the adjustments ranged be-
tween three-fourths of 1 percent and
2% percent for the years 1960-67, and
between 3K percent and 5 percent for
the years 1968-70 (table 1). The revi-
sion averaged 4}£ percent in the latter
period, reflecting sizable upward ad-
justments in residential and utility
construction which more than offset
reductions in other types of private
construction.

Table 1.-—Value of New Construction Put in
Place: Percentage Revision

Total

Public

Private

Residential buildings, excluding
farm structures. . .

Nonresidential buildings

1968

2.3

-.3

3 6

3.4
-3.4

1969

2.7

-.3

4. 1

5.9
-4.0

1970

3.3

—.2

4.9

5.6
-4.0

NOTE.—The construction categories shown in this table are
affected by statistical revisions but essentially unaffected by
changes in the way data are classified into various construc-
tion categories.

The upward revision of residential
construction averaged 5 percent for
the 1968-70 period, before allowance
for the reclassification of farm resi-
dential construction; including the
transfer of farm housing, the average
revision was 7% percent. The magni-
tude of the revision in public utility
construction cannot be directly esti-
mated. Although the Census Bureau is
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now publishing annual estimates of
the value of total public utility con-
struction, such estimates were not
explicitly published on the old basis
for the years 1967-70. Crude estimates
of the old-basis data, however, indicate
that the revision was sizable.

The new construction data published
by the Census Bureau do not distin-
guish revisions due to new data or
procedures from revisions due to shifts
among categories as a result of reclassi-
fications. In the case of the farm-
housing reclassification, the magnitude
of the shift can be identified, but for
most categories it is possible only to
state that the impact of such shifts
was sometimes quite large.

In the case of nonresidential build-
ings, a change in the classification
system as of 1968 has an important
impact on the various component
categories, e.g., commercial, industrial,
educational, hospital, etc. Construction
of nonresidential buildings was formerly
classified by type of building (hospital,
office, factory, etc.) but beginning with
1968 is classified by the type of es-
tablishment of which the construction
is part. For example, a hospital or
office building that is constructed on
a university campus in now classified
as "educational" construction rather
than "hospital" or "commercial," as
formerly.

The growth pattern of total private
construction spending was not ma-
terially changed by the revisions. The
new data show total private construc-
tion increasing just slightly faster in

Table 2.—Value of New Construction Put in
Place: Year-to-Year Percentage Change

Total:
Revised
Previous

Public:
Revised
Previous. .

Private:
Revised
Previous

Residential buildings:
Revised .
Previous

Nonresidential buildings:
Revised . .
Previous.

Public utilities:
Revised . .
Previous

1968

11.8
11 2

8.1
8.3

13.6
12.7

19.5
21.4

3 3
3.8

18.0
n.a

1969

7.8
7 3

1.3
1.3

10.8
10.2

8.6
6.2

16.5
17.2

6.0
n a

1970

1.0
4

6
5

1.2
4

—4.4
—4.3

1.2
1.2

17.8
n a

N.a. Not available.

recent years than was indicated by the
previous estimates (table 2).

Consumer Installment Credit
The expansion of consumer install-

ment credit outstanding has been
accelerating rapidly since last winter.
Net expansion in the third quarter
was at a seasonally adjusted annual
rate of $10% billion (chart 2) and there
was continued strong growth in Octo-
ber. The rebound follows more than
2 years of pronounced slowdown in
credit use that accompanied weakness
in consumer spending for autos and
other types of goods and services
typically bought on credit. During the
period of decelerating credit use, the
net change in installment credit expan-
sion fell from a peak seasonally adjusted
annual rate of $10 billion in the second
half of 1968 to a low rate of $2%
billion in the first quarter of this year.
With the exception of the strike-
depressed fourth quarter of last year,
when credit use actually declined,
that increase was the smallest since
the economic slowdown of 1967.

Auto credit, the biggest and most
volatile component of installment debt,
has accounted for a little more than
one-third of the recent, increase in
credit use. The net expansion of auto
credit peaked in the last half of 1968
and slowed steadily in 1969. There was
a small net decline for the first three
quarters of last year and a sharp drop
in the fourth. In the first quarter of
this year, auto credit extensions re-
covered strongly with the post-strike
spurt in sales but repayments also
increased and net expansion was quite
small. The growth of auto credit in-
creased in the second quarter and
accelerated very sharply in the third,
as sales were boosted by the early
introduction of new models and the
announcement of the price freeze and
proposed excise tax repeal. In Septem-
ber and October, auto credit increased
at an annual rate of $4% billion.
However, with auto sales receding from
their recent high rates, credit expan-
sion is not likely to continue at the
September-October pace.

The growth of the other major
components of consumer installment
credit, paper for other consumer goods

and personal loans, has also been in-
creasing sharply this year. Other con-
sumer goods paper outstanding has ex-
panded $2% billion (annual rate) since
June and personal installment loans $3%
billion; these gains match the peak
growth rates recorded in the second
half of 1968 (table 3).

The expansion of nonauto goods
paper held up considerably better than
did growth of the other categories of
installment credit during the general
slowdown in credit use after 1968. The
net expansion did slow sharply in the
fourth quarter of 1970 and the first
quarter of 1971, but this largely re-
flected a step-up of debt repayments.
The volume of extensions continued to
increase relatively strongly during the
1969-70 slowdown; in 1970, extensions
showed very substantial growth as a
result of strength in mobile-home sales
and credit card purchases.

Consumer Installment Credit

CHART 2

Billion $

140!

120

100

80

Extensions

1968 69 70 , 71

Seasonally Adjusted, at Annual Rates

* Extensions minus repayments.
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4 SURVEY OF CURRENT BUSINESS December 1971

Table 3. Net Change in Consumer
Installment Credit

[Billions of dollars, seasonally adjusted at annual rates]

1965:
First half... .
Second half

1966:
First half
Second half

1967:
First half
Second half

1968:
First half
Second half

1969:
First half
Second half..

1970:
First half
Second half

1971:
First quarter
Second quarter

Four months ending
October

To-
tan

8.7
8.1

6.6
5.5

2.3
4.1

7.7
10.1

9.0
7.2

4.3
1.3

2.7
6.7

10.5

Auto

3.7
3.5

2.2
1.5

— . 1
.4

2.9
3.8

2.9
2.0

. 1
-2.5

.4
2.3

3.9

To-
tal1

less
auto

5.0
4.6

4.4
4.0

2.5
3.7

4.8
6.3

6. 1
5.3

4.2
3.8

2.4
4.4

6.7

Other
con-

sumer
goods

1.9
2.3

2.4
2.3

1. 1
1.5

2.3
2.7

2.7
2.5

2.3
2.1

.6
1.8

2.8

Per-
sonal
loans

2.9
2.2

1.9
1.6

1.4
2.2

2.4
3.4

3.1
2.9

1.8
1.6

1.7
2.3

3.5

1. Includes a small amount for repair and modernization
loans not shown separately.

Source: Federal Reserve Board.

Lender groups

This year has also witnessed some
notable changes in the shares of install-
ment credit held by the major types of
lending institutions (table 4). Com-
mercial banks, which are the largest
installment lenders, increased their
share of outstandings one-half of 1
percentage point to 41.8 percent from
last December to September of this
year. This gain resulted mainly from
strong growth in bank holdings of per-
sonal installment loans and nonauto
goods paper. Commercial banks have
been adding this year to their holdings
of auto paper (which is by far the largest
component of bank-held consumer debt)
but their share of auto credit outstand-
ing has edged up very little.

Credit unions, which concentrate
almost all of their lending in install-
ment credit, have also increased their
share of total credit outstanding.
Loans held by credit unions are com-
bined in table 4, with a small amonut
of lending by other institutions. The
share of outstandings held by this com-
bined group rose from 13.9 percent in
December 1970 to 14.5 percent in
September 1971. This increase con-
tinues a longrun trend reflecting
growth in the number of credit unions
and in the average size of their asset
holdings. This year's increase was
probably buoyed by a huge increase in
saving deposits at credit unions; these
grew at an annual rate of over $3
billion in the first three quarters of
this year, as compared with a gain of
$1% billion in the full year 1970.

The share of retail outlets was essen-
tially unchanged through September of

Table 4.—Lenders' Shares of Installment
Credit Outstanding

[Percent]

1965
1966

1967
1968

1969
1970

1971:
I.. ... ...
II
III .

Total i

100.0
100.0

100.0
100.0

100.0
100.0

100.0
100.0
100.0

Com-
mer-
cial

banks

40.6
40.4

40.4
41.1

41.1
41.4

41.5
41.6
41.8

Fi-
nance
com-

panies

34.0
33.6

33.0
32.4

32.3
30.8

30.4
29.9
29.6

Retail
out-
lets

13.7
13.9

14.1
13.8

13.4
13.9

14.0
14.1
14.1

Others 2

11.6
12.0

12.4
12.7

13.2
13.9

14.2
14.4
14.5

1. Components may not add to total because of rounding.
2. Mainly credit unions; also includes miscellaneous lenders

such as savings and loan associations and mutual savings
banks.

NOTE.—Shares calculated from data for end of period;
shares in 1971 calculated on the basis of seasonally adjusted
data.

Source: Board of Governors of the Federal Reserve
System.

this year, but the share of finance
companies declined \% percent to 29.6
percent. That decline continues a long-
term trend that accelerated beginning
in mid-1969, when several important
companies began to reduce their pur-
chases of auto paper and increase
their lending to business. During that
year of severe credit stringency and
record high interest rates, these com-
panies apparently found rates of re-
turn on auto loans less attractive than
those on alternative investments. Auto
paper held by finance companies de-
clined 10 percent in 1970. Thus far in
1971, finance companies have not in-
creased their holdings of auto or other
goods paper, and have added only
moderately to their holdings of personal
installment loans.

Outlook

The prospects for strong growth of
installment credit in the year ahead
appear quite favorable. The past year
and one half have seen consumers
saving a high percentage of current
income, adding substantially to holdings
of financial assets, and cutting back on
debt burdens. It thus seems clear that
consumers are in a strong financial
position for expanding credit use. Of
course, the extent of the expansion of
credit use—and indeed the expansion
of the economy at large—depends on
consumer confidence and willingness to
spend. Recent months show an increase
in durable goods purchases, not limited
to autos, and a sharp increase in con-
sumer debt, tending to confirm the
sentiment surveys which have reported
an improvement in attitudes and
spending plans.

Erratum

There is a typographical error in table C, page 22, of
"Residential Capital in the United States, 1925-1970" in the
November 1971 SURVEY. The perpetual inventory estimate for
April 1, 1960 should read $408.9 billion, not $480.9 billion.
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December 1971 SURVEY OF CURRENT BUSINESS 5

• In November: The unemployment rate edged up to 6 percent
• Nonfarm payroll employment increased slightly

• The workweek increased somewhat further
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SUEVEY OF CURRENT BUSINESS i><

9 In November: Personal income rose $31/2 billion

member 1971

1 CHART 4

* Domestic-model auto sales rate was about 9]/2 million units
9 Plant and equipment expenditures expected to rise in current quarter and first half of 1972
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December 1971 SURVEY OF CURRENT BUSINESS

* In October: Manufacturing and trade firms added $476 million to their stocks
* Merchandise trade deficit was $821 million; dock strikes distorted the data
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• 7H -îs/ ; \j
\J V

1 1 1 1 1 1 1 M 1 1
Monthly (Oct.) Census

i $

FEDERAL BUDGET**
(NIA Basis)

Receipts

1 /• —

_ Expenditures

i l l i l l

.•••**
../

i i i
Quarterly (III) OBE

n $

STATE AND LOCAL PURCHASES
OF GOODS AND SERVICES**

_^^
l i t i i |

^^

i i i
1969 1970 1971

Census & OBE Quarterly (III) OBE Quarterly (III) OBE

* Seasonally Adjusted * * Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Office of Business Economics
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

December 1971



8 SURVEY OF CURRENT BUSINESS December 1971

• In November: Industrial production increased about
• Bank credit increased; money supply

0.7 percent, with most of the rise in nondurables
unchanged

v^nAAPxl U

• Interest rates and bond yields declined further
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Manufacturers' Inventory and Sales Expectations,
Fourth Quarter 1971 and First Quarter 1972

MANUFACTURERS reported modest
declines in sales and inventories in the
third quarter. For the fourth quarter,
they expect little change in sales but
substantial inventory accumulation.
For the first quarter of 1972, they
project a sizable sales rise with moder-
ate inventory additions.

••••••••••••• CHART 7

Manufacturers' Inventories and Sales

DURABLE GOODS
MANUFACTURERS

NONDURABLE GOODS
MANUFACTURERS

Billion $

no

100

90

80

70

60

50

40

30

2.5

2.0

1.5

1.0

.5

0

Sales

Sales

Inventories

Seasonally Adjusted

Net Excess Inventory

1969 70 71 72

* Expectations

U.S. Department of Commerce, Office of Business Economics

1969 70 71 72

Manufacturers' evaluation of the
condition of their inventories changed
little in the first 9 months of 1971.
Although firms holding 20 percent of
producers' stocks viewed their inven-
tories as "high" at September 30, the
amount of imbalance reported by these
companies was small.

These are the results of the latest
OBE quarterly survey of Manufac-
turers' Inventory and Sales Expecta-
tions, conducted in November. The
previous survey, conducted in August,
had projected a moderate sales rise
and material additions to stocks in the
second half of 1971.

Sales expectations

Sales fell one-half percent from the
second to the third quarter, with both
durable and nondurable goods pro-
ducers reporting declines of less than
1 percent. Manufacturers expect ag-
gregate sales to be virtually unchanged
this quarter, with durable goods pro-
ducers' sales falling fractionally and
those of nondurable goods producers
rising almost 1 percent.

A 3 percent increase is projected for
the first quarter of 1972—4 percent
for durables, 2}£ percent for non-
durables. These are substantial gains
relative to the changes of the last few
years. The expected gains are fairly
widespread among industries, with
automotive and steel producers showing
particular strength.

Inventory additions

Manufacturers expect inventories to
rise $1.3 billion in the fourth quarter
and $0.6 billion in the first. The pro-
jected fourth quarter rise would be the
first sizable addition this year; inven-
tories barely changed at all in the first
half and fell nearly $0.3 billion in the

third quarter, reflecting substantial cut-
backs by metal fabricators.

Durable goods producers reduced
their holdings $600 million in the first
three quarters of 1971. They plan a
$600 million addition this quarter and
$400 million next quarter, when steel
and automotive producers plan major
increases.

Nondurable goods producers' inven-
tories increased $400 million in the
first half of 1971 and were unchanged
in the third quarter. Planned additions
are $700 million this quarter and $200
million next.

Manufacturers' stock-sales ratios de-
clined in the first half of 1971, rose
slightly in the third quarter, and are
expected to rise further by yearend.
A substantial decline is projected for
the first quarter. Recent fluctuations
have been primarily in the durable
goods sector. The durables ratio is pro-
jected at 2.06 months of sales on Decem-
ber 31 and 2.00 months on March 31.
The ratio ranged from 2.11 to 2.03 in
the first three quarters of this year. The
nondurables ratio is projected at 1.37
months of sales at yearend and 1.35
on March 31. The ratio peaked at 1.41
at the close of 1970.

Inventory condition, September 30

On September 30, companies holding
20 percent of manufacturers' stocks
judged their inventories "high," down
1 percentage point from June 30 but
unchanged from March 31. The "about
right" ratio was 79 percent; the "low,"
1 percent.

Durable goods producers reported
23 percent of their holdings as "high,"
76 percent as "about right," and 1
percent as "low." The "high" ratio
reached 28 percent on June 30, 1970
but had declined to 23 percent by last
December 31.
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The ratios for nondurable goods
producers on September 30 were 14
percent "high," 84 percent "about
right/' and 2 percent "low." The "high"
ratio reached 19 percent on March 31,
1970 but was down to 14 percent 1 year
later.

Inventory imbalance, September 30

In each of the first three quarters of
1971, manufacturers' inventories were
about $2 billion in excess of needs
(after netting excesses and deficiencies).
This was equivalent to about 2 percent

Table 1.—Manufacturers' Inventories and Sales: Actual and Expected 1

[Billions of dollars]

Inventories, end of quarter:

Unadjusted:

All manufacturing
Durables
Nondurables

Seasonally adjusted:

All manufacturing
Durables
Nondurables

Sales, total for quarter:

Unadjusted:

All manufacturing
Durables. .-
Nondurables .

Seasonally adjusted:

All manufacturing
Durables .
Nondurables ...

1968

I

86.2
56.0
30.2

85.7
55.7
30.0

144.6
80.6
64.0

145.3
80.6
64.7

II

87.8
57.3
30.5

87.6
57.0
30.6

153.5
86.1
67.3

149.5
82.7
66.8

III

88.5
57.7
30.8

89.3
58.1
31.2

148.2
79.1
69.0

151.8
83.0
68.8

IV

90.5
58.7
31.8

90.7
59.0
31.8

157.2
86.5
70.7

156.0
85.4
70.6

1969

I

92.8
60.5
32.4

92.3
60.2
32.2

156.4
87.0
69.4

157.6
87.2
70.4

II

94.1
61.5
32.5

93.9
61.3
32.6

163.4
90.9
72.5

159.4
87.5
72.0

III

94.7
61.9
32.8

95.5
62.3
33.2

158.8
85.6
73.2

163.0
90.1
72.9

IV

96.4
62.8
33.6

96.7
63.2
33.5

165.0
91.0
74.0

163.7
90.0
73.7

1970

I

98.4
64.2
34.1

97.9
63.9
34.0

161.8
87.8
74.0

163.4
88.2
75.2

II

99.0
64.4
34.5

98.7
64.2
34.5

168.1
92.5
75.6

164.1
89.1
75.0

III

98.7
64.5
34.2

99.6
65.0
34.6

162.1
86.3
75.8

166.1
90.6
75.5

IV

100.1
64.8
35.4

100.5
65.2
35.3

161.1
85.6
75.5

160.3
85.0
75.2

1971

I

101.0
65.4
35.5

100.5
65.1
35.4

168.7
92.2
76.6

170.5
92.6
77.9

II

100.7
65.0
35.7

100.5
64.8
35.7

179.2
99.5
79.7

175.0
95.8
79.2

III

99.4
64.1
35.3

100.3
64.6
35.7

170.1
90.8
79.3

174.1
95.1
79.0

IV 2

101.3
64.9
36.4

101.6
65.2
36.4

175.5
95.6
79.9

174.4
94.9
79.5

1972

I 2

102.7
66.0
36.7

102.2
65.6
36.6

178.0
97.9
80.1

180.0
98.5
81.5

1. All actual data have been adjusted to conform with the recent revision by the Bureau of the Census (Report M3-1.3).
2. Expectations reported by manufacturers in November 1971. Inventory expectations have been corrected for systematic

biases.

Sources: U.S. Department of Commerce. Expectations, Office of Business Economics; actuals, Bureau of the Census.

Table 2.—Manufacturers' Evaluation of the Condition of Their Inventories ]

[Percentage distribution]

June 30, 1966
September 30, 1966
December 31, 1966

March 31, 1967
June 30, 1967
September 30, 1967
December 31, 1967

March 31, 1968
June 30, 1968
September 30, 1968
December 31, 1968

March 31, 1969
June 30, 1969
September 30, 1969 .
December 31, 1969

March 31, 1970
June 30, 1970
September 30, 1970
December 31, 1970

March 31, 1971-.-
June 30, 1971
September 30, 1971

Total

High

18
22
28

31
31
27
25

25
25
24
18

20
21
23
23

24
24
22
21

20
'21

20

About
right

78
75
70

68
67
69
72

72
72
73
80

78
77
76
76

75
75
77
78

79
'78

79

Low

4
3
2

1
2
4
3

3
3
3
2

2
2
1
1

1
1
1
1

1
1
1

Durables

High

21
27
33

37
36
34
31

31
31
28
19

21
22
26
25

27
28
25
23

23
'24

23

About
right

75
70
65

62
63
63
67

66
67
70
79

77
76
73
73

72
71
74
76

75
'75

76

Low

4
3
2

1
1
3
2

3
2
2
2

2
2
1
2

1
1
1
1

2
1
1

Nondurables

High

13
14
18

20
20
15
15

15
16
16
16

17
18
17
18

19
17
16
16

14
'15

14

About
right

83
83
79

78
76
81
81

82
80
79
82

82
80
82
81

80
81
82
83

85
'83

84

Low

4
3
3

2
4
4
4

3
4
5
2

1
2
1
1

1
2
2
1

1
2
2

of total producers stocks. Last year the
excess ranged from $2J£ to $2% billion.

The net excess held by durable goods
producers amounted to $1.63 billion on
September 30, little changed from mid-
year. The durables excess peaked in
mid-1970 at $1.90 billion.

The net excess of nondurable goods
producers was $400 million on Septem-
ber 30, unchanged from June 30. The
nondurables excess was relatively small
throughout the past 2 years, peaking at
$600 million on March 31, 1970.

Companies reporting excess inven-
tories had an excess that averaged 12
percent of their inventory book value on
September 30. Companies reporting a
deficiency had an average shortage
equal to almost 20 percent of their book
value.

Table 3.—Inventory Imbalance

T Revised.
1. Condition of actual inventories relative to sales and unfilled orders position as viewed by reporting companies. Percent

distribution of inventory book values according to companies' classifications of their inventory condition.

NOTE.—Due to change in survey questionnaire, data starting December 31,1968, are not strictly comparable to prior data.
Source: U.S. Department of Commerce, Office of Business Economics.

All manufacturers:

Dec 31, 1968.

Mar 31 1969
June 30, 1969
Sept. 30, 1969
Dec. 31, 1969.

Mar 31, 1970 _
June 30, 1970
Sept. 30, 1970
Dec. 31, 1970

Mar 31, 1971
June 30, 1971
Sept. 30, 1971

Durable goods :

Dec. 31, 1968

Mar. 31, 1969
June 30, 1969
Sept 30 1969
Dec 31, 1969

Mar. 31, 1970
June 30, 1970
Sept. 30, 1970
Dec. 31, 1970

Mar. 31, 1971
June 30, 1971... -
Sept. 30, 1971

Nondurable goods:

Dec. 31, 1968

Mar. 31, 1969
June 30, 1969.
Sept. 30, 1969
Dec. 31, 1969

Mar 31, 1970
June 30, 1970
Sept. 30, 1970
Dec 31, 1970

Mar 31 1971
June 30, 1971
Seot. 30. 1971

Inven-
tory

excess

Inven-
tory
defi-

ciency

Net excess

Amount

Billions of dollars

1.73

1.87
1.96
2.36
2.50

2.58
2.62
2.48
2.44

2.31
'2. 37

2.36

1.19

1.31
1.35
1.75
1.91

1.97
2.00
1.94
1.88

1.81
'1.81

1.85

.54

.56

.61

.61

.59

.61

.62

.54

.56

.50
'.56

.51

0.25

.16

.24

.15

.16

.10

.15

.11

.13

.14
'.37

.33

.20

.12

.18

.11

.13

.09

.10

.07

.07

.07
'.21

.22

.05

.04

.06

.04

.03

.01

.05

.04

.06

.07
'.16
.11

1.48

1.71
1.72
2.21
2.34

2.48
2.47
2.37
2.31

2.17
'2.00

2.03

.99

1.19
1.17
1.64
1.78

1.88
1.90
1.87
1.81

1 74
'1.60

1.63

.49

.52

.55

.57

.56

.60

.57

.50

.50

.43
'.40

.40

Percent
of total
inven-
tories

1.7

1.9
1.9
2.4
2.5

2.5
2.5
2.4
2.3

2.2
2.0
2.0

1.7

2.0
1.9
2.7
2.8

2.9
2.9
2.9
2.8

2.7
'2.5

2.6

1.6

1.6
.7
.8
.7

.8

.7

.5

.5

.2
' .1

.1

' Revised.
Source: U.S. Department of Commerce, Office of Business

Economics.
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Capital Spending Rise Foreseen in the
First Half of 1972

Business capital spending in 1971 is
expected to be up 2.2 percent from 1970.
This expectation, based on the Novem-
ber OBE-SEC survey, is the same as
that reported in August. A shortfall
from expectations for third quarter
spending was offset by a rise in the
fourth quarter expectation. Increases
are expected in both the first and sec-
ond quarters of 1972, with spending in
the first half up 6K percent from this
year's second half.

BUSINESS expenditures for new plant
and equipment in the third quarter
were at a seasonally adjusted annual
rate of $80.8 billion, down $0.9 billion
from the second quarter, according to
the survey conducted in late October
and November by the Office of Business
Economics and the Securities and Ex-
change Commission. Spending is ex-
pected to rise to a rate of $84.0 billion
in the current quarter and to $87.1
billion in the first quarter of 1972.
Expectations for the second quarter
of 1972, which are somewhat more
tentative than those for the more
immediate future, indicate a further
rise to $88.5 billion (table 2).

Capital expenditures for the full
year 1971 are expected to total $81.5
billion,1 2.2 percent above 1970. The
increase is the same as the one reported
in the August survey, but lower than
the increases expected in February
(4.3 percent) and May (2.7 percent;
see table 1). The projected 2.2 percent
rise in 1971 compares with actual
increases of 5.5 percent in 1970 and
11.5 percent in 1969.

Actual outlays in the third quarter of
1971 were 2 percent lower than the

1. The expectation figures have been adjusted for system-
atic biases in survey responses (footnote 2, table 5). Before
adjustment, 1971 expenditures were expected to be $80.57
billion for all industries, $30.05 billion for manufacturing and
$50.52 billion for nonmanufacturing. The adjustments were
applied separately to each major industry; their net effect
was to raise the manufacturing total by $0.16 billion and the
nonmanufacturing total by $0.74 billion.

All industries .

Manufacturing industries .

Durable goods .

Primary metals
Blast furnace, steel

works
Nonferrous

Electrical machinery..
Machinery except

electrical

Transportation
equipment

M otor vehicles
Aircraft

Stone, clay and glass. .
Other durables 1

Nondurable goods

Food including
beverage

Textile..
Paper
Chemical

Petroleum-.
Rubber
Other nondurables i _ _ _

Nonmanufacturing
industries

Mining

Railroad

Air transportation

Other transportation

Public utilities
Electric
Gas and other. . .

C ommunic ation

Commercial and other. .

Ac-
tual
1970

5.5

.8

-1.0

.3

-8.6
12.3

11.6

1.0

-12.2
-3.5

-34.8

-7.6
-.8

2.8

9 6
-11.3

4.4
11.0

-.2
-13.7

.6

8.8

1.4

-4.6

20.7

-27.2

13.2
19.1

-6.6

21.6

3.4

Expected 1971 as
reported in

Feb-
ruary

4.3

-.3

-2.5

-10.5

-12.8
-12.6

1.2

-1.0

-3.8

-&9

4.7
-.2

1.9

4.0
-4.8

-14.7
5.3

5.9
-16.5

9.1

7.4

.5

2.6

-22.4

13.4

17.5
22.4

-3.5

10.3

3.8

May

2.7

-4.2

-7.1

-8.1

-12.5
-8.2

-5.9

-10.7

-10.0
-4.1

-23.1

-5.2
-2.0

-1.4

-6.5
-2.7

-16.1
-2.1

7.0
-19.4

9.5

7.3

5.2

-2.6

-40.0

18.3

16.5
21.0

-2.6

11.2

6.8

Au-
gust

2.2

-5.8

-9.4

-11.0

-17.4
-6.3

-7.1

-16.9

-12.6
-7.8

-29.1

-12.1
1.1

-2.1

-6.2
3.8

-26.4
-.5

6.7
-15.3

2.7

7.5

10.0

-7.7

-39.2

7.6

18.1
23.1

-3.4

8.8

8.1

No-
vem-
ber

2.2

-5.4

-9.5

-11.4

-17.7
-7.2

-6.0

-17.4

-13.5
-7.5

-29.6

-9.6
.7

—1.4

-5.4
5.9

-25.5
.3

6.8
-12.9

3.7

7.3

13.0

-5.8

-38.4

12.0

15.6
20.1

-3.6

7.9

9.2

1. Includes industries not shown separately.

Sources: U.S. Department of Commerce, Office of Business
Economics, and the Securities and Exchange Commission.

100

August projection but the fourth quar-
ter expectation was raised an equiva-
lent amount. Shortfalls from third
quarter expectations were widespread
among industrial groups, as were up-
ward revisions of fourth quarter pro-
jections.

First half of 1972

Investment expenditures in the first
half of 1972 are projected to be 6% 30

Table 1.—Plant and Equipment Expendi-
tures, Annual Percent Change 1970-71 20

CHART 8

Plant and Equipment Expenditures

Billion $ (Ratio scale)

- ALL

i i...i 1 i ( i I t i t I i -i i 1 1 1 i.i i i i It i.

MANUFACTURING

Durables

Nondurables

i i i I i i i I i i i I i i i I i i i I i i i

COMMUNICATION AND COMMERCIAL

i i i I i i i I i i i i i i i

PUBLIC UTILITIES

i I i i i I i i i I

- TRANSPORTATION INCLUDING RAILROADS

i i i I i i i
1966 67 68 69 70 71

Seasonal!/ Adjusted at Annual Rates

72

• Expectations Data: OBE-SEC

U.S. Department of Commerce, Office of Business Economics 71-12-8
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percent above the second half of 1971
and 9 percent above the first half of the
year. The planned increase in spending
from the second half of 1971 to the first
half of 1972 is attributable primarily to
the nonmanufacturing industries, which
expect an 8 percent increase. Air trans-
portation companies expect an increase
of 34 percent, the railroads 18 percent,
and other transportation companies 8
percent. Above-average increases are
also expected by communications firms
(12 percent) and gas utilities (10 per-
cent). Electric utilities and commercial
firms expect 6 percent increases while
mining companies project a 7 percent
decline.

Manufacturers expect a 3% percent
rise in outlays from the second half of
1971 to the first half of 1972. The gain
is principally among the durable goods
industries. Producers of stone, clay, and
glass products expect an 18 percent
increase and nonferrous metal and "other
durable goods" companies project in-
creases of 13 percent and 11 percent,
respectively. Smaller increases are ex-
pected by machinery, aircraft, and
motor vehicle manufacturers.

Table 2.—Expenditures for New Plant and Equipment, 1971-72

[Billions of dollars, seasonally adjusted annual rates]

All industries

IVlBnufacturing
Durable goods
Nondurable goods . ... . ... . ..

Nonmanufacturing _ . . _ .

I

79.32

30.46
14.21
16.25

48.86

1

II

81.61

30.12
14.06
16.06

51.50

971

III

80 75

29 19
13.76
15.43

51.56

IV i

84 02

31 12
15 11
16 01

52 90

19

I i

87 14

31 26
15 94
15 31

55 88

72

Hi

88 47

31 18
15 12
16 06

57 28

1. As expected in late October and November.

Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities and Exchange Commission.

In the nondurable goods group, sub-
stantial advances are projected by
manufacturers of textile products (12
percent) and "other nondurable goods"
(16 percent). Smaller increases (4 per-
cent to 8 percent) are scheduled by the
rubber, food-beverage, and paper in-
dustries but these advances are offset
by a 10-percent reduction expected by
petroleum refiners.

1971 annual investment programs

The 2.2-percent rise in capital out-
lays now expected for the full year 1971
reflects a 7-percent advance in the non-
manufacturing industries and a 5%-per-

Table 3.—Manufacturers' Evaluation of Their Capacity

[Percent distribution of gross capital assets] l

More plant and equipment needed :

All manufacturing

Durable goods 2 . _
Primary metals
Metals fabricators 3 .

Nondurable goods 2

Food including beverage _
Chemical. .
Petroleum .

About adequate:

All manufacturing

Durable goods 2-
Primary metals .
Metal fabricators 3 . . .

Nondurable goods 2

Food including beverage _
Chemical
Petroleum

Existing plant and equipment exceeds needs:

All manufacturing

Durable goods 2-._ .
Primary metals
Metal fabricators 3

Nondurable goods 2.
Food including beverage
Chemical
Petroleum.

1968

Dec.
31

47

45
41
49
49
54
58
40

48

48
45
48
48
41
40
59

5

7
14
3
3
5
2
1

Mar.
31

48

46
41
49
49
46
72
39

47

47
44
48
48
49
25
60

5

7
15
3
3
5
3
1

19

June
30

43

40
30
49
46
43
56
41

52

53
56
48
51
53
43
58

5

7
14
3
3
4
1
1

69

Sept.
30

44

40
31
47
48
44
71
42

51

53
54
50
49
53
27
57

5

7
15
3
3
3
2
1

Dec.
31

46

39
33
43
53
47
73
47

49

53
52
52
44
49
26
53

5

8
15
5
3
4
1
0

Mar.
31

44

37
30
41
51
46
68
48

50

53
54
52
47
51
31
52

6

10
16
7
2
3
1
0

19

June
30

42

34
30
36
49
44
68
47

52

56
54
56
48
53
31
53

6

10
16
8
3
3
1
0

70

Sept.
30

41

33
32
35
48
44
48
61

51

55
51
54
48
51
51
39

8

12
17
11
4
5
1
0

Dec.
31

40

31
25
35
50
40
57
60

53

61
73
54
45
52
40
40

7

8
2

11
5
8
3
0

Mar.
31

33

28
20
34
38
38
43
38

60

63
77
55
57
52
53
62

7

9
3

11
5

10
4
0

1971

June
30

30

25
19
24
35
35
42
38

61

63
70
63
59
53
55
62

9

12
11
13
6

12
3
0

Sept.
30

31

25
19
24
36
35
46
38

58

60
60
63
57
56
45
62

11

15
21
13
7
9
9
0

1. According to respondent companies' characterizations of their plant and equipment facilities, taking into account
their current and prospective sales for the next 12 months.

2. Includes industries not shown separately.
3. Includes machinery, transportation equipment, and fabricated metals industries.

Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities and Exchange Commission.

cent decline in manufacturing. Among
nonmanufacturing industries, electric
utilities project a 20-percent rise,
mining companies a 13-percent rise,
and transportation firms (other than
rail and air) a 12-percent rise. Com-
mercial firms expect an increase of
9 percent, and communications firms,
8 percent. As -a result of cutbacks and
postponements in jet aircraft programs,
airlines expect a drop of 38 percent but,
as indicated above, they project a very

CHART 9

Manufacturers' Evaluation of
Existing Capacity*

Percent of Capital Assets Held by Respondents Reporting —

60

50

40

30

60

50

40

10

MORE CAPACITY NEEDED

_ CAPACITY ADEQUATE

CAPACITY EXCEEDS NEEDS

1964 65 66 67 68 69 70 71

End of Quarter, Not Adjusted for Seasonal Variation

* Relative to prospective operations during the ensuing 12-month period.

Data: OBE-SEC

U.S. Department of Commerce, Office of Business Economics 71-12-9
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sharp increase in expenditures in the
first half of 1972. Declines this year
are expected by the railroads (6 percent)
and the gas utilities (4 percent)

Durable goods producers expect a
9% percent reduction in outlays from
1970 to 1971, with especially large
declines projected by manufacturers of
aircraft (30 percent), iron and steel
(18 percent), and nonelectrical machin-
ery (17 percent). Nondurable goods
firms expect a 1%-percent decrease.
Steep cuts are expected by makers of
paper products (26 percent) and rubber
products (13 percent), but increases are
expected by producers of petroleum (7
percent), textiles (6 percent), and
"other nondurable goods" (4 percent).

Manufacturers' capacity evaluation

Manufacturers' evaluations of their
capacity, taking into account prospec-
tive sales over the next 12 months,

reveal little change between June 30
and September 30 in the need for more
facilities. Companies owning 31 percent
of total fixed assets reported that they
need more facilities, as against 30 per-
cent in June and 41 percent in Septem-
ber 1970 (table 3). The chemical
producers are the only group showing a
sizable increase in the need for addi-
tional facilities.

Companies reporting capacity in ex-
cess of needs accounted for 11 percent of
total fixed assets at September 30, up
2 percentage points from June 30. The
increase was centered in primary metals
manufacturing. Facilities viewed as
"about adequate" as of September 30
represented 58 percent of manufac-
turers' fixed assets.

Starts and carryover

Investment projects started by man-
ufacturers during the third quarter

totaled $7.6 billion, after seasonal ad-
justment, almost 16 percent higher than
in the second quarter (table 4). The
increase was 23 percent for durables
and 9 percent for nondurable goods
manufacturers.

The value of new projects started by
manufacturing companies exceeded their
capital expenditure in the third quarter,
resulting in an increase in carryover—
the amounts still to be spent on plant
and equipment projects already under-
way. Seasonally adjusted carryover at
September 30 totaled $19.6 billion for
all manufacturers, up $0.3 billion from
the end of June but down $2.5 billion
from a year ago.

New projects started by public utili-
ties spurted to a record $6.0 billion in
the third quarter, up sharply from the
$4.8 billion started in the preceding
quarter. Carryover by utilities also rose,
reaching a record $28.9 billion at the
end of the third quarter.

Table 4.~Starts and Carryover of Plant and Equipment Projects, Manufacturing and Public Utilities, 1968-71
[Billions of dollars]

Manufacturing 3

Durable goods 3. _ .

Primary metals
Electrical machinery
M achinery except electrical
Transportation equipment 4 _ _
Stone, clay, and glass _ _

Nondurable goods 3_ _

Food including beverage _ _ _
Textile .
Paper
Chemical
Petroleum

Public utilities

Manufacturing 3

Durable goods 3

Primary metals
Electrical machinery
Machinery except electrical
Transportation equipment *
Stone, clay, and glass.

Nondurable goods 3

Food including beverage _
Textile
Paper
Chemical
Petroleum.

Public utilities

Starts i

Annual

1968

29.64

14.59

3.21
1.81
2.70
2.90
1.06

15.05

2.32
.59

1.42
2.98
5.57

12.86

1969

34.07

16.85

2.96
2.80
3.60
2.66
1.08

17.22

2.97
.60

1.59
3.62
6.19

15.16

1970

29.18

14.04

2.55
2.18
3.29
2.04
.82

15.14

2.50
.49

1.54
3.06
5.64

17.20

1970

I

8.64

4.42

.65

.82

.84

.78

.32

4.21

.66

.16

.58

.96
1.39

5.63

II

6.92

3.37

.54

.41

.86

.58

.13

3.54

.65

.15

.33

.71
1.23

4.16

III

6.54

3.13

.93

.36

.68

.35

.22

3.41

.60

.10

.18

.69
1.34

2.83

IV

7.09

3.12

.42

.59

.91

.34

.15

3.97

.58

.08

.45

.70
1.67

4.58

1971

I

6.91

3.49

.78

.53

.57

.65

.25

3.42

.50

.18

.21

.87
1.26

7.13

II

6.48

2.80

.56

.29

.64

.32

.17

3.68

.70

.20

.17

.83
1.23

4.28

III

6.79

3.24

.39

.41

.54

.80

.25

3.55

.68

.18

.32

.68
1.26

4.36

Carryover 2

1970

Mar.

23.75

12.27

3.67
2.36
1.17
2.78
.70

11.48

1.53
.30

1. 29
3.10
4.04

22.39

June

22.51

11.56

3.43
2.21
1.10
2.68
.56

10.95

1.44
.31

1.19
2.92
3.90

23.26

Sept.

21.06

10.82

3.54
2.02
.94

2.43
.55

10.24

1.32
.27
.95

2.74
3.80

22.51

Dec.

19.49

9.67

3.02
1.93
.97

2.21
.45

9.81

1.19
.21
.97

2.51
3.80

23.35

1971

Mar.

19.70

10.05

3.14
2.04
.89

2.39
.50

9.66

1.08
.26
.89

2.60
3.75

27.36

June

18.64

9.33

2.98
1.80
.79

2.21
.48

9.31

1.04
.31
.75

2.56
3.52

27.81

Sept.

18.12

9.17

2.72
1.69
.71

2.47
.51

8.95

1.06
.33
.76

2.42
3.28

28.11

Adjusted for seasonal variation

8.56

4.33

.61

.78

.71

.84

.32

4.23

.71

.21

.49

.94
1.42

3.95

6.76

3.39

.60

.42

.99

.45

.12

3.37

.59

.14

.29

.55
1.28

4.84

7.26

3.52

1.04
.40
.82
.36
.22

3.74

.63

.10

.20

.81
1.51

3.65

6.92

2.91

.39

.55

.81

.36

.16

4.01

.59

.07

.64

.85
1.42

4.91

6.71

3.35

.72

.48

.56

.65

.23

3.36

.54

.20

.16

.78
1.26

5.10

6.53

2.91

.69

.30

.64

.28

.18

3.62

.63

.18

.15

.73
1.36

'4.76

7.55

3.59

.36

.48

.63

.87

.23

3.96

.71

.17

.44

.77
1.42

5.96

24.17

12.90

3.87
2.30
1.60
2.81
.76

11.27

1.61
.33

1.20
3.13
3.99

21.12

22.82

12.21

3.68
2.15
1.66
2.59
.62

10.61

1.50
.33

1.08
2.81
3.85

22.77

22.04

11.80

3.92
1.98
1.60
2.38
.60

10.25

1.44
.29
.85

2.70
3.93

22.96

21.22

10.98

3.48
1.97
1.63
2.23
.53

10.25

1.33
.23

1.10
2.73
3.89

24.45

20.32

10.78

3.43
1.97
1.47
2.35
.54

9.55

1.18
.29
.92

2.65
3.63

25.89

19.33

10.17

3.39
1.73
1 39
2! 13
.54-

9.15

1.10
.32
.77

2.53
3.48

'26.89

19.58

10.32

3.11
1.67
1.37
2.49
.55

9.26

1.19
.34
.91

2.45
3.41

28.88

r Revised.
1. Starts are estimated by adding changes in carryover to expenditures during the given

period.
2. Carryover refers to expenditures yet to be incurred on plant and equipment projects

already underway at end of period.
3. Includes data not shown separately.

4. Includes guided missiles and space vehicles.
NOTE.—Details may not add to totals because of rounding.
Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities

and Exchange Commission.
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Investment determinants

The factors believed to be influential
near-term investment determinants con-
tinue to be mixed. The uncertainties
arising from the announcement of new
economic policies by the President on

August 15 seem to have been somewhat
dispelled. The major negative factor in
the business investment picture con-
tinues to be the low rate of capacity
utilization in manufacturing. The pace
of economic activity, cash flow, and
interest rates continue to show improve-

ment, and these trends should be rein-
forced by the liberalized depreciation
procedures introduced at midyear and
the reinstatement of the tax credit
for expenditures on machinery and
equipment.

Table 5.—Expenditures for New Plant and Equipment by U.S. Business,1 1969-72
[Billions of dollars]

All industries

Manufacturing industries -. ..

Durable goods - - _ - _ _ _ .

Primary metals 3

Blast furnace, steel works
Nonferrous -

Electrical machinery
Machinery, except electrical

Transportation equipment 3

Motor vehicles --
Aircraft *

Stone, clay and glass _.
Other durables 5

Nondurable goods -

Food including beverage
Textile. __ _
Paper
Chemical

Petroleum.
Rubber
Other nondurables 6 -

Nonmanufacturing industries

Mining

Railroad

Air transportation _

Other transportation

Public utilities
Electric
Gas and other

C ommunication

Commercial and other 7

Annual

1969

75.56

31.68

15.96

3.23
1.83
1.10

2.03
3.44

2.76
1.65
.83

1.07
3.44

15.72

2.59
.63

1.58
3.10

5.63
1.09
1.10

3.88

1.86

1.86

2.51

1.68

1.61
8.94
2.67

8.30

6.05

1970

79.71

31.95

15.80

3.24
1.68
1.24

2.27
3.47

2.43
1.59
.54

.99
3.41

16.15

2.84
.56

1.65
3.44

5.62
.94

1.11

47.76

1.89

1.78

3.03

1.23

13.14
10.65
2.49

10.10

16.59

19712

81.47

30.21

14.29

2.87
1.38
1.15

2.13
2.87

2.10
1.47
.38

.89
3.44

15.92

2.69
.59

1.23
3.45

6.00
.82

1.15

51.26

2.13

1.67

1.87

1.37

15.20
12.80
2.40

10.89

18.11

Quarterly, unadjusted

1970

I

17.47

7.14

3.59

.69

.35

.27

.48

.82

.60

.38

.14

.24

.76

3.56

.67

.13

.37

.76

1.14
.24
.25

10.32

.45

.42

.73

.28

2.54
2.15
.39

2.14

3.76

II

20.33

8.15

4.08

.78

.43

.28

.56

.93

.68

.47

.14

.27

.87

4.07

.74

.15

.43

.89

1.38
.25
.25

12.18

.47

.47

.80

.31

3.28
2.59
.69

2.59

4.26

III

20.26

7.99

3.87

.81

.42

.31

.55

.84

.60

.41

.12

.22

.84

4.12

.72

.14

.42

.87

1.44
.23
.29

12.27

.46

.46

.74

.30

3.58
2.79
.78

2.56

4.16

IV

21.66

8.66

4.26

.95

.47

.38

.68

.88

.55

.34

.13

.26

.94

4.40

.71

.14

.43

.92

1.66
.22
.31

12.99

.50

.43

.76

.33

3.74
3.12
.63

2.81

4.42

1971

I

17.68

6.69

3.11

.65

.33

.24

.41

.65

.47

.33

.09

.20

.72

3.58

.62

.12

.29

.78

1.31
.19
.26

10.99

.49

.34

.34

.28

3.11
2.70
.41

2.50

3.94

II

20.60

7.55

3.52

.72

.33

.29

.53

.73

.50

.34

.09

.19

.86

4.03

.74

.16

.30

.88

1.46
.19
.30

13.06

.54

.47

.60

.36

3.83
3.20
.63

2.81

4.44

III

20.14

7.31

3.40

.65

.32

.26

.52

.62

.54

.38

.10

.21

.85

3.91

.66

.16

.31

.81

1.51
.20
.26

12.83

.55

.42

.39

.37

4.07
3.35
.71

2.62

4.42

IV 2

23.04

8.66

4.26

.85

.40

.35

.67

.86

.58

.42

.10

.29
1.00

4.40

.68

.16

.33

.97

1.72
.23
.32

14.38

.56

.45

.54

.36

4.19
3.54
.65

8.28

1972

12

19.48

6.88

3.50

.65

.28

.29

.50

.68

.51

.36

.08

.29

.86

3.38

.56

.16

.27

.82

1.08
.19
.29

12.61

.50

.50

.57

.33

3.48
3.05
.43

7.24

Quarterly, seasonally adjusted annual rates

1970

I

78.22

32.44

16.40

3.28
1.72
1.25

2.25
3.62

2.74
1.70
.67

1.06
3.45

16.05

3.00
.58

1.71
3.32

5.15
1.10
1.18

45.78

1.92

1.74

2.94

1.37

12.14
9.77
2.37

J9.14

U6. 52

II

80.22

32.43

16.32

3.15
1.73
1.12

2.27
3.69

2.71
1.85
.58

1.05
3.46

16.11

2.80
.57

1.65
3.44

5.68
.98

1.00

47.79

1.84

1.88

2.88

1.12

12.72
10.15
2.57

10.38

16.98

III

81.88

32.15

15.74

3.21
1.67
1.21

2.28
3.52

2.29
1.54
.48

.94
3.50

16.40

2.80
.55

1.68
3.67

5.70
.90

1.10

49.73

1.86

1.96

3.24

1.22

13.84
11.34
2.50

10.62

17.00

IV

78.63

30.98

14.92

3.31
1.60
1.35

2.27
3.12

2.04
1.29
.46

.92
3.27

16.05

2.79
.53

1.59
3.32

5.86
.80

1.15

47.66

1.94

1.56

3.08

1.22

13.68
11.20
2.48

10.20

15.97

1971

I

79.32

30.46

14.21

3.08
1.60
1.08

1.94
2.88

2.16
1.48
.44

.87
3.29

16.25

2.76
.55

1.34
3.43

6.06
.86

1.26

48.86

2.04

1.46

1.29

1.33

14.64
12.16
2.48

10.70

17.39

II

81.61

30.12

14.06

2.91
1.33
1.22

2.13
2.90

1.97
1.33
.37

.72
3.42

16.06

2.84
.60

1.18
3.40

6.07
.78

1.19

51.50

2.08

1.88

2.28

1.40

14.91
12.61
2.30

11.21

17.72

III

80.75

29.19

13.76

2.56
1.26
1.01

2.17
2.58

2.06
1.44
.39

.90
3.50

15.43

2.52
.61

1.20
3.39

5.92
.80
.99

51.56

2.23

1.72

1.68

1.48

15.87
13.56
2.30

10.73

17.85

IV 2

84.02

31.12

15.11

2.96
1.38
1.26

2.24
3.08

2.24
1.65
.34

1.07
3.51

16.01

2.64
.60

1.22
3.56

5.96
.84

1.19

52.90

2.18

1.64

2.20

1.30

15.37
12.78
2.58

Uo. 20

1972

12

87.14

31.26

15.94

3.06
1.38
1.27

2.32
3.02

2.31
1.65
.38

1.29
3.94

15.31

2.51
.70

1.26
3.60

5.00
.86

1.39

55.88

2.09

2.12

2.18

1.60

16.32
13.71
2.61

31.57

1. Excludes agricultural business; real estate operators; medical, legal, educational, and cul-
tural service; and nonprofit organizations.

2. Estimates are based on expected capital expenditures reported by business in late October
and November 1971. The estimates for the fourth quarter of 1971 and first quarter of 1972 have
been corrected for systematic biases. The adjustment procedures are described in the February
1970 issue of the SURVEY OF CURRENT BUSINESS. Before such adjustments, 1971 expenditures
were expected to be $80.57 billion for all industries, $30.05 billion for manufacturing, and
$50.£.2 billion for nonmanufacturing.

3. Includes data not shown separately.

4. Includes guided missiles and space vehicles.
5. Includes fabricated metal, lumber, furniture, instrument, ordnance and miscellaneous

except guided missiles and space vehicles.
6. Includes apparel, tobacco, leather, and printing-publishing.
7. Includes trade, service, construction, finance, and insurance.

NOTE.—Details may not add to totals because of rounding.
Sources: U.S. Department of Commerce, Office of Business Economics, and the Securities

and Exchange Commission.
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the BUSINESS SITUATION

L RELIMINARY estimates show
that GNP increased $19% billion (7%-
percent) to a seasonally adjusted an-
nual rate of $1,073 billion in the fourth
quarter of 1971. Real output, i.e.,
GNP adjusted for price change, rose at.
an annual rate of 6 percent; apart from
.the first quarter of last year, which in-
cluded the recovery from the auto
strike, this was the biggest increase in
real output since the first half of 1968.
The GNP price deflator increased at
an annual rate of only 1% percent in the
fourth quarter. Wages, prices, and
rents were frozen in the first half of the
quarter and subject to the new guide-
lines and review mechanism in the
second half. The figures for the fourth
quarter represent a significant acceler-
ation of production and a deceleration
of price increases from the third
quarter, when real output rose at a
rate of 2% percent and prices 2%
percent.

The composition of GNP growth
changed considerably from the third
to the fourth quarter. Auto production,
as measured by gross auto product,
made an important contribution to
output expansion in the summer but
declined in the closing quarter of the
year, as the table below shows. The
acceleration of GNP growth from the
third to the fourth quarter was due to
a sharp swing in inventory investment.
After declining $5% billion in the third
quarter, the accumulation rate rose $3
billion in the fourth. The swing in the
accumulation rate essentially reflected
a strong accumulation of non-steel
inventories in manufacturing that more
than offset a $2% billion decline in auto
stocks. The reduction of strike-hedge
steel inventories continued in the
fourth quarter at about the same rate

as in the summer, and did not con-
stitute a drag on inventory investment
and output as it had in the third
quarter.

Gross National Product and Gross Auto
Product, 1971

[Billions of dollars, seasonally adjusted at annual rates]

GNP
Final sales
Change in inven-

tories .

Gross auto
product

Final sales -_. .
Change in inven-

tories

All other GNP. .
Final sales
Change in inven-

tories

II

1,040.0
1,035.4

4.6

39.8
38.5

1.3

1,000.2
996. 9

3.3

III

1,053.4
1, 054. 6

-1.2

42.1
40.7

1.4

1,011.3
1, 013. 9

-2.6

TV"

1,073.0
1,071.1

1.9

38.1
39.4

-1.3

1,034.9
1, 031. 7

3.2

Change

III

13.4
19.2

-5.8

2.3
2.2

.1

11.1
17.0

-5.9

IV P

19.6
16.5

3.1

-4.0
-1.3

-2.7

23.6
17.8

5.8

Preliminary.

The expansion of final demands, on
the other hand, slowed from $19%
billion in the third quarter to $16%
billion in the fourth. Among the major

components of final demand only gov-
ernment purchases showed a larger
increase in the fourth quarter than in
the third. Federal Government pur-
chases of goods and services rose $3
billion as compared with $1% billion
in the summer. Defense purchases,
which had been declining for more
than a year, rose $1% billion, largely
as a result of the mid-November pay
raise for military personnel, which
added over $1 billion to fourth quarter
purchases. Nondefense purchases in-
creased $1% billion, mainly because
of increased purchases by the Commod-
ity Credit Corporation. State and
local government spending increased
$4 billion as compared with $2%
billion in the third quarter, mainly
because of a step-up in construction
spending.

The growth of consumer spending
slowed from $11% billion in the third
quarter to $9 billion in the fourth.
Most of the slowdown was in spending
for durables; outlays for services were

Bureau of Economic Analysis
A reorganization of the Commerce Department's principal statistical agencies

went into effect on January _/ , 1972. Under this reorganization, the Bureau
of the Census and the Office of Business Economics have become components of
a new Social and Economic Statistics Administration. Also, the Office of Busi-
ness Economics has been redesignated the Bureau of Economic Analysis (BEA).
Responsibility for certain analytical and related work has been transferred
from Census to BEA. This transfer involves the statistical indicators program,
including issuance of Business Conditions Digest and related work, and analysis
of economic and social conditions in various foreign countries. Responsibility
for regular survey work on international travel and transportation spending and
on manufacturers' inventory and sales expectations has been transferred from
BEA to Census.
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little changed while spending for non-
durables accelerated. In large part,
the sluggish growth of outlays for
durables reflected a decline in spending
for new cars, which fell $1 billion in
the fourth quarter after increasing
$2% billion in the third. There was a
strong surge in new car sales from the
second to the third quarter, mainly
a response to the wage-price freeze
and the proposed retroactive repeal
of the auto excise tax. Sales of domestic

CHART 1

GNP rose $19 H billion in the fourth quarter
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types rose from an annual rate of
8.2 million units in the second quarter
to 9.1 million units in the third and
continued at that rate in the fourth.
The sales rate of foreign cars was 1.7
million units in the second and third
quarters and fell back to 1.4 million
units in the fourth quarter. With unit
sales little changed hi the fourth quar-
ter, the reason for the decline in spend-
ing was the repeal of the Federal excise
tax. That action reduced expenditures
for new cars $1 billion (annual rate) in
the third quarter and $2 billion in the
the fourth.

Although the growth of consumer
spending slowed in the fourth quarter,
it exceeded the small $6Ji billion in-
crease in disposal personal income and
the ratio of saving to disposal income
declined from 8 percent in the third
quarter to 7% percent in the fourth.
The increase in disposal income (i.e.,
income after taxes) was small because
of a speed-up in payments of Federal
estate and gift taxes and a large rise in
State and local personal taxes, the
latter largely reflecting the imposition
of an income tax in Pennsylvania. Had
it not been for these tax increases, the
saving rate would have been unchanged
from the third to the fourth quarter.

Among the other major components
of final demand, residential investment
continued to expand, but the rate of
spending growth slowed from $2% bil-
lion in the third quarter to $1K billion
in the fourth. Business fixed investment
outlays increased only $1 billion, the
same as in the third quarter. Exports
and imports of goods and services both
dropped steeply after strong third
quarter increases caused by strike
expectations. The decline in exports
was larger than that in imports and
net exports fell $2 billion.

Outlook jor 1972
The economy's real growth this year

is certain to be stronger than the 2%
percent recorded from 1970 to 1971,
and the overall price increase will be
smaller than last year's 4% percent.
Expansion can be expected in nearly
all the major components of demand,
and the acceleration of economic activ-
ity will carry the recovery of profits
further and generate increases in em-

ployment and hours that will be re-
flected in sizable personal income gains.
The expansion that is in the offing will
also result in a reduction of the un-
employment rate.

With the "New Economic Program"
in effect, the economy is operating this
year in circumstances quite different
from those of the past. Most notable
among the provisions of the NEP are
the wage and price standards and
review mechanisms. Then1 aim is to
facilitate economic expansion without
severe price and cost increases, and to
lift from monetary and fiscal policy
some of the burden of combating
inflation.

Various fiscal actions were taken in
late 1971 as part of the NEP. These
include repeal of the auto excise tax,
personal income tax cuts, a 7-percent
investment tax credit, and liberalization
of depreciation rules. These fiscal
actions will have a dampening effect on
Federal revenues in 1972, offsetting
some of the increase that will be gen-
erated by higher social security taxes.
Federal expenditures are expected to
rise faster than revenues in 1972. After
declining in calendar years 1970 and
1971, defense purchases are scheduled
to. rise, mainly as a result of military
pay raises. Growth of nondefense pur-
chases is expected to be strong. Other
Federal expenditures—mainly transfers
and grants-in-aid, which enter directly
into the disposable income of other
spending sectors—are also expected to
accelerate this year. On the NIA basis,
the Federal budget deficit will be sub-
stantially larger in calendar 1972 than
hi 1971; in "full employment" terms,
the budget on the NIA basis will move
from surplus into deficit.

In the private sector, a broad-based
demand expansion is likely. Residential
investment is expected to continue at a
high level, but after the huge gain in
1971 it is unlikely to expand sharply
further.

The recent depreciation of the dollar
relative to other major currencies should
spur U.S. export growth and dampen
the growth of imports, and the net
export of goods and services will be
stronger than it otherwise would have
been.
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Consumer spending should grow at
least as strongly as income, for con-
sumer confidence and willingness to
spend seemed to strengthen in the
latter part of last year and there is
reason to believe that they will continue
to improve. The auto industry is
expecting record sales in 1972 and
spending for household durables should
be buoyed by the ongoing boom in
homebuilding activity.

Business investment will accelerate
in 1972. The recent BEA-SEC expec-
tations survey (see page 5 of this
issue) found businessmen planning to
increase plant and equipment spending
9 percent this year, following very weak
expansion in 1971 and a decline in

1970. The 1972 expectation implies a
sizable increase in the real volume of
investment. The liberalization of tax
depreciation rules and restoration of the
tax credit for investment in machinery
and equipment probably had little
impact on spending last year, but will
be stimulants this year. Business is
likely to accelerate inventory accumu-
lation, so that inventory investment
will make a significant contribution to
output expansion. Business reduced
inventory accumulation in both 1970
and 1971. That correction seems to
have achieved a good alignment of
inventories to sales, and the stage
seems set for stronger accumulation as
other demands strengthen.

National Income and Product Accounts Revised

The national income and product
accounts have been revised for the first
three quarters of 1971.

Usually, the estimates of GNP and
related measures that are issued in May,
August, and November are not revised
until the following July. The 1971
revisions were occasioned by the Rev-
enue Act of 1971, which affected GNP
and related measures retroactively, and
by unusually large revisions in the
source data on which the estimates of
the accounts are based. These source
data are furnished to BEA by other
agencies.

The major revisions of source data
were in the information on retail trade

and inventories furnished by the Bureau
of the Census. Revised Census Bureau
estimates of construction were also
utilized in preparing the revised GNP
estimates, as were a number of other
new or revised source data, including
partial payroll data based on unemploy-
ment insurance records furnished by the
Manpower Administration, which af-
fected the wage and salary estimates.

On balance, the effect of the revisions
was to reduce current dollar GNP for
the second and third quarters. The
degree of price rise was not significantly
changed by the revisions except for the
impact of the retroactive repeal of the
automobile excise tax. The revisions of

Table 1.—Revisions of Gross National Product: First, Second, and Third Quarters of 1971

[Seasonally adjusted at annual rates]

1971-1
II
III

1971-1
II .... . .
Ill

Gross national product

Revised Previously
published

Revision

Gross national product in constant (1958)
dollars

Revised Previously
published

Revision

Billions of dollars

1,020.8
1,040.0
1,053.4

1,020.8
1,043.1
1,060.8

0.0
-3.1
-7.4

729.7
735.8
740.7

729.7
738.4
745.5

0.0
-2.6
-4.8

Percent change from previous quarter

13.7
7.8
5.2

13.8
9.0
7.0

.0
-1.2
-1.8

8.0
3.4
2.7

8.0
4.8
3.9

.0
-1.4
-1.2

the current dollar estimates, other than
those resulting from the excise tax
repeal, accordingly carried through into
constant dollar GNP. Table 1 shows
revised and unrevised quarterly GNP
totals, and revised and unrevised quar-
terly GNP percentage changes. The
rate of current-dollar GNP increase is
reduced from 9.0 percent to 7.8 percent
in the second quarter, and from 7.0
percent to 5.2 percent in the third
quarter. Revisions of constant-dollar
GNP reduce its rate of increase from
4.8 percent to 3.4 percent in the second
quarter, and from 3.9 percent to 2.7
percent in the third quarter. It is
apparent from the size of these re-
visions that improvements are called
for in the accuracy, comprehensive-
ness, and timeliness of the source data
on which the estimates of the national
income and product accounts are based.

Tables 2 and 3 show revised and un-
revised estimates of total GNP and its
components for the first three quarters
combined at seasonally adjusted an-
nual rates. GNP was reduced $3.5
billion, to $1,038 billion. In terms of

Table 2.—Revisions of Gross National
Product, Total and Components: Average
of First Three Quarters, 1971

[Billions of dollars, seasonally adjusted at annual rates]

Gross national product..

Personal consumption
expenditures

Durable goods.- - -
Nondurable goods
Services

Gross private domestic
investment

Fixed investment
Nonresidential

Structures
Producers' durable

equipment
Residential structures

Nonfarm
Farm

Change in business
inventories

Nonfarm
Farm

Net exports of goods and
services

Exports - -
Imports -

Government purchases of
goods<and services

Federal
National defense
Other

State and local

Revised

1,038.1

657.0

99.5
277.1
280.4

149.0

146. 8
107.4
38.0

69.5
39.4
38.9

.5

2.2
1.7
.5

1.6

67.0
65.4

230.4

96.7
71.4
25.2

133.8

Previ-
ously
pub-
lished

1,041.6

659.3

101.0
277.9
280. 4

149. 9

146.6
106.9
38. 4

68.4
39.8
39.2

.6

3.3
2.8
.5

1.4

67.1
65.7

230.9.

96.6
71.9
24.7

134.3

Revi-
sion

-3.5

-2.3

-1.5
—.8

.0

—.9

.2

.5
-.4

1.1
-.4
-.3
-.1

-1.1
—1.1

.0

.2

-.1
-.3

-.5

.1
-.5

.5
-.5
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product flows, the major downward
revisions were in personal consumption
expenditures, which were reduced $2}£
billion, to $657 billion. Inventory in-
vestment was revised from $3 billion to
$2 billion. In terms of income flows the
major revisions were largely offsetting
changes in corporate profits and depre-
ciation charges. Wages and salaries
were reduced $!}£ billion, to $570 billion.

With the estimates of wages and
salaries and personal consumption ex-

Table 3.—Revisions of Gross National
Product, Total and Major Income Flows:
Average of First Three Quarters, 1971

[Billions of dollars, seasonally adjusted at annual rates]

Gross national product

Less: Capital consumption
allowances _

Indirect business tax
and nontax liability. .

Business transfer pay-
ments

Statistical discrepancy.

Plus: Subsidies less current
surplus of govern-
ment enterprises

Equals : National income

Compensation of employees. _

Wages and salaries _ _ _
Private
Government

Supplements to wages and
salaries

Proprietors' income
Business and professional. _ _
Farm

Rental income of persons

Corporate profits and IVA
Profits before tax

Profits tax liability
Profits after tax

Inventory valuation ad-
justment (IVA)

Net interest

Re-
vised

1,038 1

94.0

100.7

4.2
-4.6

1.1

844.7

637.0

569.9
447.0
122.8

67.1

67.6
51.9
15.7

24.2

80.7
85.2
38.3
46.9

-4.6

35.4

Previ-
ously
pub-

lished

1,041 6

97.5

102.2

4.2
-3.6

1.0

842.3

638.4

571.2
448.3
122.8

67.2

67.2
51.5
15.7

24.2

76.8
81.8
37.2
44.7

-5.0

35.7

Re-
vision

—3 5

-3 5

-1.5

.0
-1.0

.1

2.4

-1.4

-1.3
-1.3

.0

— . 1

.4

.4

.0

.0

3.9
3.4
1.1
2.2

.4

-.3

Table 4.—Revisions of Personal Income,
Outlays, and Saving: Average of First
Three quarters, 1971
[Billions of dollars, seasonally adjusted at annual rates]

Personal income-

Less: Personal tax and non-
tax payments.-. _

Equals: Disposable personal
income

Less: Personal outlays

Equals : Personal saving .

Saving as percent of dispos-
able personal income

Re-
vised

850 5

113.8

736 7

675 6

61.1

8 3

Previously
published

851 7

114 5

737 2

678 2

59.0

8 0

Re-
vision

—1 2

_ 7

— 5

_2 6

2.1

3

penditures both revised downward,
it can be seen that the consumer sector
was less buoyant in 1971 than had been
indicated by the figures published pre-
viously. The smaller stimulus from this
sector is the principal reason why the
revised GNP estimates show a smaller
increase than the previously published
estimates, in both current and constant
dollars. Table 4 shows revised and un-
revised estimates of personal income,
outlays, and saving for the first three
quarters combined. Personal saving is
now estimated to have been $2 billion
higher than the figure previously pub-
lished.

Retroactive tax changes
The Revenue Act of 1971 has caused

three retroactive changes in the national
income and product accounts. First, re-
peal of the automobile excise tax caused
indirect business taxes to be reduced in
the second and third quarters by $0.8
billion and $2.1 billion, respectively,
with offsetting entries in personal con-
sumption expenditures, producers' dur-

able equipment, and the inventory
valuation adjustment. Second, the Rev-
enue Act modified the first-year depre-
ciation convention introduced by the
Treasury Department in June along
with the new Asset Depreciation Range
(ADR) System, and this modification
reduced capital consumption allowances
and increased the sum of proprietors'
income and corporate profits by $3.6
billion in the first quarter, $3.5 billion
in the second, and $3.2 billion in the
third quarter.1 Third, introduction of
the new tax credit for investment in
machinery and equipment reduced cor-
porate profits tax liability and increased
profits after tax by $0.2 billion in the
second quarter and $1.9 billion in the
third. These retroactive revisions are
shown in table 5 together with the
associated revisions in account totals
and major components.

1. The amounts added to corporate capital consumption
allowances and removed'from corporate profits by the Asset
Depreciation Eange System as enacted by Congress are
shown in table 18 on page 29. The estimated impact of the
measures originally introduced by the Treasury Department
was described on page 40 of the August 1971 Survey.

Table 5.—Revisions of National Income and Product Accounts Due to Retroactive Provisions
of the Revenue Act of 1971

[Billions of dollars, seasonally adjusted at annual rates]

Gross national product

Personal consumption expenditures, durable goods

Fixed investment, nonresidential, producers' dur-

Change in business inventories

Proprietors' income
Corporate profits and inventory valuation adlustment

Profits before tax
Profits tax liability
Profits after tax undistributed profits

Capital consumption allowances

Personal saving

Government expenditures and surplus

Surplus or deficit (— ), national income and product
accounts

Federal

Gross private saving

Gross investment

Repeal of auto excise

I II

0.1

—.1

—.1

1

.1

.7

7
— g

1

.1

.1

_ g

-.8

-.8
-.8

1

.8

-.1

III

1.3

—1.0
-.3

-.2
—.1

1.3

.1

.7

7
—2 1

1

.1

—1 0
1.2

—2.1

-2.1

-2.1
-2.1

.3

1.9

-.3

Modification of AD R

I

0.4
3.2
3.2
1.6
1.7

—3 6

4

.4

.4

1.6

1.6

1.6
1.4
.1

.0

-1.6

.0

II

0.4
3.1
3.1
1.5
1.6

-3.4

.4

.4

.4

1.5

1.5

1.5
1.4
.1

.0

-1.5

.0

III

0.3
2.9
2.9
1.4
1.5

-3.3

.3

.3

.3

1.4

1.4

1.4
1.3
.1

.0

-1.4

.0

Investment tax credit

I II

-0.2
.2

-.2

-.2

-.2

-.2
—.2

.0

.2

.0

III

-1.9
1.9

-1.9

-1.9

-1.9

-1.9
-1.9

.0

1.9

.0
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JL HE monetary authorities have
moved in recent months to achieve a
more stimulative credit policy and
conditions in money and credit markets
have eased considerably. The Federal
Reserve's open market committee,
which formulates monetary policy,
voted on November 16 uto promote
somewhat greater growth in monetary
and credit aggregates,"• and on Decem-
ber 14 "to promote the degree of ease in
bank reserves and money market con-
ditions essential to greater growth in
monetary aggregates over the months
ahead." These positions have a clearly
more stimulative thrust than the posi-
tions taken in late September and Octo-
ber, when the committee set policy for
"moderate growth in monetary and
credit aggregates."

The current stance of monetary
policy was confirmed at mid-February
by the Federal Reserve chairman.
He stated that the Federal Reserve
intends to see that supplies of money
and credit are sufficient to finance the
accelerated growth of national output
expected this year, and that the Reserve
has no intention of allowing the
economic recovery to falter for want of
money or credit.

Rates and yields

The current decline in short-term
rates began last August, when the New
Economic Policy was introduced, and
gathered momentum in December and
January. By mid-February most short-
term rates had declined roughly 2

percentage points from their highs of
last summer. The Treasury bill yield
and the Federal funds rate were well
below 3% percent and the rates on prime
commercial paper and bankers' ac-
ceptances were below 4 percent. On
February 15, the commercial banks7

prime loan rate was cut further to 4%
percent. This rate has been reduced \%
percentage points (in six steps) from
last summer and is at its lowest level
since the early 1960's. The decline in
short-term rates has been sufficiently
strong to carry through to consumer
loan rates, which tend to be rather slow
to respond to changes in overall credit
conditions. In early February several
major banks on the West Coast an-
nounced further cuts of about.% per-
centage point on most categories of
consumer loan rates.

In long-term markets, yields have
declined only modestly from last sum-
mer's highs. By early February, yields
on long-term U.S. Government securi-
ties had declined less than % percentage
point, yields on corporate Aaa bonds
about % percentage point, and municipal
yields about % point. The decline in
long-term yields had for the most part
ended by early November, and the
small declines that occurred thereafter
have been erased by the moderate up-
turn in rates associated with the news
inlate January that the estimated budg-
et deficit for fiscal 1972 is now much
larger than had been expected. Market
participants were apparently expecting
a deficit in the unified budget in the
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neighborhood of $28 billion for this
fiscal year; the January budget message
showed estimated deficits of $38% billion
for fiscal 1972 and $25% billion in fiscal
1973. (For details, see the article be-
ginning on page 14 of this issue of the
SURVEY.) These figures generated con-
cern among market participants over
the prospective volume of Federal
financing demand. However, these
fears appeared to abate quickly and
conditions in long-term markets were
improving as this issue of the SURVEY
went to press in the third week of
February.

Interest rate differential

A large backlog of potential long-
term credit demands is a major reason
why bond yields have not shown much
response to easier conditions. When-
ever yields do decline, the result is
apparently to stimulate new security
offerings by corporations and State
and local governments. The volume of
new issues, which swelled immensely
in 1971, has remained very large in
recent months. This, as well as the per-
sistence of inflationary expectations,
has kept bond prices depressed and
yields high. Moreover, cautious busi-
ness attitudes have kept a damper on
investment in fixed assets and inven-
tories, so that a considerable part of
the proceeds from long-term borrowing
has been used to purchase short-term
financial assets and to fund short-term
liabilities. This has had the effect of in-
creasing the demand for and reducing
the supply of short-term financial
assets, thereby exerting considerable
downward pressure on short-term in-
terest rates and contributing to the
short-long yield spread.

Heavy buying of Treasury bills and
special Treasury issues by foreign cen-
tral banks was an important force
pushing down bill rates last year. This
buying reflected the fact that private
foreign (and domestic residents, too)
were shifting out of dollar assets and
into other currencies, and foreign cen-
tral banks were investing in Treasury
issues the dollars they accumulated
supporting exchange rates. This sort
of shift out of dollar assets probably
put upward pressure on rates and yields

in various sectors of the U.S. financial
markets, while foreign central banks
buying of Treasury issues put down-
ward pressure on the bill rate. Foreign
central bank buying of Treasury issues
has continued but the volume of buy-
ing has moderated since the establish-
ment of new exchange parities last
December.

Given the unusually wide spread that
currently prevails between short- and
long-term rates, it seems quite possible
that short-term rates will move some-
what higher and that they can do so
without transmitting pressures to long-
term rates. Business is expanding plant
and equipment investment and is ex-
pected to accelerate inventory invest-
ment. An expansion of physical asset
acquisition will employ funds that have
,been used to acquire liquid assets. As
economic expansion continues, loan de-
mands will strengthen and bank credit
growth will center more in loans and
less in investments, and this, too,
should exert upward pressure on short
rates. Also, the projected volume of
Federal borrowing in the months ahead
is considerable and this will add up-
ward pressures to short-term interest
rates. Moreover, the huge volume of
bond and stock issues that had already
occurred suggests that long-term in-
terest rates will not be sensitive to some
moderate firming in short-term rates.
Also, moderation of inflationary ex-
pectations would facilitate downward
adjustments in long-term rates in the
months ahead. Furthermore, it is pos-
sible that demands for long-term credit
will be moderated by the expected big
increases in profits and cash flow.

Commercial banks

The move toward a more stimula-
tive credit policy has been reflected in
the growth of member bank reserves,
which are the base for money and
credit expansion. After showing no
growth in October and November, non-
borrowed reserves increased moderately
in December and strongly in January
(chart 1). As a result, bank credit
expansion has accelerated sharply. After
recording average monthly gains of
$3}£ billion (seasonally adjusted) from
August to November, total loans and

investments at commercial banks rose
$4% billion in December and $7
billion in January.

Until January, loan expansion was
sluggish and bank credit expansion was
heavily concentrated in investment in
State and local securities. Since last
August, banks have added nearly $8
billion to their portfolios of State and
local securities and were a major
support factor in this market. On the
other hand, since August, banks have
reduced their holdings of U.S. Govern-
ment securities by about $1 billion.
This development reflects the strong
demand and relatively short supply of
these securities that has depressed their
yields and made them a relatively
unattractive investment for the banks.

Loan demands were very sluggish in
the closing months of last year, and
the loan component of bank credit
grew very little. Consumer and real
estate loans were showing fairly sizable
gains but this was largely offset by
weakness in business loans. After show-
ing modest growth in the summer,
business loans were unchanged in the
closing quarter of last year. Business
loans remained weak in January but
the aggregate loan component of bank
credit surged $5% billion. The ex-
pansion was broadly based; consumer
and real estate loans showed further
sizable gains and loans to security
dealers and nonbank financial insti-
tutions accelerated strongly.

Deposit expansion at commercial
banks has mainly been in time and
savings deposits, which showed a sea-
sonally adjusted increase of $17 bil-
lion to $274.4 billion (16 percent at an
annual rate) from last August. Growth
has been strongest in recent months and
has centered in consumer type de-
posits, reflecting the relatively attrac-
tive rates paid on such deposits.
Though interest rates on savings de-
posits have declined somewhat in re-
cent months, they have not come down
nearly as far as have other short-
term rates. Consequently, savings ac-
counts and "consumer type" certif-
icates of deposit have become a rel-
ativety more attractive outlet for
funds.

Private demand deposits have not
increased since last August. Demand
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deposits declined slightly from August
to November, showed little change in
December and rose slightly ($% bil-
lion) in January. Given the relatively
strong expansion of economic activity
in the closing quarter of last year and
the accommodative posture of credit
policy, the reasons for the very slug-
guish behavior of demand deposits are

not at all clear. However, it seems
highly probable that the growth
of private demand deposits will
accelerate in the very near future.
The banks are amply supplied with re-
serves and credit is readily available,
business activity appears to be on the
rise, and the Treasury will be running
down its cash balances.

National Accounts in the Fourth Quarter

On the basis of more complete source
data, BEA has revised the estimates of
national income and product for the
fourth quarter of 1971. Total GNP for
the quarter was unchanged but the
components of GNP were subject to
various revisions that proved to be
offsetting in the aggregate.

Use of additional price data that
became available after the preliminary
estimates were made resulted in gen-
erally small changes in the implicit
deflators of the major GNP compon-
ents. The net result was a small upward
revision of the overall deflator and a
small downward revision of total GNP
in constant prices. The revised esti-
mates show the deflator to have risen
1.7 percent at a seasonally adjusted
annual rate and real GNP 5.8 percent.
Estimated investment in producers'
durable equipment, in current prices,
was boosted nearly $2 billion in the
revision process and investment in
nonfarm inventories was raised $1
billion. Eevisions in other components
of fixed investment, in consumption,
and in government purchases were all
very small. There was a downward
revision of exports of goods and services
and a rather sizable upward revision of
imports. The December figures on
merchandise trade, published late in
January, indicated that trade in the
quarter was even weaker than had been
expected—imports were larger and ex-
ports smaller. The revised GNP
estimates show exports of goods and
services to have fallen $7% billion
(seasonally adjusted annual rate) in
the fourth quarter and imports to have
fallen $3% billion; the preliminary
estimates showed declines of $7 billion

and $5 billion, respectively. The large
fourth quarter declines in both exports
and imports were one facet of the dis-
tortion of the trade data in the second
half of 1971 because of actual dock
strikes and shipments in anticipation of
strikes.

Balance of payments

The revised estimates of exports and
imports of goods and services indicate
that the balance on goods and services
moved from zero in the third quarter

to a $4% billion deficit (annual rate)
in the fourth. Sufficient data are not yet
available to calculate the full ^pectrum
of measures of the U.S. external position
in the fourth quarter; estimates of the
balance on current account and the
balance on current account and long-
term capital will not be published until
mid-March. The available data do indi-
cate that the net liquidity balance and
the balance on official reserve transac-
tions both improved in the fourth
quarter (i.e., the deficits shrank). This
occurred because identified capital flows
and transactions for which fourth
quarter data are available showed sharp
favorable shifts which outweighed the
unfavorable shift in the balance on
goods and services. However, the deficits
were still very large. The net liquidity
balance was in deficit by $4.5 billion
(seasonally adjusted, not at an annual
rate), compared with $9.3 billion in the
third quarter. The official reserve trans-
actions balance was in deficit by $6.1
billion, compared with $12.2 billion in
the third quarter. Details and analysis
of the fourth quarter balance of pay-
ments will appear in the March SURVEY.

Employment and Income in January

The unemployment rate was 5.9
percent in January, compared with 6.0
percent in December. It thus continued
to run at the level that ha^ prevailed
for the past year or more. The rates
for the major age-sex groups were
aho generally little changed from
December to January, with the adults'
rate down somewhat and the teenagers'
rate up.

With the release of the January
figures on labor force and employment,
the Bureau of Labor Statistics published
the regular annual revision of the
seasonal adjustment factors reflecting
incorporation of one more year of data
into the calculation of the factors. As
is typical, the updating of the seasonal
factors had little impact on the patterns
shown by the data. The overall un-
employment rate for 6 months of 1971
was unaffected; the revision was only

0.1 percentage point in 5 months of
the year and 0.2 percentage point in
only one month (June, a month that
had shown an unsually sharp decline
of 0.6 percentage point to a relatively
low rate of 5.6 percent). The revised
data still show a strong rise in employ-
ment and the labor force in the second
half of 1971.

The January labor force estimates are
also affected by an adjustment of the
population survey on which they rest to
population controls derived from the
1970 Census. This is a one-time upward
adjustment in population, labor force,
and the labor force components (em-
ployed, unemployed). The January esti-
mates of labor force, employment, and
unemployment were all raised by about
the same percentage over estimates
based on 1960-based population con-
trols; therefore, the overall unemploy-
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ment rate and the rates for major
groups were unaffected by the ad-
justments.

The adjustment thus affects the
changes in labor force data from De-
cember to January but not in any other
months. The adjustments make the
January gains in labor force and em-
ployment look very large, and this must
be taken into account when the month
is compared with other months. As
table 1 shows, the published data show
a January increase in employment of
538,000, but 307,000 of this gain was
simply the one-time adjustment of
levels.

employment and average hourly earn-
ings were higher in January, but these
gains were offset by a reduction in hours
of work.

A statutory increase in the maximum
level of wages subject to social security
taxation, from $7,800 to $9,000, was
another special factor affecting personal
income in January. (The employee and
employer tax rates, both 5.2 percent are
unchanged.) Personal contributions for
social insurance, which are subtracted

from incomes in the calculation of per-
sonal income, rose $1% billion and this
about offset the impact of the Federal
pay raise.

The January increase in personal in-
come was somewhat smaller than the
$9 billion advance in December. How-
ever, income growth in both months
was substantial and well above the
average $3 billion increase in September
through November, when growth was
held down by the wage-price freeze.

Industrial Production

Table 1.—Adjustments to January Labor
Force Estimates

[Thousands of persons seasonally adjusted]

Civilian labor force...
Employed
Unemployed. _ _

Published
change
from

December

482
538

-56

One-time
adjust-
ment of

level

337
307
30

Change
excluding

adjust-
ment

145
231

-86

NOTE.—The one-time adjustments without seasonal ad-
justment are virtually identical to those shown here.

Personal income

Personal income rose $7 billion to a
seasonally adjusted annual rate of $891
billion in January. Payrolls were up
strongly, accounting for $6 billion of the
advance, while most nonwage income
components showed little change. How-
ever, dividends rose $1% billion, recover-
ing from the lower-than-usual yearend
payments in December.

A pay raise for Federal military and
civilian employees boosted the level of
payrolls $1% billion in January. Apart
from that, government wages and sal-
aries rose less than $% billion, with all
of the increase occurring in State and
local payrolls. Private wages and sal-
aries recorded a sizable increase of about
$4 billion in January. All major industry
groups recorded gains. Payrolls in-
creased $1 billion in construction, where
employment grew sharply, $1 billion in
the distributive industries, and $1% bil-
lion in the service industries. In manu-
facturing, however, wages and salaries
rose only $% billion. Manufacturing,

Industrial production expanded some-
what further in January but the increase
was smaller than in the preceding 2
months. Auto production declined but
output of consumer goods other than
autos increased moderately. Output of
materials for the construction industry
also increased but equipment produc-
tion was little changed (chart 2).

The industrial production index
reached its cyclical low in November
1970, the month tentatively designated
as marking the trough in overall eco-
nomic activity. Between that month
and January of this year, the production
index increased 5.2 percent, a very
modest expansion and one that left
aggregate output, as measured by the
index, still 3.6 percent below the peak
reached in September 1969. Within the
aggregate, there have been quite marked
differences in the paths of various out-
put segments during the recession and
recovery. As chart 2 shows, defense
equipment production is still shrinking
while output destined for some other
markets is expanding fairly strongly.

Movements of the aggregate pro-
duction index in the past year or more
have been significantly distorted by the
behavior of auto and steel output. The
late-1970 auto strike cut appreciably
into the aggregate production measure
in that year's fourth quarter. To the
extent that production in early 1971
included a make-up of strike losses, the
aggregate measure was distorted in
that period as well. Production in the
steel industry was distorted first by
customer stockpiling against the possi-

bility of a strike last summer, and then
by the steep drop in demand as inven-
tories were run down after the labor
settlement.

When auto and steel production are
removed from the aggregate index, the
1969-70 contraction and subsequent
expansion are less sharp but just as
clear. Table 2 shows the percentage by
which quarterly production indexes,
with and without autos and steel,
differed from the peak values of which
were reached in the third quarter of
1969.

Table 2.—Industrial Production Index:
Difference from Peak Quarter

[Percent]

1969-IV

1970-1 _ _
II
III ._
IV

1971-1. . _ ..
H _ _ _ _ _ _ _ . _ - _ - — _ _ _ _ _ _ _
III
IV

Total index

-0.9

-3.5
-3.7
—3.9
-7.2

-5.5
-4.3
-5.1
-4.1

Index excluding
autos and steel

-0.7

-2.9
-3.4
-3.6
-6.0

-5.3
-4.0
-4.0
-3.0

NOTE.—Computed from quarterly averages of seasonally
adjusted monthly data.

Source: Federal Reserve Board.

Equipment production

Output of defense-related equipment
turned down at mid-1968, long before
the more general economic contraction,
and has declined far more steeply than
has output headed for other markets.
Defense production dropped steadily in
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Industrial Production

CHART 2

Index, 1967=100 (Ratio scale)
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1969 and 1970 and in the first quarter of
1971 was almost 30 percent below the
1968 peak. It then appeared to be bot-
toming out but the shrinkage resumed
later in the year. The preliminary
estimate for January 1972 puts output
about 4 to 5 percent below the level in
early 1971.

The index of business equipment
production turned down in late 1969
and dropped substantially during the
recession year 1970. Although it started
to rise again once the cyclical trough
had been passed, growth i^ ir"" is
modest save for a sho" An the
summer. In. Janu° 72, business
equipment indt ^ only 2% per-
cent above its trough level and 12 per-
cent below the peak reached in
September 1969.

Consumer goods

The entire output of autos is assigned,
in the industrial production index, to
the consumer goods category. Autos
have a weight of about 6% percent in
the index of production for consumer
markets. Consumer durables other than
autos—furniture, appliances, etc.—ac-
count for about 21 percent of the con-
sumer index. The rest is nondurables—
clothing, food, fuel and power, and other
staples.

The cyclical swings in production for
consumer markets, excluding autos,
are far milder than the swings in busi-
ness equipment production. In the
1969-70 contraction, production of non-
auto consumer goods slowed but it did
not drop to any noticeable extent
(chart 2). In 1971, the expansion was
quite pronounced and in January 1972
the production index for nonauto con-
sumer goods stood about 6% percent
above the late-1970 level.

Outpiit of consumer staples—food,
paper, fuel and power, etc.—was es-
sentially unaffected by the business
cycle, continuing to expand steadily.
However, clothing output declined dur-
ing 1970 and recovered only very mod-

estly in 1971. Durable home goods
production generally fell in 1970 and
expanded in 1971, with especially clear
swings—down, then up—in output of
carpeting and furniture.

Intermediate products and materials

About half of the weight in the
aggregate industrial production index
is assigned to producti&n of "final
products," i.e., output going to con-
sumer markets or to markets for
business and defense equipment. The
other half of the production index rests
on output of intermediate products and
of materials. The materials category
covers output destined for further
processing in the industrial sector (e.g.,
parts for equipment and consumer
goods, most fabrics, most steel). The
intermediate products category covers
output that leaves the industrial sector
but that does not consist of "final7'
products (e.g., aviation fuel, construc-
tion materials including construction
steel).

Output of nondurable goods materials
was not severely affected by the recent
contraction and recovery. Durable
goods materials were far more clearly
affected, even excluding steel (chart 2).
The index of durable materials output,
excluding steel, dropped almost 20
percent from the fall of 1969 to late
1970, but the depth of the low was
accentuated by effects of the auto strike.
Once the strike's effects had been
worked through, there was only a mild
uptrend and in late 1971 output of dura-
ble goods materials (excluding steel)
was still some 10 percent below the 1969
peak.

The recovery in 1971 of construction
products output reflects the expansion
of construction activity. The uptrend in
the aggregate index was interiupted in
the summer but this simply reflected
the drop in steel output after the steel
labor settlement, rather. than any
real cutback in construction market
demands.

1968 1969 1970 1971 1972

Seasonally Adjusted
Data: FRB

U.S. Department of Commerce, Bureau of Economic Analysis
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* In January: Employment continued to expand
•
9

The unemployment rate was virtually unchanged at 5.9 percent
Number of workers on nonfarm payrolls increased 240,000
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• In January: Personal income rose $7|4 billion

CUREENT BUSINESS

® Domestic-model auto sales rate increased sharply to 834 million units
• Private housing starts rose further to a 2 !4 million unit rate
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• In December: Manufacturing and trade firms added $820 million to their inventories
• In fourth quarter: Revised data show net exports of goods and services down $4% billion
• Balance of payments deficit much smaller on both liquidity and official bases
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CHART 6

* In fourth quarter: Factory operating rate unchanged
* Productivity rose 3% percent
9 Money supply little changed in January, bank credit up sharply
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the BUSINESS SITUATION

A HE pace of consumer demand ex-
pansion still seems to be relatively
modest: Retail sales were essentially
flat during the winter months and con-
sumer surveys have turned up evidence
of only small improvements in attitudes
and willingness to buy. However, the
evidence available on other elements of
economic activity generally indicates
fairly strong expansion in the opening
months of the year. The housing boom
has carried starts to rates above those
that even quite bullish observers had
been expecting. Survey findings indi-
cate a brisk expansion of capital spend-
ing in the early months of 1972 with
expectations of further gains as the
year progresses. The industrial produc-
tion index has been rising recently,
after a number of months of virtual
stability, and the workweek has been
lengthening in manufacturing as well
as in other sectors.

In the first 3 months following the
end of the wage-price-rent freeze,
prices moved up sharply, particularly
in wholesale markets. From November
to February, the wholesale price index
registered an average monthly increase
of 0.8 percent. (On a seasonally ad-
justed basis the increase averaged 0.6
percent.) Excluding imports and do-
mestic raw agricultural products, which
are exempt from Price Gommission
regulations, the rise in the wholesale
index averaged 0.6 percent (not sea-
son ally adjusted) in the 3-month
period.

The exempt commodities accounted
for about half of the rise in nonindus-
trial prices from November to Febru-
ary. The price index for farm products
and processed foods and feeds increased
an average 1.7 percent per month (not
seasonally adjusted) in the period, but

the increase excluding the exempt com-
modities averaged 0.9 percent. The
exempt commodities are not important
in the industrial component of the
wholesale index, which increased at an
average rate of nearly 0.5 percent per
month from November to February.

From November to February, the
rise in the consumer price index
averaged 0.3 percent per month, not
seasonally adjusted. (The seasonally
adjusted increase was slightly larger.)
The rise in the consumer index was
mainly attributable to huge increases
in food prices, particularly for meat.
The increase in the food price index
averaged 0.9 percent per month during
the 3-month period. Service prices
were also rising (an average 0.3 percent)
and the combined impact of food and
service prices more than offset a slight
decline (an average 0.1 percent per
month) in prices of nonfood commodi-
ties. Exempt items in the consumer
price index—raw agricultural products,
used cars, houses, mortgage interest
rates, and taxes—have contributed
moderately to the recent increase.
Excluding these items, the average
monthly rise in the consumer index
from November to February would
have been 0.2 percent instead of 0.3
percent.

Business expectations

The latest BE A survey of business
plant and equipment spending, taken
in February, found expectations of a
very sharp rise in the first quarter and
further gains later in 1972. However,
available data on January and Febru-
ary shipments of capital goods suggest
that the first quarter increase in invest-
ment may not be quite as large as the
survey findings indicate.

The expected full-year increase in
plant and equipment outlays is 10%
percent, compared with an increase of
2 percent in 1971. (Details of the sur-
vey are reported on pages 16-20.) A
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very sharp spending turnaround is
indicated for durable goods manu-
facturing. All major durables industries
reported declines in 1971, with the
aggregate down 1 OK percent from 1970;
this year, almost all major durables
industries expect increases (steel is the
exception) and the aggregate is pro-
jected to rise almost 14 percent. There
is a clear but much less dramatic
turnaround in nondurables manufac-
turing, from a 2 percent spending de-
cline in 1971 to a 4% percent increase
in 1972. Every major nonmanufacturing
industry expects to increase capital
spending in 1972, for an aggregate
gain of 11% percent, compared with
T}i percent in 1971.

Realization of spending plans will
depend in good measure on whether
sales live up to expectations. The sales
expectations reported in conjunction
with the BEA capital spending survey
show most major manufacturing in-
dustries expecting the growth of sales
to be stronger this year than last, with
producers of machinery and primary
metals particularly bullish. However,
in the other industries from which sales
expectations are collected—wholesale
and retail trade and the public utili-
ties—firms expect sales growth to de-
celerate this year. These industries are
among those not planning to "accelerate
capital spending growth.

The latest BEA quarterly survey of
inventory and sales expectations (see
pages 14-15) found manufacturers pro-
jecting a sales increase of 7 percent
from the second half of last year to the
first half of this year. The expected
growth is concentrated in the first
quarter, and is far stronger for durables
than for nondurables manufacturers.
The steel industry expects substantial
sales growth in both the first and
second quarters, a recovery from the
weakness in last year's second
half when users were working off
strike-hedge stockpiles. The survey
found manufacturers planning sub-
stantial additions to inventories in the
first half of this year, but the expected
strength of sales implies that inventory-
sales ratios will drop further. Durable
goods producers plan to increase their
holdings $1 billion by midyear and

producers of nondurables plan a $%
billion increase. In 1971, durable goods
producers cut inventories all year, for an
aggregate reduction of $1 billion; in-
ventories of nondurables producers rose
$1 billion, more than half of which was
added in the fourth quarter.

As this issue of the SURVEY goes to
press, data are available on manu-
facturers' inventory accumulation only
through January. Stocks rose $325 mil-
lion (seasonally adjusted), about one-
third of the gain expected for the full
quarter. There was a strong rise in
durables inventories, due in large part
to stepped up accumulation by steel
producers. Their holdings rose sharply
in January, evidently in response to
signs of upcoming strengthening of
demand.

As measured in the Federal Reserve
industrial production index, steel out-
put increased 18 percent from Novem-
ber to February. This contributed sig-
nificantly to the strengthening of the
aggregate production index in recent
months. After showing virtually no
change from May to November, the
index increased nearly 2 percent from
November to February. This put it at
109 percent of the 1967 average, its
highest level in more than 2 years but
still almost 2% percent below the peak
in the summer of 1969. Excluding the
thrust from the expansion of steel
output, the production index increased
1.3 percent from November to
February.

Residential construction

Starts have continued to increase
strongly and reached a record seasonally
adjusted annual rate of nearly 2.7
million units in February. The number
of units authorized by building permits
has not increased as sharply as starts
in recent months, and the February
starts surge evidently reduced the back-
log of units authorized but not started.
The backlog of permits for multifamily
structures had been growing at a very
substantial rate since last spring. It is
possible that unusually favorable
weather in February led builders to
make a start on a large number of these
authorized but unstarted units.

The starts rate averaged 2.6 million
units in the first 2 months of this year
as compared with an average of 2.2
million units in the closing quarter of
last year. Both single family and multi-
family starts were well above their
fourth quarter averages, but the accel-
eration was most pronounced for multi-
family units. Multifamily starts fell off
somewhat in January but surged very
sharply in February. Indeed, February
marked the first time that multifamily
starts exceeded those of single family
homes. The January-February starts
figures were above the fourth quarter
average in all regions of the country,
but the acceleration was strongest in the
south and west.

The vigorous pace of homebuilding
activity rests in large part on the
continued ample availability of mort-
gage financing. Net savings flows to the
savings and loan associations—the
major type of mortgage lending insti-
tution—have recently accelerated very
sharply from the already big gains
recorded last year. In January and
February alone, net flows totaled nearly
$7 billion (seasonally adjusted), up
from a total of $5.8 billion in the
fourth quarter and $6.3 billion in the
third. In large part, the sharp step-up
in savings growth in the opening months
of this year reflects relatively attractive
rates paid on deposits. Though interest
rates on savings deposits have declined
somewhat in recent months they have
not come down nearly as far as have
other short-term rates, and a very
large rate differential favoring savings
deposits developed.

After mid-February, however, short-
term interest rates turned upward; by
mid-March, most money market rates
had increased by one-quarter to one-
half percentage point. This rise, along
with evidence of a somewhat less
expansive monetary policy, suggests
that the low in short-term rates has
been passed. This development casts
some shadow on the prospects for a
continued high rate of savings flows to
the major mortgage lenders, and poses
a threat to the continued easy availa-
bility of mortgage financing.
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Consumer Demand

Sales of new cars, counting both
domestic and import models, ran at a
seasonally adjusted annual rate of
about 10 % million units in the first
2 months of 1972 (table 1) but evidently
declined in early March. The strength
of the sales boom in September-
November 1971 had suggested that a
good number of the sales in that period
were "borrowed" from the future, but
sales since November have made a
generally good showing.

The boom late last year was pre-
cipitated by certain of the actions
announced by the President at mid-
August. Buyers' interest was stimulated
by the 90-day price freeze, which held
down prices of the new models just then
being introduced, and also by the pro-
posal (subsequently enacted) that the
auto excise tax be repealed retroactive
to August 15. Sales of domestic models,
which had been running at an annual
rate of about 8% million units for some
months, jumped to 10% million in
September and were very high in
October and November as well. The
rate dropped back to 8 million units in
December but was well above that in
January and February.

Table 1.—New Car Sales
[Millions of units]

1968
1969
1970
1971

1971: Jan.-Aug
Sept.-Nov
Dec

1972: Jan.-Feb

Domestic
models

8.6
8.5
7.1
8.7

Import
models

1.0
1.1
1.3
1.6

Total

9.7
9.6
8.4

10.3

Seasonally adjusted annual
rates

8.3
10.0
8.0

8.8

1.6
1.4
1.3

1.5

9.9
11.5
9.3

10.4

The late-1971 sales surge was a
phenomenon of the market for domestic
models. Sales of import models fell in
the September-November period, part-
ly because of shortages caused by
strikes at U.S. ports. They subse-
quently recovered, however, and in the
opening months of this year were back

to an annual rate of about 1.5 million
units.

Retail sales

Sales of retailers in the automotive
group have behaved similarly to unit
sales of new cars—rising sharply in
August and September 1971 and de-
clining late in the year. (The auto group
includes new car dealers, used car
dealers, dealers in boats, trailers, air-
craft, and motorcycles, and tire and
accessory stores.)

Chart 1 shows total retail sales, sales
of the auto group and of other durable
goods retailers, and major elements of
non-durable sales. Total retail sales
were unchanged again in February,
according to advance estimates. The
total has been essentially stable since
last September, except for a jump in
November that was erased the following
month.

Sales of durable goods retailers out-
side the auto group have been growing
strongly since early 1971. Sales by
lumber and building materials dealers
increased rapidly all last year, and had
in fact been rising in the recession year
1970 as well. Hardware store sales were
also on a fairly strong uptrend all last
year. Sales of furniture and appliance
stores, which were essentially flat
through the summer of 1971, took off
sharply after September.

Aggregate sales of nondurables re-
tailers have been expanding steadily
but at a slow pace. The only marked
strength last year was in sales of the
general merchandise group—mainly
department stores but also including
variety stores and nonstore retailers
such as mail order firms and vending
machine operators. In recent months,
the group's sales have shown little if
any net growth. Sales of the food group,
which accounts for close to one-third
of the nondurable total, were essentially
flat all last year and remain so. Apparel
sales and drug stores sales have also
been lackluster. Sales of eating and
drinking places—which account for
more than 10 percent of the nondurable
total—turned strongly upward in the
closing months of last year but it is
not clear that the boom is persisting.

Attitudes and incomes

The behavior of retail sales is con-
sistent with the evidence of recent
consumer surveys. The survey taken by
the Census Bureau in January showed
no clearcut evidence of change for either
the better or the worse in the strength
of buying plans, but did find some
small improvement of consumers' in-
come expectations. The University of
Michigan consumer sentiment index
was unchanged in the fourth quarter,
as it had been in the third. The index is
up from the low hit during the recession,
but the recovery has not been especially
strong.

The bite being taken from income
this year by overwithholding of Federal
taxes is probably a factor working to
dampen consumer spending. Withhold-
ing schedules were raised in January in
order to eliminate underwithholding. It
was recognized at the time that the
new schedules would produce significant
overwithholding if taxpayers failed to
offset some of the impact by increasing
their exemptions for withholding pur-
poses. The Federal budget for fiscal
year 1973 sent to Congress in January
assumed that most affected taxpayers
would take such action. However, re-
ceipts in the opening months of 1972
indicate that in fact there is a very
considerable amount of overwithhold-
ing. This has the effect of muffling the
cut in income taxes on January 1, when
the personal exemption and standard
deduction were raised.

Personal income increased $5 billion
in February to a seasonally adjusted
annual rate of $897 billion. The increase
was mainly in wages and salaries, as the
nonwage components generally changed
very little. Payrolls in construction
dropped because of a sharp drop in
construction employment (a volatile
series that had jumped sharply in Jan-
uary). Most other private industry pay-
rolls advanced but at rates fractionally
slower than in January. Manufacturing
payrolls increased a relatively substan-
tial $1% billion, mainly because of a
longer workweek but with higher aver-
age earnings and a slight increase in
employment also contributing.
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According to the preliminary esti-
mate, the February increase in manu-
facturing employment was very small,
but it followed a more definite gain in
January. This evidence of an employ-
ment upturn comes in the wake of
essential stability in the second half of
1971, save for a cut in the steel industry
following the labor settlement; that
stability, in turn, was preceded by a
steep decline during the recession. The
manufacturing workweek has been
strengthening in both durable and
nondurable goods industries/Together
with the behavior of employment,
this indicates that manufacturers are
increasing labor inputs in order to ex-
pand production.

Employment in trade, the services,
and State and local governments has
been rising fairly steadily. The total
February employment gain in the
service-producing industries (which in-
clude also the Federal Government,
transportation, utilities, and finance
and related industries) was 150,000.
With a sharp drop in construction em-
ployment and little change in manu-
facturing, the total number of workers
on nonagricultural payrolls increased
a modest 83,000. The separate survey
of the entire civilian labor force found
that the labor force declined in Febru-
ary, with employment unchanged but
the number of unemployed down. The
unemployment rate fell to 5.7 percent
from 5.9 percent in January.

Commercial Paper

Since the mid-1960's, the commercial
paper market has experienced several
years of extraordinary growth, a brief
but fairly severe contraction and,
during the past year or so, a period of
relative calm. The dimensions and
character of the market have changed
markedly over this period, and com-
mercial paper has evolved as a major
form of short-term financing. Indeed,
since 1965 commercial paper has made
major inroads into the financing activ-
ity of the banking system. From the
end of 1965 to mid-1970, when the
volume of commercial paper peaked,
the ratio of paper to bank loans more
than doubled; the fact that the ratio

did not drop significantly in 1971, a
year of credit ease, is evidence of the
permanence of commercial paper as a
money market instrument (table 3).

The commercial paper market

Commercial paper is the unsecured
promissory note of large, well-known
corporations. These notes are short-
term obligations carrying maturities
that range from a few days to 9 months.
Maturities usually do not exceed 9
months for otherwise registration with
the Securities and Exchange Com-
mission would be required. Paper is
typically issued in denominations of
$100,000 or more and, though un-
secured, issues are usually backed by
bank lines of credit.

As a money market instrument,
commercial paper has a number of
attractive features. To sellers, it is
less expensive than borrowing from
banks, and has proved an extremely
valuable alternative to bank credit in
periods of credit stringency. To inves-
tors, rates on commercial paper are
typically more attractive than those
on other short-term assets such as
certificates of deposit or Treasury
bills. Perhaps the most distinguishing
characteristic of commercial paper is
its flexibility: the amount and maturity
of an issue can be tailored to meet
specific borrower-lender requirements.

Commercial paper is either sold
through a dealer or placed directly
with an investor. Nearly all directly
placed paper is sold by large finance
companies (table 2). These companies
are the oldest and most important
issuers and maintain their own elab-
orate marketing organizations for this
purpose. Other firms that use this
market less extensively, smaller finance
companies and industrial and utility
firms, sell paper through a half-dozen
major dealers. New participants in the
commercial paper market typically en-
ter through the dealer market, and the
big expansion in the volume of paper
after 1965 centered in dealer placed
paper. Dealer paper now accounts for
about 40 percent of the volume out-
standing, as compared with 20 percent
in 1965.

Growth of the market^ 1965-70

Prior to the mid-1960's, the commer-
cial paper market was used almost exclu-
sively by finance companies, for whom
it was a major source of short-term
financing. Most paper was placed di-
rectly and the market consisted of an
elaborate network of well established
buyer-seller relationships. Though the
market grew at a fairly rapid pace
during the decade ending in 1965, it
remained relatively small; by the end
of 1965, outstandings amounted to only
$9 billion (chart 2). In 1966, however,
extremely tight credit conditions
launched an expansion of the commer-
cial paper market that ultimately car-
ried the volume outstanding to a peak
of almost $40 billion in mid-1970.

Highly restrictive monetary policy
in 1966 severely reduced the role of
commercial banks as intermediaries in
credit markets, and borrowers and
lenders increasingly undertook trans-
actions directly, i.e., in the open market.

CHART 2

Commercial Paper Outstanding, by Issuer

5 -

1965 1966 1967 1968

Annual

1969 1970 1971

Half Years

End of Period, Not Adjusted for
Seasonal Variations

U.S. Department of Commerce, Bureau of Economic Analysis

Data: FRB
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March 1972 SURVEY OF CURRENT BUSINESS

Table 2.—Participation in the Commercial Paper Market

[End of year, billions of dollars]

Total outstanding

Directly placed

Issuers:
Finance companies
Bank affiliates . .

Buyers:
Commercial banks . _. ._ -- . __ . _ . _ .
Life insurance companies
Nonfinancial corporations _

Dealer placed

Issuers:
Nonfinancial corporations
Finance companies _ _ _ _
Bank affiliates

Buyers:
Nonfinancial corporations
Investment companies
Commercial banks - - - -

1965

9.1

7.2

7.2

.7

.3
6.1

1.9

.8
1.1

.4

.5
1.0

1966

13.3

10.2

10.2

1.8
.4

8.0

3.1

1.6
1.5

.5
1.0
1.5

1967

16.5

11.6

11.6

2.9
.5

8.3

4.9

3.0
1.9

1.7
1.0
2.2

1968

20.5

13.3

13.3

1.5
.5

11.4

7.2

4.5
2.7

3 1
1.2
2.9

1969

31.7

19.8

16.8
3.0

1.4
1.4

17.1

11.8

6.9
3.7
1 2

5 9
2 4
3 5

1970

31.8

19.1

17.2
1.9

1.9
2.1

15.1

12 7

9 0
3 2

4

6 9
2 1
3 7

1971

29.9

18 6

17 1
1.4

1 7
3 6

13 3

11 4

7 8
3 1

5

6 3
1 7
3 4

Source: Federal Reserve: Flow of Funds.

Eligible borrowers turned to the com-
mercial paper market as an alternative
to bank loans as a source of short-term
credit. Because the monetary author-
ities chose not to raise the interest
rate ceilings on bank time deposits
at a time when market rates of interest
were rising sharply, investors found
the return on commercial paper much
more attractive than that on bank
deposits.

The volume of commercial paper
continued to grow vigorously during
1967 and 1968, even though credit
conditions were generally easy. This
evidently reflected a growing awareness
on the part of both borrowers and
lenders of the advantages and con-
venience of commercial paper. Also,
dealers became more aggressive in
placing paper, and firms found it
easier to enter the market as sellers.
In 1969 and early 1970, restrictive
credit policy again curtailed the role
of the banking system in the credit
process. Many borrowers turned to the
commercial paper market as a supple-
ment or an alternative to bank financing
and the growth of the commercial
paper market accelerated sharply. Some
major money market banks, in an
effort to avoid being bypassed in the
credit flow process, also began to tap
the commercial paper market for funds
through their holding companies (chart
2). (Banks are prohibited from issuing
commercial paper themselves.) The

bank holding companies used the pro-
ceeds of the commercial paper to
purchase loans from the portfolios of
their affiliated banks, thus enabling the
banks to continue making loans.

The accelerated growth in volume
continued until June 1970, when the
Penn Central Railroad, which had a
large volume of paper outstanding,
petitioned for bankruptcy. This dealt
a severe blow to investor confidence,
and as a consequence some issuers of
commercial paper found it impossible
to renew notes and others found buyers
willing to take only part of what was
being offered. These difficulties came at
a time of stringent credit conditions,
and pressures intensified throughout
the money and credit markets. The
Federal Reserve System moved quickly
to avert the possibility of a serious
credit crisis. The Federal Reserve as-
sured member banks access to the dis-
count window for the reserves needed
to make loans to support the credit of
issuers that were unable to renew
maturing paper. The Federal Reserve
also suspended the interest rate ceilings
on large certificates of deposit with
maturities of less than 90 days. This
enabled the banks to compete freely
for time deposit funds and greatly
strengthened the role of the banks in
the credit process. In effect, these
actions assured that the banks could
provide the credit that could not then
be handled through the commercial
paper market.

The actions taken by the monetary
authorities were successful and the tur-
moil following the Penn Central failure
was largely confined to the commercial
paper market, where there was a fairly
sharp but brief runoff in the volume
outstanding. From a peak of nearly
$40 billion at the end of May 1970,
outstandings declined $2 billion in
June, $800 million in July, when
Chrysler Financial Corporation had
difficulty renewing some of its paper,
and $400 million in August.

The correction in the commercial
paper market had about run its course
when the monetary authorities took
action to restrict the use of bank-
related commercial paper. In mid-
August 1970, the monetary authorities
imposed reserve requirements on funds
member banks obtained as a result of
the sale of commercial paper by their
affiliated holding companies, and the
advantage to banks of using this
market as a source of funds was
virtually eliminated. This action led
to the retirement by yearend 1970 of
some $5K billion of bank-related paper.
This accounted for the major part of
the decline in the total outstanding in
the last half of the year. The volume
of nonbank paper had declined in the
wake of Penn Central's failure, but the
decline was confined to the summer
months; the volume of nonbank paper
was essentially unchanged from Septem-
ber to December 1970.

Recent developments

Despite the easiness of credit con-
ditions in 1971, the volume of com-
mercial paper outstanding declined
only $1% billion; about $% billion of
that decline consisted of a further
contraction in bank-related paper and
the balance a reduction in dealer placed
paper issued by nonfinancial corpora-
tions. Paper issued by finance companies
was virtually unchanged. These de-
velopments show that commercial paper
has permanent importance as a short-
term credit instrument, and that its
role is not limited to periods of tight
credit.

(Continued on page 28)
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6 SUEVEY OF CUKEENT BUSINESS

* In February: Nonfarm payroll employment was unchanged
• The unemployment rate declined to 5.7 percent

March 19T2
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• Wholesale price index rose 0.9 percent, with sharp increase in nonindustrial prices
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March 1972 SUKVEY OF CUERENT BUSINESS

• In February: Personal income rose $5 billion, with wages and salaries accounting for most
® Housing starts reached a rate of 2.7 million units

of the rise

• Plant and equipment outlays are expected to rise 10% percent in 1972 compared with about 2 percent in 1971
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8 SUBVEY OF CURRENT BUSINESS March 1972

• In January: Manufacturing and trade firms added $450 million to their stocks
• The merchandise trade deficit was $320 million
• In fourth quarter, Federal expenditures increased $4 billion: deficit still large at $25% billion
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March 1972 SURVEY OF CURRENT BUSINESS 9

i> In February: Industrial production advanced 0.7 percent
• Bank credit and money supply up substantially
• In fourth quarter, corporate profits before taxes (including IVA) rose $2% billion
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(Continued from page 5)

The $1% billion decline during 1971
in outstanding paper of nonfinancial
corporations reduced it to $7% billion
by year end, a full $1 billion above
the level at the end of 1969, a year of
tight money. Given the efforts cor-
porations were making in 1971 to im-
prove their liquidity by replacing short-
term with long-term debt, that decline
was indeed quite modest and should not
be interpreted as reflecting withdrawal
from the commercial paper market by
nonfinancial corporations. There are no
firm data on the number of firms
issuing commercial paper, but by piecing
together available information it is
possible to conclude that the number of
issuers has continued to expand since
the end of 1970. Some notion of the
types of firms that are in the commercial
paper market has been provided by one
of the two organizations that rate
commercial paper issuers. Standard
and Poor's has been rating partici-
pants in the commercial paper market
since early 1970; about 80 firms were
rated by Standard and Poor's in 1970
but that number had increased to 181
as of March 1, 1972. Table 3 shows
these firms classified according to the
Standard Industrial Classification code
representing their major activity.

Table 3.—Industry Classification of Firms
Rated by Standard and Poor's

Total

Utilities
Telephone
Other

M anuf acturing
Chemical
Machinery (electrical and

nonelectrical)
Petroleum
Other manufacturing

Finance
Other

Number

181

62
27
35
53
13

9
9

22
40
26

Percent
distribution

100 0

34 2
14 9
19 3
29 3
7 2

5 0
5.0

12 2
22 1
14 4

Although the development of com-
mercial paper as an important alterna-
tive to bank borrowing occurred under
conditions of credit stringency, the cost
advantage of commercial paper over
bank borrowing has continued to be
important during the recent period of
credit ease. Firms already in the market
have continued to participate and others
have entered. The commercial paper
rate is usually less than the "prime rate"

which banks charge their most credit-
worthy borrowers. (The prime rate
considerably understates the cost of
bank borrowing, for banks often require
that borrowers maintain a demand
deposit equal to 10 to 20 percent of the
loan.) Also, the prime rate has been
relatively slow to move. During the
steep decline in rates after mid-1970, the
rate paid on commercial paper dropped
much more rapidly than the prime rate,
and the cost advantage to the borrower
in the commercial paper market in-
creased very considerably. Given the
inroads that commercial paper had
made into the market for bank loans
since 1965, the recent decisions by some
major money market banks to link their
prime rates to the commercial paper
rate are understandable.

The past year or so, a period of
relative calm in the commercial paper
market, has been marked by a number
of institutional changes that will bear
importantly on the future development
of this market. One important change
is that the market has become highly
risk conscious. For a time following the
Penn Central failure, only prime rated
borrowers had access to the market.
Gradually, however, the market began
to accommodate higher risk issuers but
subject to restrictions. Dealers now re-
quire some borrowers to obtain ratings
from both Standard and Poor's and The
National Credit Office (a division of
Moody's Investors Service), and the
percentage of an issue that must be
backed by bank lines of credit is varied
to reflect differences in credit ratings.
In addition, borrowers who do not have
prime credit ratings, must be willing
to offer lenders a risk premium of from
one-quarter to three-eighths of a per-
centage point above the prime com-
mercial paper rate.

The recent past has also witnessed
increased competitiveness among deal-
ers. They have become much more
aggressive in searching out new market
participants on both the borrowing and
lending sides. Some dealers now make
a limited secondary market for the
paper they sell; i.e., under some circum-
stances they stand ready to repurchase
the paper they have sold if the buyer
encounters an unforeseen need for liquid-
ity. Other dealers are attempting to

increase the liquidity of the paper they
originate by tailoring maturities to
borrower-lender needs and moving away
from the conventional 30-day maturity
on short-term issues. Also, at least one
major dealer has broadened his scope
of operations by selling in London the
commercial paper of U.S. corporations
(and of some foreign corporations as
well).

Summary

The fact that most issuers of com-
mercial paper have continued to par-
ticipate heavily in the market and new
firms have continued to enter testifies
to the value issuers place on having a
major and relatively low cost source of
short-term financing. Indeed, even
though the volume of paper outstanding
contracted slightly in 1971, commercial
paper maintained most of its position
relative to bank loans that it had
captured in the 1965-70 period. The
ratio of nonbank commercial paper to
bank loans to business and finance
companies rose steadily from 15% per-
cent at the end of 1965 to a high of
34% percent in mid-1970. This ratio
was about 31 percent at the end of last
year, equal to the figure at the end of
1969, a year of credit stringency (table
4).

There is every reason to expect that
a renewed tightening of credit condi-
tions will once again result in strong
growth of the commercial paper market.
However, given the structural and
institutional changes that have affected
this market since mid-1970, it is highly
unlikely that the next growth surge in
this market will have the explosive
character of that of the late 1960's.

Table 4.—Commercial Paper and Bank
Loans

[End of year, millions of dollars]

1960
1965
1966

1967
1968
1969 -

1970
1971

Nonbank
commercial

paper
outstanding

4,497
9, 058

13, 279

16, 535
20, 497
27,415

29, 416
28, 851

Bank loans 1
outstanding

32, 156
59,346
67, 682

72, 078
80, 778
88,496

89, 132
90, 447

Ratio of
commercial

paper to
bank loans

14.0
15.3
19.6

22.9
25.4
31.0

33.0
30.9

1. Commercial and industrial loans and loans to finance
companies at large commercial banks.

Source: Federal Reserve.
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the BUSINESS SITUATION

CHART 1 E,
GNP up about $30 /4 billion in first quarter
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ECONOMIC activity expanded
briskly in the first quarter. Preliminary
estimates show strong gains in resi-
dential investment, investment in
producers' durables, Federal defense
purchases, and purchases by State
and local governments. There was
also a sizable increase in consumer
demand, whose sluggishness has been
a key to the slow rate of economic
recovery during the past year or more.
On the other hand, the data now avail-
able show that inventory accumulation
slowed in the first quarter from the
already low fourth quarter rate. Despite
that slowing, total gross national
product (at a seasonally adjusted
annual rate) increased slightly more
than $30 billion, or about 11% percent.
This was the strongest gain in 4 years,
except for the first quarter of 1971
when the economy was rebounding from
the 1970 auto strike.

The rate of price increase in the
first quarter was substantial, with the
implicit deflator for total GNP up
6Y4 percent (chart 1). GNP in real
terms, grew at an annual rate of 5}
percent, not far below the strong
advance registered in the fourth
quarter.

The pay raise for Federal workers
that went into effect in January was a
factor working to boost the GNP
deflator in the first quarter. Such
raises have the effect of increasing the
price of government output as measured
in the national income and product
accounts. The deflator for private
output—GNP less the output of general
government—increased at an annual
rate of 5% percent in the first quarter,
compared with \}{ percent in the
fourth. In real terms, private output
grew at a rate of 5K percent, a bit

slower than in the fourth quarter. It
appears that private output per man-
hour increased, but its growth rate was
evidently slower than in the fourth
quarter.

Residential investment strong

Outlays for new residential con-
struction increased a very substantial
$4% billion in the first quarter, well
ahead of the gains in the third and
fourth quarters. In good part, the
acceleration of spending reflected the
very strong increase in housing starts.
The starts rate averaged almost 12
percent higher in the first quarter than
in the fourth; this was the strongest
quarterly advance since the initial
stages of the current housing boom
back in 1970. Starts in, March were at
an annual rate of almost 2.4 million
units, down from the extraordinarily
high rate of nearly 2.7 million in
February. For the quarter, starts aver-
aged 2.5 million units.

The starts rate in recent months has
been rising very rapidly and this seems
to have resulted in an upgrading of
forecasts of total 1972 starts. The com-
mon expectation now is that starts this
year will be about equal to or even some-
what above the 1971 total of 2.1 million,
rather than somewhat below that fig-
ure. However, it is still generally ex-
pected that the starts rate will decline
during the course of 1972—that is, that
the total for the year will be below the
first quarter rate of 2.5 million units.

An uptrend in vacancies is one factor
contributing to expectations that starts
will move lower during 1972. The
vacancy rate for rental units was stable
in 1970 and early 1971, after several
years of decline; however, in the second
half of last year the rate was above
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year-earlier levels, especially in the
South and West. Financial conditions
are another factor bearing on the out-
look for residential investment. It was
pointed out in last month's SURVEY that
the low in short-term interest rates had
evidently been passed. Developments
since mid-March corroborate this, as
money market rates have continued to
rise, the banks' prime lending rate has
moved higher, and upward pressures on
rates in long-term markets have be-
come more pronounced. The flow of
funds to finance residential construc-
tion remains large, but the uptrend in
the structure of credit costs is neverthe-

Residential Construction and
Mobile Homes
Million Units (Ratio scale)

CHART 2

1963 65 67 69 71

Seasonally Adjusted at Annual Rates

U.S. Department ot Commerce, Bureau of Economic Analysis
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less a potential source of difficulty for
mortgage markets.

Business investment up

The latest BEA survey of plant and
equipment spending expectations, taken
in February, pointed to a large increase
in outlays in the first quarter. Actual
first quarter spending will be covered by
the May survey. The available infor-
mation on capital goods shipments
suggests that the first quarter increase
in investment may not have been quite
as large as the survey findings intimate.
Also, the available data on nonresiden-
tial construction suggest little strength
during the quarter. Nevertheless, the
preliminary estimate of the nonresiden-
tial fixed investment component of
GNP puts the first quarter increase at
$5K billion, a large gain. Outlays for
structures are estimated to have in-
creased little, but investment in pro-
ducers' durables rose substantially;
demand for trucks was particularly
strong.

The strength of truck sales is un-
doubtedly related to the recovery of
economic activity to date and to ex-
pectations of good growth this year, as
well as to the restoration of the invest-
ment tax credit and, for light trucks,
repeal of the 10 percent excise tax. Even
so, truck sales seem exceptionally high.
One reason may be a surge in sales of
trucks — mainly lightweight pickups and
panel vans — to the consumer market.
In the GNP all truck purchases are
treated as business investment in pro-
ducers' durables. However, quite a
number of the light trucks are evidently
used partly or entirely for nonbusiness
purposes and a surge in such non-
business demand is likely a factor in
recent truck sales. (For autos, there is
some information on which to base an
allocation of output between business
investment and consumer buying, and
such an allocation is made in estimating
those two GNP components.)

Manufacturers account for a very
substantial part of the expected growth
of business capital spending this year.
The gain expected by durables producers
is especially sharp — almost 14 percent,
according to the February BEA sur-
vey — following a 10% percent decline

last year. The recent strengthening of
manufacturers' output, as measured by
the Federal Reserve production index,
is a good omen for the realization of
manufacturers' spending plans.

The preliminary March estimate of
the index of manufacturing production
shows increases of about 0.6 percent in
the total and in durables and non-
durables output separately. For the
quarter as a whole, the production
index for manufacturing was up 1%
percent from the fourth quarter and the
index for durables manufacturing was
up 2 percent. Among the factors con-
tributing to these good gains are con-
tinued growth of consumer goods out-
put, an upturn in steel production fol-
lowing declines last year when strike-
hedge stockpiles were being worked
off, an upturn in business equipment
output following more than a year of
stability, and apparently a stabilizing
of defense equipment production fol-
lowing three years of shrinkage. How-
ever, despite the fairly strong recent
growth of output, the estimated rate
of manufacturing capacity utilization
increased less than 1 percentage point
in the first quarter and remained below
75 percent.

Increase in government purchases

Federal purchases of goods and serv-
ices increased in the first quarter at
an annual rate of $5 billion, of which
$4% billion was in the defense category.
Purchases were swelled by pay raises
for both military and civilian em-
ployees. Apart from pay raises, there
was a significant increase in defense
purchases but nondefense purchases
declined — because of a steep drop in
crop support purchases.

The general raise for Federal military
and civilian personnel that went into
effect in January boosted the level of
Federal spending on goods and serv-
ices by about $2 billion, of which over
$1% billion was in the defense category.
In addition, the level of defense pur-
chases in the first quarter was boosted
more than $1 billion by virtue of the fact
that the mid-November military pay
raise (a pay adjustment related to the
move toward a " volunteer army") was
in effect for only half of the fourth
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quarter but for all of the first. Al-
together, pay raises accounted for
roughly $2}£ billion of the $4% billion
first quarter increase in defense pur-
chases. The remaining $2 billion marks
a shift from the downtrend of the past
two years or more—a shift that was
indicated in the January 1972 budget
document. In the fourth quarter, de-
fense purchases excluding the pay raise
were unchanged; before that, purchases
excluding pay raises had been on a
downtrend since 1968.

At the State-local level, the available
evidence indicates that spending growth
has picked up recently after a period of
slow expansion last year. The prelim-
inary estimates put the first quarter
increase in State-local purchases at
$4% billion. This was a bit larger than
the increase in the fourth quarter and
well above the average of only $2%
billion in last year's first three quarters.
Compensation increased sizably in the
first quarter. Construction spending
is also a factor in the recent strength-
ening. Unless the months just ahead
see a sharper tightening of credit
conditions than now seems likely,
there should be a sizable increase
this year in State-local construction
spending. A recent forecast of construc-
tion contracts in 1972, made by the
F. W. Dodge division of McGraw-Hill,
pointed to strong increases in such
categories as roads, bridges, sewers,
and water supply facilities.

Increased consumer spending

Preliminary estimates show a $13
billion increase in consumer demand
in the first quarter. This is larger than
had seemed likely on the basis of the
evidence available through mid-March.
February retail sales were subsequently
revised to show an increase over
January rather than no change, and
the advance figures for March show a
large increase, especially for durable
goods stores. Early this month the
results of the latest survey of consumer
sentiment and buying plans were re-
leased by the University of Michigan
Survey Eesearch Center. The survey,
taken in February, found a substantial
and broadly based improvement in
consumers7 expectations about eco-

nomic conditions, and there was a
sizable advance in the consumer senti-
ment index, which had been unchanged
in last year's second half.

The increase in consumer spending
in the first quarter was broadly based.
Spending for food, which accounts for a
little more than one-third of total
spending on goods, increased fairly
sharply because of higher prices. The
sharpest increase was in spending for
household durables, which had also
risen quite strongly late last year. These
increases in demand for furniture and
other household equipment presumably
reflect the ongoing boom in home-
building. Spending on all goods other
than new cars rose about $7 billion in
the quarter and the increase for services
was a strong $6 billion (chart 3).

Spending for new automobiles was
little changed in the first quarter fol-
lowing a dip in the fourth. In unit terms,
sales of new domestic model cars ran at
about 8.8 million units (seasonally ad-
justed annual rate) in each of the year's
first three months, a strong rate but one
below the pace during the sales boom
last fall. Sales of foreign cars rose to a
rate of about 1.5 million units in the
first quarter, regaining a 15 percent
share of the market. Foreign car sales
had declined in the fourth quarter, both
absolutely and as a share of the market,
after a very strong showing through
much of last year.

Income and taxes

The sizable first quarter increase in
consumer spending occurred in a period
when disposable income was signifi-
cantly dampened by overwithholding
of Federal income taxes. The amounts
withheld in excess of the amounts
needed to cover personal tax liabilities
are a form of saving, though one on
which the saver earns no return. The
overwithholding probably had an im-
pact both on consumption spending
and on personal saving (as defined in
the national accounts), but it is reason-
able to think that the impact fell
disproportionately on saving. In the
absence of the overwithholding, per-
sonal saving as defined in the accounts
would undoubtedly have been higher
and the saving rate would in all likeli-

hood have been above 8 percent, as it
was nearly all last year. The saving
rate actually calculated for the first
quarter was 7.4 percent. Personal in-
come increased an estimated $23 %
billion and personal taxes $12 % billion,
of which the Federal Government
received $11 billion. Disposable income
increased $10% billion and the amount
saved fell $2% billion.

When withholding schedules were
adjusted in January, it was recognized
that significant overwithholding would
result if affected taxpayers failed to
offset some of the impact by increasing

Consumption and Saving

CHART 3

CHANGE IN CONSUMPTION SPENDING

1968

Percent

12

1969 1970 1971
Change From Previous Quarter

Seasonally Adjusted at Annual Rates

SAVING RATE

1972

i 1:1 -i i h ..... i i.
1968 19721969 1970 1971

( Seasonally Adjusted

U.S. Department of Commerce, Bureau of Economic Analysis 72-4-3

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

April 1972



SURVEY OF CURRENT BUSINESS April 1972

their exemptions for withholding pur-
poses. It appears that relatively few
taxpayers have taken the necessary
action. To estimate the amount of
overwithholding it is necessary to sort
out the various factors that play a
part in determining the amount of
personal tax payments received by the
Treasury. When this is done, it appears
that the amount of overwithholding
in the first quarter was at least $8
billion (annual rate) and may have
been larger.

This means that most of the $11 bil-
lion first quarter increase in personal tax
payments to the Federal Government
was due to overwithholding. Treasury
receipts of withholdings increased a bit
more than $11 billion, while there was
almost no net change in payments of
nonwithheld income tax and other taxes
(mainly estate and gift). Given the in-
crease in wages and salaries, the quar-
ter's "normal" increase in withholdings
would probably have been above $4
billion. However, the estimated effect
of the January 1 tax cuts (involving in-
creased personal exemptions and deduc-
tions) was to cut withholdings about
$4% billion; thus, some net decline in
withheld taxes was to be expected.
Since withholdings actually increased
more than $11 billion, there is a gross
increase of roughly $12 billion to be ex-
plained. Easily $8 billion of that is
overwithholding. The rest may also be,
although some of it likely reflects other
factors.

Retroactive wages

While overwithholding was cutting
disposable income below what it would
otherwise have been, retroactive wage
payments were boosting incomes. These
payments were made following Pay
Board approval. Some of the payments
were of wages originally stopped by last
fall's freeze; retroactive payments also
occur because large bargaining units
must obtain Pay Board approval before
employers can start paying increased
wage rates provided in new contracts.
(Some contracts contain explicit pro-
visions for retro activity, which result
in retroactive payments even if there
is no delay in getting Pay Board
approval.)

The basic source of wage and salary
data used by BEA in estimating cur-
rent personal income is the Bureau of
Labor Statistics7 monthly survey of
nonfarm payrolls. The payroll figures
collected in that survey explicitly
exclude retroactive pay. This means
that such payments must be specifically
measured for inclusion in personal
income. In the past, retroactive pay-
ments large enough to have a measur-
able impact on the personal income
figure occurred fairly infrequently.
Now, however, so long as there is any
lag in the Pay Board approval process,
there will be a continuing flow of
retroactive payments. Although no
single one of them is likely to be large
enough to have a discernible effect,
their collective impact is large enough
to warrant notice.

BEA has estimated that retroactive
wage and salary payments in the first
quarter amounted to about $2% billion
at an annual rate, concentrated in
February. Some of this pay was earned
in the first quarter, some in the fourth,
some in the third, and some even earlier.
The January personal income figure has
been revised up $0.8 billion (annual
rate), all of which represents the esti-
mated amount of retroactive salary
payments (mainly to teachers). The
February income figure has been re-
vised up $4.9 billion, the bulk of which
is the estimated amount of retroactive
payments that month. Retroactive pay-
ments in March are estimated to have
been about $2.5 billion.

Table 1 shows month-to-month
changes in personal income and its
components from last October through

March. The second line in the table
shows personal income gross of social
insurance contributions, which are de-
ducted from the sum of the income
components to arrive at personal in-
come as defined in the national
accounts.

National income

The wage and salary component of
personal income is calculated on a cash,
or receipts, basis. Therefore, retroactive
wage payments are included in, personal
income when paid. However, national
income—the aggregate earnings of labor
and property arising from current pro-
duction—is calculated on an accrual
basis. For inclusion, in national income,
wages and salaries should be measured
when earned, not when paid.

Some information has been acquired
from the Pay Board on the amount of
first quarter wage and salary accruals
involved in Board approvals. The
amount is currently estimated at about
$% billion (annual rate) but the figure
will increase as the result of future
Board approvals of contracts covering
part or all of the first quarter. The cur-
rent estimate has been included in the
wage and salary component of first
quarter national income. For the pres-
ent, the fourth quarter national income
figures have not been revised even
though it is clear that fourth quarter
wages and salaries are too low by the
amount of earnings approved retro-
actively. The available information is
not complete enough to warrant open-
ing the fourth quarter figures at this
time to a revision outside BEA's usual
revision schedule.

Table 1.—Changes in Personal Income

[Billion of dollars, seasonally adjusted annual rates]

Personal income
Personal income plus contributions for social insurance

Private wages and salaries
Retroactive payments ... _ _ _ _
Other

Government wages and salaries _ _ _ _ _ _ ._ _
Retroactive payments
Pay raise
Other . . _ _ _ _ _ _ __ _ _ __ _

Proprietors' income
Dividends. _ . _ _ _ . _
Rent and interest
Transfer payments

Oct.

1 3
1.3

1.4

1 4

.2

.2

.3

— 1
—.5

1971

Nov.

3 7
3.9

1.9

1 9

1.5

1.1
.4

.2

.2

Dec.

9 0
9.4

7.7

7 7

2.4

1.2
1.2

. 1
-1.4
-.2

.6

Jan.

8 9
10.8

4.9

4.9

3.2
.8

2.0
.4

.1
1.5
.4
.5

1972

Feb.

9 0
9.3

7.1
3.6
3.5

.5

.1

.4

.5

.1

.2

.7

Mar.

3 3
3.4

2.3
—1.2

3.5

-.2
-.8

.6

.5
-.1

.1

.6
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CHART 4

Inventories

Inventory investment did not con-
tribute importantly to demand ex-
pansion last year, and it continued
weak in the opening quarter of this
year. The preliminary first quarter
estimate, based on incomplete data,
shows that inventory investment ex-
erted a modest drag on the expansion
of GNP as the aggregate accumulation
rate slowed from $2% billion in the
fourth quarter to $% billion in the
first. Auto and steel inventories con-
tinued to decline in the first quarter
but the decumulation was at a much
slower rate than in the second half of
1971. Offsetting this improvement was
a sharp drop in the rate of accumulation
of other inventories, following a large
increase in this accumulation rate in
the fourth quarter.

The recent behavior of inventory
investment is puzzling. It is possible
that the low accumulation is involun-
tary, i.e., that businessmen simply
underestimated the strength of de-
mand. On the other hand, the recent
acceleration of final sales has not
taxed capacity, credit is readily avail-
able and relatively inexpensive, and
business optimism has apparently been
on the rise. Though the reasons for
the low rate of accumulation are not
clear, it does seem likely that the near
future will see inventory investment

making a much more important con-
tribution to demand expansion.

Manufacturing and trade inventories

The book value of manufacturing
and trade inventories increased at a
quarterly rate of $900 million in Janu-
ary and February, about the same low
rate as in, the fourth quarter. (Accumu-
lation by manufacturing and trade firms
as measured by book value is generally
not identical to the inventory invest-
ment component of GNP. The latter
has broader industrial coverage, but
includes only those changes in the value
of stocks associated with physical
changes in inventory holdings.) Ac-
cumulation by trade firms slowed some-
what further in the opening months of
this year mainly because of continued
liquidation of durables inventories.
However, aggregate accumulation by
manufacturers increased slightly, as a
fairly sizable addition to durables stocks
more than offset a decline in the
holdings of nondurables producers. The
increase in stocks of durables manu-
facturers was the first in more than a
year; it was widespread among the
major industry groups, but strongest
for the steel mills, defense contractors,
and producers of motor vehicles and
parts.

Table 2.—Change in Trade Inventories
[Millions of dollars, seasonally adjusted]

1969
1970
1971

1970-1..-.
II
III - -
IV

1971-1 ...
II
III
IV

1972-1 1

Trade total

Total

5,238
3,420
6,231

366
1,080
1,477

497

1,875
1,833
1,791

732

576

Durable

2,605
829

4,323

-41
495

1,038
-663

1,429
1,392
1, 559
-57

-138

Non-
durable

2,633
2,591
1,908

407
585
439

1,160

446
441
232
789

714

Wholesale

Total

1,835
2,241
2,312

479
300
547
915

184
545
481

1,102

318

Durable

1,125
986

1,689

202
74

420
290

215
417
469
588

111

Non-
durable

710
1,255

623

277
226
127
625

-31
128
12

514

207

Retail

Total

3,403
1,179
3,919

-113
780
930

-418

1,691
1,288
1,310
-370

258

Durable

Total

1,480
-157
2,634

-243
421
618

-953

1, 214
975

1,090
-645

-249

Auto
group

940
-845
2, 582

-323
366
489

-1, 377

1,333
964

1,062
-777

-414

Other

540
688
52

80
55

129
424

-119
11
28

132

165

Non-
durable

1,923
1,336
1,285

130
359
312
535

477
313
220
275

507

Inventories
INVENTORY ACCUMULATION

1968 1969 1970 1971
Seasonally Adjusted

MANUFACTURERS' INVENTORY CONDITION

1972

Percent
40

PERCENT OF HQLOK CONSIDERED- HIGH*

1. Data through January and February expressed at a quarterly rate.
Source: Bureau of Economic Analysis and Bureau of the Census.

30

20

10 I ' . . » .\ i t i 1 l J l t I f l t . . i . t i i t
1968 1969 1970 1971 1972

*Accumulation in January and February expressed at a quarterly rate.
**Percent of total inventory book value held at end of quarter

by companies characterizing their inventories as high
relative to sales and unfilled orders.

U.S. Department of Commerce, Bureau of Economic Analysis

Trade firms

Wholesalers and retailers added to
inventories at a quarterly rate of less
than $600 million in January and Feb-
ruary, the weakest showing since the
fourth quarter of 1970 when accumula-
tion was depressed by the auto strike
(chart 4). The January-February period
saw a sizable decline in auto retailers7

stocks, though the decline was consider-
ably smaller than that in the fourth
quarter when stocks ran off sharply in
the face of unusually strong sales
growth (table 2). The January-Febru-
ary decline in auto dealers' stocks was
more than enough to offset small in-
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creases in stocks of other durable goods
trade firms.

Trade firms7 inventories of nondura-
ble goods increased fairly strongly in
January-February. The overall rate of
accumulation was roughly in line with
that of the fourth quarter but there was
an acceleration at the retail level, cen-
tered in the general merchandise group,
and a slowdown at the wholesale level.
Inventory accumulation by wholesalers
(in durables as well as nondurables) was
swelled in the fourth quarter by the
effects of dock strikes.

Manufacturers

Manufacturing firms accumulated in-
ventories at a quarterly rate of $370
million in January and February (table
3). Though quite sluggish by historical
standards, this was the largest increase
in more than a year. All of the increase
was in durable goods inventories; in-
ventories of nondurable declined $200
million (quarterly rate) following a
surge in the fourth quarter.

Accumulation by durables manufac-
turers was at a rate of $575 million in
January-February, a marked turn-
around from the decline of $320 million
in the fourth quarter. Their accumula-
tion slowed very sharply in 1970, and
in 1971 there was decumulation—at an
accelerating pace as the year progressed.
The year's decline amounted to $900
million and was the first full-year
liquidation since the 1958 recession.

The recent reversal in durables in-
ventories in large part reflects a swing
to accumulation on the part of steel

mills (table 3). Mill stocks were cut
sharply in the second quarter of last
year as producers met heavy demands
associated with strike-hedge stock-
piling; stocks were little changed in the
second half of the year when users were
running down excess holdings. Strike-
hedge distortions have now run their
course, and an increased flow of new
orders has resulted in a sizable buildup
of mill stocks. Last year's strike-hedge
stockpiling also had an identifiable im-
pact on the behavior of inventories
held by manufacturers of fabricated
metal products; accumulation was
strong in the first half of the year and
decumulation strong in the second half.
The strike-hedging distortion in metal
fabricators' inventories also appears
now to have run its course.

Accumulation by major defense con-
tractors also contributed importantly
to recent strengthening in durables in-
ventories. Inventories in defense in-
dustries—ordnance, communications
equipment, aircraft, and shipbuilding—
declined very sharply during 1970 and
most of 1971. Decumulation slowed
noticeably after mid-1971, and in the
closing months of last year and open-
ing months of this year defense contrac-
tors were engaged in fairly substantial
accumulation.

Motor vehicle producers, whose in-
ventories declined last year, and pro-
ducers of instruments, whose inven-
tories showed no change in 1971, also
contributed to the recent strengthening
of durables accumulation. However, in-
ventories of nonferrous metals pro-
ducers, the machinery industries, and

the "all other" durables group declined.
Within the machinery group, decumula-
tion by nonelectrical equipment pro-
ducers more than offset some small ac-
cumulation in electrical machinery.

In terms of stage of fabrication, the
bulk of the first quarter increase in
manufacturers' inventories was in work
in process; stocks of finished goods rose
slightly, while stocks of materials and
supplies declined. Given the wide-
spread strengthening since mid-1971
in the flow of new orders for durable
goods, and given the lag between the
receipt of orders and shipment of
finished goods, it is not surprising that
the accumulation of durables stocks
took the form of work in process. Fur-
thermore, any near term acceleration
of inventory investment by manu-
facturers will probably be concen-
trated in the work in process and the
materials and supplies categories; only
a moderate buildup of finished goods
stocks should be expected. Stocks of
finished goods have increased very
little in the past half year or so, fol-
lowing a rather steep decline in the
previous six months, suggesting that an
excess of finished goods inventories has
been corrected.

Inventory condition

The quarterly survey taken in Febru-
ary by BEA found durable goods pro-
ducers reporting sharp improvement
in inventory condition. The findings,
which were reported in the March
Survey, indicated that producers hold-
ing 17 percent of manufacturing inven-

Table 3.—Change in Manufacturing Inventories
[Millions of dollars, seasonally adjusted]

1969
1970 _
1971

1970 I _
II. _ .. _ _ .
III,.
IV

1971-1
II
III._.
IV

1972-1 2_

Total

5 936
3,803

73

1,241
830
832
900

26
34

-270
283

370

Nondurables

1 745
1 811

983

473
552
73

713

96
291
—8
604

-204

Durables

4 191
1 992
—910

768
278
759
187

—70
-257
-262
-321

574

Motor
vehicles

and parts

165
34

—270

—53
-116
-72
275

—119
293

—435
-9

162

Defense
products

(new series)

347
—966
-750

—133
-222
-118
-493

—485
-501
-95
331

231

Machinery
excluding
communi-

cation
equipment

2 399
1 209
—799

378
259
337
235

—274
—22

-235
-268

-124

Fabricated
metal

products

361
319
112

168
—94
222
23

150
288
—7

-319

50

Steel mills

225
435

-54

68
225
88
54

284
-323

60
-75

406

Other pri-
mary metals

250
423
110

140
109
76
98

75
-5

0
40

-138

Instruments
and related
products

200
161

0

89
76
25

-29

-43
—16

11
48

116

All other
durables *

244
377
741

111
41

201
24

342
29

439
-69

-129

1. Stone-clay-glass, nondefense communications equipment, nondefense aircraft and ship-
building, railroad transportation equipment, and all other durables ' " ")les except defense ordnance.

2. Data through February expressed at a quarterly rate.
Source: Bureau of the Census.
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tories evaluated their stocks as "high"
at the close of 1971 (chart 4). This
compares with a "high" ratio of 20
percent in the first three quarters of
last year and an average 23 percent in
1970. The sharp improvement in inven-
tory condition was in durable goods
manufacturing, where the "high" ratio
fell to 18 percent at yearend after hold-
ing in the 23-24 percent range in the
first three quarters of last year. The
yearend proportion was the lowest since
early 1966; the recent peak was 28
percent in June 1970. For the non-
durables group, the "high" ratio was
15 percent through most of last year,
down from an average 17 percent in
1970.

Inventory-sales ratios

The February survey also found
manufacturers expecting strong sales
growth and sizable inventory additions
in the first half of this year. Sales pro-
jections, however, are considerably
stronger than expected additions to
inventories, and if these expectations
are realized, the already low manu-
facturers7 inventory-sales ratio will drop
even further by midyear.

The inventory-sales ratio for manu-
facturing and trade firms combined
rose rapidly during 1970 but declined
steadily in 1971; early this year it
stood at the lowest level since the
summer of 1966. Manufacturing and
trade firms usually have little difficulty
maintaining good balance between in-
ventories and sales of nondurable goods,

Table 4.—Trade Inventory/Sales Ratios

1969
1970- .
1971-.- . -.

1970—1-..
II--.
III
IV

1971_I
II-.
III._.
IV -

1972—12

Total

1 36
1.38
1.38

1.37
1.38
1 39
1 40

1 38
1.37
1.38
1.37

1.35

Trade tota

Durable

1 82
1.90
1.86

1.88
1.88
1 90
1.95

1 89
1.86
1.86
1.82

1.80

1

Non-
durable

1 09
1 09
1.08

1.08
1.09
1 08
1. 10

1 09
1.08
1.08
1.09

1.08

Total

1 20
1 24
1.24

1.22
1.23
1 24
1.28

1 25
1.22
1.23
1.28

1.22

Wholesale

Durable

1 54
1.62
1.62

1.59
1.60
1 62
1 67

1 65
1.58
1.60
1.64

1.58

Non-
durable

0 90
93

.93

90
.92
93
97

92
92

.92

.96

.91

Total

1 48
1 48
1.46

1 48
1.48
1 48
1 48

1 47
1 47
1.47
1.44

1.45

Total

2 08
2 18
2.08

2 17
2 16
2 17
2 24

2 11
2 12
2.10
1.99

2.01

Retail

Durable

Auto
group

1 66
1 80
1 74

1 76
1 78
1 83
1 82

1 71
1 77
1 80
1.66

1 72

Other

2 68
2 70
2 60

2 74
2 69
2 65
2 72

2 69
2 64
2 58
2.50

2 41

Non-
durable

1 19
1 17
1 17

1 17
1 17
1 17
1 16

1 18
1 17
1 17
1.16

1 17

1. Data are seasonally adjusted inventories at the end of the quarter divided by average sales during the quarter.
2. Inventories in February divided by average sales in January and February.

Source: Bureau of Economic Analysis and Bureau of the Census.

and inventory imbalance typically cen-
ters in durable goods. The inventory-
sales ratio for durable goods wholesalers
has come down considerably from the
highs of late 1970 and early 1971, but is
still a little on the high side relative to
the ratios that prevailed during most
of 1969 (table 4). At the retail level, the
ratio for the auto group fell sharply
during the sales surge late last year
and increased only moderately in the
opening months of this year. Auto
inventories appear to be in fairly good
balance with sales. The inventory-sales
ratio for other durable goods rose
rapidly from mid-1969 through 1970
but declined sharply in 1971, particu-
larly after midyear, and is currently
the lowest in more than six years.

Manufacturing inventory-sales ratios
are the lowest they have been since
mid-1966. Inventory liquidation last

year resulted in a pronounced and
broadly based decline in ratio for
durables producers, while the ratio for
nondurables has come down moderately
from the 1970 level (table 5). Steel
producers' current ratio is well below
the high of last summer and is about
in line with the average for 1970,
though above the average for 1969.
The recent inventory cuts by nonferrous
metals producers have pushed their
ratio well below the 1970-71 figures
and even below the average in 1969.
The ratio for the machinery group has
declined steadily since the second half
of 1970 as a result of the steep inventory
liquidation that continued into the
early months of this year. Ratios are
also quite low for the motor vehicles
and parts industries and the "all other77

durables group.
In the defense products industry,

the inventory-sales ratio has been rising

Table 5.—Manufacturing Inventory/Sales Ratio 1

1969
1970
1971 .

1970—1
II
III
IV .. .

1971—1
II....
Ill
IV

1972—1 2 _

Total

1.76
1.82
1 74

1.80
1 81
1 80
1.88

1 77
1.72
1.73
1.72

1.64

Nondurables

1.36
1.38
1 36

1.36
1 38
1 37
1.41

1 36
1.35
1.36
1.35

1.30

Durables

2.09
2. 20
2 05

2.17
2 16
2.15
2.30

2 11
2.03
2.04
2.03

1.91

Motor
vehicles

and parts

0.92
1.06
.82

1.06
.96
.92

1.29

.82

.92

.74

.82

.74

Defense
products

(new series)

3.69
3.45
2.94

3.88
3.47
3.34
3.12

3.16
2.57
2.77
3.24

3.29

Machinery
excluding
communi-

cation
equipment

2.50
2.69
2.52

2.65
2.65
2.67
2.78

2.62
2.59
2.49
2.39

2.22

Fabricated
metal

products

1.97
1.96
2.04

1.96
1.97
1.95
1.98

2.03
2.10
2.06
1.96

1.99

Steel mills

1.98
2.20
2.17

2.04
2.32
2.09
2.35

2.22
1.79
2.40
2.28

2.21

Other pri-
mary metals

1.56
1.66
1.70

1.56
1.60
1.66
1.83

1.75
1.59
1.75
1.71

1.53

Instruments
and related

products

2. 28
2.38
2.42

2.15
2.35
2.43
2.60

2.41
2.36
2.39
2.50

2.44

All other
durables 3

2.15
2.20
2. 16

2.17
2. 17
2.22
2.24

2.22
2.14
2.20
2.08

1.99

1. Seasonally adjusted inventories at the end of the quarter divided by average monthly
sales during the quarter.

2. Inventories in February divided by average sales in January and February.

3. See footnote 1, table 3.

Source: Bureau of the Census.
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fairly sharply since last spring. This
reflects the swing to fairly sizable in-
ventory accumulation, and a decline in
sales. The ratios for producers of fabri-

cated metal products and instruments
and related products have shown little
change in the recent past and appear
about in line with 1970-71 figures.

Recent Developments in labor Markets

Further strengthening in the de-
mand for labor was evident in the
opening quarter of this year, according
to the two major indicators of aggre-
gate employment, the nonfarm payroll
series and the household survey. The
average number of employees on, non-
farm payrolls surged 730,000 (sea-
sonally adjusted) from the fourth
quarter to the first, to a new high of
71.8 million. That increase was the
largest since early 1969 and followed a
gain of 387,000 in the fourth quarter
and a small decline in the third (table 6).

By far the largest part of the first
quarter employment gain was in "serv-
ice-producing" industries, where em-
ployment rose a record 570,000. In-
creases were very large for State and
local governments, where federally-

Table 6.—Change in the Number of
Employees on Nonfarm Payrolls *

[Thousands of persons, seasonally adjusted]

Total ...
Goods-producing indus-

tries
Mining
C onstruction
Manufacturing . _

Durables
N ondur ables

Service-producing in-
dustries

Transportation and
public utilities

Finance, insurance
and real estate

Services _
Trade
Federal Government-
State and local

government

I

315

-30
0

-49
19
42

-23

346

27

32
68

124
1

94

1

II

233

-5
-2
27

-30
—21

— 9

238

-10

37
48
73
-4

94

971

III

—37

-167
-14
—39

-114
— 71
—43

130

-53

22
78
88
-2

-3

IV

387

37
-56

53
40
15
25

350

o

38
100
70
15

135

1972

I

730

156
62

-13
107
69
38

573

57

31
118
201

2

164

Table 7.—Labor Turnover Rates in
Manufacturing

[Per 100 employees, seasonally adjusted]

1969—1
II
III
IV

1970—1
II
III
IV

1971—1
II
III
IV

1972—1*

Total
acces-
sions

4.8
4.8
4.7
4.5

4.3
4.0
4.0
3.7

3.8
3.8
3.9
3.9

4.4

New
hires

3 8
3.8
3 6
3.5

3 1
2.8
2 8
2.4

2 4
2.5
2.6
2 5

3.0

Total
separa-
tions

4 8
4.9
5 0
4 9

5 0
5.0
4 6
4.8

4 2
4.1
4.3
4 2

4.2

Quits

2 7
2.8
2 7
2 6

2 4
2.2
2 1
1 8

1 7
1.8
1.8
1 8

2.0

Layoffs

1 i
1.1
1 2
1 3

1.6
1.9
1 8
2.0

1.6
1.5
1.7
1.4

1.2

1. Computed from quarterly averages.

Source: Bureau of Labor Statistics.

* Average of January and February.

Source: Bureau of Labor Statistics.

aided public service jobs contributed to
the gains, for retail trade, and for the
miscellaneous services group. The rise in
service industry employment also re-
flected the return to payrolls of West
Coast longshoremen and New York
telephone workers who had been on
strike.

Employment in the goods-producing
industries rose 155,000 from the fourth
quarter to the first, with most of the

(Continued on page 48)

Input-Output Transactions: 1966
As part of its continuing program of input-output work, the Bureau of Economic

Analysis has updated the 1963 input-output table to 1966. The updated table is at the
85-industry level, as was the summary version of the 1963 table that was published in the
November 1969 SURVEY.

The 1966 input-output table incorporates a mixture of actual 1966 data and a summary
updating of the relationships in the 1963 table. The total output of each industry and the
final market purchases are based directly on 1966 statistics, while the intermediate inputs
reflect primarily 1963 relationships. These relationships have, however, been modified to
incorporate changes from 1963 to 1966 in the relative prices of the inputs and in the
average use of a product-resulting from changes in technology, scale of operation, product
mix, and other factors. The allowances for changes in relative prices involve a much more
detailed repricing of inputs than that contained in updated tables prepared by others.

The 1966 updating has been published in BE A Staff Paper in Economics and Statistics,
No. 19. The Staff Paper contains the interindustry transactions table, the table of direct
requirements per dollar of output, and the table of total requirements per dollar of
delivery to final demand. Two other tables are included. One compares actual 1966
industry outputs with 1966 outputs calculated by applying the 1963 total requirements
table to 1966 actual sales to final markets; the other shows total output (divided into
direct and indirect) attributable to each category of final demand. The Staff Paper also
contains a brief summary of the methodology used for the updating.

Copies of the Staff Paper are available on request so long as the supply lasts. Because
the supply is limited, no request for more than three copies can be accepted. Address
requests to Interindustry Economics Division (BE-51), Bureau of Economic Analysis,
U.S. Department of Commerce, Washington, D.C. 20230.
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April 1972 STJKVEY OF CURRENT BUSINESS

CHART 5

• In first quarter: GNP rose about $3014 billion; real output increased at an annual rate of 51/4 percent
* In March: The unemployment rate edged up to 5.9 percent; nonfarm payroll employment increased 275,000
® Decline in wholesale farm and food prices offset rise in industrial prices
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10 SURVEY OF CURRENT BUSINESS

Personal income rose $31/4 billion in March
In first quarter: Consumer spending increased $13 billion

Business fixed investment up $5% billion; residential outlays rose $4% billion

April 1972

CHART 6
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^pril 1972 SURVEY OF CURRENT BUSINESS 1]

• In first quarter: Inventory investment declined $1% billion
® Net exports of goods and services off further

* Federal Government purchases rose $5 billion; State and local spending up $41/2 billion
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SURVEY OF CURRENT BUSINESS
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48 SURVEY OF CURRENT BUSINESS April 1972

(Continued from page 35)
per capita income, and multiplied by
projected State population to give pro-
jected total personal income by State.

This procedure resulted in total and
per capita State income being measured
by place of residence. State earnings,
however, were measured by place of
work with one major exception: earn-
ings of government workers reflect place
of residence in both the historical and
projected series. Thus, the difference
between a State's total income and
total earnings in table 6 is the sum of
property income and transfer payments,
less personal contributions for social
insurance, plus an implicit commuting

adjustment. It should be noted that
because of the nature of BEA economic
areas, total income in them is the same
whether measured by place of work
or place of residence. Accordingly pro-
jected per capita income in economic
areas is calculated directly as the
quotient of total income and total
population.

The earnings data in table 6 are
shown on a place-of-work basis for two
reasons. First, there is no information
currently available that could be used
to adjust satisfactorily the earnings
data to a place-of-residence basis. Sec-
ond, in most uses to which the income
projections will be put, earnings serve

better on a place-of-work basis and total
and per capita income are preferred on
a residence basis.

Because the geographic area of the
District of Columbia is quite small in
comparison with that of the States,
and because its future population prob-
ably depends upon the resolution of
various problems more social than ec-
onomic, no attempt has been made to
project its population. Instead, the 1970
Census count has been held constant
throughout the projection period. Earn-
ings of persons working in the District
and total personal income of the con-
stant resident population are projected
for the District of Columbia in the
same manner as for the States.

(Continued from page 8)
increase (107,000) occurring in manu-
facturing. (Mining employment in-
creased fairly strongly but this largely
reflected the return of workers following
the coal strike last year.) This was the
second consecutive quarterly increase
in manufacturing employment following
a steep decline that began in the sum-
mer of 1969. Durable goods industries
accounted for most of the recent
increase.

The manufacturing workweek length-
ened from an average of 40.1 hours per
week in the fourth quarter to 40.3
hours in the first. The workweek in-
creased only a little in nondurables
industries, but 0.3 hours in, durables.
The lengthening of the workweek was
fairly broad-based in durable goods
manufacturing, with large increases re-
corded for the steel, motor vehicles and
parts, and furniture and fixtures in-
dustries. Overtime in both durables and
nondurables manufacturing edged up
in the first quarter; for all manu-
facturing industries combined overtime
increased 0.1 hours to 3.1 hours, con-
tinuing the slow but steady rise that
began early last year.

Further indication of strengthening
labor market conditions is provided by
the data on labor turnover in manu-

facturing—i.e., accessions (new hires
and rehires) and separations (table 7).
The accessions rate declined steadily
from mid-1969 through 1970, increased
very modestly last year, and jumped
sharply in January and February (the
latest month for which data are avail-
able). The recent stepup in hiring was
mainly in "new hires," that is, em-
ployees not transferred from some other
establishment of the same company or
recalled from layoff. The layoff rate has
declined sharply, especially since last
summer, and is back close to its level
of early 1969. The recent increase in
the quit rate is still further evidence of
improved employment conditioDS, as
quits generally move up when workers
grow more optimistic about job
prospects.

The labor force

The strong growth in civilian labor
force and employment that has been
evident since last spring continued in
the first quarter, but the number of per-
sons unemployed and the unemploy-
ment rate showed little change. The
civilian labor force increased about 500,-
000 from the fourth quarter to the first
and employment about 550,000. The

civilian labor force and employment
both increased about 500,000 in the third
quarter of last year and 775,000 in the
fourth. (The first quarter figures are
adjusted to eliminate the one-time up-
ward shift of about 300,000 in labor
force and employment due to the intro-
duction in January of benchmark data
from the 1970 Population Census.)

The essentially parallel movement of
labor force and employment during the
past three quarters has left the number
of persons unemployed essentially un-
changed at about 5 million. The unem-
ployment rate averaged 5.8 percent in the
first quarter, compared with 5.9 per-
cent in the fourth and 6 percent in the
first three quarters of last year.

First quarter employment gains for
adult men and women outstripped in-
creases in the labor force and their un-
employment rates declined. The rate
for adult men averaged 4.1 percent in
the first quarter as compared with 4.3
to 4.4 percent last year, and the rate
for women fell to 5.3 percent from last
year's 5.7 to 5.8 percent range. For teen-
agers, labor force growth exceeded em-
ployment gains and unemployment rose;
the unemployment rate averaged a rec-
ord 18.2 percent in the first quarter,
up from a range of 16.8 to 17.3 percent
last year.
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the BUSINESS SITUATION

J. HERE was little change in the over-
all employment situation in April. The
civilian labor force, at 86.3 million per-
sons, and total civilian employment, at
81.2 million, were both unchanged from
March (seasonally adjusted); agricul-
tural employment fell and nonagricul-
tural employment increased. The over-
all unemployment rate was unchanged
at 5.9 percent.

CHART 1
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The numbers of workers on nonfarm
payrolls rose about 180,000 in April,
following a stronger gain in March. The
largest April gains were in the service-
producing sector, where trade employ-
ment rose about 95,000, mostly in retail
establishments, and State and local
governments added 30,000 workers. In
the goods-producing sector, manufac-
turing employment rose 80,000, a bit
less than in March. The April gain was
fairly widely distributed through both
durable and nondurable goods indus-
tries, but especially marked in the
metal-producing and metal-using
industries.

The average workweek in the private
nonfarm economy increased 0.2 hour in
April to the highest figure since March
1970. The April increase was due mainly
to a 0.4 hour increase in the manufac-
turing workweek. Factory overtime in-
creased slightly, reaching 3.4 hours, the
highest level since December 1969 but
still well below the peaks of 1966.

Personal income
The preliminary estimate of personal

income for April shows an increase of
$4 billion (seasonally adjusted annual
rate) from the previous month. That
gain was about equal to the upward-
revised estimate of the March increase.
The nonwage income components were
about unchanged in the aggregate in
April. Thus, higher wages and salaries
accounted for the entire net gain in
personal income, with payrolls up in all
major industry divisions.

Since the start of the year, the
monthly personal income figures have
included the estimated amounts of
retroactive wages paid as lump sums
following Pay Board approval. As was

pointed out in the April SURVEY, these
lump-sum payments have had a sig-
nificant impact on the size of the month-
to-month movement in the wage and
salary components of personal income.
The amount of lump-sum payments,
after rising in both January and Febru-
ary, declined in both March and April.
To sort out some of the factors at work
in recent months, table 1 shows monthly
changes in the wage and salary com-
ponent of personal income, separated
into lump-sum payments (which have
occurred only in 1972), pay raises for
Federal employees (civilian and mili-
tary), and all other payments.

Table 1.—Change in Wages and Salaries
[Billions of dollars, seasonally adjusted annual rates]

1971:
Oct
Nov -
Dec .. ..

1972:
Jan.
Feb -
Mar
Apr

Total

1 5
3.5

10.0

8.2
7.6
2.6
4.0

Eetroactive
payments

.8
3.7

—2.0
—1.2

Government
pay raises

1.1
1.2

2.0

All
other

1.5
2.4
8.8

5.4
3.9
4.6
5.2

Retail sales
The advance estimate of April retail

sales indicates a decline of about 1%
percent, following strong gains in Feb-
ruary and March. Easter was very
early this year—the first Sunday in
April—and although the seasonal ad-
justments are adjusted for the changing
date of Easter, this factor may have had
an influence on the estimate of a sales
decline in April. Estimated sales de-
clines last month were widespread,
however, and probably related in many
cases to abnormally cold weather.
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Sales of nondurables outlets were off
1 percent in April, according to the
advance figures. Total durables sales
declined 2% percent in April; excluding
the auto group, durables sales fell 4
percent.

The most recent evidence on con-
sumer attitudes shows a strengthening
in sentiment and willingness to spend,
following a prolonged period of caution.
The consumer sentiment index pre-
pared by the University of Michigan
Survey Research Center jumped
sharply in the first quarter of 1972
after a half year of stability at a level
not far above the 1970 recession low.
The increase reflected a broadly based
strengthening of consumer opinion
about economic conditions. Other evi-
dence was provided by the latest
Census Bureau quarterly survey of
consumer buying intentions, taken
early in April. It showed increases in
the strength of intentions to buy
appliances, home furnishings, and auto-
mobiles, as well as houses.

National Accounts in the
First Quarter

The preliminary BEA estimate shows
a sizable gain in corporate profits in
the first quarter (chart 1). The book
value of profits, before taxes, increased
about $5K billion to a new high of
$91K billion (seasonally adjusted annual
rate). The previous high was a rate of
about $89 billion in late 1968 and early
1969. Profits tax liability increased $3
billion in the quarter, leaving a gain of
$2% billion in book profits after tax.
Corporations' cash flow—undistributed
profits plus capital consumption allow-
ances—continued to expand strongly
(chart 1).

The book profits figure includes in-
ventory profits or losses which arise
because of differences between the re-
placement cost of goods taken out of
inventory and the cost at which they
are charged to production. These inven-
tory profits or losses are excluded from
the profits component of national
income, because they are not income
arising from current production. In-
ventory profits, as measured by the

inventory valuation adjustment (IVA),
increased about $1% billion (annual
rate) in the first quarter and pretax
profits on the national income basis
increased $4 billion to a seasonally
adjusted annual rate of $86 billion
(chart 1). This figure matches the high
established in the third quarter of 1968.

The gain in profits in the first quar-
ter was heavily concentrated in manu-
facturing, especially in the durable
goods industries. Profits improvement
was particularly striking in automobile
and primary metals manufacturing.
Outside manufacturing, profits were
generally little changed in the first
quarter.

GNP revised

The estimates of first quarter gross
national product and related items
have been somewhat revised from the
preliminary figures published in April.
On the basis of more complete source
data, BEA has made various changes in
GNP components, but these are largely
offsetting and total GNP is essentially
unchanged.

There were also small revisions in
the implicit price deflators for various
of the GNP components. The implicit
price deflator for total GNP---the figure
that results when total GNP in constant
1958 prices is divided into total cur-
rent dollar GNP—was shaved slightly
and the estimated growth rate of
constant dollar GNP was boosted very
slightly to about 5% percent (annual
rate).

The retail sales estimates for both
February and March have been revised
up substantially from the figures avail-
able at mid-April. These revisions were
responsible for upward revisions in the
GNP estimates of personal consump-
tion expenditures for both durable and
nondurable goods. The GNP estimate

of business fixed investment has been
raised slightly, mainly in spending for
nonresidential structures. Although esti-
mated business investment in pro-
ducers' durable equipment is essentially
unrevised, it now appears that invest-
ment in trucks did not loom as large in
the first quarter as seemed to be the
case when the preliminary estimates
were prepared. Although the contribution
of trucks to the first quarter increase
has been revised down, the availability
of more complete data has resulted in
upward revisions in other segments of
investment in producers' durables, leav-
ing the aggregate little changed.

The estimate of government spending
was revised down slightly, reflecting
small reductions in both Federal and
State-local purchases. Also, estimated
exports of goods and services were
shaved a bit, while the imports figure
was raised; these two changes raised the
net deficit on goods and services by
about $1 billion from the preliminary
figure. As now estimated, the goods and
services deficit was $1% billion larger
(annual rate) in the first quarter than
in the fourth.

It was pointed out in the April
SURVEY that the large size of the first
quarter increase in personal tax pay-
ments to the Federal Government was
in good part the result of overwith-
holding. On the basis of more complete
source data, BEA has added another
$1% billion to estimated first quarter
Federal tax payments, but the revision
reflects the flow of final payments on
1971 tax labilities, not more overwith-
holding in 1972. Final payments so far
this calendar year are running ahead of
the figure implied in the January budget
document, mainly because capital gains
in 1971 were evidently larger than was
estimated.

The $1% billion upward revision of
first quarter taxes carried through to a

Public and Private Debt
The data on gross and net public and private debt that usually

appear in the May SURVEY will be published this year in June.
Pending release of the June issue, the data are available on
request from the BEA National Income and Wealth Division.
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reduction of about the same amount in
disposable income. With consumption
spending revised up about $1% billion,
the saving rate has been reduced to 7.0
percent from the preliminary figure of
7.4 percent.

Federal budget deficit shrinks

Federal receipts and expenditures, as
measured in the national income ac-
counts, showed a deficit of $13 % billion
(seasonally adjusted annual rate) in the
first quarter. This was only a little more
than half as large as the deficit for the
fourth quarter of 1971. The reduction
in the deficit reflected increased personal
tax payments—much of the increase
consisting of overwithholding—and in-
creased contributions to social insurance
funds.

The first quarter data strongly sug-
gest that the Federal deficit on the
NIA basis for fiscal 1972 will be well
below the $35 billion estimate published
in the budget document last January.
Eeceipts, especially personal tax re-
ceipts, are running well above the
January estimates and expenditures
are running lower.

Federal receipts increased $19.1 bil-
lion in the first quarter to $222 billion
(seasonally adjusted annual rate). About
two-thirds of the increase was in
personal taxes. Corporate tax liabilities
increased $2% billion, while indirect
business taxes fell $% billion, partly
reflecting the mid-December elimina-
tion of the import surcharge.

Social insurance contributions rose
$4K billion (seasonally adjusted annual
rate), of which about $3 billion resulted
from the January 1 increase in the
maximum earnings base for social
security. Without seasonal adjustment,
the increase in the base will have its
sharpest effect in the second half of
1972, for workers will reach the maxi-
mum later in the year than they
formerly did.

Expenditures increased $6% billion
in the first quarter to $235% billion.
This relatively large advance was cen-
tered in defense purchases, which rose
$4% billion. Pay raises accounted for
well over half of the defense increase;
the remaining increase in defense pur-

chases marks a shift from the downtrend
of the past 2 years or more. Transfer
payments to persons increased $1 bil-
lion, bolstered by a speedup in insurance
dividend payments to veterans. Subsi-
dies increased $1 billion, reflecting higher
payments to farmers.

Balance of payments
The widening of the goods and serv-

ices deficit—which is estimated to have
increased $1% billion (seasonally ad-
justed annual rate) in the first quarter—
was a factor contributing unfavorably
to the change in the U.S. external
position during the quarter. Another
unfavorable shift was an increase in
U.S. purchases of foreign securities.
However, these changes were largely
offset by an increase in foreign pur-
chases of U.S. securities and a reduction
in reported outflows of nonliquid
capital.

Although these shifts about offset
one another, the available data indicate
that the net liquidity balance and the
balance on official reserve transactions
both improved—i.e., showed reduced
deficits—in the first quarter. The im-
provements reflected a net reduction in
outflows associated with transactions
for which first quarter data are not
available—flows not covered by the
reporting system as well as flows related
to direct investment, for which data
will become available subsequently.
In the case of the official reserve bal-
ance, the first quarter improvement also
reflected a large decline in net outflows
of private liquid capital.

As now estimated, the net liquidity
balance registered a deficit of $3.2
billion (seasonally adjusted, not annual
rate), down $1.1 billion from the fourth
quarter deficit. The balance on official
reserve transactions, which benefited
from the improvement in outflows of
private liquid capital, was in deficit by
$3.5 billion, down $2.8 billion from the
fourth quarter. Sufficient data are not
yet available to calculate the whole
spectrum of measures of the U.S
external position in the first quarter.
Preliminary estimates of these figures—
including the balance on current ac-
count and the balance on current ac-
count and long term capital—will be
published in June.

Construction Outlays

The boom in construction spending
that began in mid-1970 continued
strongly in the opening months of 1972.
The value of public and private con-
struction put in place surged $6 billion
in the first quarter to a seasonally
adjusted annual rate of $121% billion.
At that level, outlays stood nearly $30
billion—or about one-third—above the
recent low recorded in the second
quarter of 1970. The recovery since
then has been moderate in public con-
struction but very strong in private
construction (chart 2).

Private construction
The boom in homebuilding activity

has been by far the most important
factor in the recovery of private
construction. Homebuilding accounts
for about one-half of total private
construction put in place—though the
share has averaged a little more than
this (53 percent) in the past year—
and swings in spending for residential
construction account for most of the
swings in aggregate private outlays.
(The magnitudes of all the major com-
ponents of construction are shown in
table 2.) The rate of residential spending
fell from a peak of $33K billion in the
spring of 1969 to a low of about $29 Ji
billion in the spring and summer of
1970; it has risen steeply since then
and in the first quarter reached $49%
billion, 70 percent above mid-1970.

The recovery of residential outlays
reflects, with a lag, the very strong
increase in housing starts. Starts fell
from an average of 1.7 million units
(seasonally adjusted annual rate) in
the first quarter of 1969 to less than
1.3 million units in the first quarter
of 1970. Since then, the rate has been
rising without interruption and reached
an average 2.5 million units in the first
quarter of this year. However, as
pointed out in last month's SURVEY,
the general expectation seems to be
that the starts rate will decline on
balance during the rest of this year.
The rate hit 2.7 million units in Feb-
ruary but fell to 2.4 million in March
and 2.1 million in April.
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The acceleration of residential out-
lays has also been due in part to in-
creases in unit construction costs.
Average cost, for all units taken
together, declined in late 1969 and in
1970 but rose fairly sharply during 1971
and early 1972. These changes in unit
cost were not due to changes in the
starts mix between single family homes
and the much less costly multifamily
units, for starts in both categories
were affected similarly by the recent
decline and recovery in homebuilding.
Rather, the 1969-70 reduction in unit

Construction Outlays

CHART 2

Billion $ (Ratio scale)

Hospital and Institutional
v

1965 66 67 68 69 70 71 72 73

Seasonally Adjusted at Annual Rates

*Excludes nontiousekeeping

**Nonhousekeeping (motels, hotels, dormitories, etc)

U.S. Department of Commerce, Bureau of Economic Analysis
Data: Census

72-5-2

cost reflected construction of smaller
units and units with fewer amenities,
which more than offset increases in the
prices of labor and materials. In large
part, the shift toward smaller units
reflected the introduction of major
subsidy programs aimed at stimulating
the production of low cost housing.
The biggest impact of the subsidy pro-
grams, in terms of shifting the new
housing mix toward less "house" per
unit, was in 1970. Since 1970, subsidy
programs have had a proportionately
smaller share in the total housing
market and the trend has been toward
more "house" per unit.

"Other residential" construction, as
shown on chart 2, consists mainly of
the nonhousekeeping category (hotels,
motels, dormitories, nurses' homes,
and other group housing). Outlays
have been fairly stable for some time,
but accelerated rather sharply in the
past half year or so.

Nonresidential outlays

Aggregate expenditures for private
nonresidential construction have also
been accelerating since early 1970. They
showed little change from the summer
of 1969 to early 1970, the period during
which residential outlays were shrink-
ing, but have since increased $5%
billion—or 17 percent—to a seasonally
adjusted annual rate of $38^ billion in
the first quarter of 1972. Spending for
commercial buildings—office, ware-
house, stores and service industry
buildings—has contributed importantly
to that increase. Commercial outlays
declined somewhat during the 1970
recession, but increased nearly $4
billion—40 percent—from the third
quarter of 1970 to the first quarter of
1972 (chart 2; disaggregated data for
nonresidential buildings are not avail-
able for the years 1965-67).

On the other hand, the value of
industrial construction, mainly factory
buildings, has been in a steady down-
trend since the summer of 1969 (chart
2). Though it is difficult to make
reliable estimates of the magnitude of
this decline in real terms, the sharp

rise in construction costs in recent
years implies that the decline in the
physical volume of industrial con-
struction has been very steep. Data are
available from the F. W. Dodge
Division of McGraw Hill on the square
footage of floor space involved in
contracts for industrial construction.
These data show a precipitious drop
(more than 45 percent) from the
summer of 1969 to the summer of 1971;
since then, however, there appears to
have been some reversal. In the case of
commercial buildings, by contrast, floor
space involved in contracts declined
moderately in 1970 and has been
increasing for more than a year.

It may well be that the decline in
spending for industrial buildings has
about run its course. Not only has
there been an upturn in the floor space
involved in new contracts; in addition,
recent surveys of plant and equipment
spending expectations show business-
men planning a sharp stepup in outlays
in 1972, with manufacturing firms
accounting for a very substantial part
of the increase.

The past few years have witnessed
strong growth in outlays for hospital
and institutional construction (includ-
ing mental hospitals, convalescent and
rest homes, nursing homes, and other
long term care institutions as well as
conventional hospitals). This growth
slowed in 1970 but picked up again in
the first half of 1971. Outlays have
stabilized in the past three quarters at
a relatively high annual rate of about
$3 billion (chart 2).

Spending for all other private non-
residential construction, which includes
public utilities, nonresidential farm con-
struction, religious, educational, and a
miscellaneous group, has moved un-
evenly higher since early 1970. Most
of the expansion here has been due to
increased outlays by telephone and
telegraph companies and other public
utility firms. Spending by telephone
and telegraph companies increased very
sharply in 1970, as some areas of the
country experienced severe capacity
shortages, but outlays have since leveled
off at an annual rate of about $3
billion. Spending by other public util-
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ities accelerated fairly sharply in 1970
and 1971. On the basis of the regular
BEA surveys of plant and equipment
spending, it appears that the electric
utilities accounted for the bulk of this
acceleration.

Outlays for religious and private
educational construction trended stead-
ily downward from early 1968 into 1971.
In the spring of 1971, educational
construction began a modest recovery
that continued in the opening quarter
of this year. Religious construction
outlays continued to shrink through
last summer but picked up somewhat
late last year and early this year.

Public construction

Public spending for construction was
dampened in 1969 and early 1970 by
restrictive monetary and fiscal policies,
and the recovery since mid-1970 has
been quite modest. Outlays for publicly
owned construction increased only $5
billion from the spring of 1970 to the
opening quarter of this year, when they
were at an annual rate of $32 billion.
The sluggish growth of public spending
contrasts with the boom in the private
sector, and the public share, which in
the past decade has typically been 30
percent, has declined steadily to aver-
age about 26 percent in the first quarter
of 1972.

Table 2.—New Construction Put in Place

[Billions of dollars]

Total,

Private.. _
Residential structures

Other residential (nonhouse-
keeping) _ _

Commercial . _
Industrial
Hospital and institutional
Religious
Educational
Public utilities . . .

Telephone and telegraph _ _
Other private

Public
Buildings
Highways and streets. _ __ . _ _ _
Military-
Conservation and development. __
Other public. .

1970

94.3

66.1
31.7

1.4
9.8
6 5
2.5

9
.9

11.2
3.0
2.6

28.1
10 7
10.0

7
1.9
4.8

1971

109.0

79.1
42.4

1.4
11.6
5 4
2.98
.8

12.3
3.0
2 8

29.9
11 4
10.6

9
2.1
4.9

First
quarter
19721

121.7

89 7
51 5

1 8
13.4
4 7
3 0

9
1.0

n.a.
3.1

n.a

32.0
11 9
11.3
1 0
2.3
5 4

N.a. Not available.
1. Average for the first quarter, seasonally adjusted annual

rate; categories of public construction are averages of Jan-
uary and February, seasonally adjusted annual rate.

Source: Bureau of the Census.
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State and local governments, which
account for 85 to 90 percent of total
public construction outlays (though a
large part is financed with Federal
grants in aid) were severely squeezed by
the tight credit conditions of 1969 and
early 1970. State-local borrowing was
drastically curtailed during that period
and a substantial amount of construc-
tion was postponed and in some cases
canceled. With the return of easy credit
availability after mid-1970, borrowing
by these governments accelerated very
sharply. Construction outlays, how-
ever, were slow to reflect the increase in
borrowing. In view of the considerable
construction needs facing these govern-
ments, this development was somewhat
surprising. It probably reflected the
high priority given to increasing liquid-
ity, which had been severely reduced in
1969-70. In the fourth quarter of 1971
and the first quarter of this year, how-
ever, State and local construction out-
lays were increasing sharply.

Most of the recent acceleration was
in spending for highways and streets
and public buildings; together these two
categories account for nearly three-
fourths of total public construction out-
lays. Outlays for conservation and de-
velopment have also been in a moderate,
but fairly steady, uptrend since early
1970. Spending for other public con-
struction—sewer systems, water supply
facilities, and a miscellaneous group—
has been generally holding in a narrow
range between $4% billion and $5 billion
since early 1970, though there was some
stepup in the early months of this year.
Federal military construction spending,
which declined steadily from mid-1969
through 1970, was rising in 1971 and
early this year.

Industrial Production

Industrial production increased
sharply in April, continuing the acceler-
ation that has been evident since late
last year (chart 3). The Federal Reserve
index rose one percent—the strongest
increase since December 1970, when
production rebounded following set-
tlement of the auto strike. Output
in virtually all market categories re-
corded substantial gains in April. The

Industrial Production
Index, 1967=100 (Ratio scale)

CHART 3
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increase brought the production index
to a level less than one percent below
the peak reached in the summer of
1969. Following that peak, output
declined 8% percent to its cyclical low
in November 1970.

Materials and intermediate products

About half the weight in the indus-
trial production index is assigned to the
output of materials and intermediate
products, i.e.., output to be further
processed in the industrial sector (e.g.,
chemicals, parts for equipment and
consumer goods, most steel) or for use
outside the sector (e.g., aviation fuels,
construction materials). The other half
of the index measures "final products/'
i.e., business and defense equipment
and output destined for consumer
markets.

Materials production increased in the
first half of last year, declined sharply
in the summer and early fall, and has
been rising sharply since then. The
production pattern of durable materials
was significantly distorted by strikes,
threatened or actual, in 1971. The
threat of a steel strike led users to
build strike-hedge inventories, which
boosted production in the first half of
the year and depressed production in
the second half when the inventory
excess was being run off. Output of
durable materials other than steel was
rising slowly in the first half of 1971 but
fell somewhat in the summer. In part,
the summer cutback reflected a railroad
strike which reduced the availability of
freight cars and adversely affected coal
production; a strike in the copper
industry was also a factor.

Aggregate production of durable ma-
terials was essentially stable in the fall
of last year, but increased nearly 8
percent during the first four months of
1972. Steel output increased sharply
early this year but has since leveled off,
while the rise in durable materials other
than steel has been steady and strong.
The growth of output of nondurable
materials accelerated in recent months,
primarily because of a stepup in
chemicals production.

The production of intermediate prod-
ucts was also rising strongly in the

early months of this year, though the
figures for April show a slight decline
in construction products. The output of
intermediate products was only moder-
ately affected by the 1969-70 recession.
Production was rising in the first half of
1971 but the uptrend was interrupted
last summer due to a decline in con-
struction materials output. That de-
cline, however, was not due. to any
real cutback in construction demands
but rather reflected the drop in steel
output subsequent to the steel labor
settlement.

Final products

A strengthening in business equip-
ment production has also been evident
since late 1971. Output declined 15 per-
cent from its peak in late summer 1969
to its trough in late 1970—the most
severe contraction since the 1957-58
recession—and was little changed dur-
ing most of 1971. Since December,
however, business equipment output
has been rising steadily, if not steeply,
seeming to confirm that an upturn in
capital investment is underway. New
orders for producers7 capital goods have
been expanding steadily during the
past year and the capital appropriations
of manufacturing firms, which declined
steeply from late 1969 to mid-1971,
rose last summer and showed little
change in the fourth quarter—the
latest period for which data are
available.

Output of defense-related equipment
declined steeply from the summer of
1968 to January of this year, but has
been rising since then. The Federal
budget program published in January
implies that defense equipment produc-
tion is likely to accelerate well into fiscal
year 1973. The budget proposes an ac-
celeration of new weapons programs
under new obligational authority—par-
ticularly an undersea long-range missile
system and a new addition to the
nuclear carrier fleet.

Consumer goods

After virtual stability since last
November, consumer goods production
rose about 1 percent in April. Much but
by no means all of that increase re-
flected a surge in auto production. Auto
output rose 10 percent in April (about

one million units at an annual rate)
the biggest advance in 2% years.

Consumer goods production was af-
fected only moderately by the 1969-70
recession. Output fell in late 1969 and
early 1970, but regained most of that
loss by midyear. The recovery was
interrupted in the latter part of 1970
by the auto strike, but resumed in 1971.
Although auto production accounts
for only 6% percent of the consumer
markets production index, the sharp
movements in auto output have a
strong influence on the movement of
the total consumer goods index. Other
output for the consumer market shows
considerably milder cyclical swings,
with a general uptrend over time.

Hourly Earnings Indexes

The Bureau of Labor Statistics now
publishes indexes of average hourly
earnings in the private nonfarm econ-
omy adjusted to exclude the effects of
interindustry employment shifts and of
fluctuations in the amount of manu-
facturing overtime. As a result of these
adjustments, the new indexes give a
closer approximation to the movement
of hourly wage rates than do other
published series relating to employee
compensation. The new indexes cover
production and nonsupervisory workers.
They are published monthly, seasonally
adjusted, for the total private nonfarm
economy and for seven major industry
divisions—manufacturing, mining, con-
tract construction, transportation and
public utilities, trade, finance-insurance-
real estate, and services. Monthly data
are available back to January 1964.

The adjusted earnings indexes are
derived from data gathered in the
monthly BLS survey of nonfarm estab-
lishments' payrolls. Average hourly
earnings are calculated for industries
at the three-digit level in the Standard
Industrial Classification; examples of
three-digit industries are roofing and
sheetmetal work (part of contract
construction), office and computing
machinery manufacturing, gas com-
panies (part of transportation and
utilities), and life insurance companies
(part of finance-insurance-real estate).
In manufacturing industries, average
hourly earnings are calculated excluding
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overtime; in other industries, however,
separate data on overtime are not
available and overtime pay is therefore
included in average hourly earnings.
The industry hourly earnings figures
are aggregated to industry divisions
(manufacturing, mining, etc.) and to
the private nonfarm total using 1967
manhour weights; that is, the overall
averages are calculated as though the
industry composition of manhours
always remained as it was in 1967.
The resulting hourly earnings figures,
for industry divisions and the private
nonfarm economy, are published as
indexes with the base 1967=100.

CHART 4

Private Nonfarm Sector:
Compensation Per Man-Hour
and Adjusted Hourly Earnings

1967 = 100 (Ratio scale)
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*Adjusted for interindustry employment shifts and (in manufacturing only)
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U.S. Department of Commerce, Bureau of Economic Analysis ~ 72-5-4

Although the indexes are adjusted
for interindustry employment shifts at
the three-digit level, they are not ad-
justed for intraindustry shifts, e.g.,
between typewriter manufacturing and
scale and balance manufacturing, both
of which are components of office and
computing machinery manufacturing,
a three-digit industry.

Relationship to compensation per
man-hour

The adjusted index of average hourly
earnings in the private nonfarm econ-
omy is shown on chart 4 with the index
of private nonfarm compensation per
man-hour. The two measures differ in
both scope and coverage. The hourly
compensation series includes both wages
and salaries and supplements to wages
and salaries as defined in national
income, i.e., employer contributions to
social insurance funds and to private
pension and welfare funds, compensa-
tion for injuries paid by employers, and
miscellaneous other items. Also, the
compensation series refers to all work-
ers, including supervisory personnel and
the self-employed; it is calculated
quarterly in conjunction with the esti-
mate of output per man-hour in the
private nonfarm economy. Despite
these differences, the two series have
shown roughly similar movements in
the period for which both are available.
Chart 4 shows that their rates of in-
crease (calculated over four-quarter
spans to reduce random fluctuations)
diverged significantly only in 1966 and
1968. In both those years, there were
major increases in social security taxes
paid by employers, which are included
in compensation per man-hour but not
in the hourly earnings figure.

Relationship to average hourly
earnings

The index of average hourly earnings
adjusted for interindustry shifts and for
manufacturing overtime has generally
moved very similarly to average hourly
earnings not adjusted for these factors.
The noticeable divergences occurred
in 1966 and in 1970-71, and appeared to
be related to cyclical developments in
the economy.

In 1966, the adjusted index increased
much less rapidly than actual hourly

earnings. This is presumably because in
1966, the peak year of a capital goods
boom, manhours were more heavily
concentrated in industries with high
wage levels and/or above-average rates
of wage change than they were in
1967 — the base year for the earnings
index. Also, there was more manu-
facturing overtime in 1966 than in
1967. In 1970-71, the opposite was
true. Reflecting the effects of the 1970
recession and the rather sluggish pace
of recovery in 1971, actual hourly
earnings increased less rapidly than the
adjusted earnings index.

Indexes for major industry divisions

Adjusted indexes of hourly earnings
are calculated for seven broad industry
divisions. Though these indexes are far
from pure measures of hourly wage
rates, they nevertheless do shed some
light on the differences among industry
divisions in the behavior of wage rates.

Table 3 splits the period for which
data are available — beginning 1964 —
into 3 segments. The first runs from the
first quarter of 1964 through the fourth
quarter of 1968, a period during which
the adjusted hourly earnings index for
the total private nonfarm economy was
rising at an accelerating rate, as shown
by chart 4. The second time segment
runs through the fourth quarter of 1970,
and the third segment runs from the
fourth quarter of 1970 through the first
quarter of 1972. Although the adjusted
index for the total private nonfarm
economy has been advancing at a fairly
uniform rate since the end of 1968, the
indexes for some of the major divisions
behaved very differently after the fourth
quarter of 1970 as compared with the
period from the fourth quarter of 1968
to the fourth quarter of 1970.
Table 3.— Percent Change in Adjusted

Average Hourly Earnings
[Compound annual rate, seasonally adjusted]

Private nonfarm

Mining.__
Manufacturing
Construction
Transportation and

public utilities. .
Wholesale and retail

trade
Finance, insurance

and real estate
Services

1964-1
to

1968-IV

4.7

4.8
4.2
5.2

4.4

5.1

4.4
5.4

1968-IV
to

1970-IV

6.6

6.4
6.1
9.5

6.3

6.2

6.1
7.3

1970-IV
to

1972-1

6.9

7.6
6.8
7.9

10.4

6.0

5.6
5.7

Source: Bureau or Labor Statistics.
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8 SURVEY OF CURRENT BUSINESS May 1972

More complete data show GNP up $30 % billion in first quarter
In April: The jobless rate remained at 5.9 percent; nonagricultural payroll employment rose 182,000

Wholesale prices increased 0.1 percent; industrial prices rose 0.3 percent

CHART 5
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May 1972 SUEVEY OF CUEEENT BUSINESS 9

• In April: Higher wages and salaries accounted for a

CHART 6

$4 billion increase in personal income
9 Domestic-model auto sales edged up; imports were down slightly
• Housing starts declined 10 percent; permits increased 3 percent
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May 1972

• In April:
e

• In first

SURVEY OF CUREENT BUSINESS

Industrial production advanced 1 percent
Money supply and bank credit increased further

quarter: Corporate profits before tax (including IVA) rose $4 billion

11
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the BUSINESS SITUATION

CHART 1
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DEVELOPMENTS through the
year's first half seem clearly in line
with the widely held expectation of
brisk economic expansion in 1972. New
car buying is especially strong this
spring but consumer spending in other
lines is also vigorous, and the high rate
at which consumers have taken on new
installment debt reflects a strong will-
ingness to spend. Overall, it appears
that consumer demand continues to
expand at something like the rapid pace
set in the year's opening quarter.

Capital investment has been an
important factor in demand expansion
in the first half of 1972. Fixed business
investment increased 5% percent in the
first quarter and, according to the BEA
survey taken in May, plant and equip-
ment spending in the second quarter
was expected to show another large
advance (chart 2). The survey found
expectations of little if any further
spending growth after midyear, but it
is certainly possible that the actual path
of quarterly spending this year will
be smoother than the May survey
indicated.

Residential investment was by far
the fastest growing of the major demand
segments in 1971 and early 1972. Now,
however, growth in residential con-
struction spending has just about stop-
ped—through the level of spending
remains high. The cessation of spending
growth is the result of the topping out
of the housing starts rate in the first
quarter (chart 3). The general expecta-
tion is that the average starts rate
during the rest of the year will be lower
than the 2.4 million units (seasonally

adjusted annual rate) averaged in the
first 5 months.

The behavior of inventory invest-
ment continues to puzzle analysts.
Economic recoveries generally include
a strong upswing in the rate of inven-
tory accumulation as the overall ex-
pansion becomes sure, but accumula-
tion in this recovery has been extremely
cautious; indeed, the absolute level of
investment has been running close to
zero. This situation, coupled with ex-
pectations of good growth in business
sales for the rest of the year, has led
many forecasters to look for a very sub-
stantial increase in the rate of inventory
investment by yearend. Although this
is a reasonable expectation, there has
as yet been no clear evidence that such
a trend is developing.

Price developments

Prices moved up sharply in the first 3
months following the end of the wage-
price-rent freeze last November, but
the advance slowed somewhat in the
3 months ending in May. The whole-
sale price index increased at an average
rate of 0.5 percent per month from
November to February and an average
rate of 0.3 percent from February to
May (seasonally adjusted; without sea-
sonal adjustment, the November-to-
February advance was sharper). The
consumer index increased an average
0.4 percent per month in the 3 months
following the freeze and 0.2 percent
from February to May (seasonally
adjusted).
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SURVEY OF CURRENT BUSINESS June 1972

Items that are exempt from Price
Commission regulation have contrib-
uted measurably to the overall in-
creases in both indexes. Estimates of
their contribution are available only
in terms of data without seasonal
adjustment. On that basis, the exempt
items in the consumer price index—
raw agricultural products, used cars,
houses, mortgage interest rates, and
taxes—contributed about 0.1 percent
per month to the index rise in both
3-month periods. The exempt items
in the wholesale index—imports and
domestic raw agricultural products-
contributed about 0.3 percent per month
to the 0.8 percent monthly increase
from November to February; in the

February-May period, exclusion of the
exempt items slows the average monthly
increase from 0.3 percent to 0.2 percent.

In both consumer and wholesale
markets, the rate of price increase
(seasonally adjusted) accelerated in
May. The consumer index increased
0.3 percent that month compared to
0.2 percent in April, with the speedup
centered in nonfood commodities. At
the wholesale level, the acceleration
was from 0.3 percent in April to 0.5
percent in May and centered in farm
products and foods. The acceleration
from April to May in both indexes
appears to have been attributable to
an acceleration in the price advance
of items exempt from regulation.

Consumer Demand

Growth of consumer spending has
been a key factor in the accelerated
expansion of aggregate demand this
year. In the first quarter, when buying
of durable goods other than autos was
especially strong, total personal con-
sumption expenditures increased $14%
billion at a seasonally adjusted annual
rate, or 8% percent. That was the
largest increase in 4 years, apart from
the first quarter of 1971 when spending
was boosted by the recovery from the
auto strike. The first quarter spending
gain came in the face of a marked
dampening of disposable income growth
as a result of the overwithholding of
personal income taxes. The saving rate
consequently dropped from 7.8 percent
in the fourth quarter to 7 percent in
the first—rather low relative to the
levels of the past 2 years.

Retail sales fell in April, when the
weather was unseasonably cold, but
rebounded very sharply in May, and
recent surveys of consumer attitudes
suggest that demand will continue to
be strong in the months immediately
ahead. With consumer spending in the
second quarter evidently running well
ahead of the first quarter level, it seems
likely that the saving rate has been
declining further.

Auto sales

Sales of new cars have been an im-
portant factor in the recent expansion
of consumer demand. Counting both
domestic models and imports, sales were
at a seasonally adjusted annual rate of
10.5 million units in April and 11 million
in May, up from an average 10.3 million
units in the first quarter (table 1). The
sales pace in the recent past has been
the strongest since the boom last fall
following the mid-August announce-
ment of the wage-price freeze and of
the intended repeal of the auto excise
tax. In the 3-month period September-
November, sales averaged 11.5 million
units at a seasonally adjusted annual
rate (10.1 million domestic models and
1.5 million imports).

Table 1.—Sales of New Cars

[Millions of units, seasonally adjusted at annual rate]

1968
1969
1970 . . . .
1971 .

1971-1
II
III ..
rv

1972-1
II* . .

Total

9.7
9.6
8.4

10.3

10.0
9.9

10.7
10.5

10.3
10.8

Domestic

8.6
8.5
7.1
8.7

8.5
8.2
9.1
9.1

8.8
9.3

Imports

1.0
1.1
1.3
1.6

1.5
1.7
1.7
1.4

1.5
1.5

*April and May at annual rate.
NOTE.—Detail may not add to total because of rounding.

The surge in auto buying this year
has been concentrated in domestic-
type models; sales of imports have been
fairly stable and their market share has
declined. Import sales fell sharply from
a record 1.7 million units (seasonally
adjusted annual rate) in the spring and
summer of 1971 to only 1.4 million in
the fourth quarter—because of short-
ages due to strikes at U.S. ports, and
very likely also because of the import
surcharge imposed at mid-August as
well as a growing acceptance of import-
competing domestic models. The sur-
charge came off in December, but at the
same time there were major revalua-
tions of other currencies relative to the
dollar and this has had a big impact on
import car prices. (The prices of
German cars had already been affected
by the upward "float" of the exchange

• rate for the mark as of May 1971.)
Including the effect of the repeal of the
auto excise tax (which affected both
domestic models and imports), the re-
tail prices of domestic subcompacts this
spring were up only about $20 from a
year earlier, but the prices of the
popular imports were up as much as
$250.

Sales of imports have increased mod-
estly since late 1971 but are still below
the high rates of last spring and
summer; in April and May, they aver-
aged 1.5 million units at an annual
rate. The American subcompacts—
Pinto, Vega, and Gremlin—have been
making substantial gains, apparently at
the expense of their closest foreign
competitors—Volkswagen, Toyota, and
Datsun. Data (not seasonally ad-
justed) for the first 5 months of this
year compared with the same period of
1971 show sales of American sub-
compacts up nearly 55,000 units over
the year while sales of their closest
foreign competitors declined about the
same amount. The increase in the sales
of American subcompacts would be
even more striking if sales of Vegas this
spring had not been held down sig-
nificantly by shortages caused by a
strike.

As a result of the inroads made by
American subcompacts into the small
car market, several producers of imports
have responded with new initiatives to
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maintain sales. Some import dealers
have in recent months shown greater
flexibility in bargaining on new car
prices. Also, at least one major foreign
competitor is planning to introduce new
"economy" low-price models into the
U.S. market this year. Others have
plans to shift some of their sales effort
to the light-truck market, where con-
sumer demand has been growing rapidly.

Retail sales

The advance estimate indicates that
retail sales increased 2% percent in
May to $36% billion, seasonally ad-
justed, following a decline of 1% percent
in April. The indicated May gain was
one of the strongest monthly advances
since the economic recovery got under-
way in late 1970. The sales gain in
March was even stronger, and there
was also a good increase in February
(chart 1; advance estimates of the
seasonally adjusted detail for May are
not available). The upswing in sales
this year has been quite broadly based,
though the resurgence of automobile
sales has been especially marked.

Sales of durable goods stores outside
the auto group began to increase
strongly in the spring of 1971 and brisk
expansion continued through March of
this year; sales declined in April, how-
ever, and in May they appear to have
been still somewhat below the record
reached in March. Some part of the
expansion in purchases of nonauto
durables is no doubt associated with the
boom in homebuilding. Sales of lumber,
building, and hardware stores, which
provide some of the materials for con-
struction, increased extremely rapidly
from early 1971 to early this year,
though they have weakened recently.
Sales of retailers in the furniture and
appliance group also increased very
rapidly from the fall of 1971 to the
spring of 1972.

Sales of nondurables retailers have
generally been increasing more rapidly
this year than last, when there was
steady but slow expansion. The
strengthening has been broadly based,
but there has been an especially marked
pickup in the sales of apparel stores.
Sales of the general merchandise group
(department and variety stores, mail

order houses, and vending machine
operators), which exhibited the only
marked strength among major non-
durables groups last year, continued
to advance strongly this year. Sales of
food stores were generally flat last year
but have shown growth this year. How-
ever, the boom in sales of eating and
drinking places in the closing months
of last year has not persisted.

Consumer credit

The ready availability of consumer
credit has facilitated the expansion of
consumer spending, particularly for
durables. This year has seen an extraor-
dinary expansion of installment
credit: In the first 4 months of the
year (April being the latest month for
which data are available), consumer
installment credit outstanding grew at
a seasonally adjusted annual rate of
$12% billion (table 2). This expansion
continued the record-breaking growth
in consumer credit that began in the
spring of last year; the recent gains are
far larger at annual rates than the $9
billion increase in 1968, a year of par-
ticularly strong growth in consumer
credit.

Auto credit has accounted for an
important part of the acceleration in

Table 2.—Net Change in Consumer
Installment Credit Outstanding

[Billions of dollars, seasonally adjusted annual rates]

1968
1969
1970 ..
1971

1970-1
II
III... . .
IV

1971-1.
II. .
Ill
3V

1972-Jan.-Apr

Total

8.9
8.1
2.8
8.0

4.0
4.6
4.1

-1.5

2.7
6.7

10.3
12.4

12.2

Auto

3.4
2.4

-1.2
2.7

(*)
.2

-.6
-4.4

.4
2.3
3.7
4.5

4.3

Other
consumer

goods

2.5
2.6
2.2
2.3

2.4
2.3
2.4
1.8

.6
1.8
2.8
4.0

3.9

Other i

3 0
3.1
1.8
3.0

1.7
2.1
2.3
1.2

1.8
2.6
3.9
3.8

4.0

*Less than $50 million.
1. Mainly personal loans; some small amount for repair

and modernization loans.
NOTE.—Components may not add to total because of

rounding.

Source: Federal Keserve.

consumer credit in the past year. In the
first 4 months of 1972, the increase in
auto credit was a very large $4% billion
(annual rate). However, the installment
credit expansion has not by any means
been due entirely to auto sales; the
strength of consumer demand for other
major Durable goods since the spring
of 1971 has also been important. Per-
sonal installment loans have also in-
creased strongly.

The ratio of consumer credit exten-

Inventory and Sales Expectations:
Travel and Transportation in the Balance of Payments

Responsibility for conducting and processing the quarterly survey of
manufacturers' inventory and sales expectations was recently transferred
from BEA to the Census Bureau. Because of problems associated with the
transfer, tabulation of the second quarter survey has been delayed and there
is no report on the findings in this issue. However, it is anticipated that
findings will be reported in the SURVEY in the future.

The article on travel and transportation transactions in the balance of
payments, which usually appears in the June SURVEY, will appeal this year
in July.
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sions to disposable personal income is
currently about 16% percent, a high
figure by historical standards and up
from 15% percent in the first quarter of
1971. The high level of this ratio raises

a question as to how willing consumers
will be to undertake further rapid
expansion of installment credit; the
answer will certainly have an influence
on the course of durable goods buying.

Capital Investment

The latest BEA survey of plant and
equipment spending, taken in May and
reported on pages 16-19 of this issue,
indicates that business capital spending
in 1972 will total $89% billion or 10%
percent above 1971. This is essentially
the same as the expectation reported
in the February survey, and compares
with an increase of only 2 percent in
1971. Manufacturing firms plan to
increase outlays 5% percent; the in-

CHART 2

Plant and Equipment Expenditures
Billion $ (Ratio scale]

1962 64 66 68 70 72

Seasonally Adjusted at Annual Rates

• Expected

U.S. Department of Commerce, Bureau of Economic Analysis 72-6-;

crease is concentrated in the durables
goods industries, which plan an 11%
percent increase this year following a
10% percent decline last year. Non-
durables producers plan a very small
increase in outlays (about one-half of
1 percent) compared to a cut of 2
percent in 1971. Aggregate investment
by nonmanufacturing industries is ex-
pected to expand 13 percent this year,
up from 7% percent last year. Most
nonmanufacturing industries plan in-
creases close to the average for the
group, but the airlines, which cut out-
lays 38 percent in 1971, expect a 26
percent increase in 1972.

Spending in the first quarter fell
short of the expectation reported in
February by some $750 million (annual
rate) but the increase from the fourth
quarter to the first was nevertheless a
very substantial $3% billion (annual
rate). The expectation for the second
quarter, which was revised up between
the February and May surveys, is for
a gain of nearly $4 billion. The shortfall
in the first quarter centered in manu-
facturing; spending by the nonmanu-
facturing group exceeded reported
plans. Moreover, manufacturing firms
did not revise their plans for the
second quarter between February and
May but nonmanufacturing firms raised
theirs considerably. The May survey
findings indicate that this year's growth
in outlays is over, with aggregate
spending expected to decline slightly in
the summer and rise slightly in the
fall. However, the large size of the
increase expected for the second quarter
suggests the possibility that some part
of the expected second quarter advance
will in fact be pushed into the second
half of the year.

There is some evidence that capital
spending this year is stimulated by the

liberalized depreciation rules and the
new investment tax credit enacted last
December. According to a survey of
spending plans taken by McGraw Hill
Publications Company in March and
April, businessmen reported that their
expected 1972 outlays are $% billion
higher than they would have been in
the absence of these two stimulants.
Roughly $500 million of that amount
was attributed to the investment tax
credit and $250 million to liberalized
depreciation.

Cyclical recovery patterns

The latest BEA survey collected in-
vestment expectations only through the
fourth quarter of this year. On the basis
of these data, the current expansion of
capital spending, while vigorous thus
far, is not shaping up as strong as the
last two capital spending recoveries.
This is illustrated by table 3, which
compares the path of the current spend-
ing expansion (defined as beginning in
the fourth quarter of 1971) with the
paths in the recoveries in 1968 and
1963. The criterion for choosing the
base or "trough" quarters used in the
table was that they be quarters when
spending declined, followed by at least
three quarters of clear expansion.

Of course, the actual path of the cur-
rent spending recovery could well turn
out to be quite different from that
shown in table 3. Thus far, however,
there has been no significant pattern of
upward revision of spending plans. This
is somewhat surprising because such a
pattern is typical of periods of strength-
ening economic activity when cautious

Table 3.—Capital Spending Recoveries
[Percent of indicated trough quarter]

Quarters after "trough"

1 _

2

3 . . .

4 .

5 _

"Trough" quarter*

1971-III

103.0

107.5

E112.3

E 111. 1

E 112. 6

1968-11

102.2

104.2

109.4

111.5

117.4

1963-1

103.9

109.8

113.0

119.0

121.4

E=Expected.
* Recovery is denned as a minimum 10-percent rise over a

period of 5 quarters. "Trough" quarter is a quarter in which
capital spending declines followed by at least 3 quarters of
clear expansion.
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business attitudes give way to rising
optimism as the economy improves.

Expansion versus modernisation

Although the economy is certainly
expanding vigorously, the rate of manu-
facturing capacity utilization as esti-
mated by the Federal Reserve is
evidently low and on the basis of this
evidence it seems unlikely that manu-
facturing firms would be very interested
in spending to expand capacity. How-
ever, utilization figures are difficult
to calculate meaningfully and hard to
interpret. It is certainly possible that
these estimates of utilization do not
make adequate allowance for obsolete
equipment; this would mean that effec-
tive utilization is higher than it appears
to be, and that manufacturers have
more incentive for expansion than they
appear to have. In any event, manu-
facturers do have a strong motivation
to spend on modernization and replace-
ment as a way of controlling costs
through updating technology and in-
creasing productivity.

The McGraw-Hill capital spending
surveys provide a breakdown of man-
ufacturers' spending into outlays for
capacity expansion and those for mod-
ernization and replacement. The latest
report shows the planned allocation of
1972 spending as 44 percent to expan-

Table 4.—Shares of Manufacturers' Plant
and Equipment Spending Allocated to
Expansion and to Modernization

[Percent]

Year

1952
1953 - - .
1954
1955

1956
1957
1958 .
1959

1960
1961 . . . -
1962
1963

1964
1965
1966
1967

1968
1969 . .
1970
1971

1972 E

Expansion

49
48
43
47

n.a.
52
30
35

31
30
32
36

33
45
47
47

50
50
50
47

44

Modern-
ization

51
52
57
53

n.a.
48
70
65

69
70
68
64

67
55
53
53

50
50
50
53

56

sion and 56 percent to modernization.
This planned share for expansion is
noticeably smaller than the expansion
share in the past few years; by con-
trast, in other periods when capital
spending has strengthened, the expan-
sion share has typically increased (table
4).

The data on expansion and modern-
ization must be interpreted cautiously
because there are serious definitional
problems involved in allocating spend-
ing to the two categories. The shares
vary considerably over time; this is

probably in good part a cyclical
phenomenon, but data are not avail-
able quarterly and so it is not possible
to identify cyclical swings with any
degree of precision. The data seem to
show that the share going to expansion
moved up sharply in the capital spend-
ing boom in the mid-1950's and then
dropped back in the 1957-58 recession.
The expansion share stayed low until
another capital spending boom devel-
oped in the 1960's, when it again moved
up significantly, not falling back until
1971.

The Housing Market

N.a.=Not available.
E=Expected.
Source: McGraw-Hill.

The current boom in homebuilding
got underway nearly 2 years ago.
Though starts of new units have fallen
off from the record high hit earlier
this year, the annual rate is still well
above 2 million units (Chart 3). For
the first 5 months of 1972, starts
averaged 2.4 million units at a sea-
sonally adjusted annual rate, compared
with 2.1 million for the full year 1971.
At this juncture, it is interesting to
take a look at data that indicate what
happens after a unit is started. The
data, including "absorption" rates and
the number of new homes for sale and
sold, suggest some softening in both
rental and homeowner markets. This
softening could become more apparent
as the large number of units started but
not yet completed comes onto the
market.

The recent high starts rates will not
have their full effect on the housing
supply for some time yet, because com-
pletions of new housing units follow
starts with a lag representing construc-
tion time. For single-family homes—
which according to the Census Bureau
definitions include not only detached
units but also most of the so-called
townhouses—the lag looks to be about
1 quarter. The lag for units in multiunit
structures is longer, running to 3 or 4
quarters. These lags, coupled with the
high starts rate, mean that there is a
large number of units under construc-
tion. The number of single-family
homes under construction at the end of

CHART 3

Residential Construction and
Mobile Homes
Million Units (Ratio scale)

3.0

2.5

2.0

1.5

1.0

PRIVATE HOUSING STARTS

I I I I I I I I I I I I I I I I I M I I I I I I t i l l II I I II I I I I

_ MOBILE HOME SHIPMENTS

.15

1963 65 67 69

Seasonally Adjusted at Annual Rates

April and May average

U.S. Department of Commerce, Bureau of Economic Analysis

71

Data: Census
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the first quarter was 547,500 (not sea-
sonally adjusted), up 4 percent from
the fourth quarter and 35 percent from
a year earlier. In the case of multiunit
structures, 816,000 units were in the
construction pipeline at the end of the
first quarter. This figure, which includes
all units in structures with more than
one unit, was up 5 percent from the
fourth quarter and 37 percent from a
year eailier. Table 5 shows percent in-
creases over four-quarter periods for
each region and for single-family and
multiunit structures separately. Data
are available only from the end of 1969
and, therefore, percent changes are
shown only beginning with the fourth
quarter of 1970. In view of the very high
rate of starts in recent months, the
number of units under construction
should continue to grow for a while at
least, particularly in the South and the
West.

Apartment buildings

Most units in multiunit structures
are intended for the apartment rental
market. The "market absorption rate"
is a measure of how this market handles
the new units becoming available in
buildings with five or more units (ex-
cluding public and publicly subsidized
housing, condominiums, cooperatives,
and furnished units). The 3-month mar-
ket absorption rate for a given quarter
is the percentage of apartments com-
pleted in the quarter which are rented—
i.e., "absorbed"—within 3 months. The
Census Bureau also calculates rates for
absorption 6 and 9 months after com-
pletion. These rates show obvious
seasonal movements from quarter to
quarter, but because the data go back

only to the beginning of 1969 it is not
yet possible to calculate seasonal ad-
justment factors.

Of the apartments completed in the
fourth quarter of 1971, only 62 percent
(not seasonally adjusted) were rented
within 3 months, down from rates of 65
percent 1 year earlier and 76 percent 2
years earlier. The absorption rates 6
and 9 months after completion have
recently shown similar declines: the
proportion of units completed in the
third quarter of 1971 and absorbed
within 6 months was 82 percent, down
4 points from a year earlier, and the
9-month absorption rate for units com-
pleted in the second quarter of 1971
was 91 percent, also down 4 points
fiom a year earlier. The general trend
of absorption since 1969 has been
downward; that is, it has been taking,
on the average, progressively longer
after completion to rent out a new
apartment. Until last year, a large
part of this decline in absorption rates
was apparently due in large part to
rising rents on new units: between the
first quarter of 1969 and the fourth
quarter of 1970, the median rent of
units in newly completed apartment
buildings rose about 16% percent. There
was little change in the median rent in
1971, but late last year the number of
units in multiunit structures coming
onto the rental market began to show
the effects of the boom in starts. With
the largest part of the newly started
apartment buildings still not completed,
it is likely that the market absorption
rate will continue to fall for some time
yet.

The other major available measure
of conditions in the rental housing mar-

ket is the rental vacancy rate (which
mainly reflects apartment vacancies but
includes some single-family dwellings
as well). The rate declined fairly
steadily from 1966 to 1970, when it
stabilized. In the first quarter of 1972,
the new vacancy rate series recently
introduced by the Bureau of the Census
showed 5.3 percent of the Nation's
rental housing stock vacant, about the
same as in the past 2 years. The rate
remained highest in the South and
lowest in the Northeast. Because of the
large number of units still in the con-
struction pipeline in all regions, va-
cancy rates are expected to rise as com-
pletions rise later in the year. This
could be particularly true in the South
and the West, where the number of
unfinished apartment units under con-
struction is growing rapidly.

Single-family homes

The market for single family homes
is showing some signs of possible soften-
ing. Single-family homes require less
time in the construction pipeline than
multiunit housing. As a result, even
though the rental market is only be-
ginning to show the effects of the steep
rise in starts, the housing boom has
already been having an impact'on the
homeowner market. The number of new
one-family homes sold has been rising
steadily since the spring of last year,
but the number of homes for sale has
been rising even faster. As a result, the
ratio of new homes for sale to the
monthly number of homes sold (an
"inventory-sales" ratio) has also been
rising. The ratio reached an average of
5.4 months in the first quarter of this

Table 5.—Housing Units Under Construction at End ot Quarter
[Percent change from same quarter one year earlier]

In structures with:

1970-IV .._.

1971-1
II. .
Ill
IV

1972-1

United States

lunit

10.1

20.9
32.1
40.3
36.2

34.7

2 or more
units

2.4

14.3
28.4
36.7
40.8

37.3

Northeast

1 unit

19.3

16.7
23.6
28.2
13.6

16.1

2 or more
units

29.2

30.9
26.2
26.7
27.6

23.3

North Central

1 unit

-2.4

12.7
24.3
33.0
39.7

29.3

2 or more
units

-14. 1

-6.4
22.3
44.6
57.6

45.3

South

1 unit

20.8

28.4
34.3
44.2
39.6

40.6

2 or more
units

1.0

13.1
25.6
32.1
42.6

44.8

West

1 unit

-3.8

18.9
46.5
54.2
49.3

43.6

2 or more
units

0.3

24.7
41.7
48.8
36.6

31.2

Source: Bureau of the Census.
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year. It had fallen from 6.6 in the sum-
mer of 1969 to a low of 4.2 a year ago.

The median number of months on the
sales market of new homes for sale has
also been rising. The median time,
measured from the start of construc-

tion, was 3% months for units for sale
at the end of the first quarter. The
length of time on the market had fallen
sharply from 5% months in mid-1970 to
3 months in mid-1971 but has been
rising steadily since then.

Federal Budget Revisions

Eevised estimates of Federal unified
budget receipts and expenditures for
fiscal years 1972 and 1973 were released
in early June by the Office of Manage-
ment and Budget (OMB). According
to OMB, the new figures incorporate
revision of estimates of uncontrollable
outlays, the estimated effects of con-
gressional action already completed or
virtually certain to be completed, new
or amended Presidential proposals, and
the tax collection experience of the
months January through April.

For fiscal 1973, the new estimates
show a $27 billion deficit as compared
to a $25.5 billion deficit projected in
January. The receipts estimate has
been raised $2.2 billion to $223 billion,
although no change has been made in
the calendar 1972 GNP projection.
About $1.6 billion of the upward revi-
sion is accounted for by individual
income taxes, which have been revised
mainly because the estimate of calen-
dar 1972 tax liabilities has been raised.
Assumptions about fiscal 1973 tax
rates are unchanged from the January
budget. In particular, the new esti-
mates retain the assumption that Con-
gress will enact the proposed increase
in the social security wage base from
$9,000 to $10,200 retroactive to Jan-
uary 1, 1972. However, legislation en-
acted at end-June raised the base to
$10,800, effective January 1, 1973, along
with an increase in the tax rate, and also
raised benefits 20 percent, effective
September 1, 1972.

Outlays in fiscal 1973 are now pro-
jected at $250 billion, about $3.7 billion
more than the January estimate. The
principal revision is a $2.2 billion in-
crease resulting from a shift in the pro-

jected date of the first, retroactive,
payment of general revenue sharing,
which is now put early in fiscal 1973
rather than late in fiscal 1972. Con-
gressional action raising benefits for
disabled coal miners above levels pro-
posed in the budget adds another $1
billion. There are a number of other,
smaller revisions in the estimates for
civilian programs, but no change was
made in the budget assumption of a 5-
percent social security benefit increase
effective in fiscal 1973. The OMB June
report did not revise the January budget
estimates of fiscal 1973 military out-
lays. However, recent congressional
testimony by the Secretary of Defense
suggests the possibility of higher de-
fense expenditures if present rates of
activity in Vietnam continue well into
fiscal 1973.

Fiscal 1972 deficit reduced

The revised figures show a deficit of
$26 billion for the fiscal year ending
this month, considerably below the
$38.8 billion deficit estimated in Jan-
uary. The reduction is the result of a
$9.2 billion upward revision of receipts

and a $3.6 billion reduction in estimated
expenditures. The revision of receipts
is mainly in individual income taxes,
which are now estimated to total nearly
$8 billion more than the figure in the
January budget. This is largely because
of unexpected overwithholding. Esti-
mates of corporate income tax collec-
tions were revised up $1.5 billion, but
there is still considerable uncertainty
about the size of collections in June, a
month when heavy corporate payments
are made.

Much of the downward revision
of fiscal 1972 outlays is due to the
delay in the start of general revenue
sharing. There are reductions also in
estimates of outlays for unemployment
benefits and the emergency employment
program, waste treatment grants, and
veterans benefits, partly offset by
increases in estimates for public debt
interest and housing programs.

NIA Federal sector

No official OMB estimates of the
Federal sector of the national income
accounts (NIA) were released. How-
ever, unofficial calculations by BEA,
consistent with the new OMB estimates
of unified budget outlays, show fiscal
1972 expenditures on the NIA basis
to be more than $4% billion below the
figure estimated in January, and fiscal
1973 expenditures about $4J^ billion
above the January estimate. For both
years, the principal revisions are in
grants-in-aid (including revenue shar-
ing) and personal transfer payments.
BEA has not reestimated NIA receipts,
but data for the first three quarters of
fiscal 1972 suggest much higher levels
than projected in January.

Table 6.—Unified Budget Receipts and Expenditures, Fiscal Years 1972 and 1973
[Billions of dollars]

Receipts
Outlays

Deficit

Fiscal year 1972 estimate

As of-

Jan.
budget

197.8
236.6

-38.8

June

207
233

-26

Eevision

9.2
-3.6

12.8

Fiscal year 1973 estimate

As of—

Jan.
budget

220. 8
246.3

-25.5

June

223
250

-27

Revision

2.2
3.7

-1.5
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June 1972

• In May:
•

SUEVEY OF CUREENT BUSINESS

Personal income rose $4% billion
Housing starts increased 101/2 percent

• Plant and equipment spending expected to rise 10|4

9

percent in 1972, compared with only 2 percent in 1971
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0 SUEVEY OF CUEEENT

• In April: Manufacturing and trade firms added $550

BUSINESS June 1972

million to their stocks
• The stock-sales ratio for manufacturing and trade held steady

* Exports declined more than imports and the trade deficit widened substantially
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June 1972

m In May:
9

9

SURVEY OF CURRENT BUSINESS

Industrial production rose one-half of 1 percent
Bank credit advanced sharply; money supply up moderately

Interest rates down a little

11
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the BUSINESS SITUATION

CHART 1 E<
GNP up about $30 billion in second quarter
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iCONOMIC activity continued to
expand briskly in the second quarter,
with the preliminary estimates showing
that GNP increased $30 billion to a
seasonally adjusted annual rate of
$1,139 billion. The regular annual
revisions of the income and product
accounts for the three most recent
years are presented in this issue of the
SURVEY beginning on page 12. The
estimates for the first quarter of 1972
have also been revised to make them
consistent with the 1969-71 figures.

The estimated second quarter gain
was just about the same as the increase
in the first quarter, but the composi-
tion of GNP expansion changed con-
siderably (chart 1). On the basis of
source data that are still incomplete,
the estimates show a $4 billion up-
swing in the rate of inventory invest-
ment from the first to the second
quarter, as contrasted with a decline of
$!}{ billion from the fourth to the first.
That upswing moved the accumulation
rate from a first quarter figure of just
about zero to a rate of only $4% billion,
still a very conservative pace in view
of the growth of overall economic
activity in the first half and the wide-
spread expectations of good sales growth
for the rest of the year.

Price increases accounted for less of
the GNP expansion in the second
quarter than in the first; in real terms,
GNP grew at an annual rate of 9
percent in the second quarter, com-
pared with 6K percent in the first. In
the first quarter, which saw a spurt of
prices following the freeze as well as a
Federal pay raise, the implicit price
deflator for total GNP increased 5
percent at an annual rate; in the second
quarter, the deflator increased 2 per-
cent, just a bit more than in the
fourth.

Final demands

Consumer spending continued to pro-
vide a major thrust to demand expan-
sion as outlays rose $16}{ billion in the
second quarter, nearly $1 billion more
than the increase in the first. The rise in
expenditures for nondurables acceler-
ated sharply, in part because of a big
increase in apparel purchases, while the
rise in service outlays showed virtually
no change from the first quarter; the
increase in durables spending slowed.
Capital investment contributed sub-
stantially to demand expansion in the
second quarter as outlays rose $4 billion.
However, that increase was smaller
than in the first quarter, reflecting a
slowdown in construction spending.

The growth of outlays for new resi-
dential construction, which were the
fastest growing major demand com-
ponent in 1971 and early 1972, slowed
sharply from the first to the second
quarter though the level of spending
remains high. Spending increased less
than $1 billion in the spring, down from
a $4% billion increase in the first quarter
of the year; this slowdown reflects the
peaking of the housing starts rate early
this year. The growth of government
purchases also slowed sharply, from
$872 billion in the first quarter to $5% in
the second. Most of that deceleration
was in Federal purchases, which had
been boosted more than $3 billion in the
first quarter by pay raises for both
military and civilian employees.

Orders and Inventories in
Durable Goods Manufacturing

The expansion of economic activity
has been having a clear impact on the
volume of new orders received by
durable goods manufacturers. New
orders declined in the 1969-70 recession,

1

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

July 1972



SURVEY OF CUEEENT BUSINESS July 1972

increased moderately in the first half of
1971 in the rebound from the auto
strike, and have been rising very
strongly during the past year (table 1).
In April and May, new orders averaged
$33% billion (seasonally adjusted), a
little more than $5 billion (17% percent)
above the second quarter of 1971 and
$7 billion above the low in the fourth
quarter of 1970. Since last spring, the
rising new orders have been steadily
larger than shipments, so that backlogs
have been increasing. In May, the order
backlog was $3% billion (5 percent)
above the level of June 1971; the
backlog had declined $17% billion (20

percent) from September 1969 to June
1971.

Despite the strong upswing in new
orders and the turnaround in unfilled
orders, inventory accumulation by dur-
able goods manufacturers has remained
modest. They cut stocks steadily during
1971 and added at an average rate of
only $230 million per month (seasonally
adjusted) during the first 5 months of
this year.

New orders

As can be seen in table 1, the recovery
in new orders has been widespread.
Orders for steel have been strengthening

Table 1.—Change in New Orders, Durable Goods Manufacturing :

j
[Millions of dollars, seasonally adjusted]

Total durables

Major industry groups:
Steel
Other primary metals.
Fabricated metal products
Machinery except electrical
Electrical machinery
Aircraft, missiles, and parts . _
Motor vehicles and parts 3

Shipbuilding and railroad equipment
All other durables 4 _

Supplementary market categories :
Household durables
Capital goods (nondefense)..
Defense products..

1969

I

94

104
76

-174
293
77
98

-264
-145

29

76
305
-42

II

-124

170
-55
198
124
87

-672
-216

159
81

-118
215

-499

III

-37

268
108
50

-73
-233
-41
174

-221
-69

-37
-184
-158

IV

-766

-306
16
49

-68
166

-255
-73
-41

-254

-127
-529

166

1970

I

-2,251

-322
-105
-183
-236
-226
-276
-625

5
-283

26
-455
-184

II

652

187
8
7

"105
123
132
61
29

73
10
82

III

146

88
-167

5
-4
34

-106
-2
128
170

9
-51
143

IV

-833

-29
-70

-108
-32

87
-115
-535

12
-43

91
91

-161

1971

I

2,224

469
155

-24
118

-30
131
840
247
318

67
87

278

II

-342

-605
68
-1
149

4
100

-46
-315

304

136
322

-395

III

1,084

-65
-93

12
201
241
86

509
-16
209

15
132
259

IV

903

197
110

-22
290
90

184
-315

17
352

148
582

-47

1972

I

1,924

223
158
218
142
148

-86
267
417
437

142
323
204

112

1,129

132
139
30

242
333
223
210

-407
227

265
479

-313

1. Change computed from quarterly averages.
2. Change computed from the average for April and May.
3. The Census Bureau assumes that no backlog records are kept in the motor vehicle industry, and in the estimation of

total new orders for durable goods uses motor vehicle industry shipments to represent new orders. In the published data,
motor vehicle industry shipments are combined with shipments of motor vehicle parts producers. In this table, the com-
bined motor vehicle and parts shipments figure is used as an estimate of new orders for motor vehicles and parts. In table
2, motor vehicle and parts producers are assumed to have no unfilled orders.

4. Includes stone, clay and glass producers, instruments and related products, ordnance, and a miscellaneous grouping of
other durable gpods.

Table 2.—Change in Unfilled Orders, Durable Goods Manufacturing 1

[Millions of dollars, seasonally adjusted]

Total durables

Major industry groups:
Steel
Other primary metals
Fabricated metal products-
Machinery except electri-

cal
E lectrical machinery
Aircraft, missiles, and

parts
Shipbuilding and railroad

equipment
All other durables 3

Supplementary market cate-
gories:

Household durables
Capital goods (non-

defense) _
Defense products

1969

I

1,731

-2
160

-83

856
-184

1,167

104
-287

8

1,405
300

II

1,930

580
74

269

838
78

-630

565
156

-102

1,672
-1, 028

III

m

798
163
275

439
-524

-899

-137
37

-71

674
-1, 463

IV

—2,780

-561
-10

40

91
401

-1, 735

-214
-792

-88

-910
-928

1970

I

—5,200

-811
-189
-253

-498
39

-2, 129

-80
-1, 279

69

-1, 665
-1, 075

II

—2,556

488
-3
130

-418
-56

-1, 757

35
-975

-1

-1, 624
-809

III

—3,094

-163
-368
-78

-475
-168

-1, 601

342
-583

-3

-1, 720
-154

IV

—1,717

353
-150
-35

-121
-130

-1, 525

337
-446

10

-922
-469

1971

I

870

1,067
100
-51

-228
-178

-871

807
224

-5

-847
475

II

—3,155

-1,547
-278
-149

-93
-133

-813

-293
151

95

-290
-876

III

68

-34
-57

-206

-16
446

166

-288
57

74

-266
401

IV

1,028

212
-19

-270

347
226

403

-270
399

19

116
628

1972

I

1,855

228
112
241

419
-482

-11

872
476

105

-94
919

112

646

247
139
100

166
283

184

-188
-285

147

225
-18

1. Change computed from end of quarter to end of quarter.
2. Change from March to May.
3. Includes stone, clay and glass products, instruments and related products, ordnance, and a miscellaneous grouping

of other durable goods.

steadily over the past three quarters
and are up nearly 30 percent from the
summer of last year. Steel orders were
distorted during most of 1971 by a
strike threat; orders surged early in the
year as users attempted to build inven-
tories, then fell sharply in the spring and
somewhat further in the summer. New
orders for nonferrous metals, which
recovered sluggishly during most of
last year, have also strengthened sig-
nificantly since last summer though the
increase here has been somewhat less
pronounced than that in steel orders.

New orders for electrical and non-
electrical machinery have rebounded
strongly and steadily from the weakness
that dominated 1969 and 1970. Orders
for nonelectrical machinery turned up
early in 1971 and are currently 25 per-
cent above the fourth quarter of 1970.
Orders for electrical equipment began
to pick up last summer and are now
some 20 percent above their level a year
ago.

New orders for transportation equip-
ment, which declined steeply in 1969
and 1970 and were distorted in late 1970
and early 1971 by the effects of the auto
strike, have strengthened in an uneven
pattern since the second quarter of last
year. Orders for aircraft, missiles, and
parts have been moving up almost
uninterruptedly since late 1970, but
orders for railroad equipment and ship-
building have been essentially trendless.
Orders in the latter group were boosted
early this year by a big order for
destroyers and submarines, but orders
subsequently dropped back to rates
prevailing during most of last year.
The Census Bureau assumes that the
motor vehicle industry does not have
unfilled orders and therefore shipments
and new orders are identical. Since last
spring, the strength of auto demand
has resulted in a big acceleration of
shipments.

The Census Bureau regroups the
data for certain durables industries into
"supplementary market categories''—
household durables, nondefense capital
goods, and defense products—which
account for only about one-third of
aggregate new orders but provide a
useful way of viewing major demand
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sectors (table 1). The strong growth
of consumer spending—a key factor in
the recent accelerated expansion of
economic activity—has been evident
in the marked strengthening of new
orders for household durables since
last summer. Orders related to capital
investment—which has also been pro-
viding important thrust to the economic
expansion—have been on a strong
uptrend since early 1971. Orders for
capital goods have a considerable lead
time over spending, and the accelera-
tion here suggests that spending will
continue to expand strongly in the
quarters immediately ahead. New
orders for defense products are highly
volatile and have recorded largely off-
setting changes since a steep, year-long
decline bottomed out in late 1969.

When the Census Bureau recently
revised the manufacturers' orders, ship-
ments, and inventories data back to
1966 (see note on page S-7), it also
introduced conceptual changes in the
"capital goods'7"supplementary market
category. The "old series" on defense
product industries, which had contained
some nondefense activity, has been
dropped entirely; this leaves the defense
products "new series," which begins in
1968, which excludes nondefense ac-
tivity, and which has been expanded to
include defense work in shipbuilding.
The nondefense work included in the
"old" defense products series is now
included in the nondefense capital
goods series.

Unfilled orders

Backlogs of orders for durable goods
have increased moderately since mid-
1971 but the pattern of expansion
among the major industry groups has
been mixed (table 2). Order backlogs
for steel and nonelectrical machinery
have increased steadily since last sum-
mer and backlogs for nonferrous metals
and fabricated metal products have
been rising steadily since the end of
last year. For other major industry
groups, backlogs have increased on
balance since mid-1971, but changes
within the year have been mixed.

Unfilled orders held by capital goods
producers have shown virtually no
change since mid-1971, meaning that
shipments have kept in line with rising

Table 3.—Change in Inventories, Durable Goods Manufacturing l

[Millions of dollars, seasonally adjusted]

Total durables

Major industry groups:
Steel
Other primary metals
Fabricated metal products. .
Machinery except electrical- .
Electrical machinery _ _
Aircraft, missiles, and

parts _ -. -. -_
Motor vehicles and parts
Shipbuilding and railroad

equipment
All other durables 3

Supplementary market
categories:

Household durables .
Capital goods (nondefense) __
Defense products

I

1,075

-13
204
41

508
176

-172
43

23
265

161
237
136

1

II

1,217

137
69
91

378
261

—7
20

18
250

152
766

-333

969

III

978

93
113
80

434
215

58
-96

-14
95

98
586

-46

IV

932

9
72

165
433
203

—69
190

-83
12

11
453

-186

I

1 216

56
140
239
245
169

285
-20

102
o

98
816

-248

1

II

680

277
46

-88
224

8

233
-120

25
75

—68
862

-436

970

III

1 084

105
50

257
129
99

144
27

98
175

85
678

-350

IV

591

77
59
73

147
-53

-90
239

69
70

86
219

-214

I

00

228
68

175
-101
-145

—179
-103

—34
8

—86
112

-408

1

II

—343

—282o
263
-68
—54

—635
272

121
40

55
-87

—509

571

III

—271

62
5

-15
-150
-102

61
-361

102
127

36
70

-143

IV

—255

—58
34

-308
-168
-20

118
-78

93
132

-3
-405

469

19'

I

730

293
g

21
-141

35

65
158

139
152

29
-87
281

n

112

427

100
— 12
-77

42
125

—17
45

104
117

95
92
31

1. Change computed from end of quarter to end of quarter.
2. Change from March to May.
3. Includes stone, clay, and glass products, instruments and related products, ordnance, and a miscellaneous grouping of

other durable goods.

new orders. However, order backlogs
for consumer durables have increased
since last summer at an accelerating
rate, while backlogs for defense prod-
ucts increased significantly to March
of this year but showed no change from
then to May.

Inventories
Notwithstanding the pronounced

strengthening in new orders and ex-
pectations of good growth in sales this
year, durables manufacturers have been
adding only moderately to their in-
ventories. Following a steady decline
in holdings last year, accumulation

averaged only $230 million per month
(seasonally adjusted) in the first five
months of this year. That accumula-
tion was mainly by producers of steel,
motor vehicles and parts, ships and
railroad equipment and "other du-
rables," i.e., stone-clay-glass, instru-
ments, ordnance, and miscellaneous
durables (table 3).

In the supplementary market cate-
gories, the strong acceleration of new
orders for household durables has
resulted in very little inventory accumu-
lation and the acceleration of capital
goods orders has produced no net
accumulation. Accumulation by defense

Professional Positions at BEA

On the basis of Congressional action to date on the fiscal 1973 budget, BEA expects to
undertake a significant expansion of its program. The major elements of the program
expansion will be: (1) a strengthening of the estimation and analysis of the quarterly
GNP accounts; (2) additional work on input-output tables^ including the preparation
of annual tables and testing and improvement of input-output analysis; (3) development
of information needed to analyze the economic impact of changes in the environment;
(4) development and analysis of information on the activities and economic impact of
U.S. multinational corporations; (5) expanded analysis and research on the system of
leading, coincident, and lagging business indicators.

Because of staff reassignments, as well as existing vacancies, BEA expects to fill posi-
tions not only in the expanding program areas but also in its other program areas—the
preparation, analysis, and projection of the U.S. balance of paymeSnts accounts and of
the State and regional economic accounts, work on short-term and long-term econometric
models, and the analysis of economic conditions in the SURVEY OF CURRENT BUSINESS.

BEA invites inquiries from interested economists about positions in the range from
GS-7 to GS-15 ($9,000 to $33,000). Inquiries should be accompanied, if possible, by
Form 171, the Civil Service Commission "Personal Qualifications Statement."• Those
inquiring should indicate whether they have a current Civil Service eligibility rating.
Address inquiries to William N. Turanin, Personnel Representative, Bureau of Economic
Analysis, Room 6096, U.S. Department of Commerce, Washington, D.C. 20230.
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products producers strengthened in the
early months of this year but has
slowed sharply in recent months.

Labor Markets
Civilian employment, which has been

expanding briskly for more than a
year, increased 275,000 in June (sea-
sonally adjusted; see chart 2). The
civilian labor force was unchanged and
the unemployment rate therefore de-
clined—from 5.9 percent in May to
5.5 percent in June. The decline was
entirely accounted for by develop-
ments in the labor force group aged
16 through 24; the unemployment rates
for teenagers and for those aged 20-24

CHART 2

Employment and Unemployment

Million Persons

1968 1969 1970 1971

Seasonally Acfjusted

U.S. Department of Commerce, Bureau of Economic Analysis

1972

Data: BLS

72-7-^2

dropped sharply while the rates for
men and women aged 25 and over were
unchanged.

In June, the number of civilian labor
force participants in the age group
16-24 increased much less than the
seasonal adjustment factors allow for;
on a seasonally adjusted basis, there-
fore, the labor force in that age group
shrank, with no change in the number
employed and a drop in unemployed.
These developments underlie the de-
cline of the overall unemployment
rate.

The seasonal adjustment factors,
which are calculated from past patterns,
allow for very large increases in June
in the numbers of young people (aged
16-24) in the labor force both with a
job and unemployed. This reflects the
fact that the labor force participation
of many persons in this age group is
highly seasonal, so that a flood of
workers enters the labor force when
schools close. A problem that arises
in making the seasonal adjustment is
that while the seasonal influx each
June is a certainty, its size in a given
year cannot be very precisely predicted
from past experience. The seasonal
factors are meant to measure this
purely seasonal change, but the factors
can be quite far off in months such as
June when there are large swings in
volatile labor force groups. It is prob-
lems such as this that lead BLS to
recalculate the factors annually, in-
corporating another year's data. When
full 1972 data are available and the
factors are recalculated, it is quite
possible that the June change in un-
employment will be revised. In 1971,
revision changed the estimated June
decline in the unemployment rate from
an original 0.6 percentage point to 0.3
point.

The essential stability of the un-
employment rate in the face of large
employment gains over the past year is
due in good part to an increase in
participation rates—the percentage of
the civilian population in a specific age-
sex group that participates in the labor
force. The major labor force impact of
increased participation has been among
male teenagers (16-19) and females of
all ages but especially those under 25.
Another factor at work over the past

Table 4.—Civilian Labor Force Participation
Rate

[Percent; quarterly data seasonally adjusted]

1968
1969.
1970
1971

1970:
I
II
III
IV

1971:
I
II ._
Ill
IV

1972:
I . .
II

Age 25 &
over

Male

83.2
82.8
82.5
81.9

82.8
82.7
82.4
82.3

81.9
82.0
82.0
81.7

81.3
81.4

Female

39.8
40.6
41.1
41.1

41.1
41.1
41.1
41.2

41.3
40.9
40.9
41.4

41.4
41.2

Age 20-24

Male

82.7
82.7
83.3
83.0

82.7
83.1
83.7
84,1

82.5
82.8
82.5
84.2

83.3
83.5

Female

54.5
56.7
57.7
57.7

57.6
57.3
57.8
58.0

57.0
57.0
58.2
58.5

57.5
58.8

Age 16-19

Male

55.1
55.9
56.1
56.1

57.3
55.9
55.1
56.6

56.4
55.5
55.5
57.8

58.5
57.8

Female

41.9
43.2
44.0
43.5

44.6
44.3
43.7
43.6

44.4
43.4
43.2
43.4

46.7
46.9

NOTE.—Civilian participation rate is civilian labor force
divided by civilian population. Basic data from BLS; cal-
culations by BE A.

year is the cut in the armed forces,
which has swelled the growth of the
civilian population and thus of the
civilian labor force; the major impact
has been among men aged 20-24, whose
natural population growth has been
negligible but whose number in the
armed forces has dropped about
340,000.

Labor force participation

The labor force participation of
many population groups is clearly in-
fluenced by economic conditions—ris-
ing when jobs are or seem to be readily
available and declining when jobs are
scarce. This sort of movement has been
a factor in the increase of participation
over the past year.

Civilian labor force participation
rates of men and women aged 25 and
over move fairly smoothly over time—
the men's down and the women's up.
The men's rate shows barely any
cyclical sensitivity at all, and the
women's rate shows a small amount.
Rates for both sexes in the younger
groups—aged 16-19 and 20-24—are
clearly more sensitive to cyclical forces
and also intrinsically more volatile.
The volatility probably reflects not
only the actual labor force behavior of
these groups but also the effect of
estimating errors; these groups are
much smaller than the group aged 25
and over, and estimating errors are
likely to have a sharper impact.

Table 4 shows participation rates.
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Table 5.—Change in CivUian Labor Force, 1971-11 to 1972-11
[Thousands of persons, seasonally adjusted]

Total change -- •
L0Y(jl adjustment January 1972 ̂
Total chance ex adjustment

Due to change in civilian population:
Actual population change
Chance in armed forces - -

Due to change in participation rate - -
Residual3

25 and
over

450
15

435

687
75

-320
-7

Male

20-24

486
97

389

55
279
53
2

16-19

319
47

272

99
—2
172

3

25 and
over

779
88

691

427

261
3

Female

20-24

277
84

193

32

161
0

16-19

358
13

345

75

265
5

Total i

2,661
339

2 322

1,375
352
592

6

1. First three rows in this column show actual data for total civilian labor force, and may not equal sum of detail because of
rounding and independent seasonal adjustment of labor force age-sex groups. Remaining rows in this column are sums of the
figures for the various age-sex groups.

2. One-time upward adjustment to introduce controls derived from the 1970 Census of Population.
3. This is the interaction" term that arises in the disaggregation, rounded to make the column sum to the total change ex

adjustment.
Source: Basic data from BLS; calculations by BEA.

Cyclical patterns related to the recent
recession are not absolutely clear but it
seems fairly evident that there was
little effect on rates for people aged 25
and over but some noticeable effect on
rates for younger people. The effect
lagged the recession, and was mainly in
1971. After mid-1971, when employ-
ment was clearly improving, the cyclic-
ally sensitive participation rates moved
decisively higher.

Labor fotce expansion
From the second quarter of 1971 to

the second quarter of 1972, civilian em-
ployment increased 2.7 million but the
civilian labor force also increased 2.7
million and the number unemployed
was thus unchanged. Some disaggrega-
tion of the labor force can shed light on
the importance of changes in participa-
tion rates and of reduction in the armed

forces as factors in labor force expan-
sion over the past year (table 5).

First, it must be recalled that all of
the population and labor force esti-
mates derived from the monthly popu-
lation survey were subject in January
1972 to a one-time upward adjustment
to introduce controls derived from the
1970 Census. The adjustments added
about 300,000 to employment and
about 340,000 to the civilian labor
force; thus, the actual over-the-year
changes in employment and the labor
force were about 2.3 million.

The 2.3 million labor force increase is
broken down in table 5 into (a) the
amount due to change in the civilian
population, with participation rates
held constant, and (b) the amount due
to change in participation rates, with
the civilian population held constant.

(Continued on page 55)

State and Regional Personal Income: First Quarter 1972
PERSONAL income rose from the
fourth quarter of 1971 to the first
quarter of 1972 in all eight regions, in
42 of the 50 States, and in the District
of Columbia. The income gain in all
eight regions, in 38 States, and in the
District of Columbia was larger than
the national consumer price advance
of about three-fourths of 1 percent.
However, in eight States real income

NOTE.—The quarterly estimates of State
personal income were prepared in the Re-
gional Economics Division by Steven E.
Johnson under the supervision of Q. Francis
Dallavalle.

was apparently off a little and in four
States was about unchanged.

Nationally, personal income increased
2% percent from the fourth quarter to
the first. Gains were well above the
national average in the Rocky Moun-
tain (7 percent), the Southwest (4 per-
cent), the Southeast (3% percent), and
Far West (3J£ percent). The gain in the
Mideast (3 percent) was slightly above
the national average, while those in the
Plains (iy2 percent) and Great Lakes
and New England (each 1% percent)
were well below.

The largest percentage gains, rang-
ing from 11% percent to about 6 percent
occurred in Alaska, Wyoming, Colo-
rado, West Virginia, Montana, the
District of Columbia, and Oregon. At
the other extreme, income declined or
was barely changed in Nebraska,
Kansas, Arkansas, Massachusetts, Del-
aware, Oklahoma, Idaho, and Hawaii.
In Michigan, Indiana, Florida, and
Ohio, the income gain was weak and
only about equaled the national con-
sumer price rise.

Regional and State differences in
first quarter income gains are mostly
traceable to developments in income
from manufacturing and farming (table
A). Manufacturing wage and salary
payments rose 3% percent nationally,
but regional changes ranged from gains
of \% percent to 7% percent. Farm
proprietors' income was little changed
but some of the regional gains and
losses were very large.

CHART 3

Personal Income Advanced in All Regions
in the First Quarter

® Regions with gains above the national average
Percent Change, IV -1971— H972

0 2 4 6 8

Rocky Mountain

Southwest

Southeast

Far West

Mideast

• United States average

UNITED STATES

Regions with gains below the national average

Plains

Great Lakes

New England

U.S. Department of Commerce, Bureau of Economic Analysis
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There was a sharp recovery in coal
industry wages in the first quarter
following strikes in the fourth. While
the share of coal mining in total per-
sonal income is not large in any region,
the first quarter increase in mining
payrolls did have a discernible effect on
total income in the Southeast; in that
region, total personal income rose 3%
percent compared to 3-percent ex-
cluding mining.

Areas with large income gains

The large income gains in the Rocky
Mountain and Southwest regions pri-
marily reflect large increases in farm
proprietors' income associated with
soaring livestock prices, reinforced by
good gains in manufacturing and con-
struction activity. In addition, income
expansion in Wyoming (9% percent),
Colorado (9% percent), and Montana
(6% percent) benefited from increased
demand for copper and other nonfer-
rous metals. Among States of the
Rocky Mountain and Southwest re-
gions, only Idaho and Oklahoma failed
to show large first quarter income gains,
despite having very large gains in
manufacturing payrolls. In both States,
large decreases in farm income virtually
offset the increases in almost all other
income sources.

A number of States outside these two
regions also had exceptionally large
first quarter increases in personal in-
come. In Alaska (up 11% percent),
government payrolls and construction
earnings accounted for most of the gain.
In West Virginia (9^ percent), where
coal mining accounts for about 12
percent of personal income, a near
doubling of wage payments in that
industry, following the strikes in the
previous quarter, accounted directly
for more than half the quarterly in-

Table A.—Percent Change in Personal
Income, IV-1971—1-1972

United States

Rocky Mountain
Southwest
Southeast..
Far West .
Mideast
Plains.
Great Lakes
New England _ _

Total
per-
sonal

income

2.7

7.0
4.0
3.4
Q 2

2! 9
1.5
1.3
1.3

Total
exclud-

ing
farm

income

2.7

4.6
2.4
3.9
3.1
2.9
2.6
1.8
1.4

Total
ex-

cluding
manu-

fac-
turing

payrolls

2.5

7.0
3.8
2.5
3.0
2.9
.9

1.3
1.3

Total
ex-

cluding
farm
and

manu-
fac-

turing

2.6

4.3
1.9
3.1
3.0
3.0
2.1
1.8
1.4

crease in total income. The rest of
West Virginia's income gain was largely
accounted for by increases in durable
goods manufacturing payrolls and in-
duced gains in the transportation-
communications-public utilities group.
In the District of Columbia (up 6}{
percent), large payroll increases in
government and the finance-insurance-
real estate group were major factors. In
Oregon (6 percent), increases in income
from manufacturing, farming, construc-
tion, and government induced large
increases in service income.

Areas with weak income performance

The sharp decreases in total personal
income in Nebraska (—5% percent) and
Kansas (—IK percent), and the negli-
gible changes in Arkansas, Oklahoma,
and Idaho all reflect declines in farm
income in the first quarter following
exceptionally large increases in the
fourth. These declines were more than
sufficient to offset income expansion in
other industries, especially in manu-
facturing and construction in Nebraska
and Oklahoma.

Manufacturing earnings declined in
Delaware (—7 percent), Michigan (—3
percent), and Massachusetts (— \% per-
cent) and increased only modestly in
Ohio (iy2 percent); this was an im-
portant factor in the weakness of overall
personal income expansion in these
industrial States, in particular, and in
the Great Lakes region, in general.
Construction payrolls, which increased
strongly in most States, declined in
Delaware, Massachusetts, and all Great
Lakes States except Wisconsin.

Construction payrolls also declined
in normally rapid-growing Florida and
Hawaii, where total personal income
increased only 1 percent and one-fourth
of 1 percent, respectively. Both of these
States suffered a lackluster tourist
season. In addition, Florida had a sub-
stantial drop in farm earnings following
an exceptional fourth quarter.

The weakness of New England's
income advance is mainly attributable
to the decline in earnings in most basic
as well as local service industries in
Massachusetts. Connecticut and Ver-
mont tended to have above average
income gains in most industries. In
Maine, farm income dropped signifi-
cantly, while in Rhode Island and New

Hampshire, there were weak to average
income gains in most industries.

Table B.—Total Personal Income, by States
and Regions

[Millions of dollars, seasonally adjusted at annual rates]

State and region

United States

New England

Maine .
N. Hampshire
Vermont
Massachusetts
Rhode Island _
Connecticut _

Mideast

New York
New Jersey
Pennsylvania. __ .
Delaware
Maryland
Dist. of Columbia.

Great Lakes

Michigan
Ohio
Indiana
Illinois
Wisconsin

Plains

Minnesota
Iowa
Missouri
North Dakota
South Dakota.... .
Nebraska
Kansas

Southeast

Virginia
West Virginia
Kentucky
Tennessee
North Carolina. _ _
South Carolina--.
Georgia -
Florida - -
Alabama - .
Mississippi
Louisiana
Arkansas -

Southwest

Oklahoma
Texas
New Mexico
Arizona _ _ _

Rocky Mountain...

]V£ontana
Idaho
Wyoming -
Colorado
Utah

Far West -

Washington
Oregon
Nevada
California

Alaska -
Hawaii

Addenda:

New England _
Middle Atlantic—-
East N. Central-..
WestN. Central- ..
South Atlantic
East S. Central
West S. Central- ..
Mountain
Pacific

1971

II

49,684

53,181

3, 382
2,810
1,644

26, 072
3,848

15, 425

01,021

92, 173
34, 916
48, 878
2,557

17, 992
4,505

74,823

38, 664
44, 722
20, 928
53, 156
17, 353

63,800

15, 230
10, 923
18, 312
2,126
2,354
5,892
8,963

151,186

18, 015
5,742

10, 706
13, 221
17, 288
8,228

16, 606
26,986
10, 582
6,038

11, 938
5,836

61,836

9, 098
42, 213
3,474
7,05

19,12

2,444
2,44
1,25
9,27
3,69

119,51

14,34
8,38
2,48

94,30

1,52
3,66

III

61,233

54,315

3,442
2,860
1,687

26, 683
3,971

15, 672

203,894

93, 446
35, 856
49, 332
2,482

18,241
4,537

175,936

38, 766
45,048
21, 032
53,402
17, 688

65,443

15, 630
11, 145
18, 509
2,134
2,371
6,155
9,499

153,868

18, 574
5,740

11, 103
13 454
17, 642
8,394

16, 552
27, 485
10, 696
6 174

12, 048
6,006

62,278

9,228
42, 256
3,596

71, 198

19,318

2,479
2,540
1,260
9,297
3,742

120,991

14, 339
8,671
2,503

95,478

1,468
3,722

IV

73,481

55,191

3,519
2,897
1,678

27, 291
4,040

15,766

204,672

93, 162
36,004
49, 976
2,650

18, 480
4,400

180,499

40, 298
45, 920
21, 752
54, 722
17, 807

66,643

15, 876
11, 439
18, 684
2,227
2,329
6,442
9,646

155,608

18, 650
5,566

10, 967
13, 579
17, 704
8,565

17, 026
27, 993
10, 806
6,362

12, 222
6,168

63,668

9 543
43, 020
3,559
7,546

19,689

2,515
2,604
1,306
9,386
3,878

122,146

14, 452
8,639
2,531

96, 524

1,473
3,892

1972

I

96,732

55,923

3,584
2,944
1,742

27, 256
4,103

16, 294

210,531

95, 572
36, 762
51, 426
2,647

19, 447
4,677

182,934

40, 530
46,387
21, 958
55,986
18,073

67,654

16,216
12, 027
19, 081
2,328
2,416
6,081
9,505

160,839

19, 576
6,090

11, 277
14, 022
18, 475
8,853

17, 345
28, 246
11, 341
6,702

12, 760
6,152

66,227

9,562
45, 130
3,718
7,817

21,070

2,678
2,608
1,434

10, 277
4,073

126,014

14, 712
9,153
2,646

99, 503

1,642
3,898

Percent
change

IV-
1971—
1-1972

2.7

1.3

1.8
1.6
3.8
-.1
1.6
3.3

2.9

2.6
2.1
2.9
-.1
5.2
6.3

1.3

.6
1.0
.9

2.3
1.5

1.5

2.1
5.1
2.1
4.5
3.7

-5.6
-1.5

3.4

5.0
9.4
2.8
3.3
4.4
3.4
1.9
.9

5.0
5.3
4.4
-.3

4.0

.2
4.9
4.5
3.6

7.0

6.5
.2

9.8
9.5
5.0

3.2

1.8
5.9
4.5
3.1

11.5
.2

Personal Income, by Census Regions

53, 181
175, 967
174,822
63, 80C

117, 9K
40, 54"
69,08*
32, 13$

122, 23(

54,31S
178, 634
175, 936
65,443

119, 647
!\ 41,427
> 69,53?
5 32,61f
) 123, 67*

55, 191
179, 142
180, 498
66,643

121, 034
41, 714

; 70,952
> 33,32E
U24,980

55, 923
183, 76C
182, 934
67,654

125, 35f
43,342
73, 604
35,251

128, 90*

1.3
2.6
1.3
1.5
3.6
3.9

t 3.7
5.8

J 3.1

NOTE.—Quarterly totals of the State personal income
series will not agree with personal income in the national
income and public accounts for two reasons. First, the
State numbers are based on national personal income before
the latest revisions (which are published elsewhere in this
issue of the SURVEY). In addition, the State series excludes
and the national series includes the income disbursed to
Government personnel stationed abroad. Revised State
quarterly estimates will be published in the October SURVEY.
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surplus on other transportation trans-
actions dropped to only $53 million in
1971 from $264 million in 1970.

Payments

Of the $1,264 million in passenger
fares paid to foreign sea and air
carriers by Americans in 1971, $1,028
million was for air travel and the
remainder largely for cruise trips.
Eegular transocean passenger service
continued to shrink last year, with
further concentration of shipping serv-
ices on the cruise trade.

Total freight payments to foreign
ship and air operators moving U.S.
imports rose $90 million to about
$1.7 billion in 1971, despite the dis-
ruption caused by dock strikes here.
Payments to foreign air carriers for
freight transportation reached a new
peak of $175 million. Higher rates
applicable to ocean and air freight,
as well as a small increase in the
volume of higher value cargo shipped
on foreign carriers, accounted for most
of the rise.

American operated ocean carriers'
port expenses abroad declined to $288
million, 8 percent below their 1970
high. This drop was probably due to
the effects of U.S. dock strikes. U.S.
air carriers' port expenses abroad,
primarily associated with transporta-
tion of passengers, rose 17 percent in
1971 to $580 million. This was some-
what slower than the rate of increase
in 1970.

Receipts

U.S. receipts from ocean transporta-
tion last year amounted to $2.1 billion,
5 percent less than in 1970. Here, too,
the decline was due primarily to dock
strike disruptions. The total includes
about $750 million earned carrying
U.S. exports as well as freight between
foreign countries, $1.4 billion in for-
eign carriers' port expenditures here,
and about $40 million from other
sources. While American operated
ocean tonnage has changed little in
recent years, average freight rates,
especially on liner services, have con-
tinued to rise. Higher handling charges

continued to boost foreign carriers'
port expenditures here.

U.S. receipts from air transportation
and related services totaled $1.4 billion
in 1971. Earnings from airline passenger
fares, including $190 million for fares of
foreigners carried between foreign des-
tinations, totaled $615 million, 14 per-
cent more than in!970. Foreign airlines'
port expenses in the United States,
mostly connected with passenger traffic,
rose 16 percent to $590 million. This
increase reflected both the handling of a
greater volume of air travelers, Ameri-
can and foreign, and higher operating
costs for services, advertising, and air-
craft service. Air freight on U.S. exports
and on shipments between foreign
points earned $202 million for U.S. air-
lines in 1971, continuing the steady
uptrend in this service.

Other transportation earnings, repre-
senting receipts from Canada and
Mexico for rail and pipeline transporta-
tion and Great Lakes shipping, totaled
$168 million, an increase of 12 percent
above 1970.

(Continued from page 5)
The effect of change in the civilian pop-
ulation is subdivided into the effect of
actual change in the number of people
in the specified age-sex group and the
effect of change in the armed forces (for
a reduction in the armed forces is an
addition to the civilian population).

Table 5 shows that actual population
growth was a major factor in the
growth of the labor force aged 25 and
over, while the reduction in the armed
forces had its major impact in the 20-24
year age bracket; the number of 16- to
19-year-olds in the armed forces
changed very little over the year. In-
creased participation rates accounted
for large shares of the labor force
growth among teenagers and among
women in the 20-24 age group. In-
creased participation added appreci-
ably to labor force growth among older
woinen but was nowhere near as impor-
tant a factor as population growth. For
men aged 25 and over, the downtrend
of participation partly offset the effect
of population growth.

Payroll employment
The estimated number of workers on

nonfarm payrolls, which is calculated
quite separately from the overall labor
force estimates, also shows considerable
strengthening in the demand for labor
over the past year. A small decline in
payroll employment in the third quarter
of 1971 has been followed now by three
quarters of strong increase (table 6).

The large over-the-year gain of 1.8 mil-
lion jobs is due both to continued wide-
spread employment growth in service-
producing industries and to recent
strong growth in goods-producing in-
dustries, particularly durables manu-
facturing.

A small employment increase in the
service-producing industries in the third
quarter of 1971 was followed by a good

Table 6.—Change in the Number of Employees on Nonfarm Payrolls ]

(Thousands of persons, seasonally adjusted)

Total -- -- --
Goods-producing industries

Mining .-. -
Construction _
Manufacturing _ __

Durables -
Nondurables

Service-producing industries -
Transportation and public utilities
Finance insurance and real estate
Services
Trade
Federal government - - -- --
State and local government - -

I

315
—30

0
—49

19
42

—23

346
27
32
68

124
1

94

19

II

233
—5

27
—30
—21

—9

238
—10

37
48
73

—4
94

71

III

—37
—167
—14
—39

—115
—71
—43

130
—53

22
78
88

—2
—3

IV

387
37

—56
53
41
15
25

350
—8
38

100
70
15

135

19

I

756
170
63

—9
116
76
40

586
59
32

128
199

1
167

72

II

672
177

—12
—32
221
179
42

495
33
33

135
162

—15
145

1. Computed from quarterly averages. Components may not add to totals because of rounding.
Source: Bureau of Labor Statistics.
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increase in the fourth, a record in-
crease in the first (when employment
growth was swelled somewhat by the
return to work of New York telephone
workers and West Coast longshoremen
who had been on strike), and a slightly
smaller but still very strong gain in the
second quarter. The largest gains have
occurred in State and local govern-
ments; a Federal program of assistance
to provide transitional employment for
jobless workers and to improve State-
local public services went into effect
last year and has boosted employment
growth in that sector. Strong and
steady employment gains have also
occurred in trade and in the miscel-
laneous services group (hotels and
motels, hospitals, and educational and
nonprofit organizations, among others).

Employment improvement in goods--
producing industries has developed only
since the start of the year, centered in
manufacturing. Durables manufactur-
ing was recovering only sluggishly last
year from the 1969-70 business slow-
down, and the employment recovery
was further impeded by cutbacks in the
steel industry as customers liquidated
the inventories built up in anticipation
of a strike. In the first half of this year,
however, employment in durables man-
ufacturing has increased 255,000.
Growth has been fairly widespread.

Manufacturing workweek

Another sign of strengthening labor
demand is the increase in the average
manufacturing workweek, mainly in
the first half of this year. The workweek,
seasonally adjusted, increased from 39.9
hours in last year's second quarter to
40.1 hours in the fourth quarter and
40.6 hours in this year's second quarter.
(Hours fell slightly in the third quarter
of last year, partly because of steel
cutbacks.) Overtime increased over the
year from 2.9 hours to 3.4 hours. In
durable goods manufacturing, the work-
week increased from 40.5 to 41.3 hours
over the year, and overtime from 2.9
to 3.6 hours. In the early stages of a
recovery, employers generally increase
the hours of their existing work forces,
but add new employees only after

recovery is well under way. In the
current case, however, improvements in
both employment and hours remained
modest until the first half of this year,
when both posted large gains.

Labor turnover

Another indication of strengthening
labor demand is provided by the data
on labor turnover in manufacturing.
Normally, when business conditions
and job opportunities are poor, layoffs
rise and the number of quits falls.
When conditions are improving, on the
other hand, layoffs fall and quits rise.
Since last summer, the monthly layoff
rate in manufacturing has fallen
sharply, and in April and May averaged
1.2 per hundred employees, about in
line with the rates of early 1969; the
rate reached 2.0 in late 1970, fell a bit
in early 1971, and then rose again last
summer. The quits rate fell steadily
from 2.8 per hundred in early 1969 to
1.7 in early 1971, leveled off last year,
and rose in the first half of this year to
reach 2.2 per hundred in April and May.

Manufacturers' Inventory and
Sales Expectations

It is clear that business has managed
inventory positions conservatively dur-
ing the brisk expansion of economic
activity this year, and in fact it is
possible that the low rates of accumula-
tion are to some extent the result of an
underestimation of sales strength. The
quarterly survey of manufacturers' in-
ventory and sales expectations taken in
April showed that manufacturers had
very little excess inventory at the end
of the first quarter—a quarter in which
sales expanded very strongly—and that
they expected to make large additions
to stocks in the second and third
quarters, with sales expansion expected
to slow down. However, evidence now
available on April and May shows that
manufacturers' second quarter inven-
tory accumulation was below expecta-
tion and that sales expansion was above
expectation.

Eesponsibility for the quarterly sur-
vey was recently transferred from BEA
to the Census Bureau, and problems
associated with the transfer delayed
tabulation of the April survey. The

findings, which became available in
mid-July, show that manufacturers ex-
pected in April to add $1.5 billion to
inventories in the second quarter and
$2 billion in the third, a sharp accelera-
tion from the first quarter accumulation
of $0.8 billion (table 7). Manufacturers
expected sales to increase 1 percent in
the second quarter and 2 percent in the
third, following an increase of 4% per-
cent in the first.

The survey findings on second and
third quarter expectations implied no
further decline in the overall manu-
facturing inventory-sales ratio or in the
separate ratios for durables and non-
durables industries, following marked
declines in the first quarter (table 7).
However, data for April and May show
that the ratios in fact declined in those
months. The survey findings on in-
ventory condition were consistent with
the rather low level of inventory-sales
ratios. At March 31, a "high" inventory
condition was reported by manufac-
turers holding only 15 percent of total
manufacturers' inventories, down from
17 percent at yearend 1971 and about
22-24 percent during the recession
year 1970.

Table 7.—Manufacturers' Inventories and
Sales

Inventories, end of quarter
Durables manufacturers
Nondurables manufacturers. ._

Sales, quarter total
Durables manufacturers _
Nondurables manufacturers ...

Inventory -sales ratio * _ _
Durables manufacturers
Nondurables manufacturers. __

Inventory condition "High"2
Durables manufacturers
Nondurables manufacturers _ . _

Inventory condition ' ' Low' ' 2. . . .
Durables manufacturers
Nondurables manufacturers . _ _

Actual

IV I

Expected

II III

Billions of dollars,
seasonally adjusted

101.7
65.9
35.8

169.9
90.5
79.4

102.4
66.6
35.8

177.5
95.5
82.0

103.9
67.9
36.0

179.3
97.1
82.2

105.9
69.5
36.4

183.2
100.0
83.2

Months of sales, sea-
sonally adjusted

1.79
2.18
1.35

1.73
2.09
1.31

1.73
2.10
1.31

1.73
2.09
1.31

Percent

17
18
15
1
1
1

15
16
13
3
4
3

NOTE.—All actual data conform to the revised estimates of
manufacturers' inventories and sales released in June 1972;
see note on page S-7.

1. End-of-quarter inventories divided by average monthly
sales during the quarter.

2. Percent of inventory book value held by companies
classifying their inventories as "High" or "Low" relative
to sales and unfilled orders; remaining percentage is held by
companies classifying holdings as "About Right."

Data: Census.

U. S. GOVERNMENT PRINTING OFFICE : 1972 O - 471-191

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

July 1972



the BUSINESS SITUATION

JL HE unemployment rate held in July
at the 5.5 percent figure to which it
had fallen in June. Before that decline,
the rate had been stable at just about
6 percent for more than a year, as labor
force growth kept pace with the brisk
expansion of employment.

As was pointed out in last month's
SURVEY, the June decline in the unem-
ployment rate reflected developments
in the labor force group aged 16 through
24. That group's unemployment rate
dropped sharply, as employment rose
in line with seasonal expectations but
the number of unemployed rose less than
seasonally, so that the group's labor
force participation declined (seasonally
adjusted). For people aged 25 and over,
the unemployment rate was unchanged
in June as both employment and the
labor force expanded. The large June
decline in the unemployment rate for
those aged 16-24 was probably related
to problems in calculating seasonal ad-
justment factors for the month in which
academic vacations begin. This made it
seem likely that the group's unemploy-
ment rate would move up again in July,
as indeed it did. However, the rate for
workers aged 25 and over—whose labor
force participation shows much less
seasonal volatility—declined in July.
This left the overall rate unchanged.

In the age group under 25, both the
number of labor force participants and
the number employed dropped in July
(seasonally adjusted), but for persons
aged 25 and over there were increases
in both the labor force and the number
employed. Overall, the civilian labor
force expanded only very slightly and
civilian employment was unchanged—

in contrast to the sizable gains registered
in most months of the past year.

The number of workers on nonfarm
payrolls has also been increasing briskly
over the past year, more or less paral-
leling the increase in the separately
estimated total number of employed
civilians. In the 12 months ending with
May, the increase was about 1% million.
This was almost wholly in the service-
producing industries, as employment in
goods production (manufacturing, min-
ing, construction) was barely changed—
though manhours in manufacturing in-
creased appreciably because of a length-
ening of the workweek. In June and
July, however, nonfarm employment
was sluggish. It increased about 90,000
in June, a modest gain, and fell about
80,000 in July.

Employment in service-producing in-
dustries continued to expand in both
June and July, but employment in
goods-producing industries was un-
changed in June and declined in July.
Strikes were an important factor cutting
into the July figures on construction
employment, and July activity in the
construction industry was also report-
edly hampered by the aftereffects of the
June flooding in the East. There was a
total July decline in construction in-
dustry employment of 90,000, somewhat
more than the net drop in the nonfarm
payroll total. The aftereffects of the
flooding are reported to have held down
July employment in other industries as
well, though there were probably also
some employment gains stimulated by
the floods. One industry that seems to
have been affected is apparel manufac-
turing, where employment declined. In

the aggregate, manufacturing employ-
ment dropped 100,000 in July, while
aggregate employment in service-pro-
ducing industries increased about the
same amount.

CHART 1

Personal Income
Billion $ (Ratio scale)

Proprietors' tonte
70 L and Dividends

40

1968 1969 1970 1971

Seasonal!/ Adjusted at Annual Rates

*Rent, interest, and other labor income.

U.S. Department of Commerce, Bureau of Economic Analysis

1972
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Consumer demand

The advance estimate of July retail
sales shows an increase of about 2 per-
cent that well outweighs the decline
recorded in June. The sales estimates for
both May and June were revised up, so
that altogether the sales picture for
recent months now looks even stronger
than it did a month or so ago. On the
basis of the revised information, BEA
has increased the estimates of second
quarter personal consumption expendi-
tures on goods, especially nondurables.
(The GNP revisions are summarized
at the end of this article.)

The indicated July increase in retail
sales includes a very sharp advance in
sales by dealers in the auto group. In-
deed, their dollar volume evidently
reached a figure measurably larger than
the previous record set last September.
Aggregate sales by other durable goods
stores were evidently little changed, but
sales by nondurables retailers increased
iy2 percent to more than recoup the 1
percent decline in June.

In unit terms, sales of new domestic
model cars in July were at a seasonally
adjusted annual rate of about 9%
million units. This is an extraordinary
figure, the highest since last September
and October when sales averaged 10}£
million units in the first flush of the
sales boom during the wage-price freeze.
Stated in terms of quarterly averages,
which are less volatile, the sales rate
for new domestic models averaged just
over 9 million units in last year's third
and fourth quarters and this year's
second quarter, and about 8% million
in this year's first.

Foreign car sales thus far in 1972 have
been quite stable at annual rates
between 1.5 and 1.6 million. These
figures are below the very high rates
attained in the spring and summer of
1971, when sales ran above 1.6 million,
but nevertheless represent a sharp re-
covery from the closing months of 1971.
The foreign car sales rate averaged only
1.4 million units in the 4 months Sep-
tember-December—a period affected
not only by the wage-price freeze
(which ended in mid-November) but
also by the temporary import sur-
charge and some shortages of foreign
cars due to strikes at U.S. ports.

The evidence on consumer buying
through July certainly indicates good
demand strength. Also, the continued
very rapid expansion of consumer
installment debt indicates a strong
willingness to spend and suggests op-
timistic income expectations. However,
recent evidence bearing on the outlook
for consumer demand has a more
conservative tone.

The University of Michigan index of
consumer sentiment increased in the
second quarter but the gain was less
than in the first and was concentrated
in respondents' sharply improved ex-
pectations about their personal financial
situations; this improvement out-
weighed pessimism about broader
economic and financial conditions. The
latest Census Bureau survey, taken in
July, found that consumers' expecta-
tions of income improvement over the
next 12 months had strengthened since
April. However, the survey found no
significant change from April in spend-
ing plans except for a drop in plans to
spend on household furnishings. In
line with these findings are the latest
findings reported from the Conference
Board's bimonthly survey. Overall,
these survey results suggest that con-
sumers continue to feel decidely cau-
tious—even as actual spending and
incomes are rising quite strongly.

Personal Income

Personal income increased $11% bil-
lion in July to a seasonally adjusted
annual rate of $934 billion (chart 1).
This was an unusually large increase.
Its exceptional size reflected the fact
that losses caused by the flooding in
the East were written off in June, an
action that cut sharply into June
income. According to the revised
estimate, personal income declined $1
billion in June.

The floods of course had some net
adverse effect on employment and thus
on wage and salary income, but this
effect was not large—viewed in the con-
text of the entire economy—and it did
not have a very heavy impact on per-
sonal income. The floods' major impact
on personal income occurred because

of the losses to houses and to plant and
equipment and inventories owned by
proprietors.

The write-offs of these losses in the
month of June are currently estimated
by BEA at about $550 million, or about
$6% billion at an annual rate. The esti-
mated amount cut from proprietors'
income was $2}£ billion (annual rate)
and from rental income $4}{ billion.
Thus, if there had not been large losses
to be written off in June, personal in-
come in that month would have risen
(all other things being equal) by $5%
billion rather than declining $1 billion;
and the July increase would have been
$4% billion rather than $11 billion.

The $4^ billion "underlying" July
increase is on the small side, relative
to figures for the past 6 months or so.
The advance in wages and salaries was
quite modest, only $2}£ billion, as earn-
ings in commodity-producing industries
fell about $% billion as a result of the
decline in employment.

Income expansion in the recovery

The expansion of economic activity
over the past year has been mirrored in
a strong expansion of personal income,
especially wages and salaries. The
existence of the various control pro-
grams of "Phase 2," instituted late in
1971, is consistent with the strong in-
come expansion this year; the programs
are aimed at moderating increases in
wage rates and unit prices, and not at
total amounts of income. (Similarly,
the constraints put on profits by the
Price Commission are in terms of profit
margin per dollar of sales, not aggre-
gate profits.)

Over the 8-month period from De-
cember 1970 to August 1971, the month
when the freeze was imposed, personal
income increased 8 percent at a sea-
sonally adjusted annual rate (table 1).
In the preceding 12 months, encom-
passing the 1969-70 recession, personal
income increased 5% percent.1

Wage and salary income increased
only 4 percent from December 1969 to

1. The recession trough has been tentatively dated at
November 1970, but calculations using' that month are
severely affected by the loss of wages caused by the auto
strike; in December 1970, the affected payrolls were back
almost to the pre-strike level and the distortion problem is
much less severe if December is used.
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Table 1.—"Change in Personal Income and
Major Components

[Percent change, seasonally adjusted at annual rates]

Personal income-

Wages and salaries. _.
Manufacturing
0 ther private. _ _ .
Government

O ther labor income

Dividends and proprie-
tors' income ..

Rent and interest

Transfers _ _

Dec.
1969
to

Dec.
1970

5.8

4.0
-2.4

6.1
8.8

13.3

-=4.-8'

7.2

23.9

Dec.
1970
to

Aug.
1971

*7.9

*6. 7
2.1
8.8

*7.7
13.9

10.1

4.9

16.8

Aug.
1971
to

Nov.
1971

*5.8

*5.8
5.6
6.5

*4.6
8.9

4.6

2.1

9.2

Nov.
1971
to

July
1972

9.5

11.3
12.4
10.9
10.7
10.0

4.8

6.3

8.8

* Figures shown are calculated excluding a $2 billion lump
sum bonus wage payment to postal workers in August. This
large income bulge in that 1 month distorts the picture of
income developments. With the lump sum included—i.e.,
using the figures as published—the three-starred entries in
the column for change from December to August, reading
down, are 8.2, 7.2, and 10.3 percent, and the three-starred
entries in the column for change from August to November
are 4.8, 4.4, and —1.9 percent.

December 1970. In the first 8 months of
1971, it increased at a rate of 6% per-
cent even though earnings in manufac-
turing increased very little. The expan-
sion slowed during the freeze period,
although increases in employment and
the workweek kept earnings moving up
at a good rate. The expansion since last
November has been strong, in line with
the growth of manhours.

The recovery of manufacturing man-
hours, and thus of earnings, did not get
underway until late in 1971. Since No-
vember, manufacturing wages and sala-
ries have increased at a very substantial
annual rate of 12% percent.

The figures in table 1 for private non-
manufacturing wages snd salaries are
somewhat distorted by developments
in the construction industry, which
boost the rate of income change shown
from August to November 1971 and
hold down the rate of change from No-
vember to this July, Earnings in con-
struction, seasonally adjusted, were un-
usually strong last November, evidently
because of some change in seasonal pat-
terns plus exceptionally good weather;
earnings were unusually weak in July,
because of strikes and the aftermath of
the flooding.

The rate of increase in government
wages and salaries was boosted by in-
creases in Federal pay scales in early
1971 and again in early 1972, plus

military pay raises in late 1971. Of
course, other wage components were
also affected by pay raises in the past 2
years, but the Federal raises are gener-
ally quite noticeable in the data because
they affect a very large number of
workers at one time. Employment at
the Federal level has been stable to
declining throughout the period since
late 1969 (and had indeed been stable
for more than 2 years before that).
State-local government employment
continued in 1970 to rise more or less
in line with its strong trend, but stabi-
lized in 1971; it is now growing again.

"Other labor income"—mainly em-
ployer payments to private pension and
health and welfare funds—is a very
rapidly growing element of labor com-
pensation, as table 1 shows. Nonwage
income components have generally in-
creased less rapidly since last August
than in the early months of the re-
covery. The one exception, among major
components, is personal interest income
(which is combined with rental income
in the table). Expansion of both farm
and nonfarm proprietors7 income was
very fast early in the recovery, slower
in the freeze period, and even slower in
the period November-July.

The level of transfer payments was
boosted during the course of both 1970
and 1971 by increases in social security
benefit rates. With the mid-1971 benefit
increase excluded, the rise in total
transfer income from December 1970
to August 1971 is about 10% percent,
more in line with the experience since
last August than is the 16% percent rate
of increase from December 1970 to
August 1971 shown in table 1. Another,
very large benefit increase goes into
effect shortly. Unemployment compen-
sation is a small part of total transfer
income—less than $6 billion last year
out of a total of nearly $100 billion.
Income from this source more than
doubled between late 1969 and late
1970, during the recession, and con-
tinued to increase at a very substantial
rate during much of 1971. Since late last
year, however, it has declined as
economic conditions have strengthened,
and this has somewhat slowed the
expansion of total transfer income.

Corporate Profits

The strong expansion of national
output this year has stimulated a
strong expansion of profits. The pre-
liminary estimate of second quarter
profits as measured in national income
shows an increase of nearly $6 billion
to a seasonally adjusted annual rate of
$87% billion. That figure is a record;
it modestly surpasses the old peak of
$85% billion reached in the middle two
quarters of 1968. Profit expansion in
the second quarter was centered in
durable goods manufacturing, public
utilities, and financial institutions.

The national income measure of
profits excludes gains or losses arising
from differences between the replace-
ment cost of goods taken out of inven-
tory and the cost at which they are
charged to production. These inventory
profits or losses are excluded because
national income is intended to measure
only the factor incomes arising from
production. The amount of inventory
profit was somewhat smaller in the
second quarter than in the first, and
thus book profits—profits as stated
before the inventory valuation adjust-
ment (IV A)—increased $5 billion, some-
what less than the increase in national
income profits. Profit tax liability
increased $2 billion and after-tax book
profits $3 billion.

In June, business suffered a consider-
able loss of plant and equipment and
inventory because of the floods. On the
basis of available information, BE A
tentatively estimates the amount of the
losses to corporations at $450 million,
or about $1% billion (annual rate) for
the quarter. Thus, in the absence of
the flood losses, but with all other things
being equal, the increase in pretax
profits from the first to the second
quarter would have been about $1%
billion larger than it was. BE A esti-
mates that capital consumption allow-
ances (which include allowances for
accidental damage to fixed capital)
were swelled by about $1^ billion in the
quarter and that the losses of inventory
that affected second quarter profits
were about $% billion.
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Nonfinancial corporations

Nonfinancial corporations' profits
(including IVA) from domestic ac-

Nonfinancial Corporations:
Output Costs, and Profits

CHART 2
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U.S. Department of Commerce, Bureau of Economic Analysis
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tivities rose $4% billion in the second
quarter to a seasonally adjusted annual
rate of $64# billion (chart 2).2 This
increase put profits about $18 billion
above the figure for the fourth quarter
of 1970, which was both the general
cyclical trough and the quarter in
which output and profits were cut by
the auto strike. Nevertheless, non-
financial corporations' profits are still
considerably below the peak of about
$70 billion that was attained during
1966 and touched again in 1968. (Total
corporate profits reached a record in
the second quarter because of the strong
growth trend of financial institutions'
profits, which only, paused, did not
decline, in the 1967 and 1969-70 eco-
nomic slowdowns.)

The recovery of nonfinancial cor-
porations' profits since the fourth quar-
ter of 1970 reflects both fairly strong
expansion of nonfinancial corporations'
real output (i.e., their gross product, or
value added, in constant dollars), es-
pecially in the past 3 quarters, and
recovery in the margin of profit per
unit of real output (chart 2). Despite
this recovery, the margin remains far
below the levels prevailing before the
recent economic slowdown.

Chart 2 shows the real output (con-
stant dollar gross product, or value
added) of nonfinancial corporations;
price, costs, and profit per Knit of out-
put; and the total dollar amount of
profit. Gross product, or value added,
is the sum of factor incomes originating
in corporations plus other charges
against production; it is the sum of
employee compensation, net interest
payments, pretax profits (with IVA),
capital consumption allowances, in-
direct taxes (net of subsidies re-
ceived), and transfer payments made
by corporations. The profit margin
plotted on chart 2, profit per unit of
constant dollar output, or value added,
is thus not the same as profit per dollar

2. Net profits remitted from abroad are included in the total
corporate profits figure that is a component of national in-
come. These profits represent a net export of capital services
by U.S. owners of property, and are counted in net exports on
the "product" side of the national income and product
accounts. However, profits from abroad are not included in
this review of nonfinancial corporations' profits, cost, and
output because there is no available information about the
amount of output (value added) with which these profits
are associated.

August 1972

of sales. For one thing, sales are stated
in current prices for profit margin
calculations; moreover, a company's
sales are equal to the sum of its value
added plus its expenditure for purchased
materials.

Unit price and unit costs
The increase in the unit price of non-

financial corporations' output has been
quite slow in the past year—only 1
percent at an annual rate from the
second quarter of 1971 to the fourth
quarter and only 2 percent (annual rate)
from the fourth quarter to this year's
second quarter. From the fourth quarter
of 1969 to the second quarter of 1971,
unit price increased at an annual rate of
4K percent.

The rate of increase in unit costs has
also slowed. The rebound of output
after the cyclical trough has allowed
fixed costs to be spread over a growing
volume of production. As a result, unit
nonlabor costs have been more or less
stable during the past year after hav-
ing risen very rapidly in 1969 and
1970, when output was not growing
(chart 2).

The rate of increase of unit labor
cost—employee compensation per unit
of real output—has also been much
slower in the past year than it had
been in the late 1960's. This is the
result mainly of a speedup in the growth
of output per man-hour, for there has
been fairly little slowdown in the
growth of compensation per man-hour.
The Bureau of Labor Statistics has
recently begun to publish quarterly
estimates of man-hours in nonfinancial
corporations (calculated on the basis of
hours paid for, not hours worked), and
these estimates make it possible to
assess the relative importance of out-
put per man-hour and compensation
per man-hour as factors influencing
change in unit labor cost.

Table 2 summarizes developments
since the end of 1966, showing changes
in output, man-hours, output and
compensation per man-hour, and the
various per unit measures plotted on
chart 2.

The first time period in table 2 is
from the end of 1966 to mid-1968, cov-
ering the mini-recession of 1967 and a
subsequent period in which man-hours
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Table 2.—Change in Nonfinancial Corporations' Output, Price, and Costs

[Percent change, seasonally adjusted at annual rate]

Output (constant dollar gross product)

Man-hours _._ . ._ _.
Output per man-hour _ - ..
Compensation per man-hour _ _ _

Unit labor cost
Unit nonlabor cost -

Unit price
Unit profit -

1966-IV
to

1968-11

3 8

.7
3.1
6.2

3.2
6.4

2.7
-3.7

1968-11
to

1969-IV

3 5

2.1
1 4
7.3

5.7
6.6

2 8
—15. 1

1969-IV
to

1970-IV

—3 7

-5.0
1.4
7.4

6.0
9.9

4 5
— 15. 4

1970-IV
to

1972-11

8 4

2.4
5 8
6 5

6
1 8

2 3
15 2

1971-11
to

1972-11

8 2

2 7
5 6
6 5

1 0
2 i

1 5
3 8

continued to increase very slowly. In
the period from mid-1968 to end-1969,
man-hour growth was faster, produc-
tivity very weak, and profit margins
plummeted. Margins continued to de-
cline in the recession year from end-
1969 to end-1970.

The table takes the fourth quarter
of 1970 as another point for calcula-
tions, because it was a cyclical turning
point for the general economy. How-
ever, the auto strike put an extra
damper on that quarter. To put a
clearer light on developments since the
post-strike rebound, the table also
shows change from the second quarter
of last year to the second quarter of
this year.

The table covers the period since
the time at which significant inflation-
ary problems began to develop. Be-
fore that, in the first half of the 1960's
output per man-hour increased strongly
and offset the increase in compensation
per man-hour. As chart 2 shows, unit
labor cost was steady in those years
and unit profit increased very sub-
stantially. Beginning in the mid-1960's,
the situation turned much less favorable
for profit margins and has brightened
only in the very recent past.

Federal Fiscal Position

The Federal Government's deficit as
measured in the national income ac-
counts amounted to about $21 billion
(seasonally adjusted annual rate) in the
second quarter. This was more than $6
billion above the deficit recorded in the
first quarter. The increase reflected a
sharp boost in Federal spending, par-
ticularly for grants-in-aid and pur-
chases of goods and services.

Federal receipts increased $4 billion
in the second quarter to $225.4 billion
(seasonally adjusted annual rate). Cor-
porate tax accruals rose $1.7 billion.
Personal taxes increased only $1.5 bil-
lion; personal income taxes increased
$4.4 billion but there was a $2.9 billion
decline in estate and gift taxes, which
had been temporarily boosted in the
fourth and first quarters by a speedup
in the payment schedule. Social in-
surance contributions rose $0.9 billion.
Indirect business taxes fell $0.2 billion,
largely because of a decline in customs

.duties.
Federal expenditures increased $10.2

billion in the second quarter to $246.5
billion. This large advance centered in
grants-in-aid, which rose $5,7 billion,
including a $4 billion (annual rate) ad-
vance payment for public assistance.
Other public assistance grants also
increased sharply. Defense purchases
rose $1.9 billion—the third consecutive

quarterly increase in this category.
Transfer payments advanced $1 bil-
lion and net interest increased $0.7
billion.

For fiscal year 1972, preliminary data
show a deficit of about $22 billion on
the NIA basis. The deficit on the NIA
basis estimated from the January budg-
et was $35 billion. (The NIA deficit
for the full fiscal year 1972 exceeds the
average of the four seasonally adjusted
quarterly deficits because the January
1972 increase in the social security tax
base to $9,000 resulted in an increase
in seasonally adjusted social insurance
contributions in the first half of 1972
but had little effect on unadjusted
contributions.)

As shown in table 3, fiscal 1972 NIA
receipts were $8.2 billion higher and
expenditures $4.7 billion lower than
estimated in January.

Personal taxes, mainly because of
unexpected overwithholding, exceeded
the January estimate by nearly $8
billion; corporate and indirect business
tax liabilities were only modestly above
the budget estimates. On the other
hand, social insurance contributions fell
about $% billion short, partly because
the additional increase in the social
security tax base to $10,200 proposed
in the budget to be effective retroactive
to January 1972 was not approved by
Congress.

On the expenditure side, grants-in-aid
were $3.4 billion below budget esti-

Table 3.—Federal Government Receipts and

[Billions of dollars]

Expenditures, Fiscal Year 1972

Federal Government receipts ^

Personal tax and. nontax receipts
Corporate profits tax accruals _ _ .
Indirect business tax and nontax accruals _ _
Contributions for social insurance

Federal Government expenditures

Purchases of goods and services ..- ._
National defense
Other. - _

Transfer payments - --
To persons _ -
To foreigners (net)

Grants-in-aid to State and local governments _ _ . . . _ _ _
Net interest paid - - -
Subsidies less current surplus of government enterprises
Less' Wasre accruals less disbursements

Surplus or deficit ( — ) national income and product accounts

Jan. 1972
budget

estimate

202.8

91. 3
33.0
19.8
58.7

237.8

103.0
73.3
29.7

79.8
77.0
2.8

36. 2
13. 4
5.4
.0

-35.0

Preliminary
actual i

211. 0

99. 2
33.5
20.1
58.2

233. 1

103. 1
74.3
28.8

78.5
75.7
2.8

32.8
13.5
5.3
.0

-22.1

Difference

8.2

7.9
.5
.3

-.5

-4.7

.1
1.0
-.9

-1.3
-1.3

-3.4
.1

-.1

12.9

i Except for contributions for social insurance, all data are based on the average of four seasonally adjusted quartars.
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mates, largely because budget assump-
tions about revenue sharing did not
materialize. Transfer payments were
also well below the budget, primarily
because of lower-than-expected unem-
ployment benefits. Total purchases of
goods and services closely matched the
January budget estimate although de-
fense purchases were higher and non-
defense purchases lower than assumed
in the budget.

Increase in social security benefits

Last month's Congressional approval
of . a 20 percent across-the-board jn-
crease in social security benefits, new
social security taxes, and a new method
for determining future benefit and tax
increases has important implications for
the budget outlook in fiscal 1973 and
beyond.

The new across-the-board benefit in-
crease will raise transfer payments $8.2
billion (annual rate) in October. This
represents an expenditure increase of
about $6 billion for the full fiscal year
1973 as compared to about $4 billion
of social security benefit increases in-
cluded in the 1973 budget presented
last January (and in the mid-year
Budget review). The budget assumed a
5 percent across-the-board benefit in-
crease payable in July 1972 plus liberal-
ized benefits in certain other categories.

Under the new law, social insurance
contributions will increase $6.5 billion
(annual rate) in January 1973 as a
result of increasing the combined em-
ployee-employer tax rate from 10.4 per-
cent to 11 percent, and increasing the
maximum earnings subject to tax from
$9,000 to $10,800. The January budget
called for a rate increase to 10.8 per-
cent in January 1973 and for an in-
crease in the tax base to $10,200 effec-
tive January 1972. As compared to the
budget, the impact of the new law is
to reduce the estimate of Federal re-
ceipts in fiscal 1973 by roughly $1%
billion.

In addition to raising benefits and
taxes, the new legislation introduces an
escalator clause tying future benefit
increases to the increase in the con-
sumer price index. Barring additional
legislative action, the earliest date at

Table 4.—Budget Position of the Social
Security System

[Billions of dollars]

Fiscal year

1973

1974

1975

1976 ... .-

1977

1978 -.

Present law

-3.4

.3

1.5

.3

—1.1

-1.5

Old law

2.3

5.1

5.5

5.9

6.5

5.7

Source: Social Security Administration.

which an "automatic" benefit increase
could occur would be January 1975. An
increase at that time would be triggered
if the CPI in the second quarter of 1974
is at least 3 percent higher than in the
third quarter of 1972.

After 1974, when the tax base will
rise to $12,000 under the new law,
increases in the tax base will auto-
matically go into effect when benefits
increase. The amount of the increase
will be determined by the percentage
increase in average wages subject to the
social security tax.

The new method of determining
social security benefits and their financ-
ing substantially reduces (or eliminates)
the budget surpluses of the social
security system. In the past, these
surpluses have provided a source of
financing general fund deficits. Table 4
shows the estimated budget position
of the social security system, fiscal
years 1973-1978, under the present
law and under the old law. The projec-
tions under the present law assume
"automatic" increases in benefits and
in the maximum earnings subject to
tax in January 1975 and January 1977.

Second Quarter GNP Revised

On the basis of additional source
data, BEA has made various revisions
in the income and product accounts for
the second quarter. Aggregate GNP is
essentially unaltered, with downward
revisions in business fixed investment,
net exports, and State and local gov-
ernment purchases just about offsetting
upward revisions in consumption, in-
ventory accumulation, and residential
construction.

From the first quarter to the second,
total GNP increased slightly more
than $30 billion at a seasonally ad-
justed annual rate, or close to 11%
percent. In deflated terms, the advance
was nearly 9% percent.

The downward revision of about $1
billion in business fixed investment
reflects the availability of more com-
plete information on second quarter
spending. This information indicates
that investment in producers' durable
equipment did not increase nearly as
strongly in the second quarter as
preliminary evidence had suggested.
However, the estimate of investment
in nonresidential structures has been
revised up.

The estimated rate of inventory
accumulation was revised up and now
stands at $5 billion (annual rate).
This accumulation figure is low in
absolute terms, given the growth rate
of economic activity, but it is far
stronger than the accumulation rate in
recent quarters. The estimate of accumu-
lation in May (in terms of book values,
which are reported monthly) was re-
vised up, and all major business sectors
show sizable gains in that month.
Estimated June accumulation by man-
ufacturers was very substantial, though
trade firms showed a decline. An
upswing in inventory accumulation has
been conspicuous by its absence in
the current economic recovery, and
most analysts are expecting demand
strength to develop in this area. The
second quarter figures, though subject
to error and hardly conclusive, suggest
that a move in this direction may be
underway.

The estimate of personal consump-
tion expenditures was revised up about
$1 billion, mainly in spending for
nondurables. The first half of 1972 saw
a very strong advance in consumer
spending—about 9% percent at an
annual rate in the first quarter and
more than 10 percent in the second.
These gains, coming in a period when
after-tax income has been held down
by the effects of overwithholding, have
pushed the saving rate down to about
6% percent. For nearly two years the
rate had been running around 8 percent
or higher.
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SURVEY OF CUKEENT BUSINESS August 1972

• Personal Income rose $11% billion in July in a rebound from the effects of flood losses in June
• Personal consumption expenditures rose $17'4 billion in the second quarter; the savings rate declined further
• Auto sales continued strong in July

CHART 4
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August 1972 SURVEY OF CURRENT BUSINESS S

• In second quarter: Inventory accumulation on the GNP basis was up $5 billion
• Balance of payments deficit shrank on both official and liquidity bases

• Federal budget deficit was $21 billion on NIA basis
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10 SURVEY OF CUBKENT BUSINESS

• In July: industrial production edged slightly higher

August 1972

i ifHAPT A

9 The money supply was up sharply
• Pre-tax corporate profits almost $6 billion in the secondquarter
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the BUSINESS SITUATION

V^URRENT evidence indicates con-
tinued brisk economic expansion during
the summer months, though the rate of
advance was probably less rapid than
the exceptionally fast pace set in the
second quarter.

Employment, which had changed
little in July, increased strongly in
August. The August unemployment
rate was 5.6 percent, essentially un-
changed from the reduced level of 5.5
percent recorded in June and July. The
industrial production index increased
0.5 percent in August, not an excep-
tionally large gain but the strongest
since April and one that reflected a
broadly based advance in output. Hous-
ing starts had peaked at an annual rate
averaging somewhat more than 2.5
million units in December through
February, then averaged close to 2.3
million units in March through July;
in August, the rate jumped to nearly
2.5 million units. It seems probable that
starts will move down again in the fall,
but the fact remains that the August
figure reflects a stronger rate of activity
in this sector than generally expected.

The August increase in personal in-
come was $7 billion (seasonally ad-
justed annual rate). This was a rela-
tively strong advance: the average for
the year's first 7 months was $6 billion.
The August increase in wage and salary
income was $5 billion, the largest since
April, and included a sizable advance in
manufacturing pay that reflected in-
creases in employment, hours, and
hourly pay. The nonwage income com-
ponents increased $2 billion. This is in
line with the gain in most months this

year—abstracting from the distortion
caused by losses suffered in the June
floods; the losses cut sharply into rental
and proprietors' income in that month,
and those two components then moved
back up to roughly normal levels in
July.

CHART 1
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The latest BEA survey of business
investment in new plant and equipment/
indicates that the spending rate changed
barely at all from the first quarter to
the second but that expectations are for
a large increase this quarter (for details,
see report on page 14). Starts of new
investment projects increased substan-
tially in the second quarter, and the
survey also found manufacturers re-
porting an increase in the need for more
facilities.

As this issue of the SURVEY goes to
press, data on inventory investment
are available only through July. The
monthly figures up through July
showed a strengthening of inventory
demand, especially by manufacturers.
Such a development is to be expected,
given the ongoing expansion of eco-
nomic activity. Although the overall
accumulation rate increased substan-
tially from the first quarter to the
second, it was still surprisingly low
relative to the size of total GNP.

Interest rates move up
The brisk pace of economic activity

has resulted in a long expected strength-
ening of business and other short-term
credit demands, and money market
interest rates have been rising steeply
since early August. The monetary au-
thorities are apparently willing to
accept firmer conditions in money
markets, as they made little effort to
dampen the recent rise in rates. The
objective of monetary policy has been
to slow the growth of the monetary
aggregates in order to abate inflationary
pressures, and this implies a willingness
on the part of the authorities to accept

1
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SUEVEY OF CUEEENT BUSINESS September 1972

rising short term rates when credit
demands strengthen. In fact, at its
meetings in the spring the Federal
Open Market Committee acknowledged
that its efforts to slow the growth of
the aggregates would probably be
associated with some tightening of
money market conditions in the months
ahead. (The records of the policy action
of the Federal Open Market Committee
are released 90 days following the date
of the committee meeting and are
available only through the end-of-
June meeting.)

Thus far, the rise in interest rates
has been largely confined to short-term
markets where increases have generally
ranged between one-fourth and one-half
of a percentage point. The largest in-
crease by far has occurred in the yield
on 3 months Treasury bills; from early
August to mid-September bill yields
rose nearly a full percentage point.
In part, that surge reflected selling
pressures associated with Federal Ee-
serve open market operations and with
some liquidation of bill holdings of
foreign central banks, and also an
increase in the Treasury's new bill
offerings. In late August and early
September, these factors combined to
add about $3% billion to the supply of
bills to be absorbed by the private
domestic market.

From early August to mid-Septem-
ber, long-term yields changed little,
continuing the pattern that has pre-
vailed all year (chart 1). It does appear,
however, that the mild upward drift
of mortgage yields is continuing and
that the downward trend of recent
months in the yield on long-term Gov-
ernment securities has been reversed.
With short-term rates rising and long-
term yields showing little net change,
the unusually wide spread that had
developed between long- and short-
term rates has narrowed. Nonetheless,
the differentia] remains substantial by
historical standards and it seems likely
that short-term rates could move up
somewhat further without transmitting
significant pressures to long-term
markets.

Eising short-term interest rates are
not yet creating serious problems for
the thrift institutions and are not

likely to adversely affect mortgage
markets in the near future. The thrift
institutions have experienced excep-
tionally strong savings deposit growth
from early 1970 through July of this
year (the latest month for which data
are available), and appear to be very
comfortably situated with respect to
liquidity/The huge inflow of funds to
the thrift institutions has led to a large
volume of outstanding mortgage com-
mitments, which increased very
strongly in this year's first half, sug-
gesting that funds will be readily
available for mortgage lending over the
next 6 months or so.

The housing market

Although credit conditions have
remained favorable, the boom in home-
building nevertheless seems to have
reached a peak early this year. The rate
of new housing starts for the 6 months
March through August averaged 2.3
million units (seasonally adjusted
annual rate), even with the surprisingly
high August figure included, down from
an average for December through Feb-
ruary of more than 2.5 million. Thus
far, the decrease has centered in starts
in multiunit buildings, as starts of
single-family homes have held fairly
steady all year at a rate of about 1.3
million units.

A review in the June issue of the
SURVEY pointed out what seemed to be
some signs of softening in the market
for single-family homes. The evidence
that has become available since then is
consistent with that picture. The num-
ber of new one-family homes sold,
which had been rising since the spring
of 1971, fell slightly during the second
quarter, and the inventory of unsold
houses in the hands of homebuilders
increased. In the second quarter, the
stock of new homes for sale was equal to
5.9 months of sales, on average. This is
the highest this ratio has been since
1970, when the single-family market
was relatively slack, and is far above the
low of 4.2 recorded in the first quarter
of 1971, when the homebuilding boom
was just getting underway.

The boom in starts of multiunit
buildings has yet to have its full impact

on the housing supply, for multifamily
structures typically require three or
four quarters from start to completion.
At the end of the second quarter, there
were nearly 900,000 units in multiunit
buildings still in the construction pipe-
line, up about 9 percent over the first
quarter and 32.2 percent over a year
earlier (not seasonally adjusted). Cal-
culated on an over-the-year basis, the
rate of increase in the number of units
under construction has been slowing
since last fall except in the South, where
it is still accelerating; in that region,
the number of units under construction
at the end of the second quarter was up
47 percent from a year earlier.

Most units in multiunit structures are
intended for the rental market. In the
second quarter, the rental vacancy rate
was 5.5 percent, about the same as it
has been for the past 2 years and well
below the levels recorded earlier in the
1960's. However, the rate can be
expected to move up in the future as the
large number of units still under con-
struction comes onto the market.

Mobile homes are not included in the
data on bousing starts, but they do
supply an important share of new low
cost housing. Over the past 2 years, the
rate of mobile home shipments has
increased about 50 percent. In the
second quarter, it was about 600
thousand units (seasonally adjusted
annual rate)—compared with starts of
about 1 million units in multiunit
structures and about 1.3 million single-
famity homes (seasonally adjusted an-
nual rates). Mobile home shipments
increased 10 percent from the fourth
quarter to the first and 6 percent from
the first quarter to the second.

Consumer demand

Consumer spending growth contin-
ued strong during the summer as the
auto sales boom accelerated and retail
sales in other lines recorded a broadly
based advance.

Sales of new cars, including both
domestic and import models, averaged
11% million units (seasonally adjusted
annual rate) in July and August
(table 1). That sales rate represents an
appreciable increase from the average
of 10% million units in the second
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quarter, and about matches the rate in
September-November last year when
sales surged following introduction of
the wage-price freeze and announcement
of the intended repeal of the auto excise
tax.

The sales rate for domestic models
has been advancing all year and
averaged 9% million units in July and
August. The strength of sales this
summer cut sharply into inventories of
1972 models and apparently resulted in
some shortages. Sales of foreign cars
have also strengthened significantly in
recent months. They had dropped from
a rate of 1.7 million units in the spring
and summer of last year to 1.4 million

CHART 2

Retail Sales

Billion $ (Ratio scale)

. DURABLES

Automotive Group

1968 1969 1970 1971 1972

Seasonally Adjusted

* Includes nonstore retailers.

U.S. Department of Commerce, Bureau of Economic Analysis 72-9-2

in the fourth quarter, when the import
surcharge and dock strikes evidently
had an effect. Sales recovered mod-
erately to an average of 1.5 million
units in the first 5 months of this

Table 1.—New Car Sales
[Millions of units, seasonally adjusted at annual rates]

1968
1969
1970
1971 .

1971: 1
II. „
III
IV__

1972: I .
II...

July- AURUS t

Total

9.7
9.6
8.4

10.3

10.0
9.9

10.7
10.5

10.3
10.7

11.2

Domes-
tic

models 1

8.6
8.5
7.1
8.7

8.5
8 2
9.1
9.1

8.8
9.2

9.6

Import
models

1.0
1.1
1.3
1.6

1.5
1.7
1.7
1.4

1.5
1.5

1.6

Data: Census

1 Includes domestic models built in Canada for sale in the
U.S. Market.

year and then accelerated to 1.6
million units in June and July and
1.7 million in August. The strength-
ening of foreign car sales may be partly
due to greater willingness on the part of
dealers to offer discounts below list
prices; it is also possible that some
potential buyers of domestic models
were discouraged by dealer shortages
and switched to competitive import
models.

Total retail sales have increased
significantly this year (chart 2). The
advance figures for August show a
rise of \% percent, similar to the gain
in July and well above the average
monthly increase of one-third of 1
percent in the second quarter; the
average in the first quarter was \%
percent per month.

Sales of auto dealers have been the
fastest growing component in the dur-
ables group, but sales by other durables
retailers have also been strong. Sales
of furniture and appliance stores showed
strength early in the year, weakened
in the spring, and turned up again
in the summer, while sales of lumber
and building materials retailers were
on the rise this summer after a dis-
tinctly lackluster performance in the
spring.

In the nondurable goods category,
sales of the general merchandise group

(primarily department and variety
stores, mail order houses, and vending
machine operators) continued to expand
during the summer as did sales of food
stores. However, sales of apparel stores
and eating and drinking establishments
showed little growth, and drugstore
sales apparently declined.

Consumer credit

Strong growth of consumer install-
ment credit continued in July (the
latest month for which data are avail-
able) though the rate of advance
slowed from the exceptionally rapid
pace set this spring (table 2). Install-
ment credit increased at a seasonally
adjusted annual rate of $12% billion in
July as compared with a rate of $15%
billion in the second quarter. The slow-
ing was mainly in auto credit, a some-
what puzzling development since July
was a month when auto sales increased
substantially. However, there are prob-
ably lags between the sale of a car on
credit and the recording of the credit
extension; also, there are variations in
the proportion of cars sold on credit.

Table 2.—Net Change in Consumer Install-
ment Credit Outstanding

[Billions of dollars]

1968 .
1969
1970
1971

1971-1
II
III
IV

1972-1
II

July

Total

8.9
8.1
2.8
8.0

Auto

3.4
2.4

-1.2
2.7

Other
con-

sumer
goods

2.5
2.6
2.2
2.3

Other i

3.0
3.1
1.8
3.0

Seasonally adjusted at annual rates

2.7
6.7

10.3
12.4

11.9
15.5

12.3

.4
2.3
3.7
4.5

4.1
5.9

4.2

.6
1.8
2.8
4.0

4.0
4.9

4.6

1.8
2.6
3.9
3.8

3.8
4.7

3.6

1. Mainly personal loans; some small amount for repair and
modernization loans.

NOTE.—Components may not add to total because of
rounding.

Source: Federal Reserve Board.

The strong expansion of consumer
credit that began in the spring of 1971
has been facilitated by a willingness of
lenders to grant more liberal credit
terms, as major lenders have been

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

September 1972



SUEVEY OF CUEEENT BUSINESS September 1972

Industrial Production
Index, 1967= 100 (Ratio scale)

CHART 3
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amply supplied with funds. Some evi-
dence of more liberal lending policies
can be seen in the lengthening of
maturities and lowering of downpay-
ments on auto loans. New car install-
ment credit contracts with maturity
of 31 to 36 months averaged 85 percent
of all new car loans written by major
finance companies in the first 7 months
of this year, up from a share of 83%
percent in the second half of last year
and 82 percent in the first half. Con-
tracts with maturity of 24 months or
less fell to 11% percent of all new car
loans in the January-July period, down
from 13K percent in the last half of
1971 and 14% percent in the first half.
Also, there has been an increase this
year in the percentage of auto loans in
which the downpayment is relatively
low—as indicated by a high ratio of the
amount lent to the dealer cost of the
car. In the case of installment credit
for used cars, there is similar evidence
of lengthening maturities and declining
downpayments.

Industrial production

The industrial production index in-
creased one-half of 1 percent in August
to a level about 2 percent above its
previous peak in September 1969.
Output had increased fairly strongly
from late last year through May of
this year, but changed little in June
and July, in part because of flooding in
the East in late June. The August
increase included advances in virtually
every broad market category, with
business equipment, defense and space
equipment, and durable materials reg-
istering the strongest gains (chart 3).

The index of business equipment
production increased nearly 1 percent
in August, in a broadly based advance
extending to all types of industrial
equipment as well as to commerical
and transit equipment. Defense and
space equipment production continued
to advance in August as it has since
January. The Federal budget program
for fiscal 1973 proposes several new
weapons programs, which suggests that
defense equipment output will continue
to expand in the months ahead.

Durable materials output increased
sharply in August after having been

essentially unchanged in June and
July. This increase was widespread, but
particularly strong for raw and proc-
essed metals. Iron and steel output was
up sharply following a dip in June and
rebound in July.

Labor markets

The unemployment rate in August
was 5.6 percent, essentially unchanged
from the 5.5 percent recorded in June
and July. During the preceding 1%
years—that is, since late 1970—the
rate had persistently run at, or very
close to, 6 percent.

Both employment and the civilian
labor force increased strongly in August,
following little change in July. In June,
the month when the unemployment
rate first dropped well below the 6 per-
cent level, employment increased sub-
stantially while the civilian labor force
actually shrank. The June decline in
the unemployment rate centered in the
labor force group aged 16-24. As was
pointed out in last month's SURVEY, it
appears that the June decline in that
group's unemployment rate was related
to problems of seasonal adjustment in
the month when school vacations begin,
and the group's unemployment rate
moved back up in July. However, quite
apart from the volatile swings in the
employment and unemployment of
young workers, the data for recent
months show a fairly clear improve-
ment in the employment situation of
groups whose labor force participation
is far more stable, and whose employ-
ment situation thus more closely reflects
basic labor market conditions. The un-
employment rates for workers aged 25
and over, especially for men, have been
edging slowly but clearly downward, as
has the rate for married men (a group
whose labor force participation is very
stable). The rate for manufacturing
workers has been declining all year and
was around 5% percent during the
summer, compared to a range between
6% and 7 percent throughout 1971 and
in late 1970.

While it is probable that the reduced
level of the unemployment rate during
the summer is a fairly solid develop-
ment, and not just a temporary aberra-
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tion, the 3 months in question seem to
be too short a period to warrant being
isolated in an analysis of labor market
developments. It is difficult to choose
time periods that highlight such devel-
opments fairly and do not distort them.
The time periods used in table 3 are
meant to put into focus the major labor
market developments over the past 2%
years—a span marked by recession,
then slow recovery, and then a stronger
recovery in the past year. The first
column of table 3 shows the compound
annual rates of change from 1962 to
1969, to provide a sense of long-term
trends in a time span generally marked
by strong economic expansion. (From
1962 to 1969, the unemployment rate
dropped from 5.5 percent to 3.5
percent.)

Following the cyclical peak in eco-
nomic activity in November 1969,
aggregate civilian employment con-
tinued to rise for a short time but then
declined in the first half of 1970. Table
3 shows seasonally adjusted annual
rates of change in employment and
labor force from January-February 1970
to July-August 1970. (Averages of 2
months are used for these calculations,
to reduce distortions.) Adult employ-
ment was close to stable in the period
but teenage employment dropped very
sharply. The teenage civilian labor force
shrank in reaction to the weakening of
labor demand, but the adult labor force
continued to grow—women in line with
the 1962-69 trend, men faster. The
overall unemployment rate rose from 4
percent to 5.1 percent.

From July-August 1970 to July-
August 1971—a span encompassing the
trough of the recession and the slow
early recovery—civilian employment

grew only 0.7 percent. Labor force
growth outran that advance, and the
unemployment rate moved up to 6
percent. Growth in the number of
women in the labor force slowed to a
mere 1 percent, as women's participa-
tion was dampened by the weakness of
demand, but the number of men in the
civilian labor force continued to increase
at a relatively fast pace. The teenage
labor force increased fairly briskly.

Employment growth has been strong
during the past year—3 percent from
July-August 1971 to July-August
1972—but it has been accompanied by
almost equally strong growth in the
civilian labor force. Until the summer
months of this year, this combination
stood in the way of any decline in the
unemployment rate. As can be seen in
table 3, growth of the adult male
civilian labor force from summer 1971
to summer 1972 was only slightly faster
than it had been in 1970-71, but
growth of the female labor force—
women and girls—accelerated sharply
in response to the improved labor
demand. Nevertheless, the over-the-
year increase in the civilian labor force
was a little slower than the increase in
employment, so that the overall un-
employment rate dropped from 6.0
percent in July-August 1971 to 5.6
percent this summer.

Civilian labor force growth during the
past year has been generally in line with
1962-69 trend growth rates, except in
the case of adult men. The number of
adult men in the civilian labor force
increased 1.8 percent from summer 1971
to summer 1972, and 1.6 percent in each
of the 2 preceding periods shown in
table 3. These rates are well ahead of
the 1962-69 average of only 0.8 percent

per year. The difference in the case of
adult men is mainly the result of the
reduction of the armed forces, which has
augmented the natural growth of the
civilian population and thus of the
civilian labor force.

The effect of the armed forces reduc-
tion can be seen by comparing in table
3 the growth rates for the civilian labor
force with those for the total labor force
(civilian plus armed forces). It can be
seen that the adult male total labor
force has been increasing during the past
2% years at rates very closely in-line-
with the 1962-69 trend; the deviation
from the 1962-69 trend occurs only for
the civilian labor force. Armed forces
reduction has also worked to boost the
growth rate of the teenage male civilian
labor force, but the effect in the past
year was not large.

Table 3.—Percent Change in Employment
and Labor Force Annual rate; monthly
data seasonally adjusted

Civilian employment

Men
Women

Boys 16-19
Girls 16-19

Civilian labor force

Men - -
Women

Boys 16-19
Girls 16-19

Total labor force

!Men
Women

Boys 16-19 _ . _
Girls 16-19

1962
to

1969

2.2

1 2
3 5

5 5
5.6

1.9

8
3 S

4 9
5.4

2.0

1 0
3.3

4.0
5.4

Jan.-
Feb.
1970
to

July-
Aug.
1970

—0.6

— 6
10

-9 4
-4.8

1.6

1.6
3 1

-3 9
—3.7

1.0

8
3*.l

-6.2
-3.8

July-
Aug.
1970
to

July-
Aug.
1971

0.7

9
o

3 5
3

1.6

1 6
1 0

5 3
2 7

1.1

9
1 0

3 9
2.7

July-
Aug.
1971
to

July-
Aug.
1972

3.0

2 3
3 7

5 6
6.0

2.6

1.8
3 5

3 8
5.7

2.1

9
3 5

3.4
5.7
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In August: Nonagricultural payroll employment increased 280,000
The jobless rate was 5.6 percent
The overall wholesale price index rose 0.2 percent; prices of nonindustrial products turned down

CHART 4
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• In August: Personal income advanced about $7 billion; wages and salaries accounted for most of the advance
® Advance report shows retail sales up V/2 percent
• Expenditures for plant and equipment expected to rise $3% billion in third quarter and $11/2 billion in fourth
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• In July:
* Balance

U.S. merchandise trade balance continued to show large deficit
of payments deficit on current account and long-term capital was sharply lower in second quarter
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m In August: Industrial production increased 0.5 percent
® Money supply continued to grow; bank credit up sharply

1 CHART 7

INDUSTRIAL PRODUCTION MONEY, CREDIT, AND SECURITIES MARKETS PROFITS AND COSTS

1967 = 100 Billion $ Billion! Billion $

130

120

110

100

90

INDUSTRIAL PRODUCTION*

Nondurable ^— ••
Manufactures

J ,. ***
,«.****"**

£X« N.*...,,,px"* Total

^_-"U^V ^^^^T^

^ ^-.x*/\/-%*"*

\/| Durable
Manufactures

1 1 1 i i ! i 1 1 ! 1 ! 1 1 1 1 1 1 1 j 1 1

/'

r****
/

J j i i I 1 t 1 1 M

550

500

450

400

350

BANK CREDIT AND MONEY SUPPLY* ^

y^
**4&,**-+'"

Money Supply ^&^\
~ (right sqale) v^Bank Credit

y**p^
'"^^•r^
r^^"^ '

i i 1 I i i 1 ! i 1 1

(left scale)

1 1 I 1 i 1 M 1 M

/>••' -

,,»**

, -

-

1 M 1 i I M i M

260 125

240 100

220 75

200 50

180 25

CORPORATE PROFITS AND IVA, BEFORE TAXES**

-

Total

^x^/

...........

i i i

Monthly (Aug.) FRB Monthly (Aug.) FRB

1967=100 Billion $ Billion $ Billion!

150

125

100

75

50

INDUSTRIAL PRODUCTION*

Steel

-A Ak ** *V*L»^»*.»«»«**\ /Jfc**«^

r / ^ X/f^^ \ t
V a 1 Autos

S* 1 I f\J

j y
\ *

I t i i i 1 i i iV'i M ; i r J i i t l t

J
r*

i t i r i J i M t i

6

4

2

0

_o

BANK RESERVES */

f
Total Reserves* j*s
(right scale) j f /

\ j^S**

* /A -S

,Sr
\s-/
,««»*•*«**» «+

i l i i i 1 i ;J i L

V^ Net Free Rese
(left scale)
\ ,

1 i 1 i i I 1 ! i 1 f

_

tves

1 1 ! 1 i 1 1 I M 1

34 125

32 100

30 75

28 50

26 25

^— -1
s "j \

Nonfinancial
Corporations

i f i

Quarterly 00

-

^**>

r"^

»»»******

~~

i i i

BEA

CORPORATE CASH FLOW AND PROFITS**

. . -

Cash Flow After ^^^
Dividen

\
-̂ "^X

Profits After Tax

i i f

Monthly (Aug.) FRB Monthly (Aug.) FRB

Percent Percent Percent

100

90

80

70

60

RATIO, OUTPUT TO CAPACITY*

- • , ,

""̂ *̂N*̂ N^ Manufacturing

1 1 i l l

— ' -*^

1 1 1

10

8

6

4

2

INTEREST RATES AND BOND YIELD

^/^V^- Corporate Aaa (Moody's)

^ \
\ % **

3-Month %
Treasury Bills \

i 1 I I ! i 1 t j t 1

\*t>*^ ^**-«

90-Day
Commercial Paper

\// ̂

1 I 1 i 1 1 1 i M i

,

;/£ -
1 ! j M I i ! i 1 I

24

16

8

0

_8

COMPENSATION

dS ^^^^

\ \ I

Quarterly 00

-

.....""

1 1 1

BEA

AND REAL OUTPUT PER MAN-HOUR,
PRIVATE ECONOMY**

_ (Change From Previous Quarter) __

Compensation
\ Output

-5 _ J = k = = ~ |

ill i! Jllrfl• - • "~

Quarterly (II) FRB Monthly (Aug.)

Billion $ 1941-43 = 10 Percent

40

36

32

28

24

DURABLE GOODS MANUFACTURERS*

.

A

Shipments jr*

^r^jT^^
/v/ \ 1 New Orders

i 1 1 1 * 1 1 i i 1 1 1 1 1 1 1 1 i i i t i i i i i 1 i i • i r

140

120

100

80

60

STOCK PRICES

_

Standard and Poor's 500 ^**/

s^*\/
\/J
' J i l l ' 1

i 1 1 1 1 ! 1 1 i i 1

f

.

i I j t 1 1 1 I 1 f >

24

16

8

0

-8

Quarterly (II) BLS

UNIT LABOR COSTS, PRIVATE ECONOMY**
(Change From Previous Quarter)

_

.•1

1970 1971 1972 1970 1971 1972 1970

Monthly (July) Census Monthly (Aug.)

-ll.

1971
Quarterly (II)

-

-

1

1972

BLS

* Seasonally Adjusted * * Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Bureau of Economic Analysis

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

September 1972



the BUSINESS SITUATION

E<jCONOMIC activity continued to
expand rapidly in the summer, though
at a slower pace than in the second
quarter of this year. Preliminary esti-
mates show GNP rising $22% billion
to a seasonally adjusted annual rate of
$1,162% billion; the GNP increase in
current dollar terms had been in excess
of $30 billion in both the first and
second quarters. GNP in real terms
grew at an annual rate of 6 percent;
that increase was appreciably less than
the unusually strong growth rate re-
corded in the second quarter, but not
much below the rate in the opening
quarter of the year. The rate of price
increase continued to be quite moderate
with the implicit price deflator rising
2.2 percent at an annual rate, up only a
little from the low 1.8 percent rate of
increase in the second.

On the basis of source data that are
still incomplete, the estimates show an
increase of $% billion in the rate of inven-
tory accumulation as compared with an
increase of $4% billion from the first to
the second quarter. The rise of final
demand also slowed from $25% billion
in the second quarter to $22 billion in
the third.

Among the major components of
final demand, residential investment
increased $1% billion, a little faster
than the $1% billion growth in the
second quarter. To judge from partial
data, exports and imports of goods and
services both increased substantially,
but the gain in exports exceeded that in
imports and net exports were a smaller
negative by $1% billion than in the
second quarter.

The other major components of final
sales showed less expansion than in
the second quarter. Consumer pur-
chases of goods and services increased

CHART 1
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Billion $

FINAL SALES rose $22 billion
40 ~

30 -

20 -

INVENTORY INVESTMENT little changed
20

10 •

-10 _ ;

REAL OUTPUT grew about 6 percent
Percent

10 ~

1 ' ' ' | 1

-5 -

GNP DEFLATOR increased 2H percent
10 '

Th
1968 1969 1970 1971 1972

Change From Previous Quarter

Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Bureau of Economic Analysis 72-10-1

$14% billion, as compared with $17%
billion in the second quarter. The
slowdown was in nondurables; outlays
for services continued to rise at about
the same rate as in the second quarter.
Spending for durables accelerated, re-
flecting a step-up in spending for furni-
ture and household appliances and for
new cars. Sales of domestic type autos
were at a seasonally adjusted annual
rate of 9.8 million units, up from 9.1
million units in the spring; sales of
foreign cars increased from 1.5 million
to 1.6 million units.

Business fixed investment increased
nearly $2 billion, about $1 billion less
than in the second quarter. Spending
for equipment continued to advance
at a rate close to that in the preceding
quarter, but construction outlays,
which had registered a modest gain
in the spring, declined $K billion.
Government purchases were up $2%
billion as compared with $4% billion
in the second quarter. The rise in
State and local purchases ($4K billion)
was nearly twice that in the spring
quarter, but Federal spending declined
$2 billion following a $2^ billion rise
in the preceding quarter. A $3% billion
cut in defense spending was offset in
part by a $1K billion rise in nondefense
outlays.

State-Local Fiscal Position

Final congressional approval in
October of a Federal program of reve-
nue sharing is expected to accelerate
the improvement in the fiscal position
of the State-local government sector
taken as a whole that has been evident
during the last several years.

Federal grants-in-aid for revenue
sharing for calendar 1972 are expected

1
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to total $5.3 billion, current plans call
for at least half of these funds to be paid
in the current quarter. For calendar 1973,
$6 billion will go to State-local govern-
ments under the revenue sharing legis-
lation. During the 5-year period cov-
ered by the new law (1972-1976) more
than $30 billion will be allocated to
States and localities.

These large increases in Federal aid
come at a time when the State-local
budget on national income account
(NIA) has moved into a substantial
surplus (Table 1). As indicated in the
table, this shift has emerged in recent
years as social insurance fund sur-
pluses have grown steadily and as the
deficits in other funds, mainly operat-
ing funds, have been shrinking. From
1968 to 1971, the overall State-local
fiscal position shifted from a deficit of
$0.3 billion to a surplus of $4.8 billion.
It should be recognized that even
though the aggregate budget position
has improved, many individual States
and localities continue to face severe
fiscal problems.

The surplus increased further in the
first half of 1972, reaching a record
$14.8 billion (annual rate) level in the
second quarter. The overall second
quarter surplus was swelled by two
nonrecurring factors—a $4 billion ad-
vance payment of public assistance
grants and $0.8 billion of unusually high
income tax settlements in Pennsyl-
vania—but a surplus would have been
recorded in operating funds even in
their absence.

Impact on full-employment deficit

Revenue sharing is a major factor
contributing to the anticipated full-
employment deficit in the Federal
budget for fiscal 1973. According to
recent congressional testimony by ad-
ministration officials, if outlays on the
unified budget basis are held to the $250
billion ceiling proposed by the Presi-
dent, the full-employment deficit in
fiscal 1973 will total $4.5 billion (unified
budget basis). Since revenue sharing is
expected to add over $8 billion to fiscal
1973 outlays, the projected full-
employed budget positions in the ab-
sence of revenue sharing would be a
surplus of about $3% billion.

The fiscal impact of the projected
Federal full-employment deficit is de-
pendent on how States and localities
use revenue sharing funds. To the
extent that these governments spend
the new Funds, reduce existing taxes, or
defer tax increases otherwise planned,
revenue sharing will have an expansion-
ary impact on the economy in line with
its impact on the Federal full-employ-
ment deficit. However, to the extent
that State and local governments use
the revenue sharing funds to retire
existing debt, or to invest in financial
assets, they may well offset the fiscal
stimulus implied by the Federal full-
employment deficit.

Recent fiscal shifts

Large budget surpluses for all State
and local governments combined repre-
sent a considerable departure from the
past. Between World War II and 1969,
the State and local fiscal position on the
NIA basis has been in the range between
plus and minus $2 billion every year
except 1958. In the 1960's, there was no
improvement in the budget position
even though Federal aid increased
sharply. For the years 1960-69, the
average annual State-local surplus was
only $0.5 billion.

The recent improvement can be
attributed to strong growth of receipts
coupled with moderate expenditure
increases. On the receipts side, Federal
grants have continued to grow, and
State-local receipts from their own
sources have also increased rapidly.
With respect to the latter, these govern-
ments have (1) expanded their tax
sources (especially new personal and
corporate income taxes which are partic-
ularly responsive to economic growth) ;
(2) increased tax rates on existing sales
and income taxes; and (3) obtained

more funds from nontax sources, such
as charges at public hospitals and tui-
tion payments to public educational
institutions.

The moderate growth rate of ex-
penditures has been chiefly a result of
the relative stagnation in construction
activities. Despite very sharp short-
term increases and decreases, overall
growth of construction outlays in the
past four years has been very slow. In
particular, school construction has de-
clined every year since 1968. Demo-
graphic changes and voter reluctance to
approve school bond issues have both
contributed to this trend. High interest
rates were also a factor during the tight
money period of 1969-70, but interest
rates have declined sharply since that
time and no longer appear a deterrent
to increased capital spending.

Huge surpluses unlikely

Although the fiscal outlook for State
and local governments is brightening,
there are reasons to believe that the
extremely large surpluses suggested
for the longer run by some recent stud-
ies may not be realized. Expenditure
growth is likely to pick up and the
growth of receipts other than from
revenue sharing may be slowed.

Expenditures should accelerate, not
only due to revenue sharing but also
because liquidity positions of State-
local governments, which were run
down during the credit squeeze of
1969-70, have been largely rebuilt.
With the restoration of normal liquidity
positions, public construction activities
should strengthen. There is no evidence
that this pickup has occurred as yet;
June construction outlays were the
lowest since early 1970. State-local pay
levels may also be raised; the rapid
growth of unions in the public sector is
likely to be a contributing factor.

Table 1.—Fiscal Position of State and Local Governments (NIA Basis)
[BiUions of dollars; quarterly data seasonally adjusted at annual rates]

Surplus or deficit (-), NIA basis

Surplus, social insurance funds. _ _

Surplus or deficit all other funds..

1946-53
(avg.)

0.1

.6

-.5

1954-61
(avg.)

-1.0

1.7

-2.7

1962-66
(avg.)

1.2

3.1

-1.9

1967

-1.6

4.4

-5.9

1968

-0.3

5.0

-5.3

1969

0.7

5.7

-5.0

1970

2.8

6.5

-3.7

1971

4.8

7.5

-2.7

1972

I

7.1

E8.1

E-1.0

II

14.8

E8.4

E6.4

E Estimate.
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Over the longer run, the growth rate
of receipts may slacken. It is unlikely
that State income tax growth will con-
tinue at the recent pace. Also, local
property taxes (which still represent a
quarter of all State and local receipts),
traditionally the primary source of
funds for education, are under in-
creasing pressure from both the courts
and the voting public. Third, revenue
sharing itself, together with restric-
tions on other Federal expenditures,
may well stimulate reduction of other
Federal grants to State and local
governments, or restrict their growth.

Recent Price Developments

From midsummer 1971 through early
this year, price movements were dom-
inated by the imposition and subse-
quent removal of the wage-price freeze.
During the past six months, however,
price movements have been relatively
free of distortions associated with the
freeze. Prices paid by consumers have
been rising moderately, with monthly
increases averaging a little less than in
the first half of 1971 and noticeably
less than in 1969 and 1970 (table 2).
In wholesale markets, agricultural prices
have recently been rising at an extraor-
dinary rate and, because of this, the
overall wholesale index has been rising
somewhat more rapidly in the past
half year than in the first half of 1971.

Increases in industrial prices have
slowed somewhat in recent months;
the average monthly advance during
the past half year has been about the
same as in the first half of 1971.

The consumer price index increased
an average 0.3 percent per month,
seasonally adjusted, in July and August,
up slightly from the average 0.2 percent
monthly increase in the second quarter.
(Data for September were not available
as this issue of the SURVEY went to
press.) Food prices were the major fac-
tor in this stepup. Prices for food
account for almost one-fourth of the
overall index and they are highly vola-
tile, and therefore often have an import-
ant impact on changes in the index,
Within the food group, the acceleration
was heavily concentrated in two major
categories—meat, poultry, and fish,
and fresh fruits and vegetables. These
two categories account for two-fifths of
the food index but were responsible for
roughly 80 percent of the average July-
August increase (table 2). Demand for
meats, particularly beef, strengthened
significantly in late spring and summer
and, in an attempt to increase supplies
and ease price pressures, import quotas
on meats were lifted late last June.
Price increases for fruits and vegetables
partly reflected the fact that output
was affected by adverse weather condi-
tions during most of the first half of
1972.

Table 2.—Average Percent Changes in Prices
[Percent change per month, seasonally adjusted]

Consumer Price Index

All Items. _

Food.......
Less meat, poultry, and fish... .
Less fruits and vegetables
Less meat, poultry, and fish, and fruits

and vegetables.

Commodities less food
Services2

Wholesale Price Index

All commodities.--... ..

Agricultural products

Industrial coTn-mnditifis
Less lumber and wood products

19

1st
half

0.5

.5

.2

.6

.4

.4

.6

.4

.8

.3

.3

69

2d
half

0.5

.6

.7

.6

.6

.3

.6

.4

.4

.4

.4

19

1st
half

0 5

3
.3
3

.4

.4

.8

.2

—.2

.3

.3

70

2d
half

0 4

1
.2
1

.3

.4

.6

.2

-.1

.3

.3

I

0 2

.5

.6
4

.5

.1

.3

.4

.9

-.1
-.2

19

11

0 4

5
.6
3

.3

3
.4

.4

.4

.7

.7

71

III

0 2

.1
0

1

.1

2
.4

.2

-.2

.4

.3

IV

0 2

4
.3
2

0

.1

.3

.3

1.0

0
.1

I

0 3

6
.2
9

.5

.2

.3

.4

.6

.3

.3

1972

II

0 2

o
.1

— 1

o
2
3

.4

.4

.4

.3

llli

0 3

5
.3
4

.1

3
.3

.5

1.3

.3

.2

Prices of commodities other than
foods also rose at a faster rate in the
summer than in the spring, reflecting
increases among most durables and
nondurable goods. A particularly sharp
rise was evident in prices for gasoline
and motor oil, which rose an average 1

CHART 2
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percent in July and August. Higher
gas and oil prices may be due in part
to decreases in discounts given to
dealers by the oil companies. In addi-
tion, the State of California, which
accounts for about 10 percent of the
U.S. market for gas and motor oil,
extended its sales tax in August to
include gasoline.

Services prices make up nearly 40
percent of the overall consumer index.
In recent years, prices for services have
advanced much faster than goods
prices and have been the major contrib-
utor to the rise in the consumer index
(chart 2). After 1970, however, these
price increases moderated and stabi-
lized. Price increases for household
services other than rent (maintenance
and repair, property taxes, mortgage
rates, and utilities charges) have been
decelerating and increases averaged 0.2
percent a month in July and August
compared to 0.4 percent in the spring.
The deceleration has been due partly
to a letup in the rate of increase in
utilities charges. Rent increases have
held fairly steady for over a year,
averaging a little less than 0.3 percent
per month. The rise of medical care
services costs (doctors' and dentists7

fees and hospital charges) has also
been declerating noticeably, and aver-
aged 0.1 percent in July and August,
down from 0.3 percent in the spring
months. The recent slowdown has been
mainly in professional fees, which
account for a bit less than half of the
medical services index.

Wholesale prices

The rise in wholesale prices averaged
0.5 percent per month in the third
quarter compared to 0.4 percent in the
second. That acceleration was due
entirely to the summer surge in agri-
cultural prices, which rose an average
of 1.3 percent per month, well above
the 0.4 percent average increase in the
spring. Within the agricultural group
the most dramatic acceleration was in
prices of farm products. Grain prices,
particularly for wheat and corn, rose
sharply in the quarter, a development
that may be traced in part to the large

sales negotiated with the Soviet Union
in early summer. Fruit and vegetable
prices also increased strongly for the
second consecutive quarter. On the
other hand, the rise in prices of live-
stock, which surged sharply in the
second quarter, slowed appreciably in
the third but not sufficiently to offset
the increase in grain prices. Price
increases for processed foods and feeds
also accelerated in the third quarter.

The rate of industrial price increases
slowed in the third quarter. Increases
have been fairly evenly spread through-
out the industrial sector with two major
exceptions—lumber and wood, and hides
and skins. Prices in these two groups
make up only a small part of the total
index but have increased very sharply
over the past year. Lumber has been
in strong demand as a result of the
boom in homebuilding and serious
shortages of wood products have de-
veloped. When the lumber and wood
products component is removed, the
increase in the index of industrial
prices in the last two quarters is
reduced by about 0.1 percentage point.
Recently, the Price Commission has
imposed controls on many of the
companies in this industry which had
been exempt from regulation because
of their small size. Also, salvage and
thinning operations in National Forests
have been stepped up in an attempt to
increase the supply of lumber.

Prices for hides, skins, and leather
have increased at a very rapid rate this
year, but have such a small weight in
the industrial price index that they had
very little impact on the movement of
that index. The average monthly in-
crease of 1.3 percent in the third quarter
was less than earlier in the year, but
was still unusually high. The United
States has been the major exporter of
hides and skins, which have been in
short supply throughout the world.
Last May, Argentina, the second largest
hides exporter, replaced its year-old
export limitation policy with a full
embargo on foreign sales, thereby
further increasing the demand for
American goods in world markets.

Recent Labor Market
Developments

The demand for labor continued
strong in the summer quarter according
to both measures of aggregate employ-
ment, the nonfarm payroll series and
the household survey. The average
number of employees on nonfarm pay-
rolls increased 440,000 (seasonally ad-
justed) from the second to the third
quarter, reaching a new high of 73
million. Though smaller than the sharp
gains of 740,000 in the second quarter
and 685,000 in the first, this increase
was well above the 245,000 average
quarterly advance recorded in 1971.
The quarterly changes shown in table 3
incorporate the annual benchmark revi-
sion introduced by BLS in early
October.

Nearly all of the growth in payroll
employment in the third quarter was
in the service producing industries;
employment in these industries in-
creased 380,000. Continuing the pattern
that has been evident since the summer
of 1971, virtually all of the third
quarter employment increase in the
service-producing industries was in
trade, and State and local governments,
and the miscellaneous service group.
Growth of State and local employment
has been bolstered by the federally
financed Public Employment Program
which, since its introduction in the
summer of 1971, has added roughly
180,000 employees to State and local
payrolls. Federal employment fell more
than 30,000 in the third quarter; that
decline followed a smaller reduction in
the second quarter and virtual stability
in the first quarter and during 1971.

Employment in the goods producing
industries increased only 60,000 in the
third quarter, considerably less than
in the three preceding quarters. All
of the increase was in durable goods
manufacturing, as employment declined
21,000 in nondurables manufacturing
and was unchanged in mining and
construction. The weakness in con-
struction employment was due to an
increase in the number of workers on
strike (and thus not counted in the
payroll survey data); had it not been
for strikes, employment in construction
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Table 3.—Change in the Number of Employees on Nonfarm Payrolls

[Thousands of persons, seasonally adjusted]

Total

Goods-producing industries.. .
Mining
Construction ._,
Manufacturing.. _ _ _ _ _ .

Durable
Nondurable.. • _ _ _ _ _ _ _

Services-producing industries.. _.
Transportation and public utilities. _ _ _ _ _
Trade.
Finance, insurance, and real estate
Services.. .-.
Federal Government
State and local government

I

197

—50
—2

—35
-13

27
-41

248
7

75
29
57

—1
81

19

II

260

18
—1
72

-53
—35
-17

242
-12

75
35
47
3

94

71

III

82

—12
15

—99
—70
-29

178
-46
103
28
70
1

22

IV

444

75
—58

71
62
41
21

370
-3
109
37

106
2

119

I

684

185
62
23

100
70
30

499
46

154
29

110
5

155

1972

11

743

260
H
16

255
193
62

481
27

177
37

142
—12
110

III

442

61o
5

66
88

—21

381
—4
111
26

152
—33
129

1. Computed from quarterly averages.
Source: Bureau of Labor Statistics.

would have increased substantially.
Hourly earnings of production work-

ers continued to advance at a fairly
brisk pace during the summer, as they
did earlier in the year. The index
of average hourly earnings for the
private nonfarm economy rose 1.1
percent from the second quarter to the
third, to a level 5.8 percent above the
third quarter of 1971. The index of
average hourly earnings is adjusted
to exclude the effects of employment
shifts between low-paying and high-
paying industries, and of changes in
the amount of overtime in manufac-
turing, and it is thus a crude proxy for
the behavior of wage rates. This index
had risen 6.9 percent from the third
quarter of 1970 to the third quarter
of 1971, about 6% percent in each of
the 2 years before that.

Though the rate of increase in the
hourly earnings index has slowed during
the past year, it has exceeded the rate
of increase in consumer prices. When
deflated by the consumer price index,
the index of hourly earnings shows
an increase of 2.6 percent from the
third quarter of 1971 to the third
quarter of 1972, about the same as the
increase from the third quarter of 1970
to the third quarter of 1971, but up
from gains of about 1 percent in each of
the 2 preceding years.

The manufacturing workweek aver-
aged 40.6 hours in the third quarter,
virtually the same as in the second
but well above the average 39.8 hours
in the third quarter of 1971. Overtime
in manufacturing also held steady in the

third quarter at an average 3.4 hours
per week, up from 2.9 hours in the
third quarter of 1971. In manufactur-
ing, the average hourly earnings index
(adjusted for overtime and interin-
dustry employment shifts) has in-
creased 5.8 percent during the past year,

Table 4.—Labor Turnover Rates in
Manufacturing

[Per 100 employees, seasonally adjusted]

1970-1
II
III.
rv

1971-1

Si:::::::::
IV

1972-1.
II
Ill*

Total
acces-
sions

4.2
4.1
4.0
3.7

3.8
3.8
3.9
3.9

4.4
4.3
4.5

New
hires

3.1
2.8
2.7
2.4

2.4
2.5
2.6
2.7

3.0
3.2
3.4

Total
sepa-

rations

5.0
5.0
4.6
4.8

4.2
4.1
4.3
4.1

4.2
4.3
4.4

Quits

2.4
2.2
2.0
1.8

1.7
1.8
1.8
1.8

2.1
2.2
2.3

Layoffs

1.7
1.9
1.7
2.0

1.6
1.5
1.7
1.4

1.2
1.2
1.1

*Average of July and August.
Source: Bureau of Labor Statistics.

the same as the increase in the index
for the private nonfarm economy as a
whole. The combined result of that gain
and the significant lengthening of the
factory workweek has been a strong in-
crease in weekly earnings in manufac-
turing, an increase that has been con-
siderably faster than the rise of the
consumer price index.

Evidence of strength in labor markets
can be seen in the behavior of labor
turnover in manufacturing. The rate of
accessions (new hires and rehires)
in the third quarter (average of July
and August) averaged 4.5 per one hun-

dred workers, up from 4.3 per month in
the preceding quarter and 3.9 per month
in the third quarter of 1971 (table 4).
This stepup in hiring mainly reflects
new hires, that is employees not trans-
ferred from some other establishment
of the same company or recalled from
layoff.

The monthly layoff rate has been
declining steadily since last summer,
and reached 1.1 per hundred workers in
the third quarter, down from 1.2 in
the second and 1.7 a year earlier. The
quit rate, in contrast, has been steadily
rising, indicating that workers are
locating new jobs more easily and that
they are becoming more optimistic
about job prospects.

Job vacancies in manufacturing aver-
aged 130,000 (seasonally adjusted) in
the summer, up from 121,000 in the
spring and 88,000 in the third quarter
of 1971. For well over a year, the growth
of job vacancies has been greater than
that in aggregate payroll employment.
Also, help wanted advertising in major
newspapers, another indicator of labor
demand (particularly the demand for
skilled labor), has increased sharply.
The index of help wanted advertising
was 107 in the third quarter, up from
94 in the second quarter and 83 in the
third quarter of 1971.

The household survey

The civilian labor force and employ-
ment continued to expand strongly in
the third quarter and the number of
unemployed declined. The number of
persons in the labor force increased
400,000 (seasonally adjusted) from

Table 5.—Selected Unemployment Rates
(Seasonally Adjusted)

[Percent of labor force]

All workers

Adult men
Adult women
Teenagers -

White
Negro and other races

Household heads
Married men
Full-time workers .....

3d
qtr.
1972

5.6

3.9
5.6

16.1

5.0
9.9

3.3
2.7
5.1

2d
qtr.
1972

5.7

4.2
5.6

15.8

5.3
9.9

3.5
2.9
5.3

1st
qtr.
1972

5.8

4.1
5.3

18.2

5.3
10.6

3.4
2.9
5.4

4th
qtr.
1971

5.9

4.3
5.7

16.9

5.4
10.1

3.6
3.2
5.6

3d
qtr.
1971

6.0

4.4
5.7

16.8

6.5
10.1

3.7
3.2
5.5
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the second quarter to the third, the
number employed increased 540,000,
and the unemployment rate dropped to
5.6 percent. The unemployment rate
has dropped 0.1 of a percentage point
in each of the past four quarters.

Unemployment rates for most major
groups within the labor force declined
or remained unchanged and are lower

than in the third quarter of 1971
(table 5). In addition, the average dura-
tion of unemployment fell during the
third quarter to 12.0 weeks, down from
the all-time high of 12.8 weeks recorded
in the spring. However, the third
quarter rate is still above the 11.8
week level of the third quarter of last
year.

Alternative Calculations of Constant Dollar GNP

The rate of change of GNP in con-
stant dollars ("real GNP") is generally
influenced by the choice of the valua-
tion period used for the constant dollar
calculation. The estimates prepared by
BEA are currently in 1958 dollars; this
means that the value of output in
every period is restated on the as-
sumption that 1958 prices prevailed
in every period. If the prices of another
year were used instead, the resulting
constant dollar GNP could show rates

Table A—Alternative Measures of Real GNP

GNP in constant dollars of—

1962
1963 _ _
1964

1965
1966-
1967
1968
1969 _.

1970
1971-

1963
1964.

1965 -.
1966
1967
1968.
1969

1970-
1971. -

1962-71 ...

1958 1967 1971

Billions of dollars

529.8
551.0
581.1

617.8
658.1
675.2
706.6
725.6

722. 1
741.7

625.2
650. 0
684.7

726.0
773.3
793.9
829.7
851.3

848.7
870.7

755.4
784.2
824.9

875.4
933.1
960.4

1,004.8
1,030.4

1,023.2
1,050.4

Percent change from previous
year

4.0
5.4

6.3
6.5
2.6
4.7
2.7

-.5
2.7

4.0
5.3

6.0
6.5
2.7
4.5
2.6

-.3
2.6

3.8
5.2

6.1
6.6
2.9
4.6
2.5

-.7
2.7

Average annual percent
change

3.8 3.7 3.7

of changes over time somewhat dif-
ferent from those shown by GNP in
1958 dollars. The reason for such differ-
ences is that the prices of various goods
and services change relative to one
another over time. (The selection of the
valuation period has no effect on the
rate of change if the outputs or the
prices of all the goods and services
change in the same proportion over
time.)

The valuation period used in cal-
culating constant dollar GNP will be
changed when BEA next benchmarks
the national income and product ac-
counts. Meanwhile, some preliminary
calculations have been made which show
that constant dollar GNP calculated

with the prices of more recent years,
1967 and 1971, show rates of change
over time similar to those shown by
GNP in 1958 dollars. These years were
selected for comparison because 1967
is expected to be the valuation period
in the next benchmark revision and
1971 is the latest year available.

Table A compares the rates of growth
from 1962 to 1971 in GNP in constant
1958 dollars, in constant 1967 dollars,
and in constant 1971 dollars. Over the
nine year period, GNP in 1958 dollars
increased at an average annual rate of
3.8 percent as compared with 3.7
percent in either 1967 dollars or 1971
dollars. On an annual basis, the dif-
ferences between the changes in GNP
in 1958 dollars and those in the alter-
native measures of real GNP, while
somewhat larger, are still quite small.
The largest differences occurred in
1965 and 1970, when the annual rates
of change differed by 0.3 and 0.2
percentage points, respectively.

Table B shows quarter-to-quarter
percent changes (at seasonally adjusted
annual rates) for GNP in constant 1958
dollars, constant 1967 dollars, and
constant 1971 dollars. Differences
among the quarterly movements of
the constant dollar series are generally
small, the largest being in the first
quarter of 1965, the fourth quarter of
1968, and the first and fourth quarters
of 1971.

Table B—Quarterly Changes in GNP in Constant 1958 Dollars, Constant 1967 Dollars, and
Constant 1971 Dollars

[Percent change from previous quarter, seasonally adjusted annual rate]

1962' II
III
IV

1963: I
II
III
IV

1964: I.... -
II
III
IV

1965: I
II
III
IV

1966: I
II
III
IV

GNP in constant dollars of—

1958

6.5
4.3
3.7

2.2
3.6
6.6
5.4

6.6
5.3
5.1
1.9

9.2
5.9
8.2
9.4

8.1
3.7
3.2
4.9

1967

6.4
4.1
3.3

2.4
3.9
6.2
5.2

6.4
5.4
4.9
2.3

7.9
6.1
8.0
9.1

8.4
3.6
3.3
4.6

1971

6.6
4.2
3.6

2.2
3.2
6.4
5.0

6,0
5.3
4.6
2.1

8.4
6.3
8.0
9.1

8.1
4.0
3.4
4.9

1967: I
II
III _ .-
IV

1968: I
II
III
IV

1969: I
II
III
IV

1970: I
II ..
Ill
IV

1971: I
II ... .
Ill
IV

GNP in constant dollars of—

1958

-0.9
3.0
4.4
2.8

5.4
7.5
4.0
2.4

3.4
1.9
1.9

-2.3

-2.5
1.5
2.0

-4.8

8.0
3.4
2.5
6.7

1967

-0.4
2.7
4.6
3.1

5.0
7.1
4.3
1.3

3.4
2.5
1.6

-2.1

-2.0
1.1
2.4

-4.2

7.2
3.4
2.5
5.5

1971

0.2
2.7
4.9
2.9

5.0
7.5
3.6
2.7

2.8
1.8
2.0

-2.4

-2.5
1.0
1.8

-3.8

6.7
3.3
2.2
6.8
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* GNP rose $22% billion in third quarter-real GNP grew 6 percent (annual rate)
® In September: The jobless rate was 5.5 percent; nonfarm payroll employment increased 240,000
® Wholesale prices rose about 0.3 percent; prices of industrial commodities increased 0.2 percent
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8 SURVEY OF CURRENT BUSINESS October IOTS

® In September: Personal income advanced $5% billion, wages and salaries accounted for most of the gain
• Retail sales declined; sales of new domestic cars were up sharply
• Housing starts little changed at an annual rate of 2.35 million units
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• In third quarter: Inventory investment showed little change
• Net exports rose $1% billion
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10 SURVEY OF CURRENT BUSINESS October 1972

• In September: Industrial production increased about 1/2 of 1 percent
9 Bank credit continued to advance sharply, money supply increased moderately

CHART 6

* Interest rate on 3-month Treasury bills rose sharply, yields on corporate bonds little changed
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the BUSINESS SITUATION

I^ONSUMER buying, which has been
a major factor in the ongoing economic
recovery, continued to expand vigor-
ously in October. According to the
advance estimate, retail sales increased
2% percent, with a gain reported for
almost every major line of trade. The
durable goods total was up 4 percent,
partly because of a strong rise for the
auto group; however, even excluding
the auto group the durables advance
was more than 2% percent, and sales
of nondurables outlets were also up
2}i percent. These advances are large
relative to the typical monthly gain,
and suggest the possibility that the
social security benefit increase paid in
October had an impact on retail
demand.

New cars continued to sell at a very
brisk rate in October, and industry
reports indicate that sales of domestic
models would have been even larger
had there been no supply problems.
Some new models were in short supply,
partly as the result of work stoppages
and delays in getting some models
certified as meeting emission control
standards.

On a seasonally adjusted basis, BEA
calculates that domestic models sold at
an annual rate of about 9.6 million units
and foreign models at a rate of 1.6
million. This made October the fourth
consecutive month in which total sales
are estimated to have exceeded 11
million units at an annual rate. The
four latest months are shown in table 1
together with quarterly data back to
the start of 1971. Calendar year sales
records were set in 1971 for both
domestic models (8.68 million) and
imports (1,57 million). Domestic model

sales this year will almost certainly set
another record; sales of imports may
also set a new record, but by only a
small margin.

The continued boom in auto sales is
consistent with the recent reports of
improving consumer sentiment. The
latest quarterly University of Michigan
survey found that, for the first time
since 1969, more consumers anticipate
"good times" in the next five years than
"bad times." Other attitude measures
collected by that survey also improved,

Table 1.—New Car Sales

[Millions of units, seasonally adjusted at annual rates]

1971-1 .
II
III
IV

1972-1 . . .
II ..

July
August
September
October

Total

10.0
9.9

10.7
10.5

10.3
10.7

11.4
11.1
11.8
11.2

Domestic
models1

8.4
8.2
9.0
9.1

8.8
9.1

9.8
9.4

10.2
9.6

Imports
models

1.6
1.7
1.7
1.4

1.6
1.5

1.6
1.7
1.6
1.6

1. Includes domestic models built in Canada for sale in
the U.S. market.

notably the extent to which consumers
feel disposed to buy durable goods and
their assessment of their personal finan-
cial prospects. The Michigan survey's
index of consumer sentiment moved up
for the third consecutive quarter and
reached the highest level since early
1969. The latest Census Bureau quar-
terly survey of consumer expectations,
taken in October, found increases in
reported plans to buy both houses and
new cars, and continuation of the
improved income expectations first re-
ported in the July survey.

Strong demand for labor
Employment registered another sub-

stantial increase in October while the
number unemployed was about un-
changed. The unemployment rate re-
mained at 5.5 percent, making October
the fifth consecutive month in which the
rate was about 5% percent. In the
preceding \% years, the rate had held
at or very close to 6 percent.

The total number of unemployed this
October differed hardly at all from the
total number a year earlier—4.8 million
this year and 4.9 million in 1971.
However, the strengthening of labor
markets in the intervening period was
reflected in the fact that the number
of unemployed who had lost their last
job was down more than 200,000 while
the number who had left their last job
was up about 100,000.

The strong employment expansion
that began in- mid-1971 was clearly
persisting this fall. Civilian employ-
ment in October was 2.3 million above
the year-earlier level, and 800,000 of
that gain was registered in the 3 months
ending in October. In percentage terms,
the over-the-year expansion was 3 per-
cent, a very substantial gain.

Continued rapid expansion of the
civilian labor force explains why the
unemployment rate has been so stable
in the face of large employment gains.
Labor force expansion slowed in the
spring but has turned very strong again
in recent months. The civilian labor
force increased by 800,000 persons in
the 3 months ending in October, and
2.2 million (2.6 percent) over the year
from October 1971.

The sustained rapid growth of the
civilian labor force in recent months
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occurred despite the fact that reduction
of the armed forces—a process that
works to augment the natural growth of
the civilian labor force—has come to a
halt. The number in the armed forces
has held at just about 2.4 million since
the spring, after having dropped about
400,000 in the year from the spring of
1971. (The recent peak was around 3.5
million during most of 1968 and 1969.)

Over the past year, civilian labor
force expansion has also been boosted
by increases in participation rates.
This has been especially marked for
adult women, and over the year the
unemployment rate of women has not
changed while the rates for men and
teenagers have declined modestly. In
terms of major industry, the sharpest
decline in the unemployment rate over
the year was for workers in manufac-
turing, the sector where the recovery of
employment over the same period was
also sharpest. The unemployment rate
for workers in manufacturing was down
to 5.0 percent (seasonally adjusted) in
October from 6.2 percent a year
earlier and 7 percent or more in late
1970 and early 1971.

Manufacturing payrolls

According to the monthly survey of
nonagricultural establishments, the
recovery of manufacturing employment
did not get clearly underway until the
start of 1972. In the 10 months through
October, the number of workers on
manufacturers' payrolls increased 625,-
000, following little net change during
most of 1971 and a decline of 1.4
million in the year from March 1970 to
March 1971.

Changes in the workweek are a flex-
ible way to adjust labor input in line
with changes in demand for output, and
the manufacturing workweek began to
lengthen before manufacturing employ-
ment began to rise. From a recent low
of about 39% hours per week (seasonally
adjusted) in late 1970, the average fac-
tory workweek lengthened to more than
40 hours around the start of 1972 and
continued to lengthen until this sum-
mer; since then it has held at 40.6 or
40.7 hours. The combined effect of a
longer workweek and more workers has

been to boost manufacturing man-
hours sharply. In October, the number
of production worker man-hours in
manufacturing was 6% percent higher
than a year earlier, a considerably
larger advance than the 4% percent
increase in the number of production
workers.

Personal income up in October

The preliminary estimate of manu-
facturing wages and salaries for October
shows an increase of $2 billion (season-
ally adjusted annual rate), a relatively
large gain that was about equal to the
increases recorded in August and Sep-
tember. The aggregate of other private
payrolls also registered a strong gain in
October, though the expansion of gov-
ernment wages and salaries slowed.
Altogether, wage and salary income is
estimated to have increased $5% billion.

Proprietors7 income barely changed
in October but the other nonwage com-
ponents of personal income generally
had fairly large increases. The domi-
nant force affecting the month's data
was the 20 percent increase in social
security benefit payments. This raiseol
the level of benefit income about $8 bil-
lion at an annual rate. Total personal
income increased $15% billion.

Wholesale prices in October

The wholesale price index rose only
0.1 percent in October, seasonally ad-
justed, the smallest increase since
March. In the intervening period, the
index generally increased about 0.5
percent per month. In October, there
was only a very small rise (seasonally
adjusted) in the index for farm products
and foods and feeds. That index was
rising very rapidly during the summer
but there has been an expectation that
agricultural price behavior would mod-
erate this fall.

There was a slight decline in October
in the index for industrial commodities
(seasonally adjusted), following a string
of increases generally amounting to
about 0.4 percent per month. The rapid
rate of advance in the spring and
summer was partly caused by steep
increases for leather and lumber prod-
ucts but also reflected widespread in-
creases for other industrial commod-
ities. Industrial commodity prices
generally rose again in October—with
further sharp advances for leather and
lumber—but the overall industrial in-
dex was held down by a decline in new
car prices. That decline resulted from
introduction into the index of prices of
the new 1973 models adjusted for
quality improvements.

Recent Financial Developments

IN midsummer, the monetary authori-
ties apparently moved to a less ac-
commodative credit policy in an effort
to moderate the growth of the monetary
aggregates. That move occurred at a
time of significant strengthening of
business loan and other short-term
credit demands, and recent months
have witnessed a moderate tightening
of conditions in money and credit
markets.

The move toward a somewhat more
stringent credit policy has been reflected
in a slowing of the growth of bank
reserves, the base for money and credit
expansion. Nonborrowed reserves
which increased strongly during the
first half of this year (12 percent at an

annual rate), showed very little net
growth from July through October
(chart 1). The tightening by the
Federal Reserve is observable in the
increase in borrowing from the Reserve
Banks. Since July, the net reserve
position of member banks (their
aggregate excess reserves less bor-
rowings) has become substantially nega-
tive; member banks had net free
reserves during the first half of this
year, but net borrowing of $350 million
in September and $340 million in
October.

Firmer monetary policy has achieved
some slowdown of the growth of the
monetary aggregates. The narrowly
defined money stock, Mj. (currency plus
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private demand deposits), increased at
an annual rate of 9.3 percent in the
first quarter, 5.3 percent in the second,
and more than 14 percent in the month
of July. The monthly growth rate de-
celerated steadily from July onward and
was down to a seasonally adjusted
annual rate of 4 percent in October;
from July to October money stock
increased at an annual rate of 5.2
percent. The expansion of the broader
monetary aggregate, M2 (which includes
MI plus time deposits at commercial
banks other than large certificates of
deposit), slowed only a little during the
3 months ending in October as time
deposit growth continued strong. The
increase was at an annual rate of 8.2
percent from July to October, as com-
pared with 8.6 percent in the second
quarter and 13.3 percent in the first.

Bank credit
The expansion of total loans and

investments at commercial banks aver-
aged $6.2 billion per month (seasonally
adjusted) in the 3 months ending in
October compared with an average of
$5.2 billion in the first 7 months of this
year. Within the latest 3-month period,
however, the rate of advance has been
decelerating: credit expansion was $8
billion in August, $6.5 billion in
September, and $5.5 billion in October.

Since July, loans have accounted for
all of the growth of bank credit.
Expansion in all major loan categories
has strengthened, but growth of busi-
ness and consumer loans has been
particularly vigorous. From July to
October, business loans increased a
total $5.3 billion (seasonally adjusted),
only $1 billion less than in the first 7
months of the year; consumer loans
increased $3 billion from July to
October, as compared with $4.8 billion
in the year's first 7 months.

In order to accommodate the recent
strengthening in loan demand, com-
mercial banks have liquidated $2.4
billion of their holdings of U.S. Govern-
ment securities and reduced their pur-
chases of State and local and U.S.
Agency issues. Banks made sizable
acquisitions of State and local securities
in the first 7 months of this year, but
net purchases have slowed in the 3
months ending in October.

Financing costs

The firming of monetary policy and
the slowing of the growth of the mone-
tary aggregates has been accompanied
by some increase in short-term interest
rates but no major upward shift in the
interest rate structure. From early
August to mid-September, there was a
spurt in money market rates that
carried them between one-fourth and
one-half a percentage point higher. An
increase of nearly a full percentage
point for Treasury bills reflected selling
pressures resulting from Federal Re-
serve open market operations, net liqui-
dation of bill holdings of foreign central
banks, and an increase in new bill
offerings by the Treasury.

With long-term rates continuing to
show little change, the increase in
short-term rates resulted in some nar-
rowing of the unusually wide differ-
ential between long- and short-term
rates, particularly in the Government
securities market, but the differential
in most markets remains substantial
by historical standards.

From mid-September to mid-Novem-
ber money and capital markets were
relatively stable. There was some fur-
ther increase in short-term rates, but
long-term rates generally edged a bit
lower. Within the short-term structure,
the pattern of rate movements has been
mixed. The Treasury bill yield showed
virtually no change, but the Federal
funds rate (the rate at which commer-
cial banks borrow and lend uncom-
mitted reserves) increased a little more
than one-half a percentage point. The
prime rate—the rate banks charge their
most creditworthy borrowers—was
raised one-fourth of a percentage point
in late August and another one-fourth
of a point to 5% percent in late Sep-
tember. In early November, a major
New York bank that had been using a
formula to link its prime rate to open
market interest rates dropped the
"floating rate77 approach apparently
because officials of the bank felt that
the formula would raise their prime
rate above what seemed desirable at
the time.

In the near term, some intensifying
of pressures in money markets seems

likely. The strengthening of private
loan demand that is accompanying the
vigorous expansion of economic activity
shows no signs of abating, and heavy
Treasury demands associated with the
large budget deficit are emerging. It is
estimated that the net new borrowing
by the Treasury will amount to some
$9K billion between early November
and early January. Short-term interest
rates may move somewhat higher in
the near term, but the differential
between short- and long-term rates
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remains substantial, and this need not
significantly affect long-term markets.
Moreover, there may be some further
easing of demands in capital markets.
Long-term corporate borrowing asso-
ciated with acquiring liquid assets seems
to be abating. Also, capital market
demands of State and local govern-
ments should ease in the months ahead.
These governments are already running
large consolidated budget surpluses, and
now are benefiting from an enlarged
flow of funds associated with the
recently enacted Federal revenue shar-
ing program.

Savings and loan associations

The rise in short-term rates that be-
gan in midsummer did not signifi-
cantly affect the flow of funds to the
savings and loan associations. Inflows
totaled $8 billion (seasonally adjusted)

in the third quarter (September is the
last month for which data are available),
up somewhat from $7% billion in the
second quarter but less than the $10)4
billion increase in the first. For the first
Q months of this year, the inflow was
about $3% billion above the figure for
the first three quarters of 1971, itself a
record year.

Mortgage debt holdings of the as-
sociations increased a record $8% bil-
lion (seasonally adjusted) in the third
quarter, up from $8 billion in the
second quarter and nearly $6% billion
in the first. Mortgage commitments
also continued to expand at a fairly
stronge pace, increasing $1% billion to
a record high of $18 billion. The recent
increase in commitments is less than
the $2 billion in both the first and
second quarters, but nevertheless, in-
dicates continued strong mortgage debt
expansion over the next half year.

Wages Under Collective Bargaining

THE average wage rate increase negoti-
ated in major collective bargaining
settlements in the first 9 months of
this year was appreciably smaller than
the average in 1971. "Major" settle-
ments, as tabulated by the Bureau of
Labor Statistics, are those affecting
1,000 or more workers and, while
covering only a relatively small part
of the work force, they are highly
visible and tend to set patterns for
other labor negotiations. Major settle-
ments this year approved by either
the Pay Board or the Construction
Industry Stabilization Committee (CISC)
have covered about 1% million
workers and have included agreements
in the aerospace, railroad, maritime
and construction industries, among
others. At the end of the third quarter,
agreements covering an additional
900,000 workers were awaiting action
by the Pay Board or CISC and are
not included in the data compiled
by BLS for the first three quarters.

BLS calculates that major contracts

in the first three quarters provided
for an average first-year increase in
straight time hourly earnings of 7.2
percent, well below the average of
more than 11 percent in each of the
past 2 years (table 2). There was a

marked slowdown in both manufac-
turing and nonmanufacturing indus-
tries, with the most pronounced
deceleration occurring in construction.
Raises provided by construction settle-
ments had also slowed sharply from
1970 to 1971, in part because of the
CISC, which became active in April
1971 and thus influenced a major
part of last year's negotiations.

The average all-industry increase of
7.2 percent calculated by BLS for the
first three quarters of 1972 is well above
the 5.1 percent average increase ap-
proved by the Pay Board for the same
period. However, that Pay Board fig-
ure covers about 16% million workers,
far more than those covered by the
"major" settlements, and the Pay
Board figure includes deferred increases
coming into effect in 1972, covers non-
union workers, and is also in other
ways not comparable to the BLS major
settlements figure. For situations com-
parable to the BLS major settlements
outside construction, Pay Board wage
increase approvals averaged 7.3 percent
for 1.15 million workers—essentially
identical to the BLS figure of 7.2
percent for 1.16 million workers.

In recent years, average first-year
increases under new contracts have
typically been higher than average
annual rates of increase over the full
life of contracts; this reflects "front
loading" in multiyear contracts, i.e.,
the practice of having a disproportion-

Table 2.—Wage Rate Changes Under Collective Bargaining

[Average annual percent change]

AH industries:
Over life of contract
First-year change

Manufacturing:
Over life of contract -
First-year change - -

Nonmanufacturing :
Over life of contract - - - ._ .. - - - - - - _ .
First-year change - . _ .

Construction:
Over life of contract
First-year change

Other:
Over life of contract
First-year change

1968

5.9
7 4

5.2
7.0

6.5
7.8

8.6
8.7

n.a.
n. a.

1969

7.6
9.2

6.0
7.9

9.3
10.8

13.1
13.1

7.4
9.4

1970

8.9
11.9

6.0
8.1

11.5
15.2

14.9
17.6

10.2
14.2

1971

8.1
11.6

7.3
10.9

8.9
12.2

10.8
12.6

8.6
12.2

9 months
1972

6.
7.

5.
6.

7.
7.

6.
7.

7.
7.

n.a. Not available.
NOTE.—Limited to private industry settlements affecting 1,000 or more workers. Data exclude possible adjustments in

wages under cost-of-living escalator clauses (except guaranteed increases).
Source: Bureau of Labor Statistics.
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ate share of the multiyear increase go
into effect in the first year. Negotia-
tions in the first 9 months of 1972
resulted in an average annual life-of-
contract increase of 6.6 percent. This
is not only sharply lower than the 1971
figure, but also much closer to the
average first-year increase than has
been typical in recent years. Indeed,
for nonmanufacturing situations out-
side the construction industry, the
first-year and life-of-contract increases
negotiated in 1972 are equal (table 2).
This closing of the gap results both
from less front loading in multiyear
contracts and from a move toward
shorter duration contracts. The move
toward shorter duration, which has
been especially pronounced in construc-
tion, reflects union concern over the
possibility of being "locked in" upon
expiration or easing of the controls.
(Unless extended by Congress, author-
ity for the current stabilization pro-
gram ends April 30, 1973.)

Bargaining in 1973 will be much
heavier than in 1972, with more than
4J£ million workers covered by major
contract negotiations. Situations that

will be especially important because
of the large number of workers covered
and the pattern-setting potential will
come up in the communication, con-
struction, railroad, rubber, electrical
equipment, trucking, and auto indus-
tries, among others.

Deferred increases
In addition to the first-year increases

negotiated this year, there are deferred
adjustments coming due which were
negotiated in previous years. In general,
it has been the policy of the Pay Board
to review only the initial wage increases
of new contracts, delaying action on
deferred increases until they are sched-
uled to become effective. BLS calculates
that about 6% million workers will
receive deferred increases this year,
averaging about 6 percent.

In 1973, deferred increases under
existing contracts are expected to cover
about 4 million workers and average
only about 5 percent. This figure could
change somewhat if increases due this
year that were lowered by the Pay
Board are restored in 1973, appearing
as deferred increases in that year.

Corporate Profits

ACCOEDING to preliminary esti-
mates by BE A, book profits of corpora-
tions before taxes rose $4}{ billion from
the second to the third quarter to a
seasonally adjusted annual rate of
$95% billion (chart 2). This rate is
$26% billion above that in the de-
pressed fourth quarter of 1970, which
was not only the cyclical trough but
also was affected by the GM auto
strike. Profit tax liability was up $2
billion in the third quarter so that after-
tax profits rose $2}£ billion.

It should be noted that profits in the
second quarter were affected by losses
of plant and equipment and inventory
suffered in the June floods. BEA has
estimated the amount of such losses to
corporations at about $1% billion
(annual rate) in the second quarter. In
the absence of those losses, but with

other things being equal, the second
quarter increase in book profits would
have been about $1% billion larger then
it was and the third quarter increase
would have been about $1% billion
smaller than it was.

Book profits include gains or losses
due to differences between the replace-
ment cost of goods taken out of inven-
tory and the cost at which these items
are charged to production. Since the
national income measure of profits is
intended to measure only incomes aris-
ing from current production, profits on
the national income basis exclude these
gains or losses. Inventory profits in-
creased a little more than $% billion
from the second quarter to the third,
and profits on the national income basis
increased $3% billion.

The profits of financial institutions

were up $% billion in the third quarter
following an increase of $1 billion in the
preceding quarter. Nonfinancial corpor-
ations' profits increased nearly $3 bil-
lion, as compared with $3% billion in the
second. The weakness in nonfinancial
corporations centered in the auto in-
dustry; other industries generally re-
corded appreciable gains.

Nonfinancial corporations

In the first half of 1971, the strong
recovery of economic activity, reflecting
in part the rebound from the auto
strike, was evident in sharp increases in
the output and profits of nonfinancial
corporations. However, after mid-1971
nonfinancial corporations7 profits fell as
a result of both a deceleration in real
output growth and a decline in profit
margins, i.e., profit per unit of output.

Profits and Cash Flow
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The decline in margins reflected an
acceleration of unit cost/both labor and
nonlabor, and a pronounced slowdown
in unit price as a consequence of the
wage-price-rent freeze introduced in
midsummer. This year has seen a
vigorous profit expansion as a result
both of higher margins and of accele-
rated real output growth.

Table 3 shows the behavior of non-
financial corporations' output, price,

Table 3.—-Nonfmancial Corporations' Out-
put, Price, and Costs

[Percent change, compound annual rate, seasonally adjusted]

Table 4.—Nonfinancial Corporations' Sources and Uses of Funds
[Billions of dollars; quarterly data seasonally adjusted at annual rates]

Output (constant dollar
gross product)

Unit price

Unit profit1

Unit cost _

Unit labor cost

Unit nonlabor cost 2

1970-
IV to
1971-
II

8.6

3.8

41.8

.4

1.4

1971-
II to
1971-
IV

4.9

1.0

-11.0

2.3

1.2

5.6

1971-
IV to
1972-
II

11.2

2.1

15.0

.5

1.2

—1.3

1972-
II to
1972-
III

6.5

.9

12.6

Sources total ~

Internal1. _ _ _ ... .
External ... _ .

Credit market funds _ _ _ _ _
Long-term 2 _ . _ _ _ _ _
Short-term 3

Other

Uses, total. _ _

Purchase of physical assets 4

Increase in financial assets _ _

Discrepancy (uses less sources) _

1968

109 8

61 7
48 1
30 8
17 9
12 9
17 4

99.5

76 2
23.3

-10.3

1969

117 6

60 8
56 9
40 3
21.2
19 1
16 7

105.2

84.0
21.1

-12.5

1970

102 5

59 1
43 4
39 9
32 4
7 5
3 5

95.5

84.6
10.9

-6.9

1971

126 7

67 1
59 6
48 5
44.0
4 5

11 0

106.9

85.2
21.7

-19.8

I

118 2

62 1
56 1
45 6
41 8
3 g

10 6

105.9

82 4
23.6

-12.3

19

II

122 2

66 6
55 6
48 5
46 9
1 6
7 i

110.8

87 6
23.2

-11.4

71

III

135 2

67 2
68 0
57 4
45 2
12 2
10 5

108.5

83 2
25.3

-26.7

IV

130 4

72 4
57 9
42 8
42 2
0 6

15 2

101.7

87 7
14.0

-28.6

I

137 2

72 5
64 7
51 5
36 0
15 5
13 1

128.1

94 g
33.3

-9.1

1972

II

139 7

77 7
62 0
57 6
44. 9
12 7
4 5

125.8

100.1
25.6

-13.9

III*

142 3

79 0
63 3
50 0
40 8
9 2

13 2

129.9

102. 8
27.1

-12.4

1. This is profit per unit of constant dollar output, and is
thus not the same as profit per dollar of sales.

2. Unit nonlabor cost is the sum of capital consumption
allowances, net interest, and indirect business taxes plus
business transfers less subsidies received, divided by con-
stant dollar gross corporate product.

and costs in the period since the re-
covery in overall economic activity
began. The output figure is constant
dollar gross product originating in non-
financial corporations; price, costs, and
profits are shown per unit of real output.

In the first half of 1971 unit price
grew much more rapidly than unit cost
and unit profit soared. The slow growth
of unit cost was primarily due to the
virtual stability of unit labor cost, as
output per man-hour grew at about the
same rate as compensation per man-
hour. After mid-1971, unit profit de-
clined as the advance of unit price
slowed appreciably while unit cost
accelerated. The acceleration of unit
cost centered in nonlabor costs and
reflected in part higher depreciation
costs associated with the ADR system,
and in part, higher effective rates of
indirect business taxation. The rise in
unit nonlabor costs was due also to the
slowdown in output growth which
meant that higher fixed costs were
spread over a fewer number of units.

The rise in unit profit this year re-

*Preliminary; partly estimated by BE A.
1. Undistributed profits (after IVA) and capital consumption allowances.
2. Stocks, bonds, mortgages.
3. Bank loans, commercial paper, finance company loans, bankers' acceptances, Government loans.
4. Plant and equipment, residential structures, inventory investment.

Source: Federal Reserve Board.

fleets moderate growth in the price
per unit of output and little change in
unit cost. Unit labor cost has increased
very little and unit nonlabor cost has
actually declined, as expanding vol-
ume has spread fixed costs over more
output.

Sources and uses of corporate funds

The strong growth of profits this year
has boosted retained earnings; this,
along with the growth of capital con-
sumption allowances, has led to a
strong expansion of internal cash flow
(table 4). External borrowing has also
been heavy. While the rate of invest-
ment in physical assets has been running
well ahead of the 1971 pace, corpo-
rations have been able to increase as
well the rate of investent in financial
assets. Investment in financial assets
was at a seasonally adjusted annual rate
of nearly $28% billion in the first three
quarters of this year, up nearly $7 til-
lion from last year and some $5% billion
above the previous peak in 1968.

In 1970 and 1971, corporations were
improving their liquidity positions,
which had been strained in the preceding
tight-money period. Their net borrowing
therefore, was mainly long term. Net
long-term borrowing rose a record
$44 billion for the year 1971 while the in-
crease in short-term liabilities amounted
to only $4% billion (table 4). An inter-
esting development last year is the fact
that recorded sources of nonfinancial
corporate funds increased far more from
the first half to the second half than did
recorded uses of funds. Some of this
increasing discrepancy may have been
associated with unrecorded outflows of
corporate funds into foreign currencies.

This year, the rate of long-term bor-
rowing has remained high and there
has been an increased use of short-term
debt. For the first three quarters, the
net increase in long-term liabilities was
about $41 billion (seasonally adjusted
annual rate) while short-term debt in-
creased some $12% billion. Most of the
increase in short-term debt was in the
form of bank loans.

Federal Fiscal Position and GNP, Third Quarter

THE Federal Government's deficit as
measured in the national income ac-
counts was about $11% billion (sea-
sonally adjusted annual rate) in the
third quarter. This was much smaller

than the $21% billion recorded in the
second quarter. The deficit will increase
substantially in the current quarter,
reflecting the first, retroactive payment
to States and localities under the
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revenue sharing legislation ($10% billion
at annual rates) and a 20 percent
increase in social security benefits
($8% billion).

Federal receipts increased more than
$5 billion in the third quarter to $230
billion. Personal taxes increased $1.8
billion with nearly all of the advance
occurring in withheld income taxes;
nonwithheld payments declined. Over-
withhloding continued at about the
previous quarter's pace. Corporate tax
accruals rose $1.7 billion, reflecting a
$4.2 billion increase in book profits.
Social insurance contributions increased
$1.2 billion; indirect business taxes
advanced $0.5 billion.

Federal expenditures declined $4.9
billion to $241.6 billion. The decline
centered in grants-in-aid and defense
purchases. Grants fell $3.7 billion
because of a large drop in public assist-
ance grants which had been temporarily
swelled in the second quarter by a $4
billion advance payment. Defense spend-
ing decreased $3.5 billion, nearly all
of it in non-payroll costs. Partly
offsetting these declines were increases
in transfer payments ($1.6 billion) and
nondefense purchases ($0.6 billion).

Social security changes

Various new social security amend-
ments were signed into law in late
October. This was the second round of
social security legislation this year; the

Table 5.—Impact of New Social Security
and Welfare Legislation

[Billions of dollars]

Category and effective date

Social security benefits (Jan. 1973).
Widows
Higher earnings exemption
Other

Medicare benefits (July 1973).
Disability under 65 .
Other

Welfare takeover (Jan. 1974).

Savings . _ _ ...
Medicaid (Jan. 1973)
Food Stamps (Jan. 1974).

Total net benefits-

First full-
year costs

2.5
1.1

1.8
1.6
.2

2.0

-1.1
-.7
-.4

5.2

earlier amendments, which were ap-
proved in July, included the 20 percent
benefit increase paid in October. Those
earlier amendments were discussed in
the August SURVEY. The new law
increases social security taxes and pro-
vides liberalized benefits for widows,
permits retirees to earn more income
without reduction of benefits, extends
medicare coverage to persons under 65
who are disabled, and provides for a
Federal takeover of welfare for the aged,
blind, and disabled.

Net benefits in the first full year
under the new legislation are estimated
to be $5.2 billion, calculated as $6.3
billion of new benefits less $1.1 billion
in expected savings in Federal medicaid
and food stamp programs. Table 5
shows a more detailed breakdown of the

Table 6.—Budget Position of the Social
Security System

[Billions of dollars]

Fiscal year

1973

1974 _

1975

1976

Old law

2.3

5.1

5.5

5.9

July
amendments

-3.4

.3

1.5

.3

Present law

-2.8

-.2

.8

-.5

Source: Social Security Administration and Office of
Management and Budget.

Source: Social Security Administration.

first full-year benefits under the new
law, and the effective dates of the
various items.

The new legislation provides for an
increase in the combined employer-
employee social security tax rate to 11.7
percent, effective January 1973. This
compares with an actual 10.4 percent
rate in effect during 1972 and an 11
percent rate that had been scheduled to
take effect in January 1973. The overall
rate increase, together with an increase
in the taxable wage base from $9,000
to $10,800 enacted earlier, will add
$10.3 billion (annual rate) to social
insurance contributions in January.

The future budget position of the
social security system is also affected.
Table 6 shows the estimated budget
position of the social security system,

fiscal years 1973-76, under the present
law and under the old law. This table
updates a table published in the August
SURVEY.

GNP revised

On the basis of more complete source
data, BEA has slightly raised the esti-
mate of third quarter GNP. An up-
ward revision of the inventory invest-
ment component, putting it at an
annual rate of $8 billion, was the only
change of substance. Estimated August
and September retail sales have been
revised up since the preliminary GNP
figure was prepared, and this resulted
in some increase of consumption spend-
ing, but more complete data on Com-
modity Credit Corporation operations
resulted in some reduction of Federal
nondefense purchases.

Alternative measures of output

Now that a preliminary estimate of
corporate profits has been made, it is
possible to calculate a third quarter
estimate of national output measured
from the "income side" of the national
accounts. The familiar GNP estimate
is done from the "product side." The
two figures are alternative measures of
the market value of national output—
as the sum of costs incurred and profits
earned in producing the output ("in-
come side") or as the sum of final sales
and inventory change ("product side").

Over the first three quarters of this
year, the conventional GNP measure
increased about 10% percent at a sea-
sonally adjusted annual rate while the
estimate calculated from the "income
side" increased about 9% percent. There
is no clear basis for deciding that one
alternative is statistically more ac-
curate than the other. Interest generally
focuses on the "product side" measure,
i.e., the familiar GNP, mainly because
its components are more useful for
many types of economic analysis. Be-
cause the two measures are based on
source data that are largely independent
and also imperfect, the two may differ
in both level and rate of change.
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Revised figures show third quarter GNP up $24% billion and real GNP up 61/4 percent (annual rate]
In October: The jobless rate held at 5.5 percent; nonfarm payroll employment increased 300,000

The wholesale price index declined slightly
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CHART 4

* In October: Personal income advanced $15% billion-boosted by a sharp increase in social security payments
• Retail sales rose 2% percent; sales of new cars continued strong
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* U.S. merchandise trade showed a deficit of over $500 million in September
* In third quarter: Balance of payments was in deficit about $4V2 billion on both liquidity and official reserve bases

• Federal receipts increased and expenditures declined; budget deficit dropped to $11V2 billion
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® In October: Industrial production rose about 0.9 percent
• Money supply growth slowed; bank credit expansion strong
• Corporate profits (before tax and including IVAj increased $3% billion in third

11

CHART 6
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the BUSINESS SITUATION

THE i! economy is expanding briskly in
the fourth quarter. Residential con-
struction continues to show surprising
strength. Private housing starts were at
a seasonally adjusted annual rate of
2.4 million units in November, and
averaged that same figure for the 11
months through November. The 1971
total was 2.1 million. The latest BEA
survey indicates that business capital
investment is rising vigorously—an
indication that is supported by
scattered evidence available on capital
goods production and nonresidential
construction. The uptrend in industrial
output has strengthened, especially the
output of business equipment. Nonfarm
employment has continued to increase
at a strong pace, with capital goods
industries now accounting for more of
the expansion than they did earlier this
year, and the manufacturing workweek
has continued to lengthen. Reflecting
the employment gains, wage and salary
income has been rising strongly.

Consumer Spending

In addition to the expansion of wages
and salaries, personal income has been
sharply boosted this fall by a big
increase in social security benefits.
Complementing this, as a factor
influencing consumer demand, is the
evidence—cited in last month's
SURVEY—of improved consumer senti-
ment. Retailers have been quoted to
the effect that the Christmas buying
season has been very strong indeed. As
this issue of the SURVEY goes to press,
however, there is little solid data
available on December retail sales; in
November, sales were little changed
(seasonally adjusted) following a big

jump—3% percent—in October. Even
if December retail sales were to be
unchanged from November, the fourth
quarter figure would be about 3%
percent above the third quarter; the
increase from the second quarter to the
third was 21 /2 percent.

Auto sales boom continues

A boom in auto sales has been running
for well over a year now. Sales of new
cars, counting both domestic models
and imports, averaged a seasonally ad-
justed annual rate of 11.4 million units
in October and November. That rate
matched the average for the summer
months and was up from 10.7 million
units in the second quarter and 10.3

million in the first. The recent sales
pace is very close to the average of
11.5 million units recorded in the 3
months immediately following the Pres-
ident's August 1971 announcement of
the price freeze and proposed repeal of
the auto excise tax.

The sales boom since mid-summer of
1971 has been mainly a domestic model
phenomenon (chart 1). Sales of imports
fell sharply from an annual rate of 1.7
million units in the spring and summer
of 1971 to 1.4 million in the fourth
quarter, when dock strikes as well as
the temporary import surcharge appar-
ently cut heavily into sales. Import
sales recovered, but fairly sluggishly,
during the first half of 1972 and then
showed somewhat greater strength after

Survey Price Increase

The U.S. Government Printing Office has announced a
general increase in the public sales prices of Government peri-
odicals. The Public Printer has stated that this action is the
result of increases in almost every element of printing cost plus
an increase in postage rates. The public sales program of the
Government Printing Office is intended to be self-supporting.
Government agencies that prepare publications, as BEA does
with the SURVEY, have no direct role in their sale to the public.
Neither the cost of printing the public sale copies of the SURVEY
nor the revenue from their sale is in BEA's budget, and BEA
does not determine the public sale price.

Effective January 1, 1973, the price of a SURVEY subscription,
including the weekly statistical supplement, will be $20 per year
for domestic mailing and $25 per year for foreign mailing. Single
copy prices will be $2.25. Domestic rates apply to Canada,
Mexico, and all other countries of Central and South America
except Argentina, Brazil, British Honduras, French Guiana,
Guyana, and Surinam. Foreign subscribers interested in air mail
delivery should ask the Government Printing Office to quote the
applicable rate.
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midyear; in October and November,
sales once again averaged about 1.7
million units (annual rate).

Sales of domestic-type cars would
evidently have been even stronger in
recent months were it not for inventory
shortages. Strong demand resulted in
shortages of 1972 models as the model
year was finishing, and shortages of 1973
models at the time of their introduction.
In addition, sporadic labor difficulties
at some General Motors plants have
added significantly to the shortages of
some models, irom mid-October to
mid-November, production losses due
to strikes were estimated by GM at

New Car Sales by Price Class

CHART 1

Million Units (Ratio scale)
20

1964 66 68 70

Seasonally Adjusted at Annual Rates

Note.--See footnote to table 2.

U.S. Department of Commerce, Bureau of Economic Analysis

72

about 21,000 units— or about 250,000
in annual rate terms.

Given the strength of auto demand
and the low levels of inventories, auto-
makers have revised their production
schedules upward. Many plants are
currently on a 6-day week and produc-
tion plans call for a sharp reduction of
the usual holiday shutdown period.
Production schedules planned for the
first quarter of 1973 call for a record
number of units, and if schedules are
met, output will surpass that of the
first quarter of 1972 by 17 percent.

Sales by price class

The boom in auto sales since the sum-
mer of 1971 is evident in all of the major
price groups. However, the strongest
gains have been in sales of low priced
and high priced domestic models (chart
1 and table I).1

As can be seen in chart 1, sales of low
priced domestic-type autos have swung
widely in recent years. They dropped
significantly from the highs reached in
the early 1960?s, began to recover after
mid-1967 (following a strike at Ford
Motor Co.), but the recovery was fairly
sluggish through 1968. It accelerated
sharply with the introduction of the

1. The classification of domestic-type cars by price class is
necessarily rather arbitrary. The available sales data do not
separate by price the units sold under a given nameplate, and
the classification used here assigns all sales under a given
nameplate to one of four price classes. The 1972 list prices of
cars classified here as low priced are under $2,500, exclusive
of optional equipment. High priced cars' list prices are above
$5,000. Higher medium priced cars range in price from $3,750
to $5,000 and lower medium priced cars cost between $2,500
and $3,750.

Maverick in the spring of 1969, the
Gremlin in the spring of 1970, and the
Pinto and Vega in the fall of 1970. In
the past year and one half, sales of low-
priced domestic models have been
exceptionally strong and their share of
total sales (domestics and imports com-
bined) has increased from 17 to 19
percent.

It appears that a significant part of
the recent sales growth of low priced
domestics has been at the expense of
some of the leading low-priced imports,
such as VW, Toyota, and Datsun. In
the first 11 months of 1972 compared to
the same period in 1971, sales of these
three import makes were down about
55,000 but sales of the most popular
American subcompacts, the Pinto, Vega,
and Gremlin, were up about 120,000
units. The success that low-priced
domestic cars have had in competition
with imports explains a large part of the
net drop in the import share of total car
sales from 17 percent in the spring of
1971 to 15 percent recently.

At the other end of the price range,
demand is also strong. Sales of high
priced models seem to be sensitive to the
business cycle and fell off fairly sharply
ni the 1969-70 recession. (The strike at
GM in late 1970 was also a factor, as
GM then accounted for more than 70
percent of sales of high priced cars.)
Since the spring of 1971, sales in this
price class have increased sharply
(chart 1) and their share of total sales
has increased from 4 to 5 percent.

The share of medium priced cars in

Table 1.—New Cars Sales by Price Class and Origin

[Index, 1971-11=100; seasonally adjusted]

Total domestic-type cars and imports _ .

Domestic-type cars l

High priced
Higher medium priced
Lower medium priced _ _ .
Low priced

Imports2...

1971-III

108.8

110.3
105.6
103.3
113.7
108.6

100. 8

1971-IV

106.5

111.0
117.7
110.2
105.8
124.1

84.4

1972-1

104.8

107.0
111.2
108.8
102.2
117.4

93.6

1972-11

108.2

111. 3
116.2
108.5
108.8
119.5

92.7

1972-III

115.9

119.3
129. 2
116.1
116.6
126.9

99.1

1. High-priced cars include: Cadillac, Eldorado, Toronado, Riviera, Thunderbird, Lincoln, Mark IV (III), and
Imperial.

Low-priced cars include: Comet (1964 and 1965), Nova, Ventura, Maverick, Falcon, Valiant, Dart, Hornet/Rambler
American and the subcompacts —Pinto, Vega, Gremlin.

Higher medium priced cars include: Grand Prix, Ambassador, and all standard-size cars with Buick, Chrysler, Mer-
cury, Oldsmobile, and Pontiac nameplates.

All other domestic-type cars are classified as lower medium priced.

2. Imports exclude domestic-type cars built in and imported from Canada; these are included in domestic-type car sales.
Imports include the so-called "captive" imports.
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total car sales has held since the spring
of 1971 at 47 percent for lower medium
and 15 percent for higher medium.
After recording a peak in 1968, sales of
higher medium and lower medium
priced cars went into a steady decline.
The downtrend was more pronounced
in the case of lower medium priced cars,
which were apparently affected by a
shift of buyer preference toward more
compact cars—low priced domestic
models and imports. Though the sales
recovery for lower medium priced
models since the spring of 1971 has
been pronounced, their sales rate is still
some 15 percent below the previous
peak.

v>

Sales of higher medium priced cars
are cyclically sensitive, and declined
sharply in the 1969-70 recession. In
addition, sales of these models were
severely affected by the late 1970
strike at GM. Sales have been recover-
ing strongly since 1970, however, and
have regained their previous peak.

Business Investment

The latest BEA survey of capital
spending programs, taken in November,
indicates that outlays rose only a little
from the second to the third quarter,
but that businessmen planned big
spending increases in the current quar-
ter and in the first half of next year
(for details, see pages 15-19 of this
issue of the SURVEY). The survey
results show that investment in new
plant and equipment increased only
one-half billion dollars in the third
quarter to a seasonally adjusted annual
rate of $87^ billion. Manufacturers
of durable goods accounted for all of
that increase as spending by producers
of nondurable goods declined slightly
and aggregate outlays in industries
outside of manufacturing were un-
changed. The small increase in outlays
in the third quarter followed a negligible
gain of less than one-half billion dollars
in the second quarter; the current
recovery in capital spending got under-
way in the fourth quarter of 1971,
with a $2J^ billion increase, followed
by $3J^ billion in the first quarter.

The small size of the spending
increases in the second and third

Table 2.—Selected Measures Related to Current and Prospective Capital Spending
[Index, 1970-IV== 100; seasonally adjusted]

Corporate cash flow (incl. dividends)... . _ . _ _

New orders, nondefense capital goods
Unfilled orders, nondefense capital goods

Capital appropriations, manufacturing- .._ . .
Appropriations backlogs

New project starts, manufacturing
Project carryover, manufacturing _

Contract awards, commercial and industrial mil-
lion square feet... .-_

I

108. 0

101.3
96.8

97.9
97.2

97.0
95.8

105.9

19

II

111.2

106.0
95.7

93. 7
93.7

94.4
91.1

112.9

71

III

115.6

107.9
94.7

100.5
92.8

109.1
92. 3

116.1

IV

116. 8

116.4
95. 2

101. 2
90.9

112.0
93.0

122.9

I

122.6

121. 1
94.8

112.1
93.8

110, 0
93.4

120. 4

1972

11

128.0

131. 6
98.7

118.9
98.1

124.7
98.6

135. 9

III

130.8

135.4
104.2

121.3
102.2

138.7
107. 4

136.0

quarters Q£ 1972 is surprising for
several reasons. First, businessmen had
in fact been expecting big spending
increases in both quarters; plans re-
ported in May indicated an expected
$4 billion rise in spending in the
second quarter and plans reported in
August indicated an expected rise of
$3J^ billion in the third quarter.
Second, the economy has been in a
major cyclical upswing for two years
now and most other major components
of aggregate demand have been showing
strong gains. Third, other factors assoc-
iated with plant and equipment spend-
ing—starts of investment projects and
carryover of projects, capital appropri-
ations of manufacturing firms and the
backlog of unspent appropriations, new
orders for capital goods and the
orders backlog—have all been rising
vigorously.

It may well be that a part of the
recent shortfall has been shifted into
the near future, for businessmen re-
ported plans of a major acceleration of
spending through mid-1973. Their plans
call for an increase in outlays of nearly
$4% billion in the quarter now ending,
$4# billion in the first quarter of 1973,
and $1% billion in the second. If these
plans are realized, plant and equipment
spending for full year 1972 will be 9 per-
cent above the level in 1971, and spend-
ing in the first half of 1973 will be 12
percent above the first half of 1972.

Table 2 shows selected measures
related to investment spending, all
indexed to the fourth quarter of 1970;
that was both the cyclical trough of
broad economic activity and the specific
trough of capital spending. The current

expansion pattern of the measures
shown in table 2 is quite similar to the
pattern leading up to the last period of
strong growth in capital spending.
From the first quarter of 1967, which
marked a cyclical trough in capital
spending, to the fourth quarter of 1968,
when the expansion of capital spending
was just getting underway, the meas-
ures listed in the table registered in-
creases very like those shown in the
table from the fourth quarter of 1970
to the third quarter of 1972. The one
clear exception is corporate .cash flow,
which has risen much faster in 1970-72
than in 1967-68; this reflects the
favorable impact of liberalized de-
preciation rules and other tax changes
in the current expansion.

Sales and inventories

Sales in both manufacturing and
trade, the flow of new orders to manu-
facturers, and the order backlog in
manufacturing all increased at a con-
siderably faster rate from July to
October than they had earlier this year.
Inventories responded to this strength-
ening: the amount of work-in-process
and raw materials inventories rose as
production increased, and larger finished
goods stocks were needed to support
larger sales.

Total sales in manufacturing and trade
increased $6% billion, or 5% percent,
from July to October—somewhat more
than the entire rise in the preceding 6
months. Sales acceleration was particu-
larly marked in the capital goods in-
dustries, but was also broadly evident
in both durables and nondurables
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industries at all three major levels of
business—manufacturing, wholesale,
and retail.

New orders received by manufac-
turers in October were $3}£ billion, or
5% percent, higher than in July—a gain
more than equal to the total rise in the
previous 6 months. Nearly three-fifths
of the July-October increase occurred
in industries which produce large
amounts of capital goods—machinery,
electrical equipment, and transporta-
tion equipment.

The rise in shipments was less than
that of new orders from July to October
and the order backlog in manufacturing
expanded by 4% percent, or $3% billion;
this was close to one-third faster than
the monthly average increase in the
first half of the year. Unfilled orders in
capital goods industries accounted for
nearly half of the rise from July to
October, in contrast to only a little over
one-fourth of the increase earlier in
the year.

The expansion in business inventories
was $4 billion, or 2 percent, from
July to October. This increase also
was larger than the entire gain in the

preceding 6 months. About half of the
July-October rise occurred in manu-
facturing stocks, and nearly one-third
of it in stocks of goods in process,
which rose almost 4 percent. Manu-
facturers' finished goods inventories in-
creased by 1 percent from July to
October, which was actually slower than
in the first half of the year, perhaps
because of the stronger pressure from
sales. Stocks of materials and supplies
rose by \% percent. In retail trade, much
of the acceleration in inventory ac-
cumulation reflected change in stocks of
automotive dealers; these had declined
by about $1 billion from January to
July, and then rose $300 million by
October.

Though overall inventory accumula-
tion has been rising, it has not kept
up with the accelerated pace of sales
and the ratio of stocks to sales has
continued its downtrend. By October,
the ratio for manufacturing and trade
combined was down to 1.47, only a
little above the postwar lows reached in
the mid-1960's. The decline has been
mainly in the durable goods ratios,
which have fallen sharply at the manu-
facturing, wholesale, and retail levels.

Table 3.—Manufacturers* Inventories and Sales

Inventories, end of quarter .
Durables manufacturers
Nondurables manufacturers

Sales, quarter total.. _
Durables manufacturers . . _
Nondurables manufacturers

Inventory-sales ratio 1

Durables manufacturers
Nondurables manufacturers.- . _

Inventory condition "High" 2

Durables manufacturers _ ._ _
Nondurables manufacturers

Inventory condition "Low" 2

Durables manufacturers. __.
Nondurables manufacturers. ._

Actual

1971

IV

1972

I II III IV

Expected
1973

I

Billions of dollars, seasonally adjusted

101.7
65.9
35.8

171.1
91.7
79.4

102.5
66.6
35.9

178.7
96.7
82.0

103.5
67.4
36.1

183.9
100.4
83.5

105.4
68.8
36.6

188.9
103.6
85.3

106.8
69.9
36.9

191.6
105.3
86.3

108.2
71.0
37.2

192.0
105. 7
86.3

Months of sales, seasonally adjusted

1.76
2.13
1.33

1.70
2.04
1.30

1.69
2. 04
1.28

1.65
1.96
1.27

1.67
1.99
1.28

1.69
2.01
1. 30

Percent

17
18
15

1
1
1

15
16
13

3
4
3

15
16
13

5
5
6

16
18
11

4
4
4

1. End-of-quarter inventories divided by average monthly sales during the quarter.
2. Percent of inventory book value held by companies classifying their inventories as ''High" or "Low" relative to sales

and unfilled orders; remaining percentage is held by companies classifying holdings as "About Bight."
Source: Bureau of the Census.

Inventory and sales expectations
survey

The latest quarterly survey of
manufacturers' sales and inventory ex-
pectations, taken in October, found
manufacturers planning to add about
$1% billion to stocks in both the fourth
and first quarters; this would be less
than the third quarter addition but
well ahead of the increases in the first
half (table 3). Manufacturers are ex-
pecting only a modest rise in sales, $2%
billion in the fourth quarter and one-
half billion dollars in the first. If the
inventory and sales expectations re-
ported in the October survey are real-
ized, the manufacturers' stock-sales
ratio will rise only very little in the
next few months.

Employment, Production, and
Income

November employment data reflect
the marked strength of general eco-
nomic activity; nonfarm employment
increased vigorously, unemployment
dropped for the first time since June,
and the factory workweek reached its
highest level since late 1968.

The expansion of total employment
in nonfarm establishments was very
strong during the months from July
through November, after a pause in
the early summer which was related
partly to the June floods. The July-to-
November increase was 1.1 million jobs,
the sharpest 4-month rise since the mid-
1960's. Goods-producing industries ac-
counted for nearly half of this rise, and
durable goods manufacturing alone for
nearly one-third of it. The importance
of goods-producing industries in the
employment expansion was significant-
ly greater in the autumn than last
spring. In the major capital goods
industries, employment increased about
twice as fast in recent months as earlier
this year.

The estimate of total nonfarm em-
ployment based on the "household"
survey of a sample representing the
entire civilian population increased in
November about in line with the in-
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crease estimated from the survey of
nonfarm establishments. However, the
gain was about offset by a drop in farm
employment; thus, total civilian em-
ployment was about unchanged, in
contrast to the strong expansion in
preceding months. (The "household77

survey week, defined as the week
including the 12th of the month,
happened to come very late this
November. Thus, the farm employ-
ment figures for November may have
recorded more of the seasonal autumn
decline than is usual in November.)

The number of unemployed workers
declined in November. Coupled with no
change in total civilian employment,
this meant that the unemployment rate
dropped to 5.2 percent, from about 5%
percent in the previous 5 months. Un-
employment has been declining in
recent months in blue-collar occupa-
tions, particularly durable goods manu-
facturing; in November, there were
significant reductions, for the first time
this year, in the unemployed who had
formerly worked in clerical jobs and in
nondurable goods manufacturing. There
was also a steep drop in November in
the long-term unemployed — those
seeking work for 6 months or more.

Industrial production is estimated to
have increased slightly more than 1
percent in November, continuing the
strong expansion recorded in the pre-
vious 3 months (chart 2). Much the
largest November gain was in motor
vehicles, where demand has been strong
for both autos and trucks, but there were
sizable increases also in nonelectrical
machinery, instruments, paper, chem-
icals, and building materials. On the
other hand, steel production moved
lower after a sharp rise in October.

The rise in personal income continued
to be vigorous in November, even apart
from various one-time payments which
exaggerated the advance. Total personal
income increased $8% billion in Novem-
ber, to an annual rate of $972}£ billion.
About $2 billion of the increase re-
flected the fact that 2 months of pay-
ments for veterans' educational benefits
were paid in the month of November.
This occurred because of a change in
the timing of payments, which are now

to be made at the beginning of the
month they cover instead of in the
month following; this meant that pay-
ments covering both October and
November were made in November.
On the other hand, there was a decline
in the amount of government subsidies
to homeowners who suffered losses from
the June floods, and this caused the
rental income component of personal
income to decline. Excluding rent and
transfer payments, the November in-
come rise was $5% billion— nearly the
same as in August and September, but
less than the $8 billion increase in
October, when wage and salary income
in the private sector rose sharply.

Recent Price Developments

In consumer markets, the price level
increased an average 0.35 percent per
month (seasonally adjusted) in the
four months July through October, a
somewhat faster advance than the 0.2
percent monthly average in the second
quarter. (October is the latest month
for which consumer price data are
available as this issue of the SURVEY
goes to press.) In wholesale markets,
agricultural prices have been rising
rapidly since midyear but the rise in
the industrial index has slowed a bit.
The overall wholesale index increased
barely at all in October but sharply in
November, for an average 0.35 percent
in the two months together. The
average increase was 0.5 percent per
month in the third quarter and 0.4 per-
cent in the second.

Consumer prices

Since midyear, the rise in the con-
sumer price index has largely reflected
higher prices for food. Though these
prices comprise only about 25 percent
of the consumer index, they are volatile
and can have a major effect on changes
in the aggregate index. The food price
index increased an average 0.5 percent
per month from July to October com-
pared with no net change in the second
quarter.

The index for consumer commodities
other than food rose an average 0.2
percent per month in the four months
July through October, about the same

Industrial Production
Index, 1967=100 (Ratio scale)
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6 SURVEY OF CURRENT BUSINESS December 1972

as the average increase in the second
quarter. However, this average included
a 0.1 percent decline in the month of
October. The decline was due mainly to
the introduction into the index of the
prices of the new 1973 model autos,
adjusted for quality changes. In calcu-
lating both the consumer and wholesale
price indexes, the Bureau of Labor Sta-
tistics attempts to exclude changes in
price that cover the cost of product
improvement. The prices of the new
cars are introduced into the price
indexes—usually in October—with
these costs omitted. (In the 1973 mod-
els, the quality changes for which costs
were calculated include changes in
exhaust emission systems, stronger
bumpers, and other changes, some
directly relating to safety standards
and some not.) The price changes from
the 1972 to the 1973 models initially
allowed by the Price Commission were
less than the estimated additional cost
of the quality changes from 1972 to
1973, so that the new car price index
fell. This decline will be offset as several
price increases which have now been
approved by the Price Commission
become effective.

Excluding auto prices, the index for
nonfood consumer commodities rose
slightly in October, and averaged an
increase of 0.3 percent per month for
the four months July through October.
Among the commodities contributing
appreciably to the rise in recent months
are used cars, which are exempt from

price control, gasoline and motor oil,
and apparel. Clothing prices had de-
clined a little inthe spring and summer,
when clearance sales were unusually
widespread, but then rebounded in
September and October when winter
wear became available.

The increase in the consumer services
index from July to October averaged 0.3
percent per month, the same moderate
pace as earlier in the year. There was
some acceleration in October due mainly
to a once-a-year pricing adjustment to
the health insurance component of
the medical care services index.

Wholesale prices

The average increase in the wholesale
price index was smaller in the first two
months of the fourth quarter than in
either the second or third quarters. This
was because of a letup in the rate of in-
crease in agricultural prices—though it
is still very rapid—and some slowdown
in the price advance for industrial com-
modities. The price index for agri-
cultural commodities increased only
slightly in October but rose sharply in
November, for an average increase of
0.8 percent for the two months, com-
pared to 1.3 percent for the third quar-
ter. The average increase in October-
November was faster than the third
quarter pace for processed foods and
feeds but slower for farm products,

which had risen very sharply during
the summer. The major price rises in
recent months have been for eggs and
grains; in particular, wheat prices have
risen strongly since the announcement
last summer of the large trade deal with
the Soviet Union,

The industrial index, like the CPI,
was*-affected in October by the intro-
duction of the new car models. This was
the major factor behind the decline of
0.1 percent that month in the overall
industrial index (seasonally adjusted).
It increased 0.4 percent in November,
making an October-November aver-
age of 0.15 percent, down from 0.3
percent in the third quarter and 0.4
percent in the second. Prices for lumber
and for hides, skins, and leather goods
have continued to rise at rapid rates.
The increase in the hides-skins-leather
index accelerated to an average 3 per-
cent per month in October and Novem-
ber, compared with an average 1.3
percent in the third quarter. This
sharp acceleration reflects the increas-
ingly short supply of raw hides and
skins throughout the world. Prices for
some fuels, including coal and natural
gas, have also accelerated recently and
contributed substantially to increases
in the industrial index. Other fuels,
including electricity, have shown
smaller price increases in the past few
months and, on balance, the advance of
fuel and power prices has decelerated.
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December 1972 SURVEY OF CURRENT BUSINESS

• In November: The unemployment rate dropped to 5.2 percent
• Nonfarm payroll jobs continued to expand, increasing 200,000
• Wholesale price index up 0.6 percent
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8 SURVEY OF CUEEENT BUSINESS December 1972

• in November: Personal income rose about $8% billion
• Retail sales little changed; new car sales remained high
• Plant and equipment expenditures expected to rise in current quarter and first half of 1973

CHART 4
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9 in November: industrial production up 1 percent
* Money supply growth moderate, bank credit expansion continued strong
9 Interest rate on Treasury bills up slightly, corporate bond yield down
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the BUSINESS SITUATION

GNP up $ 3 1 3 / 4 billion in fourth quarter

CHART 1
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E<J C O N O M I C activity was expanding
rapidly at the end of 1972, as produc-
tion, employment, and income showed
further strength. Preliminary estimates
show the Nation's output of goods and
services rising $31% billion in the fourth
quarter to a seasonally adjusted annual
rate of $1,195% billion. This was the
largest dollar advance of the year and
well ahead of the $24% billion increase
in the third quarter. Measured in
constant dollars, GNP rose 8% per-
cent (annual rate) as compared to 6#
percent in the preceding quarter. The
rise in the implicit price deflator was
2% percent (annual rate) as compared
with 2% percent in the third quarter.
An alternative measure of price change,
the chain index, whose behavior is not
affected by changes in the composition
of GNP, increased 3 percent in both
quarters.

According to data that are still in-
complete, the rate of inventory accumu-
lation rose $2 billion, continuing the
strong upswing in inventory investment
that began in the spring of last year.
However, the rise in inventories con-
tinued to fall short of sales growth, so
that the ratio of stocks to GNP fell
significantly further.

Most of the acceleration of output
growth was in final sales, which in-
creased $29% billion as compared to
$21% billion in the third quarter. The
increase would have been considerably
greater if auto demand, which increased
sharply in the summer quarter, had not
declined in the fall. Excluding autos,
final sales increased $31 # billion in the
fourth quarter and $16% billion in the
third.

All the major components of final
sales strengthened in the closing quar-
ter. Personal consumption expenditures,

business fixed investment, residential
investment, and State and local pur-
chases all increased more, and Federal
purchases declined less, than in the
third quarter.

Consumer spending increased $17%
billion, about $2% billion more than in
the preceding quarter. The step up in
consumer spending was mainly in
purchases of nondurable goods though
there was also some acceleration in
spending for services. The strengthen-
ing of outlays for nondurables was due
largely to a big increase in outlays for
food, most of which appeared to reflect
higher prices rather than an increase in
physical volume. Spending growth for
durable goods slowed, largely because
of a slight decline in the number of
new cars sold and a shift in buying
patterns from higher priced to lower
priced models.

Disposable personal income increased
$29% billion from the third to the fourth
quarter; about $8 billion of that large
gain reflected the 20 percent increase
in social security benefits which took
effect last October. The rise in con-
sumer spending was less than the
increase in income and the saving
rate—personal saving as a percent of
disposable personal income—moved up
from 6% to 7% percent.

Business fixed investment rose nearly
$5 billion, as compared with a $1%
billion advance in the third quarter.
Investment in producers' durables ac-
celerated, and outlays for structures,
which showed virtually no net change
in the two preceding quarters, increased
$2 billion. Residential investment in-
creased $2% billion, about $% of a
billion more than in the third quarter.
The starts rate averaged 2.41 million
units (annual rate), not much different

1
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SURVEY OF CURRENT BUSINESS January 1973

from the average 2.38 million unit rate
in the summer months.

The increases in State and local
government purchases accelerated from
$4# billion to $5K billion—a very
large gain. Construction outlays, which
had shown little change in the first
three quarters, accounted for nearly
two-fifths of the fourth quarter rise.
Federal purchases declined about $1
billion. That was much less than the
$2% billion drop in the third quarter,
mainly because cutbacks in defense
spending slowed sharply. Nondefense
spending was unchanged as declines in
space and agricultural purchases offset
increases elsewhere.

December developments

Employment and industrial produc-
tion continued to show strength in
December, and the unemployment rate,
which had fallen sharply in November
to 5.2 percent held at that level in
December.

The Federal Reserve industrial pro-
duction index rose 0.8 percent in
December, or an annual rate of 10
percent, about the same as the average
increase in October and November.
Much the largest gain in December
was in motor vehicles output, which
rose nearly 5 percent, but there were

sizable increases also in machinery,
metals, and some of the nondurable
goods sectors.

The civilian labor force increased
about 300,000 in December, to 87.3
million, offsetting a dip in November.
Employment recorded its seventh con-
secutive monthly gain. The increase in
employment in December matched the
increase in the labor force.

Nonfarm payroll employment was
unchanged in December after 4 months
of extremely large increases totaling
1.1 million. Much of the slackening
appeared to be due to exceptionally
severe weather during the December
survey week, which forced unseasonal
curtailment of outdoor work. Sub-
stantial gains continued in capital goods
manufacturing, services, and State and
local government, but construction em-
ployment fell sharply. Trade employ-
ment, which recorded an exceptionally
large increase in November, declined
somewhat in December on a seasonally
adjusted basis.

The manufacturing workweek, an
important indication of underlying
strength, increased slightly in December
to a 4-year high of 41.0 hours. There
were increases of l){ hours in trans-
portation equipment and about 1 hour
in primary metals, ordnance, and petro-
leum products. In durable goods, the

December average of 41.9 hours was 1
hour longer than a year earlier and
about one-half hour below the postwar
peak reached in 1966.

Although unemployment was un-
changed in total over the month, there
was a further reduction in long-term
unemployment—6 months and over—
which fell to 430,000, the lowest in
almost 2 years. In terms of industry, the
only noteworthy decline in December
was in unemployment of durable goods
manufacturing workers, where the
downtrend all year had been steeper
than in other industries. Unemploy-
ment of adult men dropped moderately
again in December but teenage unem-
ployment increased.

Personal income continued to rise
very sharply in December, increasing
$7.7 billion to $983.4 billion (seasonally
adjusted annual rate). The November
increase, $11.9 billion, had been swelled
by increases in railroad retirement and
veterans' educational benefits, including
a one-time speedup in the latter cate-
gory. With these special factors ex-
cluded, the gains would have been $9.8
billion in December and $8.9 billion in
November, compared with rises averag-
ing $6.3 billion in the first 9 months of
this year. The recent accelerated rise
largely reflects exceptionally sharp gains
in farm income, mainly because of
higher prices.
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In fourth quarter, GNP rose $31% billion; real output grew 8% percent
In December: The jobless rate held at 5.2 percent; nonfarm payroll employment was unchanged
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CHART 2
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CHART 3

• In December, personal income advanced $7% billion
• In fourth quarter: Consumer spending increased $17% billion
• Business fixed investment rose nearly $5 billion; residential outlays increased $2% billion
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CHART 4

• In fourth quarter: Inventory investment increased $2 billion
• Net exports up VA billion as exports rose more than imports
• Federal Government purchases fell $1 billion, State and local spending increased $5% billion
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In December: Industrial production increased 0.8 percent
Bank credit and money supply increased sharply
Short-term interest rates higher, bond yields little changed

CHART 5
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the BUSINESS SITUATION

A HE intended thrust of fiscal policy
in 1973, given the prospect of strong
private demand expansion, is to keep
the economic growth rate in a range
that will avoid serious pressures on
capacity and a threat to the achieve-
ment of price stability. Recent actions
and statements by the monetary au-
thorities indicate a similar intention to
conduct policy in 1973 with the
principal aim of avoiding excess demand
and damping inflation. (The fiscal pro-
gram presented in the budget sent to
Congress at the end of January is re-
viewed in detail in the article beginning
on page 18 of this issue.)

Although inflation in the nonfarm
sector of the economy moderated last
year, the administration felt that it
would be premature to dismantle com-
pletely the mandatory wage and price
controls established in "Phase II" of
the economic stabilization program.
However, there was a growing concern
that the Phase II system—by virtue of
its detail, rigidity, and extensive re-
quirements for reporting and prior ap-
proval of wage and price changes—
would lead to economic inefficiency,
misallocation of resources, inequities,
and a growing administrative burden.
Thus, Phase III was announced in
mid-January. The Phase III program
is largely on a "self-administering"
basis, and the reporting requirements
are greatly reduced, but the Govern-
ment retains the power to force private
wage and price decisions to be consist-
ent with the program goals. The
President asked Congress to extend for
another year the authority for the sta-
bilization program, and a review of the
program's goals and standards is to be
conducted with the advice of advisory
committees.

Of particular concern to policy
makers this winter has been the accel-
eration in the rate of food price increase.
This problem was the subject of special
attention in the shift to Phase III;
food processing and retailing are among
the few industries that continue to be
subject to the Phase II requirements
for reporting wage and price changes,
with large firms still required to obtain
prior approval. (The other major ex-
ceptions involve the health services and
construction industries.) Raw com-
modities, however, continue to be out-
side the controls, on the grounds that
supply and demand forces determine
these prices and that supply shortages
would be engendered by controls that
held prices below the free market levels.
The wholesale price index for farm
products—which are largely in the
raw commodity stage—increased 5%
percent in December and 4% percent
in January (seasonally adjusted) or
nearly 11 percent over the 2-month
span. The increase from January 1972
to January 1973 was 22% percent. The
price index for processed foods and feeds
has been rising less sharply than that
for farm products but nonetheless very
rapidly.

Economic expansion in January

The available indicators suggest fur-
ther solid gains in economic activity in
January. The consumer goods compo-
nent of the Federal Reserve industrial
production index continued to move up
rapidly. There was also continued
strong growth in business equipment
production, which increased nearly 2
percent from December to January.
Production of defense equipment, which
increased briskly in the second half of

1972, fell in January. Housing starts
continued to show strength. Starts in
January were at an annual rate of about

CHART 1
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2.5 million units, somewhat ahead of
the 1972 total of 2.35 million. (The
Census Bureau has updated the seasonal
adjustment factors for housing starts.
As is typical of seasonal factor revisions,
the effect is to make the revised course
of the seasonally adjusted series some-
what smoother in the latest year or two
but not to change the time path in any
significant way.)

The unemployment rate edged down
to 5.0 percent in January from 5.1
percent in December; it was 5.2 percent
in November and considerably higher
before then. (The seasonally adjusted
data on civilian employment and un-
employment have also been affected by
an updating of seasonal factors. The
revisions are very small; the overall
civilian unemployment rate was
changed by 0.1 percentage point for 5
months of 1972 and unchanged for the
other 7 months.) Total civilian employ-
ment dropped a bit in January, mainly
in the agricultural sector, and the
number unemployed also declined. As
measured by the survey of nonfarm
establishments, employment is esti-
mated to have shown a fairly strong
rise in January, mainly in nonmanufac-
turing industries where the workweek
also increased on average. In manufac-
turing, there was little employment
growth and a decline in the workweek.

Reflecting this, the growth of manu-
facturing wages and salaries slowed in
January. However, construction wages
rose sharply as employment rebounded
from a slump in December. There was
a pay raise in January for Federal
military and civilian personnel which
boosted government wages and salaries
by $2 billion (annual rate). State and
local government pay rose in line with
the relatively strong recent trend, as did
private wages and salaries outside
manufacturing and construction. Ag-
gregate wages and salaries, excluding
the pay raise, increased $5.8 billion
(annual rate) in January compared with
an average of $6.1 billion in the pre-
ceding 4 months. Aggregate nonwage
income was little changed in January.
Growth of total personal income was
held back by increases in the maximum
earnings subject to social security tax
(from $9,000 to $10,800) and in the tax

rate on individual wage earners (from
5.2 percent to 5.85 percent). These
changes boosted social security contri-
butions about $5.2 billion (annual rate)
in January, and the increase in total
personal income, which is calculated
net of such contributions, was only
$2.5 billion.

The first estimate of January retail
sales shows a gain of 3}i percent, a very
large advance. The auto group showed
another big increase, and there were
sharp gains also for other durables and
for nondurables following little change
or actual declines in November and
December. In unit terms, sales of new
domestic-model cars reached a season-
ally adjusted annual rate of 10^ million
units in January, up from the already
very high rates of 9}i to 10 million in
last year's second half. Sales of import
models were little changed following a
steep rise in December to an annual
rate of 1.9 million units. The total new
car sales rate was a record 12}£ million
units in January, after running at just
over 11 % million throughout the second
half of 1972.

Financial Markets Tighten

A strengthening of loan demands,
enlarged Treasury borrowing, tighten-
ing credit policy, and apparently some
concern over the price outlook com-
bined to push short-term interest rates
sharply higher in recent months. From
November to mid-February, short-term
rates increased by three-fourth to \%
percentage points; the advance carried
most rates back to, or close to, the level
of mid-1971, though they remained far
below their 1969 and 1970 averages
(chart 1). After late-January, condi-
tions in short-term markets were also
significantly affected by repercussions
of the international currency turmoil.

The Federal funds rate, the rate at
which commercial banks buy and sell
excess reserves and a sensitive indicator
of money market conditions, increased
from an average of 5 percent in the
week ending November 25 to nearly
6% percent in the week ending Febru-
ary 16. The international currency crisis
worked to put severe pressures on bank
reserve positions, and that development

contributed to the rise in the Federal
funds rate. The rates on prime 4- to 6-
month commercial paper and prime
bankers' acceptances both increased
from about 5)i percent in late Novem-
ber to roughly 6% percent in mid-
February. The rate on 3-month Treas-
ury bills moved from 4% percent in
Jate November to about 5% percent
in late January and early February,
but declined a bit as the month
progressed.

The behavior of money market rates
(and the conduct of Federal Reserve
policy) were buffeted recently by dis-
tortions arising from the international
currency turmoil. The movement from
dollars into other currencies, in antici-
pation of exchange rate changes, prob-
ably contributed to upward pressure on
money market rates in late January and
early February. (The devaluation of the
dollar occurred on February 12.) When
owners of monetary assets in the United
States decide to sell those assets and
move into other currencies, that action
tends to depress prices and thus raise
yields in U.S. money markets. Toward
mid-February, however, foreign central
banks were heavily buying Treasury
bills with the dollars acquired in their
efforts to maintain exchange rates and
this put downward pressure on yields.
(A rough estimate is that foreign central
banks acquired perhaps $8 billion in
this way prior to the devaluation in
mid-February.) When foreign central
banks acquire bills in the open market,
downward pressure is exerted directly
on yields; when they buy newly issued
securities directly from the Treasury,
the Treasury's market borrowing de-
mands are lower than they otherwise
would be and this also tends to put
downward pressure on bill yields.

The period from November to mid-
February saw some upward pressure on
rates in long-term markets as well, but
to a much lesser extent than in money
markets. The most pronounced increase
was in the yield on long-term U.S.
Treasury securities, which reached
nearly 6% percent in mid-February,
some 65 basis points above the level of
late November. Part of that increase
may have been related to the Treasury's
mid-January sale of new 20-year bonds,
the first issue since mid-1965 carrying
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a maturity of 20 years or longer. In
other long-term markets, yields moved
only slightly higher from November to
mid-February. However, the upward
movement that did occur reversed the
downtrend that prevailed during most
of 1972 and, in the case of corporate
bonds, it occurred during a period when
the volume of new corporate issues was
relatively light.

Loan demand

Strong growth of economic activity
resulted in a broad strengthening of loan
demands at commercial banks in late
1972. This strengthening, coupled with
rising interest rates in short-term mar-
kets, put upward pressure on the prime
lending rate, which was raised from 5%
percent to 6 percent on December 26.

In January, outstanding loans at
commercial banks surged a record $8%
billion; that increase followed sizable
gains averaging more than $5% billion
per month in the second half of last
year. Business loans, which had been
strengthening since mid-1972, accounted
for half of the loan expansion in
January. The surge in business loans
reflected not only the strength of eco-
nomic activity, but also the fact that the
6 percent prime rate (even after allow-
ing for the compensating balances that
banks require of borrowers) represented
more favorable borrowing terms for
some businesses than could be obtained
in the open market, e.g., through com-
mercial paper sales.

In early February, several nationally
prominent banks announced a further
increase in the prime rate, from 6 per-
cent to 6}i percent. That announcement
was challenged by the Committee on
Interest and Dividends—an arm of the
Government's economic stabilization
program—which requested full explana-
tion and justification for the increases.
In the face of this, the banks rescinded
the increases and the prime rate
remained at 6 percent, but the banks
involved indicated that if pressures in
money markets did not abate it might
be necessary to reinstate the 6% percent
rate. However, given the political sensi-
tivity that surrounds increases in this
highly visible indicator of interest rate

trends, banks will probably turn first to
adjustments in other lending terms,
such as raising the amount of compen-
sating balances that borrowers must
maintain, or simply pushing borrowers
out of the "prime" category.

Data from large weekly-reporting
banks indicate that business loan de-
mand continued to expand vigorously
in the first half of February. However, it
seems likely that loan demands in late
January and early February were
swollen by borrowing to finance cur-
rency transactions associated with the
international monetary crisis. As the
turbulence in international money
markets subsides in the wake of the
realignment of exchange rates, there
could well be some letup from the recent
hectic pace of business borrowing.

Monetary policy

Against the background of strong
economic expansion and rapid growth of
the monetary aggregates, the monetary
authorities moved toward credit re-
straint late last year and early this year.
The combination of tighter monetary
policy and strong loan demand forced
commercial banks to bid aggressively
for federal funds and for certificate
of deposit funds, and to borrow heavily
from Federal Reserve banks. Borrow-
ings from the Federal Reserve rose
from a daily average of $600 million
in November to $1 billion in December
and $1.2 billion in January. One reason
for the banks to turn increasingly to
such borrowing in December and early
January was that the discount rate, at
4K percent, was roughly one percentage
point less than the rates for federal
funds and CD's. In mid-January, the
Federal Reserve raised the discount
rate to 5 percent to bring it into better
alignment with market rates, but mar-
ket rates have climbed since then so
as to re-establish a wide differential
against the discount rate.

The shift to a more stringent credit
policy was reflected in a slowdown in
the growth of the monetary aggregates
in January. Following a sharp gain in
December, the narrowly defined money
stock Mt (currency in circulation and
private demand deposits) showed no

growth in January. Although the
growth of time and savings deposits
accelerated a little in January, there
was still an appreciable slowdown in
the growth of the broader money aggre-
gate M2 (Mi plus time and saving
deposits other than large certificates of
deposit). Banks bid aggressively for
CD funds in January, and outstanding
certificates of deposit increased sub-
stantially. However, the gain was less
than that recorded in December when
States and localities were heavily in-
vesting their new revenue sharing
funds in CD's.

In early February, the commercial
banking system experienced additional
strain associated with temporary dis-
tortions caused by the international
currency crisis. The massive shift from
dollars to other currencies that erupted
at the turn of the month led foreign
central banks, mainly the German and
Japanese, to maintain exchange parities
by massive purchases of dollars. As
foreign central banks transferred most
of their dollar claims from the U.S.
commercial banking system to their
accounts at the Federal Reserve (en-
route to converting their dollar hold-
ings into interest-bearing assets, mainly
Treasury bills), commercial bank re-
serve accounts at the Federal Reserve
were debited and bank reserves con-
tracted. To the extent that the Federal
Reserve purchased Treasury securities
in the open market for the account of
the foreign central banks, reserves
were supplied to the banking system
and the contraction of reserves offset.
However, to the extent that the Federal
Reserve sold bills from its own port-
folio or purchased new, nonmarketable
issues directly from the Treasury, as
agent for the foreign central banks, the
contraction of bank reserves was not
offset.

By mid-February the market for
Treasury bills was thin, rates had
fallen sharply, and foreign central
banks were heavily buying special
issues directly from the Treasury. As
a result, pressures on bank reserves
greatly intensified. Banks scrambled
for Federal funds, pushing the rate on
these funds well above 7 percent, and
increased their borrowing at the Fed-
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eral Reserve banks very steeply to a
daily average of $2 billion. The extraor-
dinary amount of member bank
borrowing also reflected the fact that
the scarcity of bills in the market
made it difficult for the Federal Reserve
to provide reserves through regular

CHART 2

Wage Increases Under
Collective Bargaining
• — • In first year of contract
• • Over life of contract
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open market purchases. That difficulty
led to an unusual maneuver at mid-
month: The Federal Reserve lifted the
secrecy that typically surrounds open
market operations and gave advance
notice that it intended to inject sizable
quantities of reserves into the system
through repurchase agreements, and
that the period of the agreements would
be 1 week instead of the typical 1 to
3 days. (Under a repurchase agreement,
the Federal Reserve buys securities
from dealers who agree to buy them
back at a later date and pay a specified
rate of interest on the transaction.)
Advance notice of the operations was
given so that dealers would have the
opportunity to seek out from their
customers the securities that could be
offered under repurchase agreement.

Wages Under Collective
Bargaining

The size of wage and benefit increases
negotiated in major labor contract
settlements diminished sharply in 1972,
particularly in the construction in-
dustry. The amount of "front loading"—
i.e., providing for a disproportionate
share of the total negotiated increase to
become effective in the first year of
the contract—also declined. These
trends reflect at least in part the
influence of the wage controls adminis-
tered by the Pay Board and the Con-
struction Industry Stabilization Com-
mittee. These controls have been
focused on first-year increases, leaving
deferred increases to be reviewed when
they are scheduled to come into
effect. As shown in chart 2, first-year
year wage rate increases in contracts
involving 1,000 or more workers av-
eraged 7.0 percent in 1972, compared
with 11.6 percent in 1971 and 11.9
percent in 1970. The 1972 increases
averaged 6.6 percent in both manu-
facturing and construction, and 7.5
percent in nonmanufacturing industries
excluding construction; in all of these
industries, the gains were 40 to 50
percent smaller than the raises in
1971. The life-of-contract average for
increases negotiated in 1972 was also
well below the 1971 figure. The Bureau
of Labor Statistics tabulations for
1972 cited here include 592 major

February 1973

contracts covering 2.1 million workers
which had been approved by the
wage-control authorities; another 287
contract settlements covering 909,000
workers were omitted, since they had
not yet been reviewed by the author-
ities.

In each major industry, the average
annual life-of-contract increase nego-
tiated last year was about one-half
percentage point smaller than the
first-year increase, while in 1971 ne-
gotiations the average annual life-of-
contract increases were roughly 4
percentage points smaller than the
first-year raises. The size of this
difference, which reflects the amount of
front loading, had steadily increased
from 1967 to 1971. An important factor
in the rise was worker pressure for
immediate increases to make up for
price inflation that had occurred while
they had been locked into multiyear
contracts providing only modest raises.

The size of major contract settlements
diminished from quarter to quarter in
1972, though the drop was mainly in the
first half of the year. By the fourth
quarter, the average first-year wage
increase in major contract settlements
was 6.2 percent, compared with 10.5
percent in the fourth quarter of 1971.
By far the sharpest decline occurred in
the construction industry, where it
reflected both the efforts of the Con-
struction Industry Stabilization Com-
mittee and increasing competition for
construction jobs from lower paid non-
union workers. In these contracts,
first-year wage rate increases averaged
4.7 percent in the fourth quarter of
1972, compared with 11.5 percent in the
fourth quarter of 1971 and 21.2 percent
in the fourth quarter of 1970. In manu-
facturing, the decline was considerably
less; first-year wage increases nego-
tiated in the fourth quarter of 1972
averaged 6.4 percent, against 9.1 per-
cent in the fourth quarter of 1971 and
6.9 percent in 1970.

The average duration of newly ne-
gotiated union contracts shortened mod-
erately in 1972, as many unions became
unwilling to make long commitments
under a control system that they
thought might last for only a brief
period. The major contract settlements
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(covering 1,000 workers or more) in the
BLS compilation for 1972 averaged
25.2 months' duration, compared with
28.4 months the last time these con-
tracts were negotiated. The trend
toward shorter contracts was especially
pronounced in the construction indus-
try, where there was a large increase in
the number of one-year contracts.
Before the shift to Phase III of the
controls program was announced last
month, the auto workers' union was
evidently seriously considering propos-
ing a one-year contract in the 1973
negotiations. This would have been a
sharp change in practice, for the auto
industry has been negotiating multiyear
contracts since 1950.

Cost-of-living escalation

In January of this year, an estimated
4.1 million workers were covered by
contracts providing cost-of-living in-
creases tied to the Consumer Price
Index. This was nearly the same as the
number covered in January 1972 and in
the 3 years from 1958 to 1960, when
inflation was also a major concern.
During the period of stable prices in
the early 1960's, workers traded cost-
of-living protection for other benefits,
so that coverage declined to about 2
million workers in the 1963-66 period.
Subsequently, as the consumer price
rise accelerated, coverage increased
steadily to 3 million in January 1971
and 4.3 million in January 1972. The
sharp increase from 1971 to 1972 re-
flected the introduction of a cost-of-
living escalator clause during 1971 in
the Bell Telephone system contract and
reinstatement of the clause in the steel,
aluminum, and can manufacturing
industries.

Even though the number of workers
covered by contracts with escalator
clauses was about the same this January
as 1 year earlier, the number actually
scheduled for cost-of-living reviews in
1973 will decline to 3.2 million from 3.8
million in 1972. The drop mainly reflects
the fact that contracts in the trucking
and electrical machinery industries ex-
pire this year; these contracts have
escalator clauses, but they do not
provide for any cost-of-living reviews in
1973. The mean cost-of-living increase

under major contracts was 8.8 cents in
1972 and 11.2 cents in 1971.

Union vs. nonunion wage increases

There was a marked narrowing from
1971 to 1972 in the difference between
wage rate increases currently negotiated
in unionized manufacturing plants and
wage rate increases currently awarded
in nonunion manufacturing plants. In
the third quarter of 1972—the latest
now available—contract negotiations in
union establishments provided an av-
erage first-year increase of 5.6 percent,
as against 4.3 percent for those non-
union establishments where general
wage changes were made; in 1971, the
averages were 9.3 percent in union
contracts against 5.3 percent in non-
union situations. (The data on union
contracts cited here are collected from
many more manufacturing establish-
ments than those included in the "major
contracts" data.)

The pressure of the wage control
system probably influenced nonunion
wage increases to some degree, but the
controls almost certainly had a greater
effect on union raises, since these had
been on the average much farther above
the control guidelines. Another factor
making for a difference between union
and nonunion wage changes is the
strong pressure that unions exerted for
"make up" increases in the 1970 and
1971 negotiations. Consumer price in-
flation was then at its maximum rate
after accelerating in the late 1960's.
Union contracts frequently run for
several years, so that (in the absence of
escalator clauses or specific provisions
for reopening) they cannot adjust for
unexpectedly rapid inflation. The long-
term contracts negotiated under the
relatively stable price conditions of the
early and middle 1960's usually pro-
vided only moderate deferred wage
increases, leaving union workers at a
distinct disadvantage when serious in-
flation emerged in the later years of the
decade. The pressure for "catch up"
wage increases appears to have been
greatest in 1970 and 1971 and to have
declined in 1972. Wage increases in
nonunion establishments are awarded
rather than negotiated; since there is
lio written contract, there can be no

deferred increases nor are workers
"locked in" as they are under multiyear
contracts. The primary factor in grant-
ing increases is the necessity of attract-
ing and holding suitable workers; con-
sequently, the size of the increases tends
to vary according to the degree of
tightness in the labor supply—but the
degree of tightness generally varies with
the degree of price inflation, minimizing
the explicit need for a "catch up."

Broader wage movements

Although the average size of settle-
ments negotiated in union contracts
was declining from quarter to quarter
during 1972, these settlements covered
only about 4 percent of all wage
earners in the private nonfarm sector,
and they did not represent the trend
in wage rates for nonfarm workers as
a whole, which showed steadily larger
increases after the second quarter. At
the same time, the rate of increase in
productivity—which tends to offset the
effects of increasing labor compensation
on costs of production—slowed in the
fourth quarter, although it was still
well above the postwar average. As a
consequence, labor costs per unit of
output in the private nonfarm sector
increased at an annual rate of 3 percent
in the fourth quarter after two quarters
of slight declines.

Collective bargaining in 1973

In 1973, major contracts covering
4.7 million workers will expire or may
be reopened for negotiations. This is
about 2 million more than the number
of workers involved in negotiations in
1972, and is nearly the same as in the
peak years of 1970 and 1971. The
number of workers covered by the
principal contracts, with expiration or
reopening dates, include the following:
250,000 in apparel, early in the year;
100,000 in rubber, in April, May, and
June; 330,000 in electrical equipment,
the majority around midyear; 500,000
in trucking, 525,000 in railroads, and
15,000 in West Coast longshoring,
nearly all in June; 700,000 in motor
vehicles and parts and 73,000 in farm
equipment and tractors, all in Septem-
ber; and 610,000 in construction at
various times during the year but
mostly in the first half.
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The last previous contract negotia-
tions for the great majority of these
workers came in 1970. The bargaining
climate in 1973 is likely to differ in
a number of important respects. The
prospect this year is for strongly rising
economic activity and tightening sup-
plies of labor, especially trained and
experienced factory workers. In con-
trast, 1970 was a year of recession and
sharply rising unemployment. Also in
prospect is a sizable further increase
in retail food pricey the element in
consumer prices which is most visible
to the housewife. In 1970, the food
price rise had slackened sharply from
the year before. However, two im-
portant influences will be making for
smaller wage settlements: one is the
continued presence of wage controls,
although in a somewhat less precise
and rigid form than in Phase II; there
were no controls whatever in 1970. The
second is the fact that 1970 was a year
of "catch up"—making up with large
immediate wage increases for ground
lost in the inflation of the late 1960's.
Since contracts negotiated in 1970 and
1971 largely took care of the "catch
up," the pressure for this type of wage
increase should not be severe in 1973.

State and Local Government

Finance and Investment in
1972

The fiscal position of State and local
governments improved significantly in
1972, as their aggregate surplus meas-
ured on the NIA basis rose to $12.6

billion from $4.8 billion in 1971. That
improvement reflected some increase in
the surplus registered by retirement sys-
tems and a swing from a $2 billion def-
icit to a $5.1 billion surplus on general
government account. This shift resulted
in some noteworthy changes in financing
activities of these governments. The re-
lationship between the State and local
NIA surplus and the financial transac-
tions of States and localities can be seen
in the preliminary Federal Reserve flow
of funds data shown in table 1.

markets to finance current and prospec-
tive capital outlays, and some of those
borrowings that were not immediately
spent were used to acquire short-term
assets. Second, these governments raised
a significant volume of funds in long-
term markets to be used for later re-
funding of the high interest rate
bonds issued in 1969 and 1970, and
these funds were also used for tempo-
rary acquisition of short-term assets.
Third, some of the revenue-sharing pay-
ments received late in the year were
placed in short-term investments

Long-term borrowing

The $5.1 billion surplus on the gen-
eral government account was a factor
in slowdown in the growth of State and
local debt. The net increase in outstand- _. _ _ . „. . .

l l j L / j i i . - j c OAO n Gross long- term bond onermgs o t
ing debt (gross debt issued of $48.9 o _ .& , , , ° , ,
i_-rr 1 ,• j. a • State and local governments totaled
billion less retirements or refinancing ^ a c & ,. «. „ i -n-
of $33.8 billion) amounted to about $15 $23.6 billion m 972 abou $1.3 billion
billion in 1972 as compared with $21 l e s s ih™ m , 1 9 J l ^ff ^ f b ? h l s-
i . l v . .,,.,_., r™ , i 1 x j toncal standards (table 2). lnese issues
billion m 1971. 1 hat slowdown centered . . . v . „

• i . i , , i i , ±4. -I- received broad investment interest frommainly in short-term debt outstanding . .
T . i i T i • ., n ^ o £, commercial banks, fire and casualty

which showed no change m 1972 after . '. , . ,. . , ,
£ u 4. *A a i.*ir • ia7i insurance companies, and individual

an increase of about $4.6 billion in 1971. . , ; ' . , , A.
T , I , , , , - r • i investors, and the average yield was the
Long-term debt outstanding increased _ . ' " o „ . ,*? J ,

Z J. j.- i dm A \.'w • -IOTO i lowest since 1968. Yields on long-term
a substantial $14.4 billion in 1972, only o . . . , . , . ^ , ,
moderately less than the record $15.6 ? t a t o ^ lo,cal. h™ds' j f ^ J h a d

billion increase in 1971. d
u

roPPed s h a r p l y
f ™ l a t e 1 9 7 1 .

the inception ol the economic
States and localities also stepped up z a t i o n p r o g r a m j r o s e moderately in the

their acquisition of financial assets from first h a l f o f 1 9 7 2 a n d declmed in the
$15.6 billion in 1971 to about $16.8 s e c o n d h a l f F o r t h e f u l l y e a r > t h e y i e l d

billion in 1972. The growth in financial o n b o n d s a v e r aged 5.25 percent, corn-
asset holdings exceeded the increase in p a r e d w i t h 5 4 8 p e r c e n t in 1 9 7 1 a n d

liabilities and for the first time since w d l o v e r 6 p e r c e n t in 1 9 7 0 .
1946 States and localities recorded posi- I n 1 9 7 2 j t h e m a r ket for long-term
tive net financial investment. Last year's g t a t e a n d l o c a l securities was charac-
financial asset acquisitions reflected sev- t e r i z e d b y reduced offerings of general
eral developments. First, States and obligation bonds and increased offerings
localities borrowed heavily in long-term o f r e v e n u e b o n d S ) a n increase in the

volume of industrial aid bonds for
Table 1.—State and Local Government Surplus, Net Acquisition of Financial Assets, and pollution control, and considerable bor-

Net Increase in Liabilities, 1971-72 rowing for the prerefunding of bonds
issued during the high interest years
1969 and 1970.

The volume of revenue bonds offered
by State and local government units
was more than $9.3 billion in 1972,
up from about $8.7 billion in 1971, and
the share of revenue bonds in total
offerings moved up to 40 percent from
35 percent in 1971 (table 2). In contrast,
offerings of general obligation debt in
1972 totaled $13.3 billion, down nearly

•Less than $0.05 billion. ^ - 9 b i l l i o n f r O m 1 9 7 L T h e l l l t e r e S t ^

v Preliminary. principal on revenue bonds are paid
NOTE.—Details may not add to totals because of rounding. + £ -rovomioa crormrafprl Vw
Source: Federal Reserve flow-of-funds accounts. o u t r o l r e v e n u e s g e n e r a t e d Dy

[Billions of dollars]

Item

Surplus, NIA basis
Less: Retirement credit to household sector
Equals: Gross saving

Plus: Net increase in liabilities. __
Short-term obligations
Long-term obligations
A n o t h e r . . .

Less: Net acquisition of financial assets
Equals: Discrepancy between gross saving and gross investment

1971

4.8
6.8

- 2 . 1

21.0
4.6

15.6
.9

15.6
3.4

1972 P

12.6
7.4
5.1

15.1
C)

14.4
.7

16.8
3.4

Seasonally adjusted annual rates,
1972

I

7.1
3.1
4.0

16.7
2.4

12.7
1.6

18.6
2.1

II

14.8
11.2
3.5

12.2
-2.6
15.5
- . 7

13.6
2.1

III

9.4
7.3
2.1

17.2
1.0

15.1
1.1

15.8
3.5

IV P

8.1

14.2
- . 8
14.2

.8
19.3
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Table 2.—State and Local Gross Long-
Term Bond Offerings, Calendar Years 1965-12

1965
1966

1967
1968

1969
1970

1971
1972

Total
offerings
(billions

of dollars)

10.6
11.1

14.4
16.3

11.7
18.1

24.9
23.6

Percent

General
obligations

60
64

62
57

66
66

61
56

Revenue
bonds

34
32

35
40

30
34

35
40

Other

6
4

3
3

3
1

4
4

Source: Securities Industry Association.

activities financed by the bonds (for
example, docking fees, water and sewer
user charges, subway fares); the full
taxing power of the parent jurisdic-
tion^) does not normally secure such
bonds. General debt obligations of
State and local governments, on the
other hand, are backed by the credit
of the issuer, with interest and principal
payable out of the general fund. The
shift away from general debt obligations
and toward revenue bonds is partly
the result of the fact that the former
are sometimes more difficult to issue
because of requirements for voter or
legislative approval, limits on the
amount of debt outstanding, restric-
tions on the use of proceeds, and ceilings
on the interest rates that may be paid.

Debt issued during 1969-70 carried
high interest rates and State-local
units have been anxious to refinance
that debt at the significantly lower rates
prevailing more recently. In 1972,
many State and local units evidently
decided that interest rates would fall
no lower, and they proceeded to offer
advance refunding issues. It is esti-
mated that the volume of prerefunding
issues was about $800 million in 1972.
The proceeds of these issues were
placed in temporary financial invest-
ments to be ready for use at the first call
date of the outstanding securities that
the governments wished to refinance.
The return from the invested proceeds
of these newer issues exceeded their
interest cost generating a net income
stream for the issuers. In mid-1972,
however, the Internal Revenue Serv-
ice acted to further limit the return
allowed on financial assets purchased
out of tax-exempt bond proceeds, and

the volume of prerefunding issues
tapered off significantly in the second
half of 1972.

Last year also saw a significant
amount of new State and local tax-
exempt bond issues for financing the
construction of privately owned (or
publicly owned and privately leased)
pollution control facilities. Some of this
financing involved general obligation
bonds, but the main part was done with
industrial aid revenue bonds. The
principal and interest on such revenue
bonds are paid by the private benefi-
ciary firm, which benefits from the
lower interest cost of tax-exempt fi-
nancing. Estimates available for 1972
indicate State-local borrowing of this
sort amounted to about $550 million,
most of which occurred in the second
half of the year. In the first half of 1972,
the IRS published regulations that
clarified the eligibility requirements for
pollution control facilities that could be
financed by tax exempt industrial aid
bonds, and many communities then
proceeded to raise funds through such
issues.

Short-term borrowing

States and localities typically use
short-term borrowing (here defined
as borrowing with original maturity of
less than 1 year) to provide funds to
cover the timing differences between
expenditures and revenues and to allow
more flexibility in the timing of long-
term financing. In 1972, gross short-
term offerings were $25.3 billion, down

about $1 billion from 1971. States and
localities refinanced or retired a similar
volume of debt and the change in net
short-term borrowing was negligible
(table 1). Large budget surpluses in
1972 were a major reason that States
and localities were able to reduce their
reliance on short-term credit. Also, the
generally favorable conditions that pre-
vailed in long-term markets last year
made it attractive for some borrowers
to raise funds in long-term rather than
short-term markets.

Legislative developments

Legislative proposals designed to pro-
vide State and local governments with
alternatives to financing through tax-
exempt offerings was introduced in
Congress last year but not passed. One
of the two major types of proposals was
that a Federal Government agency lend
directly to State-local governments and
issue taxable Federal debt to finance the
operation. The other type would allow
State and local governments the option
of issuing taxable securities, with the
Treasury paying an interest subsidy to
those governments. Some proponents of
this legislation are motivated by tax
equity considerations and seek the elim-
ination of tax-exempt interest income
available on municipal bonds. Others
seek to broaden the investment appeal of
State-local debt by making it attractive
to investors such as life insurance
companies, pension plans, nonprofit
institutions, etc., for whom tax exemp-
tion holds no appeal.

Government Gross Fixed Capital Formation
GOVERNMENT gross fixed capital
formation amounted to nearly $38
billion in 1971, an increase of nearly
$3 billion over 1970. State and local
governments accounted for over $33
billion of the 1971 total. Purchases of
structures by State and local govern-
ments were nearly $27 billion and
purchases of equipment were more than
$6 billion. The Federal Government
purchased over $3 billion of nonmilitary
structures and $1% billion of non-
military equipment. The Federal Gov-
ernment also purchased more than

$17 billion of military equipment in
1971, a decline of more than $2 billion
from 1970, while purchases of military
facilities increased by less than $200
million to $900 million.

Government gross fixed capital for-
mation is an estimate of the government
purchases of structures and of durable
goods that, if purchased by the private
sector, would be counted in gross
private domestic fixed investment. It
includes Federal and State and local
purchases of nonmilitary new construc-
tion, used structures, and new and used
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Table A.—Government Gross Fixed Capital
Formation Average Annual Growth Rates
Over Selected Time Periods

[Percent]

1929-40
1940-47
1947-54
1954-65
1965-71

Con-
stant 1958

dollar
total

3.5
- 9 . 2
14.9
4.7

(•)

Current dollar

Total

2.8
- . 5
18.9
7.2
5.8

Federal

18.1
-6 .8
22.0
5.2

- . 2

State-
local

0.4
1.2

18.1
7.7
6.9

"Less than 0.05 percent.

equipment. Purchases are attributed to
the sector conducting the final trans-
action. For example, construction of
highways is attributed to the State-
local sector even though a considerable
portion of the financing is by Federal
grants-in-aid. Following the System of
National Accounts (SNA) classification
adopted by the United Nations, mili-
tary equipment and military facilities
are excluded from gross fixed capital
formation. They are shown separately
in table A.

Table A shows government gross
fixed capital formation for the years
1929 through 1971. For total capital
formation, both current and constant
dollar estimates are shown. Detail is
shown in current dollars only. All of the
items in the table are elements of the
government purchases of goods and
services component of GNP, and, as
such, include capital purchases by
government enterprises as well as by
general government. (Note that a
transaction in used structures between
sectors in the national income and
product accounts is entered as an
expenditure by the purchasing sector
and a reduction in expenditures by the
selling sector and thus does not affect
total gross national product.)

The figures shown here for structures
include construction force account com-
pensation and are the equivalent of the
detailed figures on public structures by
type that are shown in the national
income and product accounts summary
table on structures (table 5.2). They
differ from the figures on structures
shown in the government sector tables
of the NIP accounts, where force
account compensation is counted as
part of employee compensation rather
than of structures.

At the State-local level, the entire

amount of durable goods purchases as
shown in table 3.14 of the national
accounts is counted as equipment. At
the Federal level, most of the durable
goods purchases shown in table 3.14
are military equipment and not in-
cluded in fixed capital formation,
though they are shown in table A here.
Federal nonmilitary purchases of dur-
able goods are adjusted to omit items
that, in the private sector, would not be
included in gross fixed investment, such
as purchases of silver and of stockpiled
materials.

The relative importance of the Fed-
eral sector and the State-local sector in
government gross fixed capital forma-
tion (GFCF) has varied a good deal
over time. The Federal share has
ranged from as low as 6 percent in 1929
to as high as 92 percent at the height of
World War II (1943). In recent years,
the Federal share has remained at about
10 to 12 percent. The behavior of
government gross fixed capital forma-
tion is summarized below with reference
to several selected time periods. Average
annual growth rates for the periods are
shown in table B.

1929-40: The depression period

The government GFCF data show a
stronger counter-cyclical spending pat-
tern in the 1930's than in more recent
years. Measured in constant 1958 dol-
lars, real government GFCF fell to
$6.1 billion in 1933 and then subse-
quently reached a 1929-40 high of
$11.8 billion in 1939. The average
annual real growth rate for the 11-year
span was a moderate 3.5 percent.
Federal GFCF increased at an average
annual rate in current dollars of 18
percent in the period 1929-40, although
year-to-year changes in the period
varied a good deal. Contributing
strongly to this growth in GFCF were
programs designed to deal with unem-
ployment, such as the Civilian Conser-
vation Corps and later the Works
Progress Administration. State-local
capital spending, on balance, increased
little over this period.

1940-47: World War II and postwar
conversion

Preemptory moves by the Federal
Government, aimed at guaranteeing

sufficient resources for increasing Fed-
eral military and nonmilitary purchases
of structures and equipment, limited
the flow of construction materials and
manpower to other sectors during the
war years (1941-45). Federal GFCF
rose by over 100 percent from 1941 to
1942. This growth of Federal purchases
of nonmilitary structures and equip-
ment primarily reflected increased in-
dustrial activity undertaken by the
Federal Government in support of the
war effort.

With the end of World War II,
Federal GFCF fell sharply, to only
$679 million in 1947, about 7 percent
of the level reached in 1943. In contrast,
State and loc&l GFCF was less than $1
billion yearly in 1943-45 but over $3
billion by 1947.

In 1947, total current dollar GFCF
was back down to about the 1938 level
of less than $4 billion after having
reached a peak of $10.5 billion in 1943.
Measured in current dollars, the average
annual decrease 1940 to 1947 was 0.5
percent; measured in 1958 constant
dollars, it was more than 9 percent.

1947-54: Post World War II and the
Korean conflict

Following the immediate postwar
years, the Federal Government in-
creased its GFCF from about $680
million in 1947 to more than $1.7
billion in 1950. Federal action to offset
the 1949 recession was partly respon-
sible for this growth. The Korean
conflict saw Federal investment in
industrial plant and equipment increas-
ing $1 billion from 1950 levels to $2.7
billion in 1954.

State-local GFCF grew from $3.1 bil-
lion to $9.9 billion between 1947 and
1954, an average annual rate of 18
percent. As in the immediate postwar
period, this spending apparently in-
volved capital projects postponed or
abandoned during World War II.

The growth of both Federal and
State-local GFCF was quite strong
over the period 1947-54, averaging
almost 15 percent in real terms. This
contributed to the general economic
upswing from late 1949 to mid-1953
and to the recoveries from the economic
slowdowns of 1948-49 and 1953-54.
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1954-65: Strong growth in public
capital spending

Measured in constant 1958 dollars,
total GFCF increased by $9.5 billion
from 1954 to 1965, for an average
annual growth rate of 5% percent. This
was a marked increase over the 3 per-
cent average annual growth rate of the
1929-54 period.

The average annual growth rate of
State-local GFCF was 7% percent for
the 1954-65 decade. The combined
effect of heavy outlays for education in
the post-Sputnik years in the late 1950's
and the inception of the massive Federal
Interstate Highway Program in 1956
provided a strong thrust to State-local
GFCF. Federal GFCF slowed to an

average annual growth rate of just
over 5 percent during the 1954-65
period and contributed to the recovery
from the 1958 recession. During the
recovery of the early 1960's, however,
such capital spending was not generally
used as a fiscal policy tool, because of
the long lags involved in translating
capital expenditure plans to actual
outlays. Since that time, changes in
other forms of spending and in tax
rates have become more important
instruments of fiscal policy.

1965-71: The Vietnam years

The strong inflationary pressures
which characterized this period are

clearly apparent in the data for GFCF.
While such purchases increased by
nearly $11 billion in current dollars
from 1965 to 1971, or at an average
annual rate of 5% percent, the real
increase as measured in constant 1958
dollars was negligible. What growth did
occur in real GFCF was wholly attrib-
utable to the State-local sector.

Purchases of military equipment and
facilities rose rapidly in the 1965-68
period as the hostilities in Southeast
Asia intensified, but declined mod-
erately thereafter. Unlike World War II
and Korea, the Vietman war did
not appear to stimulate other Federal
expenditures for structures and
equipment.

Table B.—Government Gross Fixed Capital Formation 1929-7]
[Millions of dollars]

1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 1942 1943

Total

Federal
Structures *

New construction
Net purchases of used structures

Equipment 2>3

Addenda: Military facilities
Military equipment

State and local
Structures i

New construction.,
Net purchases of used structures

Equipment3

Total, constant 1958 dollars

Total

Federal
Structures 1

New construction
Net purchases of used structures.

Equipment 2>3

Addenda: Military facilities
Military equipment

State and local
Structures 1-

New construction
Net purchases of used structures.

E quipment3

Total, constant 1958 collars

Total

Federal
Structures 1

New construction .
Net purchases of used structures.

Equipment2-3

Addenda: Military facilities
Military equipment

State and local
Structures 1 .

New construction
Net purchases of used structures.

Equipment3

Total, constant 1958 dollars

2,890

173
136
136

n.a.
37

19
n.a.

2,717
2,413
2,331

82
304

6,916

1944

8,326

7,606
1,668
1,668
n.a.
5,938

837
39, 516

720
593
568
25
127

17,211

1959

18,156

3,226
2,249
2,259
-10
977

1,465
15, 436

14,930
12,876
12, 346

530
2,054

18,015

3,205

233
180
180

n.a.
53

29
n.a.

2,972
2,715
2,649

66
257

8,053

3,014

296
231
231

n.a.
65

40
n.a.

2,718
2,447
2,388

59
271

8,476

2,177

348
299
299

n.a.
49

34
n.a.

1,829
1,580
1,529

51
249

7,386

1,939

558
480
480

n.a.
78

36
n.a.

1,381
1,176
1,132

44
205

6,061

2,594

778
579
579

n.a.
199

47
n.a.

1,816
1,624
1,585

39
192

7,398

2,508

858
777
777

n.a.
81

37
n.a.

1,650
1,459
1,419

40
191

7,542

3,854

908
768
768

n.a.
140

29
n.a.

2,946
2,761
2,719

42
185

12,070

3,527

899
739
739

n.a.
160

37
n.a.

2,628
2,366
2,320

46
262

10,518

3,896

856
655
655

n.a.
201

62
n.a.

3,040
2,754
2,703

51
286

11,654

4,174

722
634
634

n.a.
88

125
191

3,452
3,131
3,050

81
321

11,761

3,899

1,075
797
797

n.a.
278

385
188

2,824
2,556
2,446
110
268

10,058

5,481

3,192
2,131
2,131
n.a.
1,061

1,620
4,689

2,289
2,074
2,000

74
215

12,791

9,080

7,516
4,297
4,297
n.a.
3,219

5,016
18,649

1,564
1,383
1,347

36
181

19,337

1945 1946 1947 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957

4,391

3,558
1,047
1,047
n.a.
2,511

690
30,626

833
701
661
40
132

9,380

2,444

809
677
677

n.a.
132

188
2,023

1,635
1,403
1,366

37
232

4,373

3,750

679
636
636

n.a.
43

204
1,263

3,071
2,527
2,479

48
544

5,427

5,464

1,125
1,019
1,019
n.a.
106

158
2,342

4,339
3,589
3,527

62
750

7,252

7,208

1,497
1,351
1,351
n.a.
146

137
3,604

5,711
4,887
4,781
106
824

9,677

8,007

1,712
1,447
1,447
n.a.
265

177
3,764

6,295
5,385
5,242
143
910

10,642

10,996

3,520
2,094
2,094
n.a.
1,426

887
10, 633

7,476
6,419
6,274
145

1,057

13,122

11,009

3,126
2,798
2,798
n.a.
328

1,387
18,965

7,883
6,728
6,594
134

1,155

12,648

11,942

3,427
2,849
2,849
n.a.
578

1,290
18, 714

8,515
7,278
7,103
175

1,237

13,600

12,561

2,693
2,425
2,425
n.a.
268

1,003
15,587

9,868
8,479
8,284
195

1,389

14,383

12,442

1,690
1,481
1,482
- 1
209

1,287
13,796

10,752
9,274
8,946
328

1,478

14,002

14,194

2,130
1,364
1,366
- 2
766

1,360
15,082

12,064
10,369
10,006

363
1,695

14,806

15,522

2,185
1,685
1,687
- 2
500

1,287
15,920

13,337
11,460
11,085

375
1,877

15,554

1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971

18,554

3,605
2,251
2,256

- 5
1,354

1,366
14,149

14,949
12,652
12, 241

411
2,297

18,350

20,565

4,433
2,504
2,508

- 4
1,929

1,371
14,770

16,132
13,759
13,269

490
2,373

19,123

21,250

4,254
2,639
2,647
- 8

1,615

1,266
15,908

16,996
14,475
13,956

519
2,521

20,292

22,823

4,019
2,735
2,743
- 8

1,284

1,227
16,428

18,804
15, 874
15,356

518
2,930

21,292

24,300

3,987
2,964
2,967

- 3
1,023

938
14,760

20, 313
17,244
16,485

759
3,069

22,126

26,971

4,698
3,158
3,166

- 8
1,540

852
12,463

22,273
18,835
18,048

787
3,438

23,833

29,466

4,657
3,183
3,188

- 5
1,474

769
14,685

24,809
20,851
20,043

808
3,958

24,902

31,566

4,433
2,784
2,791
- 7

1,649

721
19,723

27,133
22,833
22,061

772
4,300

25,656

33,743

3,952
2,625
2,632

- 7
1,327

824
20,618

29,791
25,208
24,238

970
4,583

26,096

34,390

3,649
2,428
2,434
- 6

1,221

879
20,047

30,741
25,581
24,651

930
5,160

24,999

34,938

3,446
2,567
2,574

- 7
879

718
19,519

31,492
25, 723
24,806

917
5,769

23,504

37,847

4,633
3,077
3,082
—5

1,556

894
17,324

33,214
26,838
25,888

950
6,376

23,895

10,544

9,672
3,059
3,059

n.a.
6,613

2,550
36,163

872
742
713
29
130

21,943

1958

16,975

2,535
1,981
1,985
- 4
554

1,402
16, 775

14,440
12,483
12,070

413
1,957

16,975

n.a. Not available.
1. Includes construction force account compensation.

2. Includes Military equipment in the years 1929 through 1938.
3. Includes used equipment.
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10 SURVEY OF CURRENT BUSINESS February 1973

CHART 3

• In January: The unemployment rate was 5 percent
• Nonfarm payroll employment increased 200,000
• Wholesale price index increased 1.3 percent; food prices continued to rise sharply

TOTAL PRODUCTION
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CHART 4

m In January: Retail sales advanced $114 billion; new domestic-type car sales surged sharply
* Private housing starts increased to an annual rate of 2.5 million units

INCOME OF PERSONS CONSUMPTION AND SAVING FIXED INVESTMENT
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CHART 5

• In December: Manufacturing and trade firms added $iy 3 billion to inventories
• Trade deficit continued high as exports and imports were unchanged
• Balance of payments deficit smaller on both the net liquidity and official reserve bases in fourth quarter
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CHART 6

In January: Industrial production increased one-half of 1 percent
Bank credit rose sharply, money stock was unchanged
Interest rates and bond yields moved higher
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the BUSINESS SITUATION

ERY stringent conditions prevail
in money markets as this issue of
the SURVEY goes to press in the third
week in March, and most short-term
interest rates are approaching 7 percent.
On March 19, several banks announced
a K-percentage point increase in the
prime rate to 6% percent, an action
that is now under review by the Govern-
ment's Committee on Interest and
Dividends. The prime rate was raised
% percentage point to 6}£ percent on
February 26. The tightening in money
markets that has progressively inten-
sified since late last year reflects a
surge of loan demands associated with
the rapid rate of economic expansion,
tightening of monetary policy, and to
some extent, distortions in domestic
markets associated with the inter-
national currency upheaval (see the
February "Business Situation" article).

The Federal funds rate, a sensitive
indicator of money market conditions
and Federal Reserve policy, averaged
7.13 percent in the week ended
March 16, more than ji percentage
point above the average in mid-
February, and 2 percentage points
above the average in early December,
just before the current round of credit
tightening began to take hold. Other
credit market rates—on prime com-
mercial paper, prime bankers' accept-
ances, and 90-day certificates of de-
posit—climbed above 6.8 percent in
mid-March, also more than ){percentage
point above mid-February levels and
between 1% and 1% percentage points
above their levels in early December.
The yield on 3-month Treasury bills
rose % percentage point from mid-
February to average just under 6
percent for the week ending March 16.

The wide differential between the
bill rate and other short-term rates
mainly reflects bill purchases by foreign
central banks with dollars acquired
in their efforts to maintain exchange
rates.

The pursuit of tighter monetary
policy has forced commercial banks to
increase sharply their borrowing from
the Federal Reserve. During the past
month, member bank borrowing has
averaged $1.6 billion, some $1 billion
above late November and early Decem-
ber and the highest since tight money
year 1969. The monetary authorities
raised the discount rate %• percentage
point in mid-January and by as
much again in late February to 5%
percent. By mid-March, however, the
differential between the discount rate
and money market rates was once
again pronounced.

In the face of tightening credit
policy and heavy loan demand, money
center banks have become aggressive
sellers of large negotiable certificates
of deposit (CD's). Rates on CD's
carrying maturities beyond 89 days
are subject to Federal Reserve ceilings
that are being reached, and the bulk
of new CD money is being raised in
the short-term 30- to 89-day range.
This shortening of the maturity struc-
ture is resulting in a buildup of liquidity
pressures on the banks, particularly
the major money market banks, and
the refinancing of some $52 billion of
large CD's outstanding is becoming
more difficult and more expensive.
This may lead to some rationing of
business credit at commercial banks,
and cause some shifting of business
borrowing to the commercial paper
and/or bond markets.

In February, the latest month for
which data are available, the expansion
of bank credit was still very strong.
Total loans and investments at com-
mercial banks increased $10.3 billion,
seasonally adjusted, as compared with
$8.6 billion in January and $4.9 billion
in December. Loan expansion accounted
for all of the bank credit growth, as
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banks liquidated $1.8 billion of U.S.
Government securities and made vir-
tually no net acquisition of State and
local securities. There were strong
increases in most loan categories but
by far the biggest increase was in
business loans, which have been in a
strong upswing since late last year.

Monetary policy has apparently been
successful in slowing the expansion of
the monetary aggregates. The narrowly
defined money stock (currency in
circulation and private demand deposits)
increased at an annual rate of a little
more than 6 percent in February
following no change in January; The
money stock increased 8.6 percent
(annual rate) in the fourth quarter of
last year and 8.3 percent from De-
cember 1971 to December 1972. Part
of that slowdown reflects a flow of
deposits from private ownership to the
Treasury in connection with the inter-
national currency upheavals. Growth
of time and savings deposits, other
than large CD's, was at an annual
rate of 5.3 percent in February, well
below the expansion rate of other
recent months.

Business Investment

Business has planned a strong in-
crease in capital spending this year.
The latest BEA survey of spending
expectations, taken in February, indi-
cates that outlays will rise almost 14
percent, compared with a 9-percent
increase in 1972 (table 1). The 1973
increase, if realized, will be the largest
since 1966. (Details of the survey are
reported beginning on page 16.) A
big increase in capital spending this
year is consistent with the develop-
ments outlined in most economic ana-
lysts' forecasts. The cyclical weakness of
capital spending was concentrated in
1971, in line with the historical tend-
ency for swings in capital spending to
lag after swings in general economic
activity. The picture in 1972 was
mixed, as industries feeling capacity
pressures raised spending substantially
while spending was sluggish in some
other industries. This year, conditions
are broadly favorable to spending

Table 1.—Annual Change in Plant and
Equipment Spending

[Percent]

All industries

Durables manufacturing.
Nondurables manufac-

turing

Utilities
Railroads
Air transportation..
Al lother . . .

11.5

13.0

10.3

13.9
28.5

- 2 . 1
10.8

1970

5.5

- 1 . 0

2.8

13.2
- 4 . 6
20.7
6.8

1971

1.9

-10.4

- 1 . 9

16.4
- 6 . 0
38.0
8.6

1972

8.9

10.5
"T

11.1
7.5

30.8
10.7

1973*

13.8

19.6

16.5

16.6
- 6 . 8
- 3 . 1
10.9

6 Expected.

growth; the capacity built in the
investment boom of the 1960's has
apparently been absorbed, and cash
flow is being stimulated by profits
growth and by the liberalized deprecia-
tion rules and the investment tax
credit legislated in 1971. In the busi-
ness recovery thus far, capital spending
has expanded not much faster than
total GNP. A stronger expansion,
raising share of capital spending in
GNP, would not be surprising.

According to the BEA survey, most
industries expect that the prices they
pay for plant and equipment will
increase about 5% percent this year,
roughly the same as the increase they
reported for last year. The 1971 price
rise was estimated at 6% percent.

Nonmanufacturing industries, which
account for two-thirds of plant and
equipment outlays, expect an aggregate
spending increase in 1973 of 11 % percent,
the same as in 1972. The utilities expect
spending growth to accelerate but the
railroads and airlines expect declines
this year following gains in 1972. For
the airlines, the expected decline is a
dramatic shift from the rapid growth of
the past 3 years. Spending gains
expected by other nonmanufacturing
industries are generally very similar to
last year's.

In manufacturing, nearly every major
industry expects a larger spending
increase this year than in 1972. Manu-
facturing capacity utilization has been
rising quite rapidly, with the Federal
Reserve utilization estimate going from
74% percent at the end of 1971 to 79%
percent at the end of 1972. Also, the
BEA capital spending survey shows
that the share of fixed assets in manu-
facturing held by firms calling their
facilities "inadequate" was 40 percent
at the end of 1972, up from 30 percent

1 year earlier. When the share of manu-
facturing assets held by firms calling
their facilities "excess" is netted out,
the resulting "net inadequate" per-
centage shows an even sharper rise—
from 19 percent at the end of 1971 to
35 percent at the end of 1972.

The BEA survey indication of a
large 1972 increase in manufacturers'
capital spending is supported by the
expansion of manufacturers' capital
appropriations tabulated by the Con-
ference Board. Appropriations increased
at a very fast pace during 1972, with a
steadily rising number of industries
showing increases. Appropriations by
the 1,000 largest manufacturers were $8
billion (seasonally adjusted) in the
fourth quarter, up 12 percent from the
third quarter and 36 percent from 1
year earlier. The fourth quarter figure
matched the record established in the
second quarter of 1969; in the subse-
quent cyclical decline, appropriations
fell to only $5% billion in the second
quarter of 1971. Capital appropriations
are reflected in the capital spending
stream over a considerable period of
time, but the peak in the associated
spending stream occurs about two to
four quarters after the appropriation is
made.

Inventory investment

Business investment in inventories
has been stronger in recent months than
it had been for some time. However,
it remains moderate, relative to sales
expansion, and inventory-sales ratios
continue to decline. The ratio for
manufacturing in January was 1.56,
the lowest in more than 20 years. For
manufacturing and trade combined,
the January ratio was the lowest since
the spring of 1966.

Estimates of the book value of manu-
facturing and trade inventories show
a sharp acceleration of the monthly
increases during the past 6 months or
so. In the final months of 1972 and in
January 1973—the latest for which
data are available—the monthly
changes in book value were as large as
at the peak of accumulation in 1966.
However, a good part of the recent in-
crease in book value is due to the
impact of rising prices, and there is still
no conclusive evidence of a breakout of
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Table 2.—Manufacturers' Inventories
Sales

Inventories, end of quarter

Durable manufacturers
Nondurables manufacturers

Sales, quarter total

Durables manufacturers
Nondurables manufacturers

Inventory-sales ratio l-

Durables manufacturers
Nondurables manufacturers...

Inventory condition "High" 2

Durables manufacturers .
Nondurables manufacturers. . .

Inventory condition "Low"

Durables manufacturers
Nondurables manufactures

Actual
1972

III IV

and

Expected
1973

I II

Billions of dollars,
seasonally adjusted

105.4

68.8
36.6

188.9

103.6
85.3

107.0

70.1
36.9

197.7

109.2
88.4

108.2

71.0
37.2

198.5

110.4
88.1

109.1

71.7
37.4

200.9

112.6
88.3

Months of sales, sea-
sonally adjusted

1.67

1.99
1.29

1.62

1.93
1.25

1.64

1.93
1.27

1.63

1.91
1.27

Percent

16

18
11

4

4
4

13

14
12

5

5
4

1. End-of-quarter inventories divided by average monthly
sales during the quarter.

2. Percent of inventory book value held by companies
classifying their inventories as "High" or "Low" relative
to sales and unfilled orders; remaining percentage is held
by companies classifying holding as "About Right."

Source: Census.

inventory accumulation from the very
conservative path that has been fol-
lowed in this cyclical recovery.

The latest quarterly survey of manu-
facturers' inventory and sales expec-
tations shows evidence of further
tightening of inventory positions, which
is consistent with the continuing de-
cline in the inventory-sales ratio. As of
December 31, the firms that called
their inventories "high" held only 13
percent of all manufacturing inventor-
ies, the lowest such figure since the
early 1960's. However, the survey also
shows conservative inventory accumu-
lation expectations for the first and
second quarters, very conservative sales
expectations, and little change in in-
ventory-sales ratios (table 2). As of
January, manufacturers expected in-
ventory book value to rise $1.2 billion
this quarter and only $0.9 billion in the
second quarter, well below the increases
in the second half of 1972. The esti-
mated actual change in manufacturers'
inventories in January was $0.5 billion.
Manufacturers' sales increased much

more sharply in January than the
survey expectations imply and the
advance estimate indicates that
durables shipments were also above the
implied path.

Corporate Profits

The preliminary BEA estimate shows
a further sizable gain in corporate
profits in the fourth quarter. Book
profits, before taxes, increased $6.2
billion to a seasonally adjusted annual
rate of $101.9 billion, about $13 billion
above the previous cyclical peak
reached in late 1968 and early 1969
(chart 1). Profits tax liability increased
$2.7 billion from the third to the fourth
quarter, leaving a gain of $3.4 billion in
book profits after taxes. Corporate
cash flow—undistributed profits and
capital consumption allowances—
surged $4.5 billion to $100 billion.

Profits increased strongly throughout
1972, with the largest increase occurring
in the fourth quarter. In the last
quarter of the year, however, the
profits figures reported by individual
companies typically contain various
irregular year-end adjustments, and it
is possible that some of the profits
shown for the fourth quarter of 1972
were in fact earned in, and thus attrib-
utable to earlier quarters in the year.

Book profits include gains or losses
due to differences between the replace-
ment cost of goods taken out of inven-
tory and the cost at which these items
are charged to production. The national
income profits figure measures only
incomes arising from current produc-
tion and, therefore, inventory gains or
losses are excluded. Inventory gains in
the fourth quarter were about the
same as in the third, and pretax cor-
porate profits measured on the national
income basis rose $6.3 billion, about
the same as the rise in the book value
figure, to an annual rate of $95.9 billion.

Profits of financial institutions rose
$1 billion and nonfinancial corpora-
tions' profits rose $5.3 billion in the
fourth quarter; about two-thirds of
the rise in nonfinancial corporate profits
was in manufacturing, where increases
were widespread among both durables
and nondurables industries.

For nonfinancial corporations, the
advance in fourth quarter profits re-
flected increases both in real output
and in profit margins—i.e., profits per
unit of output. The rise in profit mar-
gins was the result of moderate growth
in unit price; unit cost was unchanged
from the third to the fourth quarter as
a small rise in unit labor cost was offset
by a decline in unit nonlabor cost.

Consumer Demand

There was a strong increase in retail
sales in January that was partly erased
in February, but the average for the 2
months was nevertheless up nearly 3%
percent from the average in the fourth
quarter. This represents a continuation
of the rapid expansion that began early
last year. The rise in sales from the
fourth quarter to early 1973 included
gains for most major durable and non-
durable goods groups.

Over the past year, auto group sales
have shown by far the largest gain.
In January-February 1973 they aver-
aged 26 percent above January-Febru-
ary 1972. This group includes tire,
battery, and accessories stores, used
car dealers, motor cycle dealers as well
as new car dealers, and this broad
coverage may help explain why the
group's sales are estimated to have
dropped in February, a month when
unit sales of new cars edged higher.
Sales of durable goods retailers outside
the auto group have also been rising
very strongly. Sales of furniture and
appliance stores, in particular, have
advanced strongly this year after some
weakness in the fourth quarter of 1972.

The rapid expansion of sales at food
stores last year continued into 1973.
A significant part of the increase in this
category reflects higher prices: in Janu-
ary, food store sales were almost 15
percent higher than in January 1972,
but the consumer price index for food
at home was up nearly 7% percent. In
other nondurables categories in which
sales have been rising rapidly—apparel
stores, eating places, and the general
merchandise group (department and
variety stores, mail order and vending
machine sales)—inflation has been less
severe.
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Auto sales
Sales of new cars, including both

domestic and import models, averaged
12% million units (seasonally adjusted
annual rate) in January and February
(table 3), a huge increase from the
already high average of a bit over 11%
million units in the fourth quarter.
Total February sales were at a rate of
12Ji million units, including 2 million
imports; this total about matched the
record set in September 1971, when sales
surged following the introduction of the
wage-price freeze and the announce-
ment of the repeal of the auto excise tax.
In March, data on domestic model sales
for the first 10 days indicate a continua-
tion of the high February rate.

The sales rate of domestic models
increased in the spring and summer of
last year, but fell slightly in the fourth
quarter. That slight weakening was at
least partly caused by dealer shortages
of 1973 models due to heavy demand
pressure and to scattered work stop-
pages at GM plants. However, record
production schedules in the past several
months have helped to ease the short-
ages, although a brief strike in February
on the Penn Central Eailroad caused
GM to lose production of about 18,000
cars, or 216,000 in annual rate terms.

Table 3.—Sales of New Cars
[Millions of units; quarterly data at seasonally adjusted

annual rates]

1969
1970
1971
1972

1971-1
I I
III
IV

1972-1
11. . . . .
I l l
IV

1973-1*

Total

9.6
8.5

10.3
10.9

10.0
9.9

10.7
10.5

10.3
10.7
11.4
11.3

12.2

Domes-
tic

models

8.4
7.2
8.7
9.3

8.5
8.2
9.1
9.1

8.8
9.2
9.8
9.5

10.2

Import
models

1.1
1.3
1.6
1.6

1.5
1.7
1.7
1.4

1.5
1.5
1.6
1.8

1.9

•Average of January and February at an annual rate.

Sales of foreign model autos peaked
in the summer of 1971 and then dropped
in the fall of that year when the tempo-
rary import surcharge and dock strikes
had a depressing effect. Foreign car
sales recovered moderately through the

summer of last year and took a big jump
in the fourth quarter, when shortages of
1973 domestic models may have caused
some buyers to shift to import models.
Sales continued to rise strongly in the
opening months of this year, touching
2 million units (annual rate) in
February. The announcement in early
February of the devaluation of the dol-
lar and the upward float of major
currencies, particularly the mark and
yen, may have led some buyers to
purchase import models in advance of
the expected price increases. In late
February most European car companies
did announce price increases, and in-
creases for Japanese cars are expected
shortly. The increases for European cars
were substantial for higher as well as
lower priced imports. Volkswagen an-
nounced a $140 increase on its ordinary
"Beetle," which puts its price $100-$200
above the Pinto, Vega, and Gremlin, the
domestic subcompacts that are its
closest competitors. Price increases for
low-priced imports will probably further
reduce the share of sales taken by im-
ports in the low-priced car market (list
price under $2,500), where price compe-
tition is severe. The import share in
that market had already dropped to
38 percent (in terms of units) by the
close of last year, well below 45 percent
in the spring of 1971.

Price increases will probably not have
as much impact on the market share of
high-priced imports such as Mercedes
and Porsche (list price over $3,500).
Sales of high-priced foreign cars have
been in an uninterrupted uptrend for
some years now, and their market share
in this price class has held fairly steady
at about 3% percent. The strength of
sales of high-priced imports has led
many import car makers to push their
higher priced models more aggressively
and to design new models to compete in
this market category.

Consumer credit

A further acceleration in the growth
of consumer installment credit occurred
in January, the latest month for which
data are available. Outstanding install-
ment credit increased at a seasonally
adjusted annual rate of $23% billion in
that month compared with a rate of
$19% billion in the fourth quarter of

last year. The increase in January
continues the rapid and broadly based
acceleration in consumer credit growth
that began in the spring of 1971 (table
4).

Most of the acceleration in January
was in auto credit. The fact that in the
last half of 1972 lenders were offering
longer term loan contracts and lower

Table 4.—Net Change in Consumer Install-
ment Credit Outstanding

[Billions of dollars; quarterly and monthly data at seasonally
adjusted annual rates]

1 9 6 8 - - .
1969
1970
1971 _-
1972 . . .

1971-1 .

III
I V

1972-1-.
I I
I I I
I V

1973-Jan_

Total

8.1
9.0
4.7
9.0

15.9

5.5
7.8

10.8
11.8

13.2
14.8
16.1
19.5

23.4

Auto

3.1
2.5

- . 4
3.4
5.5

2.1
2.9
4.2
4.5

3.9
5.0
5.9
7.4

10.9

Other
con-

sumer
goods

2.2
3.4
3.0
2.8
5.6

1.7
2.7
3.0
3.6

4.1
4.8
6.0
7.3

7.6

Otherl

2.8
3.1
2.2
2.8
4.8

1.7
2.3
3.6
3.7

5.2
5.0
4.2
4.8

4.9

1. Mostly personal loans; includes small amount of repair
and modernization loans.

Source: Federal Reserve.

downpayments without significant
changes in average monthly payments
probably contributed to sustaining the
strength of auto sales in spite of price
increases late in 1972. Data on the
maturity distribution of new car loans
by major finance companies show that
loans with an original maturity of 24
months or less fell from an average of
14% percent of loans made in the first
half of 1971 to 12% percent in the
second half of 1972, while those with
a maturity of 31 months or more
increased from 82% percent of loans
in the first half of 1971 to 85%
percent of loans in the second half of
1972.

The lengthening of auto loan matur-
ities has been a factor allowing an
increase in the ratio of auto credit to
disposable personal income without a
significant change in the ratio of re-
payments to income. From the first
quarter of 1971 to the fourth quarter
of 1972, extensions of auto consumer
installment credit as a percent of
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personal disposable income rose from
about 4% percent to 5% percent while
repayments rose from 4^ percent of
personal disposable income to only
4^ percent.

Recent Price Developments

Prices rose sharply in early 1973,
reflecting both strong demands and
probably some bulging of price in-
creases for nonfood commodities sub-
sequent to the ending of mandatory
controls in mid-January. The wholesale
price index increased an average 1.3
percent per month, seasonally adjusted,
in January and February. Most of the
rise in both months was in food prices
(chart 2), with price increases for raw
farm products particularly strong. The
industrial price index rose in January at
last year's moderate pace but increased
sharply in February. The rise in the
consumer price index continued to be
much slower than that in the wholesale
index, but nevertheless accelerated in
early 1973; the consumer index in-
creased an average 0.6 percent per
month in January and February. Here
also, most of the rise was due to food
prices as prices for most other com-
modities rose very little and increases
in the services sector continued to be
moderate.

Food

Food prices account for roughly one-
quarter of both the wholesale and the
consumer price indexes. Wholesale food
prices in the first two months of 1973
continued on the very sharp uptrend
that developed toward the end of last
year. The price index for farm products
and processed foods and feeds increased
an average 3.0 percent per month,
seasonally adjusted, in January and
February, about the same as the
average for the last 2 months of 1972.
Most of the increase in the 4 months
was accounted for by raw farm prod-
ucts. Prices for livestock and poultry in-
creased particularly sharply in January
and February, with large increases
also for processed meats, poultry, and
fish. These advances were accompanied
by rapid increases in the cost of animal

SUEVEY OF CUEEENT BUSINESS

feeds, which were partly reflecting a
shortage of fishmeal in world markets.
In general, meat production per capita
in recent months has been about the
same as a year ago, and higher prices
for meats have been due in part to
strengthening consumer demands re-
flecting higher incomes and increases in
employment.

The increases in wholesale food prices
have been reflected in the food com-
ponent of the consumer index. The
consumer food index increased an
average 2.0 percent per month in
January and February, representing a
strong acceleration from the average
0.6 percent rise for the last 2 months of
1972. As was true at the wholesale
level, the rise in food prices centered in
higher prices for the meats, poultry,
and fish category.

Nonfood commodities

In general, prices for nonfood com-
modities rose moderately throughout
most of last year and in January of this
year. In February, however, the in-
crease in the wholesale industrials index
accelerated and the advance for the
first 2 months of 1973 averaged 0.7
percent. Significant increases that re-
flect the strengthening of economic
activity occurred in prices for non-
ferrous metals, especially copper, and
paperboard. But price increases for
lumber products and for fuel and power
were responsible for most of the
February increase. Lumber prices, par-
ticularly for softwood lumber and
plywood, have been rising rapidly for
about 2 years under demand pressures
both from the booming domestic home-
building industry and from exports,
particularly to Japan. Last fall, salvage
operations on Federal timberlands were
stepped up and price controls were
tightened in an effort to increase
lumber production and moderate price
increases. However, the mid-February
dollar devaluation may increase price
pressures, at least for a time, because it
will tend to increase the price attrac-
tiveness of U.S. lumber in world
markets. This could also hold true for
raw hides and skins prices, which have
risen rapidly in response to tight
world market conditions.
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The February increases for fuels and
power were concentrated in refined
petroleum products such as heating
oil and gasoline. Some of the increase
was probably in response to the easing
of price controls in mid-January, but
shortages, especially of heating oil,
have been developing throughout the
winter months. On January 17, two
steps were taken to increase petroleum
supplies and ease price pressures: im-
port quotas on No. 2 heating oil—the
grade normally used for home heat-
ing—were suspended through the end
of April, and ceilings on crude oil
imports for 1973 were raised by 40

CHART 3
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SURVEY OF CURRENT BUSINESS

percent. Early in March, following
the price surge of February, man-
datory controls were reimposed on
most petroleum products and crude
oil. While no rollbacks to pre-February
levels were required, future price in-
creases for petroleum products were
limited to a weighted annual average
of 1 percent (1.5 percent if producers
could demonstrate sufficiently higher
costs). The only other industries under
mandatory controls are food process-
ing, health service, and construction
industries.

The consumer price index for non-
food commodities showed no increase in
January but rose 0.5 percent in Febru-
ary. The increase mainly reflected
higher prices for apparel, gasoline and
motor oil, and fuel oil and coal. Prices
of most other nonfood commodities
rose moderately in February. The rise
of the consumer nonfood index re-
flected a strong acceleration of the con-
sumer finished goods component at the
wholesale level.

Employment and Production

Employment in February increased
strongly after 2 months of little or no
gain which had reflected at least in part
the unusually severe weather during the
December and January employment
survey weeks. Total civilian employ-
ment, as measured by the household
survey, increased more than one-half
million in February to 83.1 million,
after 2 months of essential stability.
Nonfarm payroll employment increased
440,000 in February, or nearly twice the
gain in the previous 2 months com-
bined. The acceleration in February was
especially marked in construction and
trade; however, gains were substantial
in nearly all major industries.

Nonfarm payroll employment has
risen somewhat less sharply since No-
vember than it did earlier in fall and
last spring, but the gain, at an annual
rate of almost 3 million, was still nearly
double the average annual increase over
the past 5 years. The growth of nonfarm
payroll employment cannot greatly ex-

March 1973

ceed 1.5 million annually over an ex-
tended period, since this is the normal
growth in the labor force, based on
long-term trends in population growth
and labor force participation. In the
past, some further additions to nonfarm
payroll employment have come from
the transfer of workers out of agricul-
ture, or, from sharp reductions in the
Armed Forces. However, the long-term
decline in farm employment has leveled
off for the past 3 years, and the size of
the Armed Forces has been about stable
since last spring. During periods of eco-
nomic recovery, the growth in nonfarm
payroll employment always greatly ex-
ceeds its long-term average, reflecting
the absorption of the unemployed, the
return of "discouraged" workers into
the labor force, and perhaps some in-
crease in moonlighting (the payroll
series counts jobs rather than workers).
The labor force, after showing unusual
gains in the latter half of 1971 and
early 1972, has been increasing by
no more than the normally expected
amount since last spring. However, the
payroll employment rise could still ex-
ceed labor force growth for some time,
since the number of unemployed is still
about 1 million higher than it would be
at a 4-percent unemployment rate.

Manufacturing employment has
gained strongly on the whole for more
than a year, although here, as in other
industries, the increase has been much
slower since November than earlier
in the fall. Throughout the period of
advance, the gain in durables has been
mainly in metal goods industries. In the
soft goods area, the only sizable in-
creases since November have been in
textiles and rubber.

The average workweek rebounded
sharply in February, after 2 months in
which it had been curtailed by the
effects of severe weather. The average
for the private nonfarm sector as a
whole returned to the figure of 37.3
hours reached last fall, the highest since
January 1970. Much of the recovery
was in manufacturing, where the work-
week in February reached a 6-year high
of 41.0 hours. Overtime was heaviest in
the transportation equipment and paper
industries, where the average workweek
exceeded 43 hours, while in machinery,
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March 1973 SURVEY OF CURRENT BUSINESS

primary metals, stone-clay-glass, ord-
nance, and chemicals, the workweek
ranged between 42 and 43 hours. In
retail trade, the workweek appears to
have resumed its gradual long-term
downward trend in recent months,
reflecting a slow expansion in the pro-
portion of part-time employees. The
decline had halted for about two years
when unemployment was very high and
full-time workers were more readily
available than in periods of prosperity.

The aggregate unemployment rate
in February was 5.1 percent, not sig-
nificantly changed from the previous
3 months, as the civilian labor force
showed an increase about equal to the
large employment gain. Despite the
overall lack of change, however, there
are numerous signs indicating that the
supply of trained and experienced
workers is tightening, that employers
are becoming less selective in their
hiring, and that unfilled job openings
are on the rise. Unemployment rates
for craftsmen and foreman, professional
and technical workers, and managers
and proprietors all averaged signifi-
cantly lower in January and February
than late last year. Long-term un-
employment of 6 months and over,
which usually includes the least em-
ployable, has fallen sharply in recent
months. The unemployment rate for
those seeking only part-time work,
which has declined very little last year,
fell rather steeply early this year; these
workers frequently have special require-
ments as to job location, scheduling,
etc., which makes for greater difficulty
in finding work. Data for manufactur-
ing, available through January, show
that the quit rate, which reflects the
availability of alternative jobs, has
risen sharply since last fall, almost
reaching the peak set in 1969. Job
vacancies have increased by more than
one-fourth since last summer, and the
rate of new hires, as distinguished from
recalls of laid-off workers, has risen to
its highest level since 1966. The layoff
rate has been extremely low for some
months.

Industrial production

The uptrend in industrial production,
as measured by the Federal Reserve
index, accelerated significantly in
February. The production index rose
0.8 percent after 2 months of relatively
modest growth, with the speedup
mainly in durable goods manufacturing.
Transportation equipment output
showed a particularly large gain as both
motor vehicle and aircraft manufactur-
ing increased substantially. Demand
has been extremely heavy for both pas-
senger cars and trucks, and the aircraft
industry has been recovering for the
past year from earlier cutbacks in
defense. Furniture and miscellaneous
products, which includes sporting goods
and recreation equipment, also rose
sharply.

Measured from last November, the
index has risen by 1.9 percent, com-
pared with 3 percent during the
preceding 3 months—an exceptionally
sharp rise. Part of the recent slowdown
in output growth could reflect an ap-
proach to full utilization of capacity
in some industries, such as steel, auto-
mobiles, and lumber, which were major
contributors to the strong expansion
last fall.

Housing activity

Housing starts in February were at
an annual rate of 2.44 million units, or
about the same as the record high
average in the previous 6 months.
Starts of single-family homes so far
this year have strengthened somewhat
from the late months of last year, but
starts of units in larger buildings (five
or more units) are off slightly from
last year's pace.

Net savings flow to the savings and
loan associations, the major mortgage
lending institutions, declined in No-
vember and December to the lowest
level in 12 months (seasonally ad-
justed). Partly to make up foi the

reduced flow of savings, the associa-
tions have significantly increased their
borrowings from the Federal Home
Loan Banks, and mortgage commit-
ments in December (seasonally ad-
justed) were little changed from No-
vember and more than 40 percent
greater than in December of 1971.
Interest rates charged on conventional
new-home mortgages are estimated by
the FHA to have averaged 7.75 percent
as of March 1. That rate, though up
from the 7.70 percent recorded in the
previous 5 months, is still within the
narrow range that has prevailed during
the past 2 years.

Personal income

Personal income continued its strong
expansion in February. The total in-
creased $8.3 billion or 10.6 percent, at
an annual rate. About $1.1 billion of the
rise reflected a liberalization of social
security benefits. Continued substantial
growth of wages and salaries reflected
both gains in employment and longer
hours of work.

In the 6 months from August to
February, personal income increased
at an annual rate of 11% percent, a very
sharp advance. The increase would have
been even stronger (13 percent) had
it not been for the January boost in
social security contribution schedules.
The central factor in the growth of
overall personal income was the rapid
rise in wages and salaries—up 12 per-
cent over the 6-month period; excluding
the January raise in Federal Govern-
ment pay, wages and salaries increased
at a rate of nearly 11% percent. Other
personal income components, in the ag-
gregate, increased at a somewhat slower
annual rate—10.4 percent—from August
to February. Within that aggregate,
transfer income rose 24 percent at an
annual rate, boosted by last fall's in-
crease in social security benefits. Farm
proprietors' income jumped 28 percent,
but it is only a very small part of total
income.
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CHART 4

In February: Nonfarm payroll jobs advanced 440,000
Unemployment rate was virtually unchanged at 5.1 percent
Wholesale price index rose 1.9 percent; food prices increased 3.9 percent
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March 1973 SURVEY OF CURRENT BUSINESS 9

• In February: Personal income advanced $ 8 ^ billion, with wages and salaries accounting for most of the rise
* Housing starts were about unchanged and permits continued to decline

Plant and equipment outlays expected to rise 13% percent in 1973 compared with about 9 percent in 1972

CHART 5
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10 SUEVEY OF CUERENT BUSINESS March 1973

• In January: Manufacturing and trade inventories rose $1.6 billion
• Exports increased more than imports so the merchandise trade deficit dropped to about $300 million
• In fourth quarter, higher Government spending resulted in a large increase in the Federal deficit

CHART 6
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March 1973 SUKVEY OF CUKRENT BUSINESS 11

In February: Industrial production up about 0.8 percent
Bank credit up sharply again, a small rise in the money supply

In fourth quarter, corporate profits before taxes (including IVA) rose $614 billion
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the BUSINESS SITUATION

CHART 1

GNP up $40V2 billion in first quarter
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VxKOSS national product in constant
prices increased 7.9 percent at an annual
rate in the first quarter, about the same
as the fourth quarter expansion (chart
1). In current prices, the increase was
14.3 percent, or $40.6 billion. The rate of
price change as measured by the im-
plicit GNP deflator was 6 percent, a
disturbingly high figure, compared with
2.8 percent in the fourth quarter. Part
of that acceleration was caused by a
January increase in Federal pay sched-
ules; such increases enter the national
accounts as straight increases in the
price of government product. The im-
plicit price deflator for private product,
which was unaffected by the pay raise,
increased at a rate of 5.5 percent in the
first quarter compared with 2.8 percent
in the fourth, with much of the accelera-
tion caused by sharply rising food prices.

The major GNP components gen-
erally registered first quarter advances
that were sizable but not out of line
with recent trends or with widely held
expectations. The exceptions were con-
sumption spending, which increased
very steeply not only in current prices
but also in real terms, and inventory
accumulation, which is estimated to
have declined from the fourth quarter
to the first. Business fixed investment,
residential investment, and government
purchases all increased quite solidly.
Higher employee compensation—due to
both pay raises and employment
growth—accounted for some $5 billion
of the $7% billion increase in combined
Federal, State, and local government
purchases. The Federal pay raise in
January was responsible for about $2
billion of the advance in compensation.

Employment grew substantially in
the first quarter, as measured both by
the household survey of the civilian
population and by the survey of non-

farm establishments. The first quarter
gains in the employment aggregates
reflected continuation of the strong
growth that has marked the past year
(table 1). However, growth of the
civilian labor force has slowed, at least
partly because the reduction of the
armed forces is over; that reduction
augmented the natural growth of the
civilian population and thus of the
civilian labor force.

Because the growth of employment
in the first quarter was faster than the
growth of the labor force, the unem-
ployment rate dropped measurably—
from 5.3 percent in the fourth quarter
to 5.0 percent in the first. The rate had

Table 1.—Growth of Labor
Employment

Force and

Percent change from previous quarter
at annual rate]

1971—1
II
III
IV

1972—11
II
III
IV

1973—1

Civilian
labor
force

0.6
1.2
2.8
3.2

2.4
2.7
2.2
1.4

1.9

, seasonally adjusted

Civilian
employment

Total

0
1.3
2.6
3.3

2.9
3.4
2.8
2.6

3.1

Nonagri-
cultural

0.1
1.1
2.9
3.2

3.1
4.0
1.8
2.3

4.0

Nonagri-
cultural
payroll
employ-

ment

1.1
1.5
.5

2.5

3.9
4.2
2.4
5.0

4.3

1. Figures for civilian labor force and employment adjusted
to eliminate effect of discontinuity in basic data.

Source: BLS.

dropped 0.3 percentage point in the
fourth quarter as well, but in the year
before that the declines were only 0.1
point per quarter.

Price increases
The rate of price increase was escalat-

ing in the opening months of this year
l
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in both consumer and wholesale mar-
kets. Most of the acceleration was in
agricultural prices, but at the wholesale
level the price index for industrial com-
modities was also rising sharply. A
large part of the acceleration of the
industrial price increase was due to
advances for lumber and wood products,
and fuel and power; however, the most
recent data indicate a more pervasive
pattern of increases, with sharp ad-
vances for the metals, pulp and paper,
textile and apparel, and machinery
groups.

Residential Construction and
Mobile Homes

Million units (Ratio scale)

CHART 2

9 | i • . I i i i I . . . I . . i I . • . I . . . 1 • . . I • . . 1 i i . 1

1 t i 111 i i i i i i 1 i i ' 1 • ' i 1 i ' i ' ' ' ' I ' ' * I

1964 65 66 67 68 69 70 71 72 73

Seasonally Adjusted at Annual Rates

The implicit price deflator for gross
private product, whose annual rate of
increase accelerated from 2.8 percent in
the fourth quarter to 5.5 percent in the
first, is based on shifting weights that
reflect changes in the composition of
GNP, and shifts in the weights can
sometimes have a sizable impact on the
change in the deflator; the wholesale
and consumer price indexes, on the
other hand, are based on fixed weights.
An alternative measure of price change
for gross private product is the chain
price index, which uses the weights of
the prior quarter in the calculation of
each quarter's price change. The annual
rate of increase in the chain index ac-
celerated from 2.9 percent in the fourth
quarter to 6.1 percent in the first (table
2). A significant part of that accelera-
tion was due to food prices. Another
element contributing to the acceleration
was automobile prices. The deflator for

Table 2.—Measures of Price Change
[Percent change from previous quarter, seasonally adjusted

at annual rate]

Implicit price deflator, GNP

Implicit price deflator, gross private
product

Chain price index, gross private
product-

Excluding food
Excluding autos __»
Excluding food and autos

1972-
IV

2.8

2.8

2.9
2.3
3.4
2.7

1973-

6.0

5.5

6.1
4.4
6.2
4.4

Dif-
ference

3.2

2.7

3.2
2.1
2.8
1.7

U.S. Department of Commerce, Bureau of Economic Analysis

Data: Census

73-4-2

autos had declined in the fourth quarter
because the 1973-model cars were in-
troduced with additional "quality" but
at unchanged dollar prices; the dollar
prices were raised subsequently, and
that increase had the effect of moving
the auto deflator back up in the first
quartet. Excluding the impact of both
food and auto prices, the chain index
rose 2.7 percent in the fourth quarter
and 4.4 percent in the first.

Inventory investment

On the basis of incomplete data, the
inventory accumulation component of
GNP is estimated to have declined from
an annual rate of $10% billion in the
fourth quarter to $8 billion in the first.

The GNP component is meant to
represent the change in the physical
volume of inventories valued at average
prices during the period. This is not
necessarily the same as the change in
the book value of inventories, for the
latter can change without any net
change in volume but simply because
goods in stock turn over and the prices
at which the replacement goods are
valued differ from the prices of the
goods removed from inventory. The
difference between book value change
and the GNP component is the inven-
tory valuation adjustment (IV A).
Available data for the first quarter
indicate that book values of manu-
facturing and trade inventories were
rising very rapidly, and faster than in
the fourth quarter. However, the prices
at which goods in inventory are valued
were also rising very sharply, and the
estimated IVA is much larger in the
first quarter than in the fourth.

The estimated first quarter rate is
very modest relative to total GNP, and
it seems likely that in some business
sectors the strength of final sales was
responsible for holding accumulation
down. There is scattered evidence of
tightening supply situations. For in-
stance, purchasing agent surveys in-
dicate that lengthening delivery times
on orders of materials and supplies are
increasingly common, and that a
steadily increasing number of com-
panies are placing their orders with
relatively long lead times.

Fixed investment

Business fixed investment continued
its solid advance in the first quarter,
rising $6}i billion (annual rate); spend-
ing for equipment rose $3% billion and
investment in nonresidential structures
rose $2% billion. The strong increase in
expenditures for equipment continued
the expansion that began in early 1971.
In the case of structures, however,
outlays had shown very little growth
until the fourth quarter of 1972, when
they rose $2 billion.

According to the BEA survey of
spending expectations reported last
month, businessmen are planning to
increase outlays 14 percent from 1972 to
1973. That is a very large increase and
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a sizable jump from the 9 percent ex-
pansion in 1972, but it is conceivable
that a continuation of exceptionally-
strong growth of other final demands
could lead to some upward revision of
spending plans this year.

Residential construction outlays in-
creased %2){ billion in the first quarter.
That was a bit less than the rise in the
fourth quarter of last year, reflecting
the fact that the rate of homebuilding
has leveled off. Housing starts were
at a very high rate in January and
February and fell somewhat in March,
and averaged an annual rate of 2.4
million units for the quarter—a rate
that was first reached in the opening
quarter of 1972 and maintained through
most of last year. Residential con-
struction permits averaged a rate of
just under 2.2 million units in the first
quarter, only slightly below the rate
for the fourth quarter. Sales of single-
family homes continued at high rates
early in the first quarter, although in-
ventories of unsold homes were rising
and the ratio of homes for sale to homes
sold reached the highest levels since
1969. In the apartment rental market,
the vacancy rate in the fourth quarter
(the latest period for which data are
available) was only moderately above
the low rate of 1970 and early 1971.

Consumer Demand
and Income

Consumer demand expanded sharply
in the first quarter. Purchases of goods
and services increased $28 billion (an-
nual rate), a hugh acceleration from
the 1972 quarterly average of $16
billion. Spending for autos and parts
rose $4% billion and spending for other
durable goods rose $4% billion, with an
exceptionally large advance for furni-
ture and other household durables. The
$9K billion rise in total durables spend-
ing followed a $2){ billion advance in
the fourth quarter of 1972 and a quar-
terly average last year of somewhat
less than $3% billion. The growth of
spending for nondurable goods also
accelerated in the first quarter. The
sharpest acceleration was for food, but
the increase in that demand category
appears to have been due almost en-

tirely to higher prices. In other major
nondurables categories, however, there
were large increases in spending—
especially for apparel—that reflected
substantial real advances.

New car sales

In unit terms, sales of new cars in the
first quarter hit an extraordinary an-
nual rate of 12% million, counting both
domestic and import models. The total
for the calendar year 1972 was 11
million, a record, and in the second
half of 1972 sales were running at a
seasonally adjusted annual rate of
about 11% million.

Monthly sales of domestic models
were at annual rates above 9 million
after early 1972, and totaled 9.3 mil-
lion for the year—well above the pre-
vious record of 8.7 million in 1971. In
January and February 1973, the do-
mestic model sales rate jumped above
10 million, and in March it exceeded 11
million. These very high rates have
held down the growth of dealer in-
ventories in a period of the year when
stocks are built up in preparation for
the spring selling season. Relative to
the recent sales rate, inventories are
very low, and even in terms of actual
number of cars the stocks are unusually
low for the early spring.

Sales of import models were at a rate
of 1.9 million in January and reached 2
million in February and March. These
exceptionally high rates—the 1972 total
was 1.6 million—may reflect some rush-
ing to buy cars already in stock so as to
avoid the price impact of the February
devaluation of the dollar. It was men-
tioned in the last month's Survey that
price increases for Japanese cars were
expected shortly, and these were an-
nounced in early April. They amounted
to about 10 percent for the popular
Toyota and Datsun models.

Income and consumption

Interpretation of the data on con-
sumer income and spending has been
clouded during the past year by the
overwithholding phenomenon, and an
additional, but quite temporary, dis-
tortion to the data was caused by the
large increase in social security benefits

that went into effect in October. That
increase boosted the flow of disposable
income by about $8 billion (annual
rate) as of the fourth quarter, but the
full effect on the spending stream was
evidently not felt in that quarter for the
saving rate jumped sharply. (This is a
rather common pattern when social
security benefits are raised.) Thus, it is
probable that part of the very large
first quarter increase in spending was
in fact a delayed result of the income
increase that occurred in the fourth
quarter.

Throughout 1972, overwithholding
caused disposable income to be smaller
than it otherwise would have been—
i.e., than it would have been if tax-
payers had taken the action necessary
to tailor their withheld taxes to match
their liabilities. In the first half of this
year, as tax returns are filed, the 1972
overwithholding is being offset by a
larger-than-otherwise final settlement
between the Treasury and taxpayers.
(Final settlement refers to tax refunds
net of final tax payments to the Treas-
ury; this year, refunds are larger than
they otherwise would have been and
final payments are smaller.)

Overwithholding resulted from the
introduction in Jatiuary 1972 of new
withholding schedules intended to re-
duce the underwithholding experienced
by certain taxpayers, and to permit
taxpayers to establish a close match
between withholdings and liabilities.
No tax increase was involved but it
was recognized that many taxpayers
would be significantly overwithheld
unless they acted to claim additional
exemptions for withholding purposes.
For the most part, taxpayers did not
make this adjustment.

What effect is this phenomenon
likely to have had on consumption?
There is no simple, obvious answer,
but it is certainly reasonable to believe
that the spending surge in the first
quarter of 1973 was related to the
start of the return flow of 1972 over-
withholdings.

If consumers last year understood
the overwithholding phenomenon—that
it involves an interest-free, short-term
loan to the Treasury—they may well
have treated it as a "Christmas club"
type of savings account that would be
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paid back to them at a specified time.
In that case, a likely pattern of behavior
would have been for consumers to cut
spending somewhat in 1972, relative to
what it otherwise would have been, and
to spend heavily when the "savings
account" was paid out in early 1973.
However, just the same sort of spending
pattern could have resulted if con-
sumers did not understand overwith-
holding and thought that taxes had
been raised—a belief that was in fact
evidently held by quite a number of
taxpayers. In that case, too, consumers
would presumably have cut spending
somewhat in 1972 and then have spent
heavily when they received unexpected
income in early 1973. In neither case
is there any obvious basis for conclud-
ing that total consumer spending in the
affected period—1972 and early 1973
together—was either larger or smaller
than it would have been in the absence
of overwithholding.

Overwithholding and disposable
income

Treasury estimates indicate that re-
ceipts of withheld taxes were about $10
billion larger in calendar year 1972
than they would have been in the ab-
sence of overwithholding. This was
partly offset by an associated reduction,
estimated at about $1 billion, in re-
ceipts of estimated taxes paid in quar-
terly declarations. Thus, there was a net
overwithholding of about $9 billion in
1972, to be offset in 1973 by a larger-
than-otherwise. final settlement.

BEA calculates seasonally adjusted
personal tax payments in order to
arrive at seasonally adjusted estimates
of disposable income (and of Federal
receipts). At a seasonally adjusted an-
nual rate, the overwithholding in 1972
can be considered as having run at $9
billion—the full-year amount—in each
quarter. For 1973, it is necessary to
estimate how much of the overwith-
holding is to remain permanently and
how much will prove to have been
transitory. That is, will taxpayers act
to cut the overwithholding, and if so
by how much? The permanent element
of overwithholding, and the equivalent
permanent final settlement will be
recurring phenomena and should be

smoothed so that they do not, of them-
selves, have any net impact on season-
ally adjusted disposable income (or
seasonally adjusted Federal receipts).
The transitory element in the final
settlement this year should be allowed
to affect seasonally adjusted disposable
income (and Federal receipts) at the
time that the settlements are made.

Data on Treasury receipts of with-
held taxes in the first 3 months of 1973
suggest little if any change in the
amount of overwithholding, but the
Treasury currently expects that tax-
payers will in fact reduce the amount;
the current estimate, subject to revi-
sion, is that the permanent amount of
overwithholding will be about $7%
billion, and that the reduction to this
rate will occur by midyear. This
implies that only about $1% billion
of the total $9 billion of the larger-than-
otherwise final settlement this year is
transitory. Treasury data on refund
payments suggest that refunds—and

thus the $1% billion transitory element
—are concentrated in the second quar-
ter of 1973.

To summarize, current calculations
and estimates suggest that the net
impact of overwithholding on the size
of disposable income at a seasonally
adjusted annual rate is about as follows:
a negative $9 billion in each quarter of
1972; approximate neutrality in the
first quarter of 1973, as continued pay-
ments of overwithholding to the Treas-
ury were about offset by extra-large
final settlements, including a small
transitory element; a positive impact of
several billion dollars in the second
quarter, as payments of overwith-
holding to the Treasury decline toward
the "permanent" level while final
settlements are swelled by the bulk of
the transitory element; and neutrality
thereafter, as the system is projected to
settle down to the "permanent" flow of
overwithholding and associated final
settlements.

Measure of Labor Earnings
THEEE exist several major measures
of labor earnings that differ in concept
and coverage. This review examines the
series on wage rates established in union
contract settlements, average hourly
and weekly earnings, and average
weekly spendable earnings published
by the Bureau of Labor Statistics, and
the series on wages and salaries pub-
lished by BEA. The series will be re-
viewed in the light of the cyclical devel-
opments in the economy since 1967.
The focus will be on the aggregates and
not on data for specific industries or
sectors of the economy.

Union contract settlements

The Bureau of Labor Statistics pub-
lishes quarterly figures on the outcome
of private nonfarm union contract ne-
gotiations. Data are provided on wage
rate changes negotiated in contracts
covering 1,000 or more workers, which
represents somewhat more than 50 per-
cent of all unionized workers and about
20 percent of all production and non-
supervisory workers in the private non-
farm economy. Data on fringe benefits
are included for contracts covering 5,000

or more workers. Though relatively few
contracts are negotiated in any given
quarter, the BLS series on outcomes is
an important measure of what current
gains are won and also an indicator of
wage changes for the future. These con-
tracts are typically negotiated in key
sectors of the economy and tend to be
widely reported and therefore to influ-
ence wage adjustments for other work-
ers, both union and nonunion.

The BLS data cover all contracts
negotiated during the quarter whether
the outcome is an increase, decrease, or
no change in wage rates. Changes in
wage rates, expressed as a percentage
of straight-time hourly earnings, are
calculated both for the first year of the
contract and over the life of the contract
(which is typically more than 1 year).
Wage changes resulting from cost-of-
living escalator clauses are excluded
except for increases guaranteed by the
contract.

Negotiated wage increases acceler-
ated sharply from 1968 through the
recession year 1970, leveled off in 1971,
and slowed appreciably in 1972 (table
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3). In 1968-70, workers involved in
contract negotiations pressed vigorously
for large settlements both to catch up
with the big gains won by others during
the 2 or 3 years that these workers'
contracts were not up for negotiation,
and to offset the impact that inflation
was having on real income. These efforts
were reflected in an increase in "front
loading", i.e., providing a dispropor-
tionate share of the total negotiated
increase to become effective in the first
year of the contract. The increase in
the size of the average settlement from
1969 to 1970 was centered in nonmanu-
facturing industries, particularly in the
construction industry, where bargaining
was very heavy that year. In 1971, the
average settlement dropped a bit,
mainly because construction settle-
ments fell back; this was partly due to
the fact that 1971 was a relatively light
bargaining year in construction, and to
the introduction in the spring of 1971
of a system of wage restraints under
the Construction Industry Stabilization
Committee. Outside of construction, an
unusually large number of contracts
were signed in 1971, and the rise in
wage settlements in manufacturing ac-
celerated. In all probability, that accel-
eration would have been even greater
had it not been for the imposition of
the 90-day "Phase I" wage freeze in
mid-August of 1971. In 1972, average
negotiated wage increases diminished
sharply, particularly in the construc-
tion industry, reflecting at least in part
the impact of "Phase IF ' wage controls
administered by the Construction
Industry Stabilization Committee and
the Pay Board.

Hourly earnings

BLS calculates monthly data on
average hourly earnings of production
and nonsupervisory workers for the
total private nonfarm economy and
for many industries. Average hourly
earnings are computed by dividing
total gross earnings of full-time and
part-time production workers (i.e., pay-
rolls before deduction for social security,
withheld taxes, union dues, insurance,
etc.) by total man-hours paid for,
including overtime hours and hours of
paid sick, holiday, and vacation time.
The earnings are direct wage payments

and do not include bonuses, tips, com-
missions, or fringe benefits.

Changes in average hourly earnings
reflect not only changes in basic hourly
wage rates but also changes in the
amount of overtime and shifts in the
composition of employment between
high- and low-paid work. Thus, average
hourly earnings should not be treated as
a wage rate for a unit of time, such as is
determined in union contracts. Also,
the average hourly earnings figure
should not be taken as representative
of the hourly earnings of an "average"
worker—for the figure is in effect a
weighted average of the hourly earnings
of a mix of workers including part-time
and full-time, high-paid and low-paid,
etc. Also, the series does not represent
aVerage labor cost per man-hour be-
cause it excludes bonuses, fringe bene-
fits, etc.

The increase in the average hourly
earnings series is highly sensitive to
cyclical movements in economic activ-
ity. Earnings moved sharply higher
during the tightening of labor markets
in 1968 and 1969, and growth slowed
noticeably in the recession year 1970
(table 4, line 1). Earnings increased very
rapidly during the first half of 1971,
partly because of heavy overtime to
make up for losses associated with the
late-1970 auto strike and partly because
the return to work of high-paid auto-
mobile workers and others affected
by the strike was in itself enough to
boost the averages. The imposition of
wage controls in midsummer 1971 cut
sharply into the increases in the second
half of that year. A post-freeze bulge of
wage increases swelled the average for

the first quarter of 1972, but the in-
crease from 1971 to 1972 was nonethe-
less fractionally smaller than from 1970
to 1971. The rate of increase tapered in
the second and third quarters of 1972,
but was accelerating toward yearend.

Hourly earnings adjusted

Part of the cyclical behavior of aver-
age hourly earnings reflects changes in
the amount of premium pay for over-
time and shifts in the distribution of
employment between high-paying and
low-paying industries during different
phases of the business cycle. For ex-
ample, there are sizable shifts in em-
ployment to the high-paying durable
goods manufacturing industries during
cyclical expansions and away from them
during contractions. BLS publishes an
adjusted average hourly earnings series
for the total private nonfarm economy
and for seven industry divisions that
is intended to abstract, at least in part,
from all these influences. This series
comes much closer than does gross
average hourly earnings to being a
measure of wage rate behavior.

Adjustment for changes in overtime
pay is made for manufacturing (the
only sector for which data on overtime
are available); it is done on the assump-
tion that all overtime hours are paid
for at time-and-one-half. The adjust-
ment for interindustry shifts in the
composition of employment is done for
manufacturing and nonmanufacturing
industries and is made by assuming
that the distribution of man-hours
worked at the three-digit industry
level (according to the Standard Indus-
trial Classification) stays the same as

Table 3.—Wage Rate Changes Provided by Contract Settlements Affecting 1,000 or More
Workers

[Mean yearly percent change]

All industries:
Over life of contract . . . _ .
First year of contract

Manufacturing:
Over life of contract-_ . . - . . .._ . . - .
First year of contract

Nonmanufacturing:
Over life of contract __ __
First year of contract

Construction:
Over life of contract .- . .
First year of contract

1968

5.9
7.4

5.2
7.0

6.5
7.8

8.6
8.7

1969

7.6
9.2

6.0
7.9

9.3
10.8

13.1
13.1

1970

8.9
11.9

6.0
8.1

11.5
15.2

14.9
17.6

1971

8.1
11.6

7.3
10.9

8.9
12.2

10.8
12.6

1972 v

6.4
7.0

5.7
6.6

6.8
7.2

5.9
6.6

Note.—Data exclude possible but nonguaranteed adjustments in wages under cost-of-living escalator clauses.

Source: BLS
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it was in 1967. Changes in adjusted
hourly earnings thus essentially reflect
changes in rates of pay, not shifts in
the industry mix of employment.
(However, the adjustment does not
cover intra-industry shifts between low
and high-paying jobs within three-
digit industries.)

Cyclical changes in manufacturing
overtime and in the industrial com-
position of employment have impacts
on the conventionally calculated—i.e.,
not adjusted—average hourly earnings
series. The effect of adjusting the con-
ventional average hourly earnings for
overtime and for changes in the indus-
try mix of employment is to produce
a somewhat smoother series; the ad-
justed series typically increases a little
less rapidly than the unadjusted series
during periods of economic recovery
and more rapidly during periods of
contraction.

Weekly earnings

Average hourly earnings multiplied
by average weekly paid hours yields
the average weekly earnings of pro-
duction workers. This series is cal-
culated by BLS for the total private
nonfarm economy and for industries
(at the three-digit level in the Standard
Industrial Classification). The weekly
figure, like average hourly earnings,
is gross of all deductions, taxes, etc.,
it includes overtime pay and pay of
full-time and part-time employees, and
it is affected by employment shifts be-
tween high- and low-paying industries.

Average weekly earnings are of
course affected by changes in the
length of the workweek. Because em-

ployers adjust to changes in demand
partly by varying hours of work,
weekly earnings are more cyclically
sensitive than are hourly earnings
(table 4, line 3). For example, from
the third quarter of 1969 (the period
before the cyclical contraction in labor
markets got underway) to the auto
strike-depressed fourth quarter of 1970,
average weekly earnings in the private
nonfarm sector increased 5.5 percent,
while average hourly earnings increased
7.4 percent. In the recovery, from the
fourth quarter of 1970 to the fourth
quarter of 1972, weekly earnings rose
14.5 percent and average hourly earn-
ings increased 13.7 percent.

Spendable earnings
. An important factor bearing on the

wage earner's assessment of his eco-
nomic well-being is his tax liability.
BLS publishes a measure that goes part
way toward calculating the impact that
changes in tax liability have on "spend-
able" weekly earnings of a production
worker—i.e., his weekly earnings net of
liability for Federal income tax and
social security tax. The series is based
on the gross average weekly earnings
series described above, and therefore
includes the earnings of all production
workers, whether single or married,
female or male, young or old, part-time
or full-time, etc. Accordingly, it reflects
changes in the weight of these groups.
In other words, it will change not only
if the spendable earnings of one or
more of these groups changes, but, to
the extent that the average earnings of
the several groups differ, also if the
relative importance of these groups
changes.

Average weekly earnings are annual-
ized and annual Federal income tax
and social security tax liability are
calculated and deducted to arrive at
"spendable earnings," which are then
stated on a weekly basis. The calcu-
lation is done for a worker with one
dependent and for a worker with three
dependents. It is assumed that the
average weekly earnings are the
worker's only income and that he takes
a standard tax deduction.

It is important to realize that the
spendable earnings figure calculated for
a worker with three dependents does
not measure what workers with three
dependents typically earn, as most such
workers earn more than the average—
because they are more likely to be full-
time workers, in higher paid occupa-
tions and at higher levels in those oc-
cupations, and are more likely to work
more than one job, i.e., to moonlight.
The spendable earnings figure simply
shows what a person with three de-
pendents would have after meeting
standard Federal tax liabilities if his
weekly earnings were equal to the
average for all workers. Moreover, wage
earners have other tax liabilities—e.g.,
those to State and local governments—
but there is no way to adjust for these
taxes for the country as a whole. Also,
no adjustment is made for deductions
for such things as employee contri-
butions to health insurance, retirement,
union dues, etc., which have a signifi-
cant impact on actual "spendable
earnings."

Spendable weekly earnings (table 4
line 4) rose noticeably less than gross
average weekly earnings in 1968 and
1969 and much faster than the gross

Table 4.—Change in Average Hourly, Average Weekly, and Average Spendable Weekly Earnings
[Percent change from previous period; quarterly data at seasonally adjusted annual rates]

1. Average hourly earnings . .
2. Average hourly earnings, adjusted for interindustry shifts of employment and for overtime

in manufacturing- _
3. Average weekly earnings
4. Average spendable weekly earnings for a production worker with 3 dependents.

5. Average hourly earnings .
6. Average hourly earnings, adjusted
7. Average weekly earnings
8. Average spendable weekly earnings for a production worker with 3 dependents

1967

4.7

4.6
3 1
2.5

1968

6.3

6.6
5 8
4.9

1969

6.7

6.6
6 4
4.9

1970

5.9

6.7
4 2
4.6

1971

6.5

7.0
6.2
7.2

1972

6.4

6.2
7 0
7.7

1971

I

7.5

7.9
7.9

13.1

II

7.8

7.1
8.2
7.0

III

5.6

6.3
4.8
4.2

IV

5.1

5.2
7.0
6.1

I

7.4

8.0
7.8

13.7

1972

II

6.5

5.6
6.9
5.9

III

4.9

5.0
5.6
4.9

IV

8.2

7.6
7.8
6.8

Deflated by CPI

1.9
1.6
.2

- . 4

2.2
2.3
1.5
.6

1 1
1.2
1 0

- . 4

.0

.7
—1.6
- 1 . 2

2.2
2.6
1.8
2.8

2.8
2.9
3.6
4.3

2.9
4.0
4.0
9.6

4.3
3.2
4.1
3.3

1.4
2.2
.8
.3

2.8
2.7
4.5
3.8

2.8
4.0
3.8
9.1

4.2
3.0
4.3
3.5

1.4
1.3
2.0
1.3

4.1
3.7
3.9
3.0
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April 1973 SUEVEY OF CUEEENT BUSINESS

average in 1971 and 1972. That pattern
reflects marked variation in the growth
of tax liabilities. From 1967 to 1969, tax
liabilities rose 33 percent as compared
with a 12% percent increase in gross
average weekly earnings. The surge in
liabilities reflected the progressivity of
the income tax structure, in a period
when average earnings were rising
sharply, increases in social security
taxes, and—most importantly—the im-
position in August 1968 of the 10-per-
cent income tax surcharge that re-
mained in effect through the end of
1969. In 1970, tax liabilities rose very
little and less than weekly earnings,
as tax reductions legislated in the
Revenue Act of 1969 cut liabilities, and
as the income tax surcharge was cut to
5 percent in January and eliminated in
July. From 1970 to 1972, tax liabilities
increased less than 1 percent while
average weekly earnings rose 13.7
percent. The virtual stability in liabili-
ties on rising earnings reflects the
further reductions in tax burdens re-
resulting from the Revenue Acts of
1969 and 1971 which more than
offset increases in social security taxes.

Purchasing power of labor earnings

During a period of rapid inflation,
such as the one that dominated much of
the 1968-72 period, a worker may
actually lose purchasing power even
though his money earnings are in-
creasing substantially. A widely used
method for measuring real earnings is to
deflate current dollar earnings by the
Consumer Price Index (CPI). The CPI
measures price changes for a fixed
market basket of goods and services
purchased by moderate-income, urban
families in a specific base year. The
goods and services in this market
basket are weighted according to their
relative importance in the consumer's
budget in the base year. The market
basket currently used was constructed
from a 1960-61 survey of consumer
expenditures, and accordingly is some-
what out of date; BLS is constructing
a new market basket on the basis of a
1970-71 survey.

Average hourly earnings, average
hourly earnings adjusted for overtime
in manufacturing and for interindustry
shifts in employment, average weekly

earnings, and average weekly spendable
earnings are deflated by the CPI in
table 4. As can be seen, inflation cut
very heavily into the large increases
in earnings in the 1968-70 period. The
rate of inflation slowed moderately
from 1970 to 1971 and sharply from 1971
to 1972, and the sizable gains in
current dollar earnings translated into
a strong acceleration in the growth of
real earnings in both 1971 and 1972.

BE A series on wages and salaries

The review thus far has been con-
fined to series published by BLS on
collective bargaining gains and on the
earnings of production or nonsupervisory
workers. The Bureau of Economic
Analysis calculates and publishes
monthly aggregate wages and salaries
as a component of the personal income
series.

The wages and salaries series covers
the income received by all employees
and consists of regular and overtime
pay (including sick, vacation, and holi-
day pay), commissions, tips, bonuses,
and payments in kind (e.g., food and
lodging). Estimates are published
monthly for broad industry categories,
but on an annual basis BE A publishes
wages and salaries in considerable in-
dustry detail. BEA also makes annual
estimates for these industries of the
average number of full-time and part-
time employees and of the number of
full-time equivalent employees that are
consistent with the wage and salary
component of the national income and
product accounts, and with the average
annual earnings per full-time employee.
(See tables 6.2 through 6.5 of the July
issue of the SURVEY.)

Average annual earnings per full-time
equivalent employee in the economy
as a whole amounted to $8,061 in 1971,
and showed fairly stable growth during
the 1967-71 period (table 5). The fact that
growth of this average earnings figure
did not decelerate in recession year 1970
was due mainly to the behavior of wages
and salaries in the public sector—and
mainly to a pay raise for Federal
civilian and military employees. Growth
of average wages and salaries per full-
time equivalent employee in the private
nonfarm economy was similar to that of
the BLS series on average hourly earn-
ings over the period under review, but
showed less cyclical volatility than the
BLS series on average weekly earnings.
The latter reflects the fact that changes
in the workweek of nonproduction
workers (whose incomes are included in
the average wages and salaries measure
but excluded from average weekly earn-
ings) are less pronounced than changes
in the production workers' workweek.

In the framework of the national
income and product accounts, supple-
ments to wages and salaries, including
employer contributions for social in-
surance, private pensions, health pro-
grams, compensation for injuries, etc.,
are added to wages and salaries to
obtain a comprehensive measure of
employee compensation. Although sup-
plements account for only a small part
of average compensation per full-time
employee (11 percent of average com-
pensation in 1971) they have been
growing considerably faster than the
wage and salary component in recent
years, and have shown little cyclical
sensitivity (table 5).

Table 5.—Changes in Compensation, Wages and Salaries, and Supplements, per Full-time
Equivalent Employee

[Percent change from previous period]

Compensation1

Private nonfarm
Government . . . . .

Wages and Salaries l

Private nonfarm
Government _ ..

S u p p l e m e n t s l . . .
Private nonfarm . . . .
G o vernment

1967

4.4
4.1
5.1

4.4
4.1
4.8

4.8
3.8
9.2

1968

7.1
6 8
8.0

6.9
6.5
8.0

9.5
9.7
8.5

1969

7.0
6.7
7.4

6.6
6.4
7.0

10.1
9.5

11.4

1970

7.0
5.9

11.2

6.7
5.6

10.8

10.2
9.2

15.0

1971

7.3
6.8
9.2

6.5
6.0
8.0

15.0
13.5
21.2

1. Includes farm.
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8 SURVEY OF CURRENT BUSINESS April 1973

h first quarter GNP rose $40% billion; real output increased about 8 percent (annual rate)
In March: The unemployment rate (lipped to 5 percent; nonfarm payroll employment increased 190,000

Wholesale price index rose 2.2 percent; agricultural prices advanced 4.5 percent

CHART 3
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April 1973 SUEVEY OF CUERENT BUSINESS

In first quarter: Disposable personal income advanced $22% billion
Consumer spending showed a large increase of $28 billion
Business fixed investment rose $614 billion; residential outlays up $2V4 billion

CHART 4

INCOME OF PERSONS CONSUMPTION AND SAVING FIXED INVESTMENT
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10 SURVEY OF CURRENT BUSINESS April 1973

CHART 5

• h first quarter: Inventory investment declined about $2% billion
• Federal Government purchases rose $3 billion, and State and local purchases $4]4 billion
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April 1973 SURVEY OF CURRENT BUSINESS 11
CHART 6

In March: Industrial production rose about 0.7 percent
Bank credit up sharply further, money supply unchanged
Interest rates and bond yields moved higher
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the BUSINESS SITUATION

1 HE brisk expansion of economic
activity in the opening quarter of this
year, coupled with the substantial rise
in prices, resulted in higher corporate
book profits and cash flow. According to
preliminary estimates by BEA, book
profits before taxes were at a seasonally
adjusted annual rate of $113.1 billion
in the first quarter, a gain of $11.6 bil-
lion from the fourth quarter rate as
compared with a gain of $5.8 billion
from the third quarter to the fourth
(chart 1). First quarter book profits
stood $24.9 billion above the level in
the first quarter of 1972.

The rise in corporate cash flow—
undistributed profits plus capital con-
sumption allowances—also accelerated;
cash flow increased $5.6 billion in the
first quarter to a seasonally adjusted
annual rate of $105.6 billion, compared
with a gain of $4.3 billion in the fourth
quarter. Cash flow has increased $17.3
billion from the first quarter of 1972.

The bulk of the rise in book profits
in the first quarter was due to unusually
large inventory profits. The very rapid
rate of price increase during the period
meant that replacement goods put into
stock were valued at much higher aver-
age prices than were goods taken out of
stock, so that the process of inventory
turnover generated substantial inven-
tory profits. The national income meas-
ure of profits is intended to measure
only incomes arising from current
production, and thus excludes these
gains (or losses) on inventory turnover.
The difference between book profits
and the national income measure is the
inventory valuation adjustment (IVA),
which rose from $5.9 billion in the
fourth quarter to $14.1 billion in the
first. Thus, inventory profits accounted
for $8.2 billion of the $11.6 billion first
quarter rise in pretax book profits, and

profits on the national income basis
accounted for only $3.4 billion.

The $3.4 billion rise in the national
income measure of profits matched the
average gain for the first three quarters
of last year, but was appreciably smaller
than the $6 billion increase in the
fourth. It should be noted, however,
that the profits figures reported by
individual companies in the last quarter
of a calendar year typically contain
various irregular year-end adjustments,
and it is possible that some of the pro-
fits shown for the fourth quarter were
in fact earned earlier in 1972.

Profits of nonfinancial corporations,
calculated on the national income basis,
increased $2.8 billion in the first quarter
and profits of financial institutions $0.6
billion, as compared with gains of $5
billion and $1 billion, respectively, in
the fourth quarter. In the nonfinancial
group, all of the increase was in the
profits of durable goods manufacturers,
which accelerated sharply. Outside of
durable goods manufacturing, prelimi-
nary figures indicate profits of non-
financial corporations declined slightly.
The profits rise in durable goods manu-
facturing was broadly based among the
major industry groups and strongest in
the auto, nonelectrical machinery, lum-
ber, and stone-clay-glass industries.

Nonfinancial corporations: Unit price,
cost, and profit

The $2.8 billion increase in nonfinan-
cial corporations' profits was due to a
strong expansion of both real output
(i.e., constant dollar gross product
originating, or value added) and the
margin of profit per unit of real output
(chart 2). The rise in nonfinancial
corporations' real output amounted to
9.9 percent (annual rate), which was
smaller than the 11.4 percent gain from

the third to the fourth quarter but a bit
larger than the average 9.2 percent
increase in the first three quarters of
last year. The increase in profit per
unit of output, however, accelerated
sharply; margins rose 17 percent as
compared with 14.7 percent in the
fourth quarter and an average 12.5 per-
cent in the first three quarters of last
year.

Profits and Cash Flow

CHART 1
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CHART 2

Nonfinancial Corporations:
Output, Costs, and Profits
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The rise in profits per unit of output
reflects the fact that unit prices rose
more than unit costs. Price per unit of
output rose 4.4 percent (annual rate)
in the first quarter as compared with
1.9 percent in the fourth, while unit
costs increased 3.5 percent after no
change in the fourth quarter. Unit labor
costs rose at an annual rate of 5.2 per-
cent, as compared with 1.4 percent in
the fourth quarter; the acceleration
was mainly due to the increase in
social security taxes paid by employers.
Unit nonlabor costs were about un-
changed following a decline in the
fourth quarter.

Profit per unit of output currently
stands 33.6 percent above the recession
low reached in the fourth quarter of
1970. Although that represents a sub-
stantial advance, it is noteworthy that
profit margins remain well below the
levels prevailing before the 1969-70
recession (chart 2).

Rising profit margins and increased
physical volume have carried profits of
nonfinancial corporations $27.9 billion
above the level in the fourth quarter
of 1970, which was both the general
cyclical trough and the quarter when
output and profits were depressed by
the auto strike at General Motors. Al-
though this is a substantial gain, the
share of profits in the expansion of
gross product originating in nonfinan-
cial corporations over the nine quarters
since the trough has been smaller than it
was during the corresponding period of
the preceding cyclical recovery, about
the same as in the expansion following
the 1958 recession, and larger than in

Table 1.—Change in Gross Product and in
Profits (Before Taxes) of Nonfinancial
Corporations Nine Quarters after Trough

Trough i

1954-III

1958-11

1961-1

1970-IV

Billions of dollars

Gross
product

46.7

43.7

51.2

137.9

Profits 2

7.3

9.0

12.8

27.9

Change in
profits as per-
cent of change

in gross
product

15.6

20.6

25.0

20.2

1. Quarters designated as trough by the National Bureau of
Economic Research.

2. Before taxes and including inventory valuation adjust-
ment.

Source: U.S. Department of Commerce, Bureau of Eco-
nomic Analysis.

the expansion following the 1954 reces-
sion. As can be seen in table 1, the rise
in profits of nonfinancial corporations
amounted to 20.2 percent of the rise in
gross product originating in (i.e., value
added by) nonfinancial corporations
over the nine quarters after the fourth
quarter of 1970. The share was 25
percent in the corresponding period
following the cyclical trough in 1961,
20.6 percent in the post-1958 recovery,
and 15.6 percent in the post-1954 re-
covery. It should be noted that the
profits expansion in the current
recovery is biased upward because the
auto strike depressed profits more than
output in the fourth quarter of 1970. If
average profits and gross product in the
fourth quarter of 1970 and the first
quarter of 1971 are used as the base for
this calculation—as a crude means of
mitigating the strike's distortions—the
rise in profits in the current recovery
was about 18.3 percent of the rise in
gross product originating.

Billion $ (Ratio scale)

,,, I , ,. I , ,, f f, . 1 > .. 1 . .. i . . ,!. . I I . i , h i t n i l

1962 64 66 68 70 72 73

Seasonally Adjusted

NOTE.--Output is constant dollar gross corporate product (GCP).
Price per unit is calculated by dividing current dollar GCP by
constant dollar GCP. Unit costs and unit profits are calculated by
dividing the several components of current dollar GCP by constant
dollar GCP. Nonlabor cost consists of capital consumption allowances,
net interest, and indirect business taxes plus business transfers
less subsidies received.

U.S. Department of Commerce, Bureau of Economic Analysis

National Accounts in the First Quarter

The Federal Government deficit as
measured in the national income ac-
counts amounted to $7.5 billion (sea-
sonally adjusted annual rate) in the
first quarter, compared to deficits of
$24.3 billion in the fourth quarter of
last year and $11.8 billion in the third.
Based on these data for the first three
quarters of fiscal 1973, it appears that
the NIA deficit for the full fiscal year is
likely to be significantly less than the

estimate of $26.6 billion presented in
the budget document this past January.
NIA receipts are running considerably
higher, and NIA expenditures some-
what lower, than projected in January.

The sharp reduction in the Federal
deficit in the first quarter reflected
rapid gains in economic activity and
higher social security tax receipts. Total
Federal Government receipts increased
$14.1 billion to $252.5 billion at an
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annual rate. The increase in contribu-
tions for social insurance was $12.3 bil-
lion, largely attributable to a rise of over
$10 billion in social security taxes as the
result of an increase in January in the
tax rate and the taxable earnings base.
Corporate tax accruals were up $5.6
billion, as corporate book profits in-
increased strongly. These increases in
receipts were partly offset by a $4
billion decline in personal taxes, the
result of exceptionally heavy refunds
in the first quarter as a consequence of
of overwithholding last year.

Expenditures declined $2.7 billion to
$260 billion at an annual rate. Declines
in grants-in-aid to State and local
governments and in Federal subsidies
offset increases in other categories.
Grants-in-aid dropped $4.7 billion (an-
nual rate), $4 billion of which was a
decline in public assistance program
grants that offset an advance payment
of about $4 billion made in the second
quarter of 1972. These grants are ex-
pected to return to more normal levels
in the second quarter of 1973. Subsidies
paid to farmers were also off substan-
tially in the first quarter. On the other
hand, purchases of goods and services
increased $2.6 billion, about $2 billion
of which was due to pay raises in Janu-
ary for Government civilian and mili-
tary personnel.

GNP revisions

More complete data on foreign trade
indicate that there was a much stronger
rise in exports and a much smaller rise
in imports in the first quarter than
estimated at the time of the preliminary
GNP calculation in mid-April. As a
result, the estimated net deficit on goods
and services in the first quarter has been
revised down by about $2 billion
(seasonally adjusted annual rate), to a
figure of $2.2 billion. The deficit on
goods and services in the fourth quarter
of last year was $3.5 billion; a large part
of the improvement from the fourth
quarter to the first reflected a strong
expansion in agricultural exports. (The
first quarter data on nonmerchandise
exports and imports are still quite in-
complete and subject to further
revision.)

The downward revision of roughly $2
billion in the goods and services deficit
was a factor contributing to the upward
revision of estimated first quarter GNP.
On the basis of more complete source
data, BEA has raised the estimate of
total GNP by about $2% billion
(seasonally adjusted annual rate). Busi-
ness fixed investment was the only
major component other than net exports
to show a measurable upward revision—
about $l}i billion. The estimate of
inventory investment was reduced
about $1 billion to a figure somewhat
below $7 billion, a very low rate of
investment relative to the size of total
production. Other major GNP com-
ponents were affected negligibly or not
at all by the revisions.

The upward revision of current dollar
GNP had no net effect on the estimate
of GNP in real terms, for the estimated
deflators of most GNP components
were also revised upward. The implicit
deflator for total GNP now shows an
increase of 6.6 percent (seasonally ad-
justed annual rate) from the fourth
quarter to the first, compared to a
preliminary estimate of 6.0 percent;
real GNP is estimated to have increased
at a rate of 8 percent.

It was pointed out in the April
SURVEY that increased food prices and
a rebound of the auto price deflator
following a temporary drop in the fourth
quarter were important factors in the
first quarter acceleration in the rise of
the overall GNP deflator. A January
increase in Federal pay schedules was
also important in respect to the overall
deflator, although it had no effect on
the deflator for private product. Table
2 updates a table presented in the

Table 2.—Measures of Price Change

[Percent change from previous quarter, seasonally adjusted
at annual rate]

Implicit price deflator, GN P
Implicit price deflator, gross private

product
Chain price index, gross private product-

Excluding food-
Excluding autos
Excluding food and autos

1972-
IV

2.8

2.8
2.9
2.3
3.4
2.7

1973-
I

6.3
6.8
5.3
6.9
5.3

Dif-
fer-
ence

3.8

3.5
3.9
3.0
3.5
2.6

April issue, showing rates of change in
the fourth and first quarters in the
implicit deflators for GNP and for
gross private product, and in the chain
price index for gross private product.
The chain index uses the weights of
the prior quarter in the calculation of
each quarter's price change; changes in
the implicit deflator, on the other hand,
reflect the influence of shifts in the
composition of GNP, i.e., shifting
weights. The revised first quarter price
data show a larger acceleration than
the preliminary data did in the rate of
price increase excluding food and autos.

Strong gains in automobile produc-
tion have been a major factor boosting
national output during much of the
past year and especially in the first
quarter of 1973. Gross auto product is
calculated by BEA as an estimate of
the contribution of auto production to
GNP—aggregating the automobile
components of the various final demand
elements such as consumption, invest-
ment in producers' durable equipment,
etc. Table 3 shows rates of change in

Table 3.—Change in Real Output
[Percent change from previous quarter, seasonally adjusted

at annual rate]

Real GNP

Real GNP excluding gross
auto product

Real gross private product ex-
cluding gross auto product. .

1972

I

6.5

7.0

7.6

II

9.4

9.0

9.9

III

6 3

4.7

4.7

IV

8.0

8.3

8.7

1973

I

8.0

5.6

5.8

real GNP over the past year, isolating
the contribution of auto production as
measured by gross auto product. Ex-
cluding autos, real output growth was
much slower in the first quarter than
in the fourth and was rather low relative
to the pace during the past year. In
assessing the significance of autos in
total first quarter GNP, it is relevant
to note the widespread view among
analysts that recent auto production
and demand levels are well above the
"basic" market and are in part borrow-
ings from the future.
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Orders and Backlogs in Durable Goods
Manufacturing

THE vigorous expansion of economic
activity in the first quarter was accom-
panied by a sharp acceleration of the
already rapid recent rise in new orders
and order backlogs in durable goods
manufacturing. The rise in new orders
had been slow in 1971, coming out of
the recession, but accelerated last year
(chart 3). In the first quarter of this
year, new orders averaged $40.3 billion
monthly, up 8 percent from the fourth
quarter; this was an extremely large
rise, well above the 3 to 6% percent
range of last year's quarterly increases.
Shipments by durable goods producers,
on the other hand, continued to grow
at about last year's rate; they averaged
$38.3 billion monthly in the first
quarter, up 5 percent from the fourth
quarter as compared to quarterly in-
creases last year in a range of 3 to 5%
percent.

In any given time period, the change
in unfilled orders is by definition equal
to the difference between new orders
and shipments. With new orders rising
much faster than shipments in the

first quarter, there was an acceleration
in the rise of unfilled orders. The
backlog was $87.5 billion at the end
of the quarter, up $6.2 billion or 7.7
percent from the end of the fourth
quarter. The percentage gain was twice
as large as the average last year, and
one of the largest in the past 20 years.

The major part of the rise in the
durable goods order backlog in the
first quarter occurred in the primary
metals and nonelectrical machinery
industries. Primary metals accounted
for about 10 percent of the backlog at
the end of December but for about
one-third of the first-quarter increase;
nonelectrical machinery, with almost
20 percent of the year-end backlog,
accounted for 25 percent of the increase.
In primary metals, the steep first-
quarter rise in backlogs reflected a
very sharp increase in new orders—
more than twice the average rise last
year—accompanied by only a small
rise—considerably less than last year's
average—in shipments. These develop-
ments suggest that primary metals
production may be close to practical

Table 4.—Unfilled Orders in Durable Goods Manufacturing
(Quarterly changes in billions of dollars)

1972-1
II . . .
I l l
IV . .

1973-1

1972-1
II ,
III . .
IV__. . . .

1973-1

1972-1
II .
I l l—
IV..

1973-1

Total

1.66
3.50
3.45
2.72

6.23

Primary
metals

0.34
.86

1.12
.11

2.26

Fabricated
metals

0.23
- .01

.44

.26

.69

Nonelectrical
machinery

0.42
.54
.59

1.34

1.56

Electric
machinery

—0.48
.39
.23
.77

.53

Transpor-
tation

Equipment

1.08
1.46
.81
.37

.97

Quarterly changes in percent

2.4
4 9
4.6
3.5

7.7

5.6
13.5
15.5
1.3

26.7

2.4
—.1
4.6
2.6

6.7

3.3
4.1
4.3
9.4

10.1

- 3 . 3
2.8
1.6
5.3

3.5

5.1
6.5
3.4
1.5

3.9

Ratio of unfilled orders to monthly shipments i

2.22
2.24
2.27
2.23

2.29

1.33
1.46
1.55
1.45

1.78

2.96
2.82
2.94
2.95

2.95

2.48
2.44
2.51
2.62

2.76

2.97
3.06
3.08
3.09

2.99

2.99
3.07
3.02
2.89

2.81

May 1973

capacity in at least some lines. In
nonelectrical machinery, the margin
of new orders over shipments had
widened sharply in the fourth quarter
and remained wide in the first, although
neither new orders nor shipments
showed particularly large further gains.
The accelerated rise in nonelectrical
machinery backlogs during the past
6 months or so reflects the rapidly
rising capital goods spending plans by
business firms.

(Continued on page 22)

CHART 3

Orders and Shipments in
Durable Goods Manufacturing

Billion $ (Ratio scale)
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NOTE.—Sales and new orders are plotted as quarterly averages
of monthly figures; unfilled orders are as of end of quarter.

U.S. Department of Commerce, Bureau of Economic Analysis

Data: Census
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CHART 4

• Revised estimate shows GNP up $43 billion in first quarter
• In April: The jobless rate remained at 5 percent
• The wholesale price index rose 0.7 percent
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• In April: Personal income rose $71/2 billion; wages and salaries up $6 billion
• Advance report shows retail sales down V/2 percent
• Housing starts declined further

CHART 5

INCOME OF PERSONS CONSUMPTION AND SAVING FIXED INVESTMENT
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• In March, exports rose, imports declined, and the trade deficit dipped sharply
• In first quarter: Balance of payments deficit worsened on both the net liquidity and official reserve bases

Federal deficit on the NIA basis dropped sharply to $71/2 billion

CHART 6
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CHART 7

In April: Industrial production increased 1 percent
Increase in bank credit slowed; short-term interest rates moved higher, bond yields showed little change

In first quarter: Corporate profits before tax (including IVA) rose about $31/2 billion
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Another innovation of the 1968
Housing and Urban Development Act
aimed at improving the flow of funds
to mortgage markets was the creation
of a mortgage-backed securities pro-
gram. Under this program, mortgage
lenders pool holdings of FHA-insured or
VA-guaranteed mortgages as collateral
for securities that they sell with a
GNMA guarantee of payment of prin-
cipal and interest. Mortgage lenders
use the proceeds from the sale of
these securities to make new mortgage
loans. Two types of securities may be
sold: "pass-through" or "bond-type."
On "pass-through" securities, buyers
receive the principal and interest pay-
ments collected by mortgage lenders on
the pool of mortgages set aside as
collateral. On "bond-type" securities,
mortgage lenders collect the principal
and interest on the mortgages in the
pool and pay the holder of "bond-type"
securities a specified annual rate of
interest and the principal when the
securities mature. The volume of securi-

ties issued under this program has
expanded from $1% billion in 1970, the
year this program became operational,
to $3 billion in 1971 and $3% billion in
1972.

The Emergency Home Finance Act
of 1970 enabled FNMA to extend its
secondary mortgage market operations
to conventional mortgages. Operations
began in 1972, and activity to date has
been negligible. During 1972, the maxi-
mum loan-to-value ratio on mortgages
purchased under the program was
raised from 90 to 95 percent and the
maximum loan from $33,000 to $35,000.
In 1973 this program will be further
broadened to include mortgages on
condominiums.

The 1970 Emergency Home Finance
Act also created the Federal Home Loan
Mortgage Corporation (FHLMC), a
subsidiary to the Federal Home Loan
Bank System, to provide additional
secondary market facilities for mort-
gages held by S. & L.'s. In general, the
FHLMC conducts two types of second-

ary market operations, the "whole loan
program" and the "participation pro-
gram". Ui^der the "whole loan pro-
gram," FHLMC purchases the mort-
gages offered by S. & L.'s at a yield set
by the FHLMC. Under its "participa-
tion program," FHLMC also sets the
yield it wishes to receive, but only
purchases an interest (participation) in
a pool of conventional mortgages origi-
nated and set aside by an S. & L. The
S. & L. services the pool and pays to the
FHLMC its share of the interest and
principal. The FHLMC can make the
"participation program" attractive to
the S. & L.'s. For example, if the average
yield on all the mortgages in the pool is
8 percent, and if the FHLMC agrees to
accept 7 percent for its share of the
pool, then the effective yield to the
S. & L. on its share of the pool is higher
than 8 percent. The FHLMC began
operations in late 1970; the volume of
activity grew from $325 million in that
year to $640 million in 1971 and $820
million in 1972.

Orders and Backlogs in Durable Goods Manufacturing—Continued from page 4

When the data on backlogs of those
durable goods industries supplying final
demand are aggregated according to
three major market categories—nonde-
fense capital equipment, defense goods,
and household durables—it appears
that nearly all of the rise in backlogs
from mid-1972 to the spring of 1973 was
accounted for by unfilled orders for non-
defense capital equipment. Unfilled
orders for household durables remained
essentially flat over this period at about
$2 billion, as the 11 percent rise in new
orders in that market category was
about matched by the increase in ship-
ments. Unfilled orders for defense goods
have also changed little, holding at
around $20 billion since mid-1972; since
then, the inflow of orders slowed some-
what while shipments rose. From mid-
1971 to mid-1972, the defense order
backlog had risen by 12 percent after
2 years of steep decline.

The backlog for nondefense capital
equipment had reached a low early in
1972, began to recover in the second
quarter, and increased 20 percent from

mid-1972 to the end of this year's first
quarter. Some two-thirds of this increase
occurred in nonelectrical machinery,
where the order backlog rose 25 percent;
the electrical machinery backlog in-
creased 10 percent.

The sharp rise in new orders has
apparently meant a significant length-
ening of lead time—i.e., the time from
order to shipment—in some industries
(Table 4). In primary metals, backlogs
equaled 1.78 months of shipments at
the end of the first quarter, compared
with 1.45 months in the fourth quarter
and 1.33 months in the first quarter of
1972. In nonelectrical machinery, the
ratio of unfilled orders to shipments
reached 2.76 in the first quarter, com-
pared with 2.62 in the fourth and 2.48
in last year's first quarter, with in-
creases chiefly in metal-working ma-
chinery and engines and turbines.
However, the ratios declined in electri-
cal machinery and aircraft, and conse-
quently the overall ratio for durable
goods manufacturing has not changed
much in the past year.

In the case of primary metals, inven-
tory data reinforce the evidence of
tight supplies provided by the rising
ratio of unfilled orders to shipments.
Although steel production has been
at a record level since mid-January
supplies are apparently not sufficient
to meet current demands. Inventories
of finished steel held by steel pro-
ducers rose from 8.8 million tons
at the end of 1972 to 10.0 million
last July and 10.2 million in December;
by the end of March, however, they had
fallen back to 9.2 million tons. Inven-
tories of steel held by manufacturers
who use steel have changed little since
mid-1972. However, the rate of steel
consumption by those manufacturers
has risen 17 percent over this period, to
a record in the first quarter, and the
ratio of steel inventories to monthly
consumption was down to 1.3 in the
first quarter, the lowest since the begin-
ning of the series in late 1961. In the
second quarter of last year, the ratio
was 1.5.
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the BUSINESS SITUATION

THE latest BEA survey of business
capital spending plans points to a 13-
percent increase this year compared
with 9 percent in 1972 (see pages 8-11
for details). Manufacturers reported
plans for a sharp increase following
some years of near stability, with out-
lays to rise 18K percent this year
compared with only 4% percent in
1972 (chart 1). Pressure on capacity is
evidently significant in a number of
manufacturing industries. Aggregate
spending by nonmanufacturing indus-
tries has been increasing quite steadily
year after year despite cyclical fluctua-
tions in overall economic activity, and
a further broad-based advance is ex-
pected in 1973. The essentially steady
growth of aggregate nonmanufacturing
spending has been largely a reflection
of the growth in outlays by the com-
munications industry—mainly tele-
communications firms—and the electric
utilities, both of which have faced
persistent capacity shortages.

A larger increase in capital spending
this year than last was generally ex-
pected at the start of the year. Economic
forecasts at that time typically included
a 1973 capital spending increase on the
order of 13 to 15 percent. The BEA
February survey pointed to a rise of
almost 14 percent and the latest
expectation, 13 percent, is not signif-
icantly different. On balance, the
indicated path of capital investment in
1973 is consistent with the general
shape of economic forecasts made early
in the year. The rate of inventory
investment, on the other hand, has
been running well below the range of
$10 to $15 billion incorporated in 1973
forecasts, while the weakening of home-
building thus far in 1973 seems to have
been a bit milder than most early
forecasts implied. The one really sharp

divergence from the typical 1973 fore-
cast was the first quarter acceleration
in the growth of consumer demand, and
this surge has been a major cause of
revision in forecasts of total 1973
output.

Various analysts now forecast a wide
range of paths for economic activity
in 1974, but there is a broad consensus
that real output growth for the remain-
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der of 1973 will be appreciably slower
than the extraordinary 8 percent
(annual rate) in the fourth quarter of
1972 and the first quarter of 1973. For
instance, the median forecast of 1973
real output in the American Statistical
Association's quarterly poll of fore-
casters was higher in May than in
February, but this increase reflected
the unexpectedly large first quarter
advance; the forecast for the rest of the
year was for a real growth rate averag-
ing just over 4 percent (annual rate),
somewhat less than forecast in February
(and decelerating during the year).
The revised Administration forecast for
1973 released around the first of May
showed an upward revision for the year
as a whole but implied a real growth
rate after the first quarter in the range
of 5% to 6 percent, which is similar to
the implication of the Administration's
January forecast. (The revised official
forecast put 1973 GNP at $1283
billion, with real output up 7 percent
and the deflator up about 4 percent;
the January forecast figures were $1267
billion, 6% percent, and 3 percent,
respectively.)

A new element affecting the econ-
omy's course is the President's mid-
June decision to take further economic
stabilization action. The President's
specific concern was with rising prices,
especially rising food prices. On June 13,
he imposed a freeze to hold prices at
levels no higher than those charged dur-
ing the first 8 days of June. The only
general exceptions are prices of un-
processed agricultural commodities at
the farm level, and rents. Wages,
interest, and dividends continue to be
subject to existing control systems dur-
ing the freeze. The freeze is to last for
a maximum of 60 days, to allow time for
development of a new system of con-

1
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trols—Phase IV—"designed to contain
the forces that have sent prices so
rapidly upward in the past few months."

The consumer price data for May
have just become available as this issue
of the SURVEY goes to press. The overall
consumer index rose 0.6 percent (sea-
sonally adjusted), with food up 1.1
percent and all items except food up
0.5 percent. The seasonally adjusted
wholesale index increased 2.0 percent
in May, with industrial commodities up
more than 1 percent for the third con-
secutive month and the nonindustrial
index up 4.1 percent. In the preceding
3 months—February, March, and
April—the rise in the consumer index
averaged 0.7 percent per month while
the wholesale index rose an average 1.6
percent per month.

Housing starts
At the beginning of the year, the

expectation was that the very high
rate of housing starts maintained in
1972 was not sustainable for long, and
that total private starts in 1973 would
be roughly 10 percent below the 1972
total of 2.36 million units. The sea-
sonally adjusted annual rate of starts
had been essentially flat throughout
1972, at about 2.4 million units. It
peaked in January of this year at 2.5
million, fell in the next 3 months, but
then rebounded in May. The rate
averaged 2.40 million in the first quar-
ter, the same as in the fourth, and 2.27
million in April and May. For the
year's first 5 months the average was
2.35 million units, equal to the 1972
total and a higher figure, probably,
than analysts had looked for.

The course of housing starts for the
rest of the year will be heavily in-
fluenced by the availability and cost of
credit. A tightening of credit has been
evident since early in the year, re-
flecting Federal Reserve policy as well
as very strong credit demands. The
tightening intensified in the spring and
the rise in short-term interest rates
accelerated as midyear approached.
The steep rise in market rates this year
has rendered the rates paid by thrift
institutions relatively unattractive and
the net inflow of deposits to these
institutions has slowed appreciably.
Consequently, the institutions have

been cutting back sharply on new mort-
gage commitments, so that mortgage
credit has become harder to obtain and
mortgage interest rates have risen.
However, if the growth of business
credit demand slows with a slowing of
the economy's growth, credit tight-
ness is unlikely to have a severe impact
on housing activity this year.

Consumer demand

Following unusually strong expansion
in the first 3 months of the year, retail
sales dropped sharply in April (though
some of the drop may have reflected
the difficulty of making an accurate
seasonal adjustment to take account of
the date of Easter). Sales recovered
only part of the decline in May, accord-
ing to the advance estimate, and the
average in April and May was just
equal to the average for the first quar-
ter, in contrast to very large gains
during the past year and especially in
the first quarter—when retail sales rose
5% percent.

The virtual stability of sales in
April-May versus the first quarter aver-
age was broadly based among the major
durable and nondurable goods groups.
One clear exception was apparel sales,
which are estimated to have dropped
sharply after very large gains in the
fourth and first quarters. Sales at food
stores rose 1 percent, but the bulk of
that increase appears to reflect rising
prices.

Sales by retailers in the auto group
shared the general pattern of stability
in April and May relative to the first
quarter. This is consistent with the
behavior of new car sales in unit terms.
Unit sales, including both domestic
models and imports, averaged 12.2 mil-
lion (seasonally adjusted annual rate)
in April and May, only a little below
the record rate of 12.5 million in the
first quarter. Sales of import models
averaged 1.9 million in April and May
and sales of domestic models 10.3 mil-
lion; the comparable rates in the first
quarter were 2.0 million and 10.6
million.

Despite strenuous efforts to expand
production, the very high sales rate for
domestic models has cut heavily into
dealer inventory accumulation, and

stocks have declined to the lowest level
since the model change-over period last
July. The ratio of inventory to sales
was 1.68 months at the end of May;
with the exception of March, when the
ratio fell to 1.60, this is the lowest since
last July and is down considerably
from the recent high of 1.90 at the end
of 1972.

Consumer income

The recent slowdown in consumer
demand came at a time when personal
income growth was also slowing—
although the income gains were still
quite substantial—and saving was evi-
dently rising appreciably. A significant
factor in the deceleration of income
growth in April and May was a decline
in agricultural income, following months
of substantial increases. The increase in
personal income averaged $7.6 billion
(annual rate) in February and March
and slowed to $6.1 billion in April and
$4.8 billion in May. The increase in
January was only $3.1 billion, but
would have been about $6% billion had
it not been for a $5.2 billion rise in
social security taxes (a deduction from
personal income) that more than offset
a Federal pay increase of about $2
billion. Income gains averaged $12
billion (annual rate) per month in the
fourth quarter of last year, an ex-
ceptionally large figure that reflected
big increases in social security benefits.

A factor having an important in-
fluence on disposable personal income
this spring is net final settlements on
1972 tax liabilities. Taxpayers generally
did not adjust to the new withholding
schedules introduced in January 1972
and were consequently overwithheld by
some $9 billion in 1972—making dispos-
able income last year that much lower
than it otherwise would have been. In
the first half of this year, ongoing
overwithholding is being more than
offset by larger-than-usual net final
settlements (bigger tax refunds or
smaller final payments to the Treasury
than otherwise) that mainly reflect
repayment of the 1972 overwithholding.
It is estimated that the overwithholding
phenomenon's net impact on disposable
income was neutral in the first quarter
as enlarged final settlements about
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offset continued overwithholding. How-
ever, the bulk of the refunds has been
concentrated in the second quarter,
with the extra-large net final settle-
ments estimated to exceed ongoing
overwithholding by some $3 to $4
billion (annual rate), which would
boost disposable income in the quarter
by that much.

Installment credit

The growth of outstanding consumer
installment credit in April, the latest
month for which data are available,
amounted to $16.8 billion at a sea-
sonally adjusted annual rate, a large
gain but nevertheless the smallest since
last September. Credit growth was at a
record annual rate of $24 billion in the
first 3 months of this year, $19%
billion in fourth quarter of 1972, and
$14% billion in the first 9 months of
1972. The steep acceleration in the 6
months preceding April carried the
ratio of credit growth to the flow of
disposable income to a record 2.8 per-
cent in the first quarter, up from 1.7
percent in the first quarter of 1972 and
only 0.8 percent in the first quarter of
1971, when the current expansion in
installment credit began.

The stabilization of new car sales
this year—albeit at a very high rate—
has slowed the growth of auto credit.
In April, there was also a sharp slow-
down in personal loan growth, following
3 months of sizable increases; this may
be related to the fact that income tax
refunds were exceptionally heavy in
April, due to the overwithholding
phenomenon as well as to some lateness
this year in processing tax returns.

It is unwise to infer much from a
1-month slowdown in credit expansion,
but the April figures do seem consistent
with other data suggesting the likeli-
hood of a slowdown in credit use rela-
tive to the hectic pace of the past two
quarters. For instance, the percentage
of disposable personal income currently
committed to installment debt repay-
ment is very high. There is no estab-
lished limit to that percentage which,
once reached, will cause a slowdown in
comsumer credit growth; however, the
ratio rose sharply in the first quarter to
a record 16.3 percent, compared to 15.8

percent 1 year earlier and 15.2 percent
in the first quarter of 1971. Also, tight-
ening in credit markets has led to higher
interest rates and a reduced availability
of funds, and this will probably cut into
installment credit use. Finally, the out-
look for further slowdown in credit

growth is consistent with the most
recent University of Michigan survey
of consumer sentiment, taken in March,
which showed a sharp drop in consumer
optimism that suggests a reduction in
the willingness to borrow and to spend
in the months ahead.

Revised Estimates of Federal Budget

Revised estimates of Federal unified
budget receipts and outlays were re-
leased in early June by the Office of
Management and Budget (OMB). The
new estimates are tentative, largely
because congressional action had not
been completed on any of the fiscal
1974 appropriation bills or on other pro-
posed legislation affecting the budget.

For fiscal 1974, a $2.7 billion deficit is
now estimated, compared to a $12.7
deficit projected in January. The change
is due entirely to higher receipts esti-
mates : individual income taxes and cor-
porate income taxes are both revised
up about $4% billion and other taxes
are up $1 billion. These estimates are
based on a projected calendar 1973
GNP of $1,283 billion, $16 billion above

the January projection. In addition, tax
collection experience this year suggests
that receipts at a given level of GNP
are higher than previously estimated.

The outlays projection for fiscal 1974
continues at the level of $268.7 billion
published in January, but there is some
shift among the components. Upward
revisions for interest on the debt and
disaster assistance are offset by lower
unemployment benefits and larger receipts
(negative outlays) from sales of stock-
piles and offshore oil leases.

Fiscal 1973 deficit reduced

The revised figures show a deficit
of $17.8 billion for the fiscal year
ending this month, compared to $24.8

(Continued on page 56)

Table 1.—Federal Government Receipts and Expenditures
[Billions of dollars]

Unified budget:

Receipts
Outlays...
Surplus or deficit (—).

National income and product accounts basis:

Receipts..
Personal tax and nontax receipts
Corporate profits tax accruals
Indirect business tax and nontax accruals _
Contributions for social insurance

Expenditures
Purchases of goods and services . . . .

National defense
Other

Transfer payments
To persons
To foreigners (net)

Grants-in-aid to State and local governments
Net interest paid
Subsidies less current surplus of government enter-

prises
Surplus or deficit (—).

Fiscal year 1973 estimate

As of

January
budget

225.0
249 8

-24.8

233 3
104.2
38 7
20.5
69.8

259.9
105.8
74 6
31.1
91.6
88 9
2 7

41.6
14.6

6.3
-26.6

June

232.0
249 8

-17.8

239.7
107.6
41.2
20.8
70.0

258.5
106.5
75.1
31.4
90.8
88 1
2.7

40.8
14.4

5.9
-18.8

Revision

7.0
.0

7.0

6.4
3.4
2.5
.3
.2

-1 .4
.8
.5
.3

- . 8
—.8

.0
- . 8
- . 2

—.4
7.8

Fiscal year 1974 estimate

As of

January
budget

256.0
268.7

-12.7

263.0
116.6
41.6
21.6
83.2

275.5
111.5
75.9
35.6

101.9
99.1
2.8

41.6
15.8

4.8
-12.5

June

266.0
268.7
-2 .7

273.3
121.4
46.5
21.8
83.6

276.3
111.1
74.9
36.2

101.9
99.2
2.7

42.1
16.8

4.4
-3 .0

Revision

10.0
.0

10.0

10.3
4.8
4.9
.2
.4
.8

- . 4
-1 .0

.6

.0

.1
- . 1

.5
1.0

- . 4
9.5

Sources: Unified budget estimates, Office of Management and Budget; NIA estimates, Bureau of Economic Analysis,
U.S. Department of Commerce.
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(Continued from page 3)

billion estimated in January. The re-
duction, like that for fiscal 1974, is
entirely due to a higher receipts esti-
mate. Individual income taxes, mainly
withholdmgs, are revised up about
$3% billion, corporate taxes are up
$2% billion, and all other receipts are
up about $1 billion. None of the revi-
sion of individual income taxes is in
refunds, as refunds are running very
close to the extremely high levels
projected in January.

The outlays projection for fiscal
1973, like that for fiscal 1974, is
unchanged from the January estimate
($249.8 billion), but there are some
changes in components. Veterans bene-
fits and disaster loans are revised up,
while unemployment benefits and out-
lays by the Department of Health,

Education, and Welfare are revised at $1.8 billion, down from the January
down. estimate of $2.3 billion.

Full-employment surplus
On a full-employment basis, the

1974 unified budget is now expected to
show a surplus of $5.3 billion, compared
to $0.3 billion estimated in Januaiy.
This change is due entirely to an upward
revision in full-employment receipts—
expressed in 1974 prices—largely be-
cause estimated full-employment GNP
was increased because of higher-than-
anticipated inflation. The revision also
incorporates higher effective tax rates
based on ^recent experience. Full-
employment outlays have not been
revised, which means that in real terms
there has been an effective downward
revision in projected full-employment
outlays. For fiscal 1973, the full-
employment deficit is now estimated

N1A Federal sector
No official OMB estimates of the

Federal sector of the national income
accounts (N1A) were released. How-
ever, calculations by BEA, consistent
with the new OMB estimates of
unified budget outlays and with the
new economic assumptions, show N1A
deficits in fiscal 1973 and 1974 that
are much smaller than the January
estimates (table 1). On the N1A basis,
1973 receipts are $6.4 billion higher
than estimated in January, expenditures
are $1.4 billion lower, and the deficit
is $7.8 billion lower. For fiscal 1974,
N1A receipts are $10.3 billion higher
than the January estimate, expenditures
are $0.8 billion higher, and the deficit
is $9.5 billion lower.

(Continued from page 16)

The net U.S. payment for all inter-
national transportation transactions
was $703 million in 1972, compared
with $474 million in 1971 (table 8), a
rise of 50 percent. The net deficit on
passenger fares increased 31 percent,
from $675 million to $886 million; the
net surplus on other transportation
transactions dropped from $201 million
to $183 million.

Payments
Of the $1.6 billion in passenger fares

paid to foreign sea and air carriers by
Americans in 1972, about $1.3 billion
was for air travel and the remainder
largely for cruise trips. Eegular trans-
ocean passenger service continued to
shrink, with further concentration of
shipping services on the cruise trade.

Total freight payments to foreign
sea and air operators moving U.S.
imports increased 14 percent to $2.0
billion in 1972. Higher rates and a small
increase in the volume of higher valued
cargo shipped on foreign carriers, as
well as a decline in import cargo

movements by U.S. carriers, accounted
for the rise.

American ocean carriers' port ex-
penses abroad rose 8 percent to $313
million. A drop in the volume of export
and import tonnages carried by U.S.
operators was more than offset by
sharply rising costs in most areas. U.S.
air carriers' port expenses abroad,
primarily associated with transporta-
tion of passengers, rose 7 percent to
$621 million.

Receipts
U.S. receipts from ocean transporta-

tion last year were $2.5 billion, 8 percent
above 1971. The increase was largely
due to increased freight rates and to the
effects of the late-1971 dock strikes.
The total includes $0.8 billion from
carrying U.S. exports and some freight
between foreign countries, $1.6 billion
in foreign carriers' port expenses here,
and about $40 million from other
sources. While the amount of American-
operated ocean tonnage has changed
little in recent years, average freight
rates, especially on liner services, have

continued to rise. Higher handling
charges continued to boost foreign
carrier's port expenditures here.

U.S. receipts from air transportation
and related services totaled $1.7 billion
in 1972, up 16 percent from 1971.
Earnings from airline passenger fares,
including $0.2 billion from carrying
foreigners between foreign destinations,
were $0.7 billion, up 11 percent.
Foreign airlines' port expenses in the
United States, mostly connected with
passenger traffic, rose 18 percent to
$0.7 billion. This increase reflected both
an increase in the number of air
travelers and higher operating costs for
services, advertising, and aircraft main-
tenance. Air freight on U.S. exports
and on shipments between foreign
points earned $235 million for U.S.
airlines in 1972, a 16-percent gain that
continued the steady uptrend in this
service.

Other transportation earnings, large-
ly receipts from Canada and Mexico for
rail and pipeline transportation and
Great Lakes shipping, totaled $219
million, an increase of 11 percent.
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GNP up $28V2 billion in second quarter
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Change From Previous Quarter
Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Bureau of Economic Analysis

in the second quarter increased
$28% billion, according to the prelim-
inary estimate, to a seasonally adjusted
annual rate of $1,271 billion. GNP
at constant prices grew at an annual
rate of only 2.6 percent, while the GNP
deflator increased at a rate of 6.8 per-
cent. The price freeze was imposed on
June 13, and so had only a marginal
impact on the behavior of the second
quarter price measures.

Escalating prices of farm output
have been an important factor behind
the rise in the overall GNP deflator in
recent quarters. In the second quarter,
on the basis of incomplete data, it is
estimated that the implicit deflator for
private nonfarm output increased at
an annual rate of 5.4 percent while the
deflator for total private output in-
creased by 7.0 percent and that for
total GNP by 6.8 percent (table 1).
Rising farm prices have been boosting
the overall rate of price increase at an
accelerating rate. Thus, the rate of
increase in the deflator for private non-
farm output jumped from 2.6 percent
in the fourth quarter of 1972 to 4.3
percent in the first quarter and 5.4
percent in the second, while the rate of
increase in the total private deflator
accelerated more, from 3.5 percent to 5.7
percent to 7.0 percent. (Total GNP
differs from private GNPby the amount

Table 1.^Quarterly Changes in Implicit
Price Deflators

[Percent, seasonally adjusted at annual rate]

1972:

1973-

I
II
III
IV

I
II

Total
GNP

5 7
1 6
2 8
3 3

6 1
6 8

Private
output

4 9
1 6
2 7
3 5

5 7
7 o

Private
nonfarm
output

4 4
9

2 0
2 6

4 3
5 4

of gross government product—measured
as the compensation of general govern-
ment employees—and the total and
private deflators move similarly except
when there are noticeable increases in
government pay rates. Such an increase
occurred in the first quarter, and con-
tributed to the acceleration of the rise
in the overall GNP deflator between the
fourth and first quarters.)

The regular annual revisions of the
national income and product accounts
for the latest 3 years are presented
beginning on page 14, and summarized
in broad outline below. The accounts
for the first quarter of 1973 have also
been revised, to make them consistent
with the revised 1970-72 data. The
revisions to the first quarter are modest,
and most current dollar GNP com-
ponents show changes from the fourth
quarter to the first that are very similar
to the changes previously published.
The revisions raised the estimated first
quarter real growth rate from 8.0 to 8.7
percent and reduced the increase in the
GNP deflator from 6.6 to 6.1 percent.

Second quarter GNP

Consumer spending for goods in-
creased only $8K billion in the second
quarter, a modest advance as compared
with the trend since early 1972 and less
than half as large as the huge first
quarter increase (table 2). The rise in
spending for nondurables was smaller
than in the first quarter but roughly in
line with the 1972 trend; however, much
of the second quarter increase simply
reflected rising food prices. The in-
crease in spending for durables was well
below the 1972 trend. New car sales,
although at a very high rate, were no
longer rising in the second quarter,
and there was little change in spending
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for other durables, in contrast to large
gains during the past year. Consumer
spending for services increased some-
what more than the recent average.

Residential construction outlays in-
creased barely at all in the second quar-
ter, following advances of more than $2
billion in the preceding two quarters.
Housing starts were essentially flat,
averaging a seasonally adjusted annual
rate of about 2.4 million units per
quarter, in most of 1972 and early 1973,
but recently there has been a percepti-
ble decline and the rate in the second
quarter was down to 2.2 million. As
the spending stream starts to reflect
the declining starts, outlays are likely
to drop. The rise in business fixed in-
vestment in the second quarter is also
estimated to have been well below re-
cent gains—amounting to $3% billion
as compared with $6 billion or more in
the fourth and first quarters.

Net exports of goods and services,
and government purchases of goods and
services, are both estimated to have
increased less in the second quarter than
in the first but the second quarter gains
were well ahead of the 1972 trend. The
export and import estimates are tenta-
tive, but available data indicate con-
tinued rapid growth of merchandise
exports in the second quarter, with a
deceleration in the growth of merchan-
dise imports, so that the trade deficit
continued to shrink.

The rate of business inventory ac-
cumulation is tentatively estimated to
have increased slightly in the second
quarter, following a rather large drop
in the first. Available data indicate

Table 3.—Quarterly Changes in Real GNP by Sector of Origin

[Percent, seasonally adjusted at annual rate]

Real GNP - - - - - - - - - ..

General government

Private - - - -
Households & institutions; rest of world . - . - - - -
Farm - -
Auto - - - - -
All other domestic business

I

4.9

-1.0

5.4
-12.8
-1.6

2.2
6.6

19

II

9.5

— . 7

10.4
-3.5
-6.4
19.1
11.1

72

III

5.8

5.0

5.8
12.1

-22.2
40.4
5.0

IV

8.1

4 2

8.4
9.7

10.8
4.2
8.6

19

I

8.7

1 5

9.3
11.8
10.1
57.3
6.6

73

II

2.6

1 0

2. 7
-12.2
-33.4
-7.1

5.5

Note: Changes calculated from unrounded data.

that the book value of business in-
ventories was rising briskly in the
second quarter, but the amount of the
book value rise that was due simply to
the turnover of goods at rising prices
is also estimated to have been rising.
The GNP inventory accumulation com-
ponent is meant to measure only the
change in the physical volume of
inventory valued at average prices
during the period, and thus does not
necessarily show the same movements
as shown by book value accumulation.

Second quarter developments in real
GNP were similar to the pattern
shown by the current dollar measures.
The slowdown of the real growth rate,
from 8.7 percent in the first quarter to
2.6 percent in the second, was centered
in consumer spending for goods and in
business fixed investment. In constant
prices, consumer outlays for goods are
estimated to have dropped very slightly
in the second quarter after having
risen at an annual rate of 13% percent
in the first and at a rate averaging
close to 8 percent in last year's second
half. Business fixed investment was
little changed in the second quarter,

following very large gains in the preced-
ing two. Residential investment also
shifted, but less radically—from a 3%
percent growth rate in the first quarter
to a 3% percent rate of decline in the
second. The other major demand com-
ponents generally contributed little if
at all to the second quarter slowdown
of real growth.

The slowdown can alternatively be
examined in terms of the estimates of
real output be sector of origin (table 3).
Gross farm product accounts for only
about 3 percent of real GNP, but it
dropped at a very steep rate in the
second quarter following large gains in
the preceding two. Auto product, which
had registered an immense gain in the
first quarter, also dropped in the second.
Income generated in the rest of the
world—which consists almost entirely
of net earnings by the United States
from investment abroad—also dropped.
The residual aggregate in table 3, "all
other domestic business/' accounts for
about 80 percent of real GNP; the
growth rate of that aggregate slowed
from 6.6 percent in the first quarter to
5.5 percent in the second.

Table 2.—Quarterly Changes in GNP

[Billions of dollars, seasonally adjusted at annual rate]

GNP

Personal consumption goods..
Personal consumption services. .

Nonresident! al fixed investment
Residential investment
Change in business inventories

Net exports of goods and services
Government purchases of goods and

services
Federal
State-local

1972
Avg.

28.8

10.8
6.4

4.1
2.4
.7

—.3

4 6
4

4 2

19

I

43 3

20.8
6.0

6.6
2 1

—3 6

3.5

7 9
2 8
5 0

73

II

28 5

8.5
7.2

3.5
5
7

1.7

6 4
1 0
5 5

National Income and Product Accounts Revisions

BEA has completed the regular annual
revision of the national income and
product accounts for the latest 3 years.
Complete data for 1970-73 are shown
beginning on page 10.

There was virtually no revision to
total GNP in 1970, and modest upward
revisions in both 1971 and 1972 (table
4). As a result of the revisions, the

over-the-year change from 1970 to 1971
was raised somewhat while the change
from 1971 to 1972 was reduced slightly.
Most of the major components of GNP
were revised very little. One exception
is inventory investment in 1971, which
was revised up from $3.6 to $6.1 bil-
lion. Personal consumption expendi-
tures were revised up in all 3 years,

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

July 1973



July 1973 SURVEY OF CURRENT BUSINESS

most substantially in 1972. Disposable
income was also revised up. In 1970 and
1971, the revisions in saving were minor,
but in 1972 both the volume of saving
and the saving rate (saving as a percent
of disposable income) were revised
down—the rate from 6.9 to 6.2 percent.

The revisions in real GNP were sim-
ilar to those in current dollar GNP:
virtually no revision in 1970 and modest
upward revisions in 1971 and 1972. The
real growth rate from 1970 to 1971 was
revised from the 2.7 percent previously
published to 3.2 percent, while the
growth rate from 1971 to 1972 was re-
vised from 6.4 to 6.1 percent. With the
revisions in real and in current dollar
GNP showing closely similar patterns,
revisions in the implicit GNP price de-
flator were negligible. One component
deflator that was revised substantially
was that for residential construction; it
was raised for both 1971 and 1972 as a
result of new Census Bureau data.

Revisions in the quarterly data were
also small. The most noticeable were
in inventory investment. The revisions,
which reflect new data and updating of
seasonal adjustment factors, generally
shifted inventory investment around
among quarters but did not produce
any clearly different pattern of invest-
ment.

GNP is an estimate of the market
value of the Nation's output of goods
and services calculated by summing
final sales and inventory change. An
alternative measure can be calculated
on the "income side" as the sum of costs
incurred and profits earned in producing
the output. The data used for the two

Table 4.—National Income and Product
Accounts: Revisions of Levels

[Billions of dollars]

GNP

Personal consumption expenditures. ..
Fixed investment
Change in business inventories .
Net exports of goods and services
Federal Government purchases
State-local government purchases

Gross national income

Personal income. .
Disposable personal income
Corporate profits and IVA

1970

0 6

.8
— 5
— . 4

-.3
.8

2.4

2 0
2 2

— .7

1971

5 1

2.3
— 1 2

2.5
. 1
.3

1.2

3.6

2 1
1 6
1.5

1972

3 3

5.5
—2 2

. 1
— . 4

-1.4
1.7

4.0

3 3
1 9
2.9

estimates are largely independent, and
the estimates can differ in both level and
change. The "gross national income"
showed an upward revision in 1971
smaller than the upward revision to
GNP; in 1972, the upward revision on
the income side was slightly larger
than the upward revision to GNP
(table 4). As a result, the expansion
path of national output as estimated
by gross national income was revised
Jess than the path as estimated by
GNP.

Corporate profits as measured in
national income—book profits plus the

inventory valuation adjustment—were
revised down slightly in 1970 and up in
both 1971 and 1972. Profits are now
estimated to have increased $11 billion
in both 1971 and 1972, compared with
previous estimates of $8% and $9%
billion, respectively. Profits of financial
institutions were revised down in all 3
years. Profits of nonfinancial corpora-
tions were revised up in all three, with
the revision split about evenly between
manufacturing and nonmanufacturing
corporations—which is in line with
their respective shares of nonfinancial
corporate profits.

Employment and Hours
EMPLOYMENT on nonfarm payrolls
began to show a strong cyclical ex-
pansion in early 1972, and has been
increasing very rapidly since then.
The total in June was 75.5 million,
up 1.5 million from December 1972 and
more than 4 million from December
1971. The rate of employment growth
in most broad industry group seems
to have peaked late last year or early
in 1973, but the expansion is still rapid.
The average workweek in manufac-
turing, which is sensitive to cyclical
influences, also began to expand sharply
early in 1972, and early in 1973 reached
the highest figure in several years
before falling somewhat in the second
quarter.

Nonfarm payroll employment grew
at an average annual rate of 5 percent
in the first quarter of 1973, a very

rapid advance reflecting large gains in
January and February, but employ-
ment expansion slowed in subsequent
months and the growth rate in the
second quarter was only 3 percent
(table 5). This was the slowest advance
since the fourth quarter of 1971, but
was nevertheless a little above the
average annual increase of 2.7 percent
in the 10 years from 1962 to 1972.

Employment grew at an average an-
nual rate of 4 percent over the past 6
quarters, but the pace varied within
the period. In the first half of 1972, the
increase was at an annual rate of about
4 percent; it slowed to 3 percent in the
third quarter and speeded up again to
4 percent in the fourth before rising to
5 percent in the first quarter of 1973.
These fluctuations were accounted for
mostly by trade, services, and manu-

Table 5.—Quarterly Changes in Nonfarm Payroll Employment!

[Percent, Seasonally adjusted at annual rate]

Total

Manufacturing .
Major metal goods2... . _
Other manufacturing

Mining
Construction.. __ ..
Transportation, public utilities . .. .

Trade
Finance, insurance, real estate
Services ... . . - _ _ __ ._

Federal government- .
State & local government . .

1971

IV

2.1

— . 7
-1.7

. 1

—4.6
4.6
.6

2.7
3.6
3.0

-1.4
5.9

I

4.4

4 3
5.3
3.5

1.3
4.3
4.6

5.0
3.1
4.1

-.3
5.9

19

II

3.8

5 2
7.1
3.6

—8.1
3.2
.4

4.1
4.4
5.5

-3.5
2.8

72

III

3.1

2.9
6.3
.3

3.4
1.2
1.9

3.0
2.7
2.9

-.9
6.3

IV

4.1

7.2
10.9
4.2

.7
-10.8

4.6

3.9
3.9
4.4

2.6
3.8

19

I

5.0

5.1
7.3
3.3

2.0
17.9
1.9

5.6
3.3
5.8

-2.9
3.4

73

II

3.0

3.7
8.2
0

1.3
5.4
2.3

2.2
1.7
3.5

-1.1
3.3

Average, 6
quarters
ending
1973-11

3.9

4.7
7.5
2.5

. 1
3.5
2.6

4.0
3.2
4.4

-1.0
4.2

1. Changes are calculated between the final months of successive quarters.
2. Includes primary metals, fabricated metals, electrical and nonelectrical m

instruments.
lachinery, transportation equipment, and
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facturing. In the first quarter of 1973,
the sharpest employment growth was
in trade and services, which together
rose at an annual rate of 5% percent,
perhaps reflecting the surge in consumer
spending in that quarter. Most of the
slackening of employment growth in
the second quarter was accounted for
by these two industries, whose growth
slowed to only about half as fast as in
the first quarter. The expansion of
manufacturing employment also slowed
in the second quarter, but less sharply.

The fastest employment growth dur-
ing the past 6 quarters has been in
manufacturing, as is usual in a cyclical
upswing. Manufacturing employment
grew at an average annual rate of
nearly 5 percent over the period, reach-
ing a peak rate of 7.2 percent in the
fourth quarter of 1972. The increases
over the period were centered in the
most cyclically-sensitive industries—
those oriented toward making capital
equipment and consumer durables—
where growth rates averaged around 8
percent per year; in rubber, closely
related to the auto industry, the rate
averaged 10 percent. In nondurable
goods excluding rubber, on the other
hand, the average growth rate was only
1.2 percent. The sharpest rise in this
group was in textiles, averaging 3.7
percent—by historical standards, a
strong rate of growth for this industry.

The major metal goods industries—
primary and fabricated metals, ma-
chinery, transportation equipment, and
instruments—which had the sharpest
employment gains among major manu-
facturing industries in 1972, have also
shown the least amount of slackening
recently. Employment growth in these
industries, taken together, slowed from
10.9 percent (annual rate) in the fourth
quarter of last year to 7.3 percent in the
first quarter and 8.2 percent in the sec-
ond. In other manufacturing industries,
taken together, the growth rate dropped
from 4.2 percent in the fourth quarter
to 3.3 percent in the first quarter and
zero in the second.

Hours of work

The average workweek in private
nonfarm industry, which in the aggre-
gate is only slightly sensitive to cyclical

developments, was virtually steady at
about 37.2 hours during the past 6
quarters. The slow secular decline of
the average workweek in trade has
continued, reflecting increasing use of
part-time workers. This downtrend was
balanced by cyclical gains in manufac-
turing and the transportation-public
utilities group. The workweek in con-
struction fluctuated rather sharply but
erratically, apparently in response to
the vagaries of weather (which may also
have affected mining). There was almost
no change in finance or services in this
period, although the workweek in
services over the longer run has shown
about the same secular decline as in
trade, because of a similar increase in
part-time employment.

The manufacturing workweek, like
manufacturing employment, expanded
strongly from the fourth quarter of
1971, when it averaged 40.1 hours,
through the first quarter of this year.
The largest gains occurred in some of
the cyclically-sensitive metal goods

industries; workweeks in primary met-
als, nonelectrical machinery, and trans-
portation equipment all showed in-
creases of 1% hours—nearly double the
average increase for all manufactur-
ing—to reach above 42 hours in Febru-
ary and March.

The manufacturing workweek aver-
aged 40.8 hours in the second quarter,
down somewhat from 41.0 hours in
February and March—the highest 2-
month level since late 1966. (Hours in
January were reduced by severe weather
in the week of the employment survey,
so that the average of February and
March is more representative of the
economic situation in the first quarter.)
Despite the decline, the workweek in the
second quarter was slightly longer than
in any quarter of last year. Although
reductions occurred in about half of the
21 major manufacturing industries in
the second quarter, there was little
or no decline in most of the major
industries producing capital equipment
and construction materials.

Sales of Trucks and Buses

THE strongest boom in truck and bus
sales in over a decade has been going
on for about 2 years now. Sales had
risen quite rapidly in the first half of
the 1960's but in the second half of the
decade had shown very little expansion.
Truck and bus sales continued to show
little growth through the summer of
1970 and dipped sharply late in the
year, largely due to the strike at
General Motors. By the spring of 1971
sales were back to about the pre-strike
rate of roughly 450,000 units per
quarter (seasonally adjusted). Since
that time sales have boomed; the total
for calendar year 1972 was a record 2.3
million units. In the first quarter of this
year, sales reached 690,000 units (sea-
sonally adjusted), the highest quarterly
rate on record, and that rate evidently
continued into the second quarter.

Chart 2 shows factory sales of trucks
and buses by gross vehicle weight.
Gross vehicle weight (G.V.W.) is a
manufacturer's rating that includes

cargo weight, the weight of the truck
chassis, and the weight of the body
mounted on the chassis. (However the
G.V.W. of a motorized vehicle designed
to pull a trailer, i.e., a truck tractor,
is the weight of the tractor and not the
weight of the tractor and trailer
carrying cargo.)

The sales data on chart 2 only
include factory sales of trucks and buses
manufactured in U.S. plants and
shipped to U.S. markets; units made in
Canadian or other foreign plants are
excluded. Foreign-made vehicles are
not a large factor in the total supply of
new trucks, but in the light-duty
weight class their role has been in-
creasing rapidly. In 1972, imports
(excluding those from Canada) totaled
about 110,000 units, of which about
105,000 were trucks from Japan, which
are primarily light-duty. Farm machin-
ery is excluded from chart 2, but
trucks used for transport on the farm

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

July 1973



July 1973 SUEVEY OF CURRENT BUSINESS

and to markets are included. In the
case of the military market, tactical
vehicles are excluded but regular
transport-type trucks are included.

Truck and bus sales are disaggre-
gated into three gross vehicle weight
classes in chart 2. Light-duty trucks
have a G.V.W. of less than 10,000
pounds and include the familiar pickup
trucks and light delivery vans. Perhaps

CHART 2

U.S. Factory Shipments of Trucks
and Buses to U.S. Markets,
by Gross Vehicle Weight

Thousands of Units (Ratio scale)
1,000

800
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10

TOTAL

I960 62 64 66 68

Seasonally Adjusted

70 72

NOTE.--Truck and bus shipments are classif ied by gross vehicle
weight as fol lows: light-duty-less than 10,000 pounds: medium-duty
- 10,000-19,500 pounds: heavy-duty - over 19,500 pounds.

• 2nd Quarter reflects data of Apr. & May

Data: Motor Vehicle Manufacturers
Association of the U.S., Inc.; seasonal
adjustment by the Bureau of Economic
Analysis.

U.S. Department of Commerce, Bureau of Economic Analysis 73-7-2

the heaviest truck in this classification
is the "one-ton" pickup, which typically
carries a G.V.W. of 7,500-9,500 pounds.
Medium-duty trucks have a G.V.W. of
10,000-19,500 pounds and include the
armored car and the typical school bus.
In recent years the motor home, con-
sisting of a power unit with a complete
body mounted on it, has become an
important type of truck in this group.
These vehicles with self-contained
power units are distinguished from
mobile homes by virtue of the fact
that a mobile home does not have its
own power unit and is designed to be
pulled by another vehicle. Heavy-
duty trucks and buses have a G.V.W.
of more than 19,500 pounds. Typical
examples at the lower end of this weight
class are the utility company line repair
truck and the larger parcel pickup and
delivery vehicles in the bigger cities.
Among the largest trucks in this class
is the 100,000 pound concrete mixer.

Sales of heavy-duty vehicles are quite
cyclically sensitive, and as the recovery in
overall economic activity began in early
1971 sales began to climb rapidly. Sales
growth was further boosted by the mid-
1971 liberalization of tax depreciation
rules and the late-1971 restoration of
the investment tax credit for machinery
and equipment. Another factor in the
rapid sales growth of trucks and buses
in this weight class has been the shift
away from medium-duty trucks to
heavy-duty trucks for pickup and de-
livery service. In order to reduce costs,
users increasingly prefer to load and
unload a bigger truck at several stops
rather than to carry one smaller load
on a smaller truck on several trips.

The boom in truck and bus sales
since the spring of 1971 has centered in

Table 6.—Production of Recreational-
Vehicle Equipment

[Thousands of units]

Table 7.—Selected Optional Equipment
Factory-Installed in Light-Duty Trucks,
by Model Year

[Percent of trucks]

1968
1969
1970
1971
1972

Travel
trailers

115.2
144.0
138.0
190.8
250.8

Camp-
ing

trailers

125.2
141.0
116.1
95.8

110.2

Truck
campers

79.5
92.5
95.9

107.2
110.0

Pickup
covers

150.0
113.5
91.7
98.4

152.4

Model
year

1971—
1972...
1973 1..

Power
steer-
ing

37.5
53.2
65.6

Air
condi-
tion-
ing

14.2
20.0
25.0

Tinted
glass

27.0
33.1
40.3

AM
radio

50.6
55.3
66.7

AM/FM
radio

1.1
2.1
3.7

Source: Recreational Vehicle Institute.

1. Through Dec. 31, 1972.
Source: Ward's Automotive Reports.

the light-duty and heavy-duty classes;
sales of medium-duty trucks have shown
little growth for over 7 years now. Sales
of light-duty trucks, which account for
about 85 percent of the total, have ac-
celerated sharply since the spring of
1971. In part, this upswing was stimu-
lated by actions under the Economic
Stabilization Program including repeal
of the excise tax on light-duty trucks
and autos. The excise tax levied on
heavier trucks was not repealed. The
strong growth in the recreational ve-
hicle market in the last 2 years has also
been an important factor in the growth
of light-duty truck sales. There is no
direct measure of the number of new
pickup and other light-duty trucks
being used at least partly for recrea-
tional purposes. However, evidence of
the growth of this market is provided
by the data in table 6 on production of
various types of equipment designed to
be attachable to or pulled by light-
duty trucks. The trailers referred to
in table 6 are designed to be pulled by
light-duty trucks, but it should be
noted that some of these trailers can
also be pulled by autos. As can be seen
from the table, after several years of
little change, production of such equip-
ment accelerated sharply in 1971 and
1972.

Another important factor in the ex-
pansion of sales of light-duty trucks has
been the proliferation of optional extras
that used to be commonly found only
on passenger cars. This has made the
light-duty truck more appealing as a
"second car." Table 7 shows recent
data on the percentage of units shipped
from U.S. plants that have certain
factory-installed extras.
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the BUSINESS SITUATION

r OLLOWING a gradual tightening of
credit during most of the first half of
this year, the monetary authorities
have, in the past few months, greatly
intensified their efforts to slow the
growth of money and credit. The recent,
progressive tightening of credit, coupled
with continuing strong loan demands,
has resulted in a sharp escalation of
short-term interest rates to levels well
above the record highs of late 1969 and
early 1970 (chart 1).

From mid-May to mid-August, the
rise in short-term open market rates
was roughly 2% percentage points. That
3-month rise was noticeably faster
than the increase during the 6 months
ending in May, the period roughly com-
parable to the first phase of the Federal
Reserve System's present course of
credit tightening. From mid-May to
mid-August, the prime commercial loan
rate—the rate banks charge their most
creditworthy business borrowers—was
raised from 6% to 9}i percent in ten
steps. In the preceding 6 months, by
contrast, this rate was raised 1 percent-
Table 1.—Change in Interest Rates and

Bond Yields

[Percentage points]

Prime 4- to 6-month com-
mercial paper rate

3-month Treasury bills
(new issues)

Federal funds rate
Bank prime rate
Corporate Aaa bond yield

(Moody's) _
U.S. Treasury long-term

bond yield
State and local bond

yield (Bond Buyer)

Jan.
1972
to

Nov.
1972

1.17

1.37
1.56
1.00

- . 0 7

- . 12

Nov.
1972
to

May
1973

2.02

1.58
2.78
1.50

.17

.72

.23

Mid-May
1973
to

mid-Aug.
1973

2.72

2.39
2.58
2.50

.29

.76

.45

1969-70

month
to

mid-
Aug.
1973

1.16

.70
1.20
.75

- . 9 0

- . 0 2

-1.54

age point in four steps; during that
period, the Government's Committee
on Interest and Dividends was vigour-
ously engaged in efforts to force the
banking system to slow the increase in
the cost of credit. The rate on 3-month
Treasury bills increased from 6% per-
cent in mid-May to 8% percent in mid-
August, and the rate on Federal funds,
the price at which banks buy and sell
excess reserves and one of the most
sensitive indicators of money market
conditions, increased from 7% percent
to about 10}<2 percent.

The impact of credit stringency was
concentrated in short-term markets
until the past month or so, when the
upward drift of capital market yields
began to accelerate. As a result of the
recent firming in long-term markets,
most yields increased a little more in
the three months ending in mid-August
than they had in the six months ending
in May. From mid-May to mid-August,
yields on corporate Aaa bonds rose
about }{ of a percentage point to 7}i
percent and yields on State and local
bonds about % point to 5% percent. In
the six months ending in May these
yields increased less than ){ point.
Despite the recent acceleration, the
increases thus far this year have been
moderate and these yields remain well
below their peaks in early 1970
(Table 1). Yields on U.S. Treasury
long-term bonds, however, increased
about % of a percentage point to 7 per-
cent from mid-May to mid-August,
about the same as the increase from
November to May. The more rapid
increase in yields on U.S. bonds than
on other long-term securities is due
mainly to efforts on the part of the
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Treasury to lengthen debt maturity.
Although Treasury borrowing has been
moderate this year, a relatively large
part of that borrowing has carried long-
term maturity, and this has put upward
pressure on U.S. bond yields. Mort-
gage yields typically respond to changes
in money and capital markets with a
lag, which reflects, in part, the fact that
mortgage rates actually quoted bor-
rowers increase more rapidly than re-
ported in the official statistics. After
showing virtually no change in 1972 and
early 1973, reported yields began to
edge higher in March of this year. The
average yield on FHA-insured new
home mortgages was 8.2 percent in
July up from 7.6 percent in February.

An unusually wide inverse yield dif-
ferential has developed between short-
term and long-term borrowing costs—
short-term being considerably higher.
One reason why the current round of
credit tightening has not seen long-term
rates rise considerably more than they
have may be that the volume of new
State-local and corporate bond issues
coming to market has been moderate
this year. On the other hand, the bor-
rowing of Federally-sponsored credit
agencies also affects long-term markets,
and these agencies have been borrowing
increasingly in recent months and are
expected to step-up their demands in
the second half of this year.

Monetary Policy

Since moving toward a more restric-
tive monetary policy late last year, the
Federal Reserve System has used all of
its major tools of control to impose
credit stringency: open market opera-
tions have been employed to restrict
growth of bank reserves and thus of
money and credit, reserve requirements
were raised on two occasions, and the
discount rate was increased seven
times. The objective of policy early
this year was apparently to achieve a
gradual slowdown in the growth of the
monetary aggregates without a sharp
increase in interest rates; however,
emphasis shifted in the second quarter
toward much more aggressive restraint.

As restraint began to take hold early
this year, the rise in interest rates
accelerated-^though much less than the

Table 2.—Percent Change in Monetary Aggregates l

[Seasonally adjusted at annual rates]

Reserves available to support private nonbank deposits
Money stock (Ml) . . .
Money stock plus time deposits at commercial banks other

than large CD's (M2)
M2 plus depostis at nonbank thrift institutions (M3)

1972

I

10.4
9.2

12.7
14.9

I I

6.5
8.1

8.5
10.8

I I I

10.0
8.2

10.3
12.4

IV

10.6
8.6

10.2
11.5

1973

I

9.6
1.7

5.7
8.6

I I

11.0
10.3

9.5
9.4

4
months
ending
July

12.3
9.4

8.7
8.6

1. Change calculated from end of period.

acceleration since mid-May—and the
growth of monetary aggregates slowed.
Money stock (Ml, currency in circula-
tion and private demand deposits) rose
at a seasonally adjusted annual rate of
1.7 percent in the first quarter as com-
pared to 8.6 percent in the fourth.
However, part of that slowdown was
due to transitory factors, including
transactions associated with upheavals
in international currency markets (see
the February " Business Situation" ar-
ticle), heavy State and local govern-
ment buying of certificates of deposit
(CD's) with demand deposits pre-
viously swelled by receipt of revenue
sharing funds, and the transfer of cor-
porate demand deposits to U.S. Govern-
ment accounts (not counted in Ml) in
payment of taxes. The growth of com-
mercial bank time and saving deposits
other than large negotiable CD's also
slowed in the first quarter, as depositors
began to respond to rising market
interest rates by diverting funds to
higher yielding investments. Time and
saving deposits increased at a seasonally
adjusted annual rate of 9.5 percent in
the first quarter as compared to 11.6
percent in the fourth, and M2 (Ml plus
time and saving deposits at commercial
banks other than large negotiable CD's,
increased 5.7 percent at an annual rate,
down from 10.2 percent in the fourth
quarter.

The first-quarter slowdown in the
growth of the aggregates was followed,
however, by acceleration. Reserves
available to support private nonbank
deposits (RPD's) increased at an an-
nual rate of 11 percent from March
to June, up from 9% percent in the
first quarter. That acceleration sup-
ported very strong expansion of CD's
and of the money stock, as growth of
Ml surged to an annual rate of 10M

percent in the second quarter. The
reasons for the acceleration are not
clear. In part, the unusually strong
expansion of the money stock reflected
the fact that the transitory influences
suppressing growth in the first quarter
had abated, and the fact that Federal
Government demand deposits declined
sharply as unusually large personal
income tax refunds were paid. Growth
of M2 also accelerated in the second
quarter; however, that was due en-
tirely to the surge in Ml, for the growth
of consumer-type time and saving
deposits continued to decelerate.

Recent policy developments

The Federal Reserve became in-
creasingly concerned about the growth
of money and credit as the seconc1

quarter wore on. As a consequence,
open market operations became more
restrictive—as was reflected in the
escalation of the Federal funds rate—
reserve requirements were raised, and
increases in the discount rate were
explicitly aimed at slowing the credit
expansion. During this period, the
Federal Reserve also suspended interest
rate ceilings on longer-term large nego-
tiable CD's thereby permitting a
lengthening of the maturity structure
of bank liabilities and also permitting
interest rates to function more freely
as the allocator of credit.

In mid-May, the Federal Reserve
System imposed an additional reserve
requirement of 3 percent on any further
expansion of the amount of large
negotiable CD's outstanding, raising
the reserve requirement on those de-
posits from 5 to 8 percent. That action
was aimed at raising the cost of CD
funds and slowing the issuance of
CD's; large money center banks, in
the face of increasirg pressure on re-
serve positions and very strong loan
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demand, had been bidding agressively
for these deposits. The outstanding
volume of large negotiable CD's in-
creased from $45 billion at the end
of 1972 to $58% billion in mid-May;
by mid-August, volume reached $66j^
billion.

In mid-May, at the same time that
reserve requirements OD large CD's were
raised, the monetary authorities also
suspended the Regulation Q ceilings on
interest rates on large negotiable CD's
with maturities of 90 days or more.
With market interest rates rising, banks
were encountering difficulty in selling
the longer term CD's and were concen-
trating sales in short-term CD's (30 to
89 days maturity) on which the rate
ceiling had been suspended in mid-1970.
This was creating an unstable situation
as the maturity structure of bank
liabilities was shortening appreciably.
For example, at the end of April, more
than 78 percent (roughly $44 billion) of
total large CD's outstanding had less
than 90 days to maturity, as compared
with 67 percent or about $30 billion at
the end of 1972. Since mid-May, banks
have been selling longer term CD's and
the pressure from the shortening ma-
turity of the banks' liability structure
has abated.

The Federal Reserve's Open Market
Committee apparently decided at its
mid-June meeting to tighten credit
further. (The record of policy actions
taken by the Committee in mid-June
will not be made public until mid-
September.) In late June, in a further
effort to slow the growth of money and
credit, the Federal Reserve imposed an
additional reserve requirement of ^
percentage point on member bank
demand deposits in excess of $2 million.

The behavior of the monetary aggre-
gates in July was mixed. Growth of the
money stock slowed appreciably, as
did growth of time and saving deposits
at commercial banks, but nonborrowed
reserves and RPD's continued to ex-
pand rapidly. Moreover, the volume of
large CD's continued to increase sub-
stantially, and the expansion of bank
credit, especially business loans, con-
tinued strong. Testifying before the
Congressional Joint Economic Com-
mittee in early August, the Chairman
of the Federal Reserve said that he

expected the growth rate of Ml to slow
in the near future, but warned that if
the restrictive actions already taken
by the Federal Reserve do not reduce
the growth of money and credit to "an
acceptable rate," further restrictive
measures will be adopted. He specifi-
cally mentioned that reserve require-
ments on CD's could be raised further
if banks continue to finance "exces-
sive" expansion of business loans with
CD funds.

Increases in the discount rate

As credit conditions became tighter
in late 1972 and early 1973, member
bank borrowing from Federal Reserve
Banks began to rise sharply. Borrowing
demand was enhanced by the fact that
rising market rates of interest progres-
sively widened the gap between the cost
to banks of attracting reserves (loanable
funds) through issuance of CD's and the
cost at which they could borrow from
Federal Reserve Banks.

Outstanding member bank borrowing
from the Federal Reserve rose from an
average of nearly $750 million in the
fourth quarter to $1.5 billion in the first
quarter and $1.8 billion in the second.
As a proportion of total reserves, bor-
rowings averaged 2.3 percent in the
fourth quarter, 4.8 percent in the first,
and 5.5 percent in the second.

In efforts to close the differential
between the discount rate and rising
market interest rates, the monetary
authorities raised the discount rate
from 4% to 6 percent in four steps
from December to mid-May. On each
occasion, the authorities stated that
the purpose of the increase was to
achieve a better alignment with rising
market interest rates—an implication
that the Federal Reserve was simply
"following" the market rates. After
mid-May, the discount policy ap-
parently become more stringent. In
early June the rate was raised to 6%
percent, an action the authorities
termed as partly an anti-inflation
measure. In late June, at the time that
the increase in demand deposit reserve
requirements was announced, the dis-
count rate was raised to 7 percent and
the action was explicitly intended
"to restrain continuing excessive ex-
pansion in money and credit."

After late June, market interest
rates rose sharply and by mid-August,
the spread between the discount rate
and the rate on large CD's was 3%
percentage points, or more than twice
as large as at any time earlier this year
when the discount rate was raised. The
authorities again raised the discount
rate to 7}i percent in mid-August, but
noted that this action did not signal any
new tightening of policy, but was taken
to keep in step with the upward move-
ment in other short-term rates.

Commercial Banks

The situation of commercial banks
during the present course of credit
tightening has been very different from
their situation during the tightening
in 1966 and 1969, for this time the
banks have been able to compete
directly for loanable funds by selling
CD's; as a result, they have been able
to maintain their position in the credit
flow process. The difference lies in the
fact that interest rate ceilings on
short-maturity CD's have been sus-
pended since 1970, and on longer CD's
since May of this year. Commercial
banks accounted for nearly 38 percent
of total funds advanced in credit
markets in the first quarter of this
year and 33 percent in the second, as
compared with 33 percent in 1972 and
36 percent in 1971, years when mone-
tary policy was accommodative or
only mildly restrictive. This is in sharp
contrast to the situation confronting
the banking system in 1969, when
market interest rates rose far above
the Regulation Q ceilings and depositors
shifted funds from banks to direct
investment in open market instruments.
The banks' role as intermediaries was
constrained, and they accounted for
only 14 percent of total funds advanced
in credit market in the year 1969, as
compared with 35 percent in 1968.

Borrowers have indeed been finding
funds progressively more costly and
harder to get, but in contrast to the
credit stringency of 1969 and 1966,
funds have been available. A so-called
"credit crunch"—a situation where
funds are not available even to borrow-
ers willing to pay high borrowing
costs—has thus far been avoided. Thus,
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a fundamental difference between the
credit stringency in 1973 and that in
1969 and 1966 is that market interest
rates this time have a much more
important role as an allocator of credit.

Nondeposit sources of funds

Given their ability to bid freely for
CD funds, commercial banks have
made only moderate use of nondeposit
sources of funds. Under present con-
ditions, they have little motivation to
borrow Eurodollars as a way of getting
loanable funds, and the volume of such
borrowing in July was little different
from that of last December. (In a move
to correct an anomaly in reserve re-
quirements, the Federal Reserve re-
duced requirements on Eurodollar

Change in Bank Credit
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borrowing in mid-May, putting this
source of loanable funds on equal foot-
ing with large CD's.) In 1969, when
banks were facing a major runoff of
CD's, Eurodollar borrowing from for-
eign branches rose $6.8 billion to $12.8
billion during the course of the year.

Another mechanism heavily used by
banks in 1969 was the sale of loans to
their own affiliates—their parent hold-
ing companies in particular—which
could legally sell commercial paper at
competitive market interest rates and
use the proceeds to buy the loans.
Bank sales of loans to their affiliates
rose from $1.5 billion in May 1969
(when data were first collected) to
nearly $4.0 billion yearend. From
December 1972 to June of this year,
loan sales increased nearly $1 billion,
to $3.5 billion, and there appeared to
be some step-up in activity in July
when sales increased about $% billion
further. Commercial paper issued by
bank affiliates has increased somewhat
more rapidly this year than other non-
deposit sources of loanable funds, from
$2.6 billion last December to $4.3 bil-
lion in June (the latest month for which
data are available). Nonetheless, that
increase is only a little more than half
as large as the increase from May to
December 1969.

Bank credit
Loans and investments at commer-

cial banks in the first 7 months of this
vear increased an extraordinary $44
billion. Bank credit increased a little
more than $25 billion in the first
quarter, $14 billion in the second and
$4% billion in July. It is important to
note, however, that a significant part
of this unusually large credit expansion
does not reflect a net increase in total
volume of funds advanced in credit
markets. Rather, it reflects a rerouting
of funds from savers (mainly buyers of
CD's) to borrowers that otherwise
would have flowed through other credit
channels, i.e., the commercial paper
market or capital markets.

Loan growth has accounted for vir-
tually all of this year's net expansion of
bank credit. Loan expansion amounted
to nearly $27 billion in the first quarter,
$12% billion of which represented loans
to business. The volume of lending to

business in the early months of the
year reflected not only the strength of
economic activity, but also the policy
of the Committee on Interest and
Dividends, which forced the banking
system to hold back increases in the
prime rate. As a consequence of that
policy, corporations found more favor-
able borrowing terms at banks than
could be obtained from alternative
sources, e.g., through the sale of com-
mercial paper.

The much slower pace of economic
activity in the second quarter was re-
flected in a slackening of bank credit
growth. Loan expansion was about half
that of the first quarter and loans to
business increased about $7 billion. A
large part of the slowdown in business
loan growth occurred in June when
some corporations apparently used pro-
ceeds from maturing CD's to meet tax
payments, rather than increasing their
borrowing from banks. Loans to con-
sumers and loans to finance real estate
activities increased about as much in
the second quarter as in the first,
though the expansion of loans to non-
bank financial institutions slowed
sharply and loans to finance security
transactions declined a little more than
in the first quarter.

Commercial banks increased their se-
curity holdings by $1 billion in the
second quarter after reducing holdings
$1.5 in the first. Because banks have
been able to compete for money market
funds, they have been able to accom-
modate this year's huge loan expansion
without sizable reductions in security
holdings—the typical pattern of port-
folio management in periods of credit
stringency.

Following the slowdown in June,
credit expansion was again strong in
July. Loans increased $5% billion and
security holdings declined a little more
than %y2 billion. Loans to business in-
creased $2 billion and continued to be
the fastest growing component of bank
credit.

Residential Construction and
Finance

Homebuilding activity, although still
at a very high level, was weakening
noticeably by mid-year. Housing starts
held in the first quarter at last year's
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record annual rate of 2.4 million units
but slipped to an average 2.2 million
units in the second. In July, starts held
at an annual rate of 2.2 million units.

Virtually all of the slowdown in starts
through mid-year was in starts of single-
family homes (although issuance of
housing permits has declined more for
multi-unit structures (24 percent) than
for single family units (9 percent)
since the peak in the fourth quarter).
Starts of single-family units were at an
annual rate of 1.36 million in the first
quarter, 1.20 million in the second, and
1.25 million in July. Sales of new homes
have declined about 10 percent from
their peak in the fourth quarter of last
year, and the inventory of new homes
for sale has continued to rise.

The rate of starts of multi-unit struc-
tures held at about 1 million units in
the first and second quarters but de-
clined slightly in July. The starts rate
continued to exceed completions in the
first half, and the number of units in
multi-unit structures yet to come to
market continued to rise. Rental va-
cancy rates have moved somewhat
higher, but these rates have become a
less reliable indicator of the condition
of demand for multi-unit housing be-
cause of the increasing proportion of
new apartment units that are owner-
occupied rather than rented.

It was widely forecast that residential
construction would undergo a cutback
this year, as an adjustment following
the building boom of 1970-72. The
tightening of credit conditions in recent
months has probably not yet had a
significant impact on homebuilding in
most sections of the country, but a
growing impact can be expected. The
rise in interest rates and the competi-
tion for credit this year are greater than
most forecasters expected, and could
well result in a steeper decline in home-
building than would otherwise have
occurred.

With market interest rates rising,
savers began earlier this year to divert
funds away from the thrift institutions,
and the net flow of savings to these
institutions slowed appreciably. The
net flow at the savings and loan associa-
tions amounted to $5% billion (season-
ally adjusted) in the second quarter,
down from $8}i billion in the first and

the smallest quarterly increase since
1970. In all probability the drop would
have been worse had it not been for
unusually large personal income tax
refunds paid in April and May. Data
are not yet available for July, but the
indications are that the weakening of
savings flows intensified sharply last
month.

The slowdown of savings came at a
time of an unusually large volume of
mortgage takedowns, i.e., lending under
commitments previously made. Mort-
gage debt expansion was at a record
pace of more than $8% billion in the
second quarter, up from $8 billion in
the first. The growing pressures on the
S&L's have led to cutbacks in mortgage
commitments—the volume outstand-
ing peaked in February at a record
$21% billion (seasonally adjusted) and
had declined to $19% billion by June
(the latest month for which data are
available)—and to a rise in mortgage
interest rates. Late in the second
quarter, lending was further curtailed
in some States as mortgage interest
rates rose above the limit permissible
under existing usury laws.

Several steps have recently been
taken to improve the availability of
mortgage funds. The Federal Home
Loan Banks have stepped up then-
lending to the S&L's, with outstanding
advances up from about $8 billion at
the end of last year to $8% billion in
March and $12% billion in July. In
addition, the Federal Home Loan Bank
Board reduced the reserves that the
S&L's must maintain from 6.5 to 5.5
percent of deposits, thereby freeing
some $2% billion for expansion of
mortgage lending activity. To offset
some of the adverse impact that rising
market interest rates were having on
the flow of funds to the thrift institu-
tions, the Federal regulatory agencies
in early July raised the structure of
interest rates permissible on consumer-
type time and saving deposits. In an
effort to increase lending under Gov-
ernment-guaranteed and insured loans,
interest rates at which FHA and VA
mortgages can be written were raised
from 7 percent to 7% percent in July.
However, commitments under the new
ceiling could not become effective until

mid-August, when Congress reinstated
the temporerily lapsed legal authority
for FHA mortgage insurance.

Wages Under Collective
Bargaining

The average size of settlements
agreed upon in major union contract
negotiations diminished further in the
first half of 1973, continuing a trend
that began in mid-1971, when wage and
price controls were first instituted
(chart 3). Wage and benefit increases
negotiated in the first half of this year
in contracts covering 5,000 workers or
more averaged 7.5 percent for the first
contract year, and 6.2 percent annually
over the life of the contract—in each
case about 1 percentage point less than
the average for the full year 1972. For
wage changes alone, in contracts cov-
ering 1,000 workers or more, increases
negotiated this year averaged 5.8 per-
cent for the first contract year alid 5.3
percent annually over the contract life.
The first-year increase was about l}i
percentage points less than the 1972
average, and the contract-life increase
about 1 percentage point less.

A larger than usual number of major
contracts were up for negotiation. Al-
together, 351 major agreements (those
involving 1,000 workers or more) cover-
ing about 2% million workers were con-
cluded in the first half of this year;
major settlements were reached in the
railroad, apparel, petroleum, electrical
machinery, trucking, rubber, and con-
struction industries.

The decline in the size of contract
settlements in the first half was en-
tirely in nonmanufacturing industries,
where settlements averaged 5.6 percent
for the first year and 5.1 percent per
year over the life of the contract (chart
3). In contrast, there was almost no
change from 1972 in the size of manu-
facturing settlements, which averaged
6.3 percent for the first year and 5.6
percent per year over the contract life.
This was the first time since comparable
figures became available in 1968 that
increases negotiated in manufacturing
exceeded those in other industries.

The average annual life-of-contract
increase in manufacturing settlements
has shown remarkably small fluctua-
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tions since 1968, holding in a range of 5
to 6 percent except for a somewhat
larger figure in 1971. The range of first-
year increases has been somewhat wider
but still moderate. In construction, on
the other hand, fluctuations have been
extreme. For example, in 1970 the
average life-of-contract increase in
construction was 2 y2 times as great as

CHART 3
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in manufacturing, while in the first half
of 1973 it was only about the same as in
manufacturing. This sharp reduction
in construction settlements reflects in
part the efforts of the Construction In-
dustry Stabilization Committee, which
came into existence in March 1971,
and to some degree also an increase in
competition from lower-paid nonunion
workers.

The wage control authorities under
the various phases of the economic
stabilization program that began 2
years ago have focused their attention
mainly on increases currently becoming
effective, deferring action on increases
scheduled for the future. Partly as a
result of this policy, the amount of
"front loading"—providing for a dis-
proportionate share of the total increase
to become effective in the first contract
year—has diminished sharply. In the
first half of 1973, the difference in size
batween the average first-year and the
average annual life-of-contract wage
increases was only ){ percentage point,
much less than in any of the past 5
years; in 1970, at the peak of front
loading, this difference was 3 percentage
points. The heavy emphasis on front
loading in 1970 reflected pressure by
unions for an immediate "catch up"
on the unexpectedly large price inflation
which had occurred during the life of
earlier major contract settlements,
mostly negotiated in 1967.

Cost of living escalation

The number of workers covered by
cost-of-living escalator clauses in-
creased sharply in 1971, from about 3
million at the beginning of the year to
4.3 million at the end—about 20 to 25
percent of the total union member-
ship—as the clauses were introduced or
reinstated in several large contracts.
Since then, however, the number of
major contracts with escalator clauses
has shown little change, but the pro-
portion of workers on nonfarm payrolls
who are covered by escalation is the
highest since 1960.

Although the number of major con-
tracts with escalator clauses has not
changed significantly this year, the
improvement of existing escalator
clauses, generally to permit faster es-
calation, is an important bargaining

August 1973

issue. In the auto industry negotiations,
the United Auto Workers are demand-
ing a major liberalization of the cost-of-
living formula in their contract. In an
inflationary period, of course, escalator
clauses have the effect of increasing
wage rates by a larger percentage than
the increases actually specified in the
contracts.

In manufacturing settlements this
year, those without escalator protect-
tion specified somewhat larger wage in-
creases than those with escalation—the
typical pattern. In norimanufacturing
settlements, however, wage increases
in contracts without escalator clauses
averaged somewhat less than those in
contracts which include such clauses.
This development largely reflects the
relatively small wage increase, with no
provision for escalation, in the railroad
settlement, where emphasis was mainly
on pension benefits. Another factor was
the further sharp decline in settlements
in the construction industry, where
escalator clauses are very rare.

Strike activity

Although some 40 percent more
workers were covered by major con-
tract settlements ir. the first half of
this year than in the same period of
last year, agreements were reached
with remarkably little conflict, and the
amount of work time lost in strikes
continued the downtrend of the past 2
years. The number of man-days of
idleness in strikes in the first half of
this year ŵ as about 20 percent below
the relatively small number in the first
half of last year, and the estimated
percent of working time lost in strikes
was lower than in any year since the
early 1960's, when the postwar lows
were reached. An exception to the gen-
eral harmony was the public schools,
where strikes in five major school sys-
tems accounted for 8 percent of the
time lost in strikes in the first half of
this year.

The downtrend in negotiated wage
increases and the relatively low level
of strike activity in the first half coin-
cided with a very sharp acceleration of
the rise in consumer prices—chiefly in
food, which rose 10 percent in the 6

(Continued on page 52)
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August 1973 SURVEY OF CURRENT BUSINESS

• Revised estimates show GNP up $29V2 billion in second quarter, real GNP up 2.4 percent

• In July: Employment was little changed, unemployment rate edged down to 4.7 percent

CHART 4

Wholesale price index fell as result of drop in nonindustrial prices
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• In July: Personal income rose $7lA billion, about equal to average increase in first half
• Advance report shows retail sales up 3% percent
• Sales rate of new domestic-model cars edged back up to 10 million units

CHART 5
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CHART 6

In June: Book value of manufacturing and trade inventories rose $2.6 billion, ratio to sales increased slightly
In second quarter: balance of payments position improved on both net liquidty and official reserve bases

Federal fiscal position was in approximate balance on NIA basis
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• In July: Bank credit increased strongly, money supply growth slowed
• Interest rates and bond yields rose further
• In second quarter: Corporate profits before tax (including IVA) rose more than $4V2 billion

CHART 7
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(Continued from page 6)

months ending in June. An official of
the United Auto Workers has stated
that the union's demands in bargaining
on the auto industry contract, which
expires September 15, could shift to
placing a much higher priority on get-
ting a large wage increase, if the mem-
bers begin to press for it. Recent
statements by both the Treasury Secre-
tary and the President of the AFL-CIO
have acknowledged that if the price
rise does not slow, labor can be ex-
pected to demand substantially larger
wage increases later this year and in
1974 than has been the pattern thus
far in 1973.

National Accounts in the
Second Quarter

On the basis of more complete
source data, BEA has revised the
estimate of second quarter GNP. The
revisions of the components are very
small, and have a negligible effect on
total GNP. Real GNP is very slightly
smaller than previously estimated, cur-
rent dollar GNP is slightly larger,
and the implicit price deflator is also
higher.

Corporate profits
According to the preliminary esti-

mate, corporate book profits before
taxes increased $10% billion in the
second quarter to a seasonally adjusted
annual rate of $130.1 billion. Book
profits had risen $13/2 billion in the
first quarter, and about $19 billion in
the year from end-1971 to end-1972.
More than one-third of the second
quarter increase was in durable goods
manufacturing; advances were also
reported by nondurables manufactures
and financial institutions.

Book profits include gains or losses
due to differences between the replace-

ment cost of goods taken out of in-
ventory and the cost at which these
items are charged to production. Pro-
fits as measured in the national income
accounts (NIA) include only profits
arising from current production, and
thus exclude inventory profits—which
were at an annual rate of $21 billion
in the second quarter, up $5% billion
from the first. Thus, pretax profits on
the national income basis rose $4%
billion to a seasonally adjusted annual
rate of $109 billion. The national
income profits figure had risen $5%
billion in the first quarter and $15%
billion from end-1971 to end-1972.

Federal fiscal position
The Federal fiscal position as meas-

ured in the NIA was in approximate
balance in the second quarter. Large
increases in receipts far outpaced the
growth of expenditures, and the ac-
counts registered a nominal surplus
of $.1 billion at a seasonally adjusted
annual rate. There has been deficits
of $5 billion in the first quarter and
$23.4 billion in the fourth; a surplus
was last registered in the fourth quarter
of 1969.

For the fiscal year 1973, the pre-
liminary figures (based on data not
seasonally adjusted) show a Federal
deficit of $12.1 billion as measured in
the NIA. This compares with a $26.6
billion deficit estimated on the basis
of the January budget, with NIA
receipts having come in higher, and
expenditures lower, than indicated in
the budget. Table 3 shows the relation-
ship between the unified budget and
the NIA measures of receipts and
expenditures, as estimated in the Jan-
uary budget and as indicated by the
preliminary actual figures. Detailed
explanations of the reconciliation items
appear on page 28 of the February
1973 issue of the SURVEY.

Table 3.—Relationship of Federal Govern-
ment Receipts and Expenditures in the
National Income Accounts to the Unified
Budget, Fiscal Year 1973

[Billions of dollars]

Receipts

Unified budget receipts. _

Coverage differences
Netting and grossing
Timing differences. _ . . . _
Miscellaneous.

Federal receipts, NIA basis

Expenditures

Unified budget outlays

Coverage differences_
Outer continental shelf de-

posit funds
Other . .

F inancial transactions
Net purchases of land
Netting and grossing
Timing differences
Miscellaneous _

Federal expenditures, NIA basis

Unified budget surplus or deficit (—)...
NIA deficit surplus or deficit ( - )

January
1973

budget

225.0

- . 2
5.3
3.6

- . 4

233.3

249.8

.6

1.1
- . 5
- . 9
2.9
5.3
2.8

- . 6

259.9

-24.8
-26.6

August
1973

prelimi-
nary

232.2

- . 3
5.0
6.2

- . 1

242.9

246.6

.3

1.1
- . 8

- 1 . 3
2.3
5.0
1.8
.3

255.0

-17.8
-12.1

Source: Estimates by BEA.

(Continued from page 38)

equations. Differences between errors
in ex-post and ex-ante forecasts of real
GNP, the private GNP implicit de-
flator, and the unemployment rate are
generally slight.

(7) For key aggregates—current-
dollar GNP, real GNP, real personal
consumption expenditures, and the un-
employment rate—model forecasts are
superior to extrapolations based on
autoregressions; for the private GNP
deflator, some GNP components, and
personal income, the latter are superior.

(8) While the model tends to under-
estimate the amplitude of cyclical
swings in real output, it generally
recognizes turning points. However,
accuracy in identifying the quarter of
downturn or upturn diminishes as the
prediction horizon lengthens.
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the BUSINESS SITUATION

J\S the annual forecasting season
opens, there seems to be broad agree-
ment that output growth will be slower
in 1974 than in 1973. The American
Statistical Association's quarterly poll,
taken in August, showed a median fore-
cast of 2.6 percent real growth from
1973 to 1974 as compared with 6 percent
expected this year. While most fore-
casters evidently consider a slowdown
as highly probable, there appears to be
a wide dispersion of views on the extent
of that slowdown and on the path of
economic activity over the next 18
months. If the uncertainty and dis-
agreement are greater than usual this
year, this probably reflects greater than
than usual difficulty in assessing the
impact of monetary developments,
price movements, and the ongoing
price-wage controls program. Price be-
havior this year has been sharply
different from "normal"—encompass-
ing a steep rise in agricultural prices,
as well as a temporary freeze and other
controls that have affected price be-
havior. Interest rate developments have
also been very different from past ex-
perience, for the monetary authorities
have in large measure permitted rising
interest rates to restrain credit demand
and allocate credit (the prime rate is
being raised to 10 percent at major
banks as this issue of the SURVEY goes
to press). In other recent periods of
credit restraint, by contrast, the au-
thorities have not allowed interest rates
to rise so much, and have operated
more through curtailing the actual
ability of banks and other inter-
mediaries to extend credit.

A major uncertainty in assessing the
current state of the economy, and the
outlook, is how inflation and high
interest rates are affecting consumer
propensity to spend. Consumer surveys
this year suggest a deterioration of
sentiment, but there was no evidence,
at least through the summer, of any
marked weakening in the propensity
to spend. The pace of auto sales, which
has been extremely high this year, has
slowed in recent months but only a
little. The new 1974 models are now
being introduced, and their reception
will be an important clue to the future
course of consumer demand.

The outlook for continued strong
near-term growth in capital investment
demand was confirmed by the latest
BEA survey of plant and equipment
spending expectations (see pp. 15 to
19 for details). It found outlays ex-
pected to rise 6% percent from the
second quarter of this year to the
fourth. The increase expected for the
full year 1973 was reported at 13.2
percent, the same as the expectation
reported 3 months earlier. Investment
in inventories, on the other hand,
continues to be very modest, particu-
larly when viewed in relation to strong
sales growth.

Strong growth of foreign demand for
U.S. output is an element in the current
economic situation that contrasts rather
sharply with conditions in recent years.
This country's price competitiveness
has improved very substantially as the
result of exchange rate changes over
the past 2 years and of relatively less
inflation here than abroad. A slowdown

Residential Construction and
Mobile Homes

CHART 1
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of growth in major foreign economies
could dampen the expansion of U.S.
exports, but continued solid gains seem
probable.

On the other hand, homebuilding
activity has been weakening this year,
with the starts rate down from about
2% million units (seasonally adjusted
annual rate) early in the year to an
average of just over 2 million units
in July and August (chart 1). Some
decline had been widely expected as
an adjustment following the home-
building boom that began in mid-
1970, but recent developments in the
cost and availability of mortgage
credit make it likely that the contrac-
tion will be more severe than seemed
probable when the year began. Some
analysts expect the starts rate to fall
as low as 1.5 million units by next
spring, although many do not expect
such a severe decline. If starts should
fall that far, the decline would amount
to almost 40 percent, about the same as
the 1965-66 contraction but consider-
ably more than the 25 percent decline
in 1969-70.

Capital Spending

BEA's latest survey of plant and
equipment spending showed business-
men expecting strong growth of outlays
in the second half of this year. Capital
spending is expected to rise $4 billion
in the third quarter and $2.5 billion
in the fourth. The behavior of various
measures related to investment spend-
ing makes it appear that growth of
outlays will in fact continue strong for
the remainder of this year and into
1974 (table 1). As can be seen, the rate
of increase in many of these measures
continued to accelerate in the second
quarter.

If expectations for the remainder
of this year are realized, the nine
quarters of the current capital spending
recovery, will have seen outlays rise
29.2 percent above the level of the third
quarter of 1971 when the capital spend-
ing recovery began. That represents an
average quarterly advance of 3% per-
cent, and compares with an average

of 2% percent for the nine

quarters of the preceding capital spend-
ing expansion (1968 11-1970 III) and
4% percent in the first nine quarters of
the expansion that began in the first
quarter of 1963.

Although capital spending has pro-
vided an important thrust to aggregate
economic activity in the past two years,
its contribution to the expansion of
total demand has been less than in
previous expansions. As can be seen
from chart 2, outlays for plant and
equipment rose faster than GNP in
previous cyclical upswings, so that the
ratio of plant and equipment spending
to GNP increased. In the current
expansion, however, the ratio has shown
little change and remains below earlier
peaks.

This difference between the current
cyclical expansion and earlier ones is

mainly traceable to manufacturing.
Manufacturers7 markets are very sensi-
tive to cyclical developments and their
capital outlays are consequently far
more volatile than outlays of nonmanu-
facturing industries. In the past, periods
of rapid economic growth have seen
capital outlays of manufacturers re-
bound sharply and contribute the major
thrust to the increase in aggregate in-
vestment. In the current expansion,
however, the ratio of manufacturers'
plant and equipment spending to GNP
has risen only modestly above the low
reached in 1972 and is far below the
highs reached in the mid-1960's (chart
2). The basic reason for this is as fol-
lows: Although manufacturers' invest-
ment spending has maintained a fairly
stable relationship over time to manu-
facturing output—i.e., to GNP origi-

Plant and Equipment Spending as a Percent of GNP

CHART 2

Percent (Ratio scale)
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10

Nonmanufacturing, Excluding
Utilities & Communication
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NOTE.—Based on seasonally adjusted data.
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Table 1.—Selected Measures Relating to Current and Prospective Capital Spending

[Index, 1970 IV=100; seasonally adjusted]

Corporate cash flow including divi-
dends

New orders, nondefense capital goods.
Unfilled orders, nondefense capital

goods

New capital appropriations, manu-
facturing (Conference Board)

Appropriations backlog, manufac-
turing

New project starts, manufacturing
(BEA)

New projects starts, public utilities.. .

Project carryover, manufacturing
Project carryover, public utilities

Capacity utilization, major materials
industries

1971

108.6

99.4

96.8

97.3

96.8

102.3
115.7

95.8
105.5

101.5

I I

111.9

101.8

95.2

94.2

93.4

100.6
117.1

91.5
111.0

102.2

III

116.7

102.4

94.2

100.7

92.4

107.8
144.4

90.8
120.3

97.7

I V

117.8

110.5

94.5

100.7

90.7

111.6
141.9

129.2

1972

122.4

114.7

94.3

111.1

93.1

117.8
148.1

91.3
138.1

102.3

I I

126.6

125.3

97.9

119.5

97.7

127.1
142.6

95.5
146.3

104.9

I I I

128.4

129.8

103.4

121.0

102.2

140.0
175.7

103.1
160.0

106.2

I V

134.3

138.0

110.9

141.0

111.4

146.8
206.5

109.7
178.6

107.8

1973

142.9

145.8

119.4

164.5

120.4

164.3
183.8

119.7
192.3

109.5

149.7

155.1

128.1

182.9

137.5

186.4
231.5

135.7
214.7

110.2

Source: BEA, Census, FRB, and Conference Board.

Table 2.—Industry Share of Current Dollar Gross Product

[Percent]

Average:
1953-1957
1958-1962
1963-1967

1968
1969
1970
1971
1972

Contract
construc-

tion

4.63
4.54
4.56

4.57
4.77
4.77
4.80
4.85

Manufac-
turing

30.06
28.31
28.60

28.27
27.45
25.82
24.90
25.16

Public
utilities &
commu-
nication

3.97
4.62
4.59

4.48
4.56
4.63
4.78
4.89

Wholesale
and retail

trade

16.64
16.75
16.41

16.62
16.82
17.03
17.17
16.84

Finance,
insurance &
real estate

12.04
13.42
13.65

13.53
13.82
14.10
14.45
14.18

Services

8.73
9.90

10.57

10.98
11.29
11.67
11.52
11.50

Gov't &
Gov't

enterprises

9.88
10.71
11.44

12.47
12.62
13.24
13.36
13.28

Other i

13.68
11.91
10.36

9.39
9.32
9.37
9.32
9.44

1. Includes agriculture, forestry, and fisheries, mining and, transportation, all of which individually have declining shares
and rest of the world, which has a fairly stable share of GNP.

nating in manufacturing—the share of
manufacturing GNP in total GNP has
declined. The share was stable at nearly
29 percent from the mid-1950's to 1968,
but has since declined and was about
25 percent in both 1971 and 1972 (table
2).

Outside manufacturing, the rise in
plant and equipment spending has
generally exceeded the rise in GNP since
the early 1960's, although in the past
year or so the two have about kept
pace. The uptrend in the ratio of non-
manufacturing outlays to GNP reflects
major expansion programs of public
utilities and the communications group,
industries which have faced severe
capacity shortages over the past decade.
In other nonmanufacturing industries,
capital spending has been increasing
less rapidly than GNP since the mid-
1960's. Within that aggregate, outlays
by all the major categories of the

transportation group (air, rail, and
other) have increased less rapidly than
GNP while investment outlay in the
mining and "commercial and other"
industries have increased about in
line with GNP.

Export and Import Demand

The competitive strength of U.S.
goods in foreign markets has increased
greatly in the past year or so, while the
appeal of foreign goods, especially con-
sumer goods, in U.S. markets has been
dampened. This is a consequence of the
devaluation of the dollar against other
major currencies beginning in Decem-
ber 1971, and of the generally greater
severity of inflation abroad than in the
United States. Foreign demand has
also been strengthened by widespread
economic expansion. The result is that
expanding export demand has become

a significant factor to a number of
American industries, nonagricultural as
well as agricultural.

There has been some evidence of
deceleration in import expansion as
this year has progressed, but the total
value of imports in the first half showed
a percentage rise about equal to the
pace last year. In volume terms, how-
ever—given the faster rise in import
prices this year than last—there has
indeed been a deceleration. By con-
trast, there has been a sharp accelera-
tion of export expansion this year, even
after adjustment for this year's faster
price rise. Merchandise imports in the
first half were at a seasonally adjusted
annual rate of $66.5 billion (calculated
on the basis that BEA uses for the bal-
ance of payments and GNP accounts),
up 24 percent from the first half of 1972;
this rise is little different from the in-
crease of 22# percent from 1971 to 1972
(to a total last year of $55.7 billion).
Merchandise exports in the first half
were at an annual rate of $64.1 billion,
up 38 percent from the year-earlier
period; last year, exports totaled $48.8
billion, up 14 percent from 1971. As a
result of these developments, the trade
deficit dropped to $2.4 billion (annual
rate) in the first half of 1973, compared
to $6.9 billion last year.

Higher prices have of course been a
factor in the huge rise in the value of
agricultural exports, but there has also
been a very substantial real increase in
that category. Acceleration of the rise
in nonagricultural exports has been
broadly based, but especially sharp for
raw materials such as lumber and metal
scrap (where price rises are also a fac-
tor), and for capital goods. Even con-
sumer durable goods are finding growing
markets abroad. A slowdown of import
expansion this year has been noticeable
in nonfood, nonautomotive consumer
goods, both durable and nondurable.
Capital goods imports have continued to
rise at the quite rapid rate first evi-
denced in the fourth quarter of 1972.
Expansion of imports of petroleum and
of foods and feeds has accelerated
sharply this year, in part because of
rising prices.

As the trade balance deteriorated
after the mid-1960's, there was only a
slight rise in the share of U.S. goods
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Table 3.—Exports as Share of U.S. Production, Imports as Share of U.S. Domestic Demand
[Percent; half-years seasonally adjusted]

Exports:
1. Goods

Imports:
2 Goods

3. Autos.
4. Nonautomotive capital goods.
5. Food
6. Nonfood, nonauto consumer goods
7. Industrial supplies and materials

Average

1960-64

7.6

4.8

2.1
3.0
4.2
2.4
2.6

1965-69

7.8

5.9

5.9
5.6
4.3
3.5
2.6

1970

8.9

7.0

11.4
7.4
4.7
4.6
2.7

1971

8.6

7.4

11.7
8.2
4.7
4.9
2.8

1972

1st half

8.8

8.2

12.8
9.9
5.0
5.8
3.0

2d half

9.2

8.4

11.9
10.3
5.0
5.9
3.1

1973

1st half

10.7

9.0

11.8
11.6
5.6
6.0
3.4

NOTE.—Exports and imports used in lines 1 and 2 of this table are as published by BEA in lines 8 and 15 of table 4 of the
regular balance of payments tables. The imports used to calculate lines 3-7 of this table are, respectively, those shown in lines
94, 80, 61, 97, and 66 of balance of payments table 4. The denominators of the ratios shown here are, by line number: (1) goods
component of GNP; (2) goods and structures component of GNP less net merchandise exports; (3) gross auto product less its
net export component; (4) producers' durable equipment less autos, trucks, and buses; (5) personal consumption spending on
food; (6) personal consumption spending on goods except food, autos, and gasoline; (7) goods and structures components
of GNP less net merchandise exports.

production (measured by the goods
component of GNP) exported, but a
sharp increase in the share of imported
goods in domestic demand. The recent
improvement of the trade balance is
mainly reflected in a faster rise of the
export share. During 1972, the share of
U.S. goods production exported in-
creased only moderately, but in the
first half of 1973 it rose sharply (table
3). On the other hand, the share of
imports in domestic demand has thus
far continued to rise at a fairly steady
pace. The detail on imports in table 3
shows a recent stabilization of the
import share in domestic demand for
autos and other nonfood consumer
goods, but a continued rise in the
import share in other demand
categories.

Inventories

The behavior of inventories is of
great interest in the analysis of the
economy this year. Inventory accumu-
lation is normally a key element in an
economic recovery, but accumulation
in this recovery has remained unusually
low. An acceleration of accumulation
this year has been universally expected,
and is suggested by some of the data
on inventories; but it is not clear
whether growth has accelerated in real
terms, or only in dollar value.

The Census Bureau's monthly data
on inventories in manufacturing and
trade measure the book value of inven-
tories, and this can increase purely
because of price rises. The considerably

sharper increase in industrial prices
this year than last has obviously had
a significant influence on the trend of
inventories measured in dollar terms.
Nevertheless, these book value figures
are the only data available which
permit examination of inventory ac-
cumulation by industry and by stage
of processing.

The book value of inventories in
manufacturing and trade was rising in
the first half of this year at a con-
siderably faster rate than last year,
and accumulation has kept pace with
sales growth so that the ratio of in-
ventories to sales has remained fairly
steady. Last year, sales growth far
outstripped increases in inventory ac-
cumulation and the inventory sales
ratio fell to an exceptionally low level.

Although the ratio held steady during
most of this year, it fell in July, but
the drop appeared to reflect special
factors: because of heavy demand,
metal manufacturers' production and
shipments slowed less than is usual in
mid-summer, so that shipments showed
a sharp rise on a seasonally adjusted
basis; at retail, consumers made un-
usually heavy purchases of food,
especially meat, in anticipation of
higher prices and shortages. Before
July, the ratio of retail inventories to
sales had risen somewhat, mostly re-
flecting an easing of the tight inventory
situation at auto dealers. A lessening of
inventory pressure in manufacturing

may also be in the offing. According to
the latest Census Bureau quarterly
survey, manufacturers are expecting
inventories to rise nearly as much in
the second half of the year as in the
first. On the other hand, sales are
expected to increase only 1% percent
between the second and fourth quarters
of this year, compared with 7 percent
from last year's fourth quarter to this
year's second. If these expectations are
realized, the ratio of manufacturers'
inventories to sales will rise markedly
from its recent extremely low level.

The acceleration in inventory growth
from last year has been sharper in
manufacturing than in trade. The
average monthly increase in trade

Table 4.—Average Monthly Accumulation
of Inventories in Manufacturing

[In billions of dollars]

Total manufacturing
Materials and supplies. _
Goods in process
Finished goods

Durable goods
Materials and supplies. _
Goods in process
Finished goods

Stone, clay, and glass
Materials and supplies.
Goods in process
Finished goods

Primary metals
Materials and supplies.
Goods in process
Finished goods

Machinery
Materials and supplies.
Goods in process
Finished goods

Transportation equip-
ment

Materials and supplies.
Goods in process
Finished goods

Other durables
Materials and supplies.
Goods in process
Finished goods

Nondurable goods
Materials and supplies. _
Goods in process
Finished goods

Chemicals
Materials and supplies.
Goods in process
Finished goods

Petroleum and coal
Materials and supplies.
Goods in process
Finished goods

Rubber and plastics
Materials and supplies.
Goods in process
Finished goods

Other nondurables
Materials and supplies.
Goods in process
Finished goods

1. Less than 0.005 (±) .

12
months
ending

Jan. 1973

0.47
.12
.27

.36

.09

.25

.02

0)
0)

.01

.01

.02
0

.020)

.15

.04

.09

.02

.11
0)

.13
- . 0 2

0)

.07

.05
l)

.02

.11

.03

.02

.05

.01
0)
0)
0)

- . 0 1
o

0)
- . 0 1

.01
0)
0)

.01

.10

.03

.02

.05

3
months
ending

April 1973

0.80
.40
.32

.54

.21

.27

.05

(0
.01

- . 0 1
0

- . 0 5
.01
.01

- . 0 7

.30

.13

.13

.04

.13

.03

.07

.17

.04

.07

.06

.25

.19

.04

.02

0
.01
.02

- . 0 2

.03

.01

.02
(0

- . 0 1
(0

.23

.16

.02

.05

3
months
ending

July 1973

1.13
.60
.30
.23

.70

.32

.25

.13

.07

.02

.01

.04

.01

.02
0)

- . 0 1

0)

.31

.18

.13

.15

.09

.04

.02

.15

.02

.06

.07

.43

.28

.06

.10

.04

.05

.01

.01

.02
0
0

.02

.05

.04

.01

.01

.31

.19

.04
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stocks in the 6 months ending in July
was less than 50 percent larger than the
average in the 12 months ending in
January, while the average rise in
manufacturing inventories was twice as
large. Average monthly accumulation
by manufacturers amounted to $1.1
billion (seasonally adjusted) in the 3
months ending in July, compared with
$800 million in the previous 3 months
and less than $500 million per month
in the 12 months ending last January
(see table 4). Recent inventory gains
have been sizable in both durables and
nondurables manufacturing. Increases
have been especially sharp in the motor

CHART 3

Manufacturers' Inventory Accumulation
by Stage of Processing

(Average monthly change, seasonally adjusted)

Million $

200 400 600

ALL MANUFACTURING

3 months ending
July 1973

3 months ending
April 1973

12 months ending
January 1973

I I

Materials and Supplies
Goods in Process

Finished Goods

I I I

DURABLE GOODS I

3 months ending
July 1973

3 months ending
April 1973

12 months ending
January 1973

I I

J 1
NONDURABLE GOODS

3 months ending
July 1973

3 months ending
April 1973

12 months ending
January 1973

r
U.S. Department of Commerce, Bureau of Economic Analysis

vehicle, fabricated metal, stone-clay-
glass, and rubber industries, with
machinery also showing gains somewhat
above the manufacturing average. The
smallest inventory gains have occurred
in some bf the industries where demand
has been pushing hard against available
capacity, notably primary metals,
paper, and chemicals. Inventories in
the steel industry have actually declined
this year, after a slight increase last
year.

The rise in manuf acturers7 inventories
this year has been mainly in materials
and supplies; finished goods stocks also
began to expand more rapidly in the
second quarter, but goods in process
have continued to increase at about the
same rate as last year (see chart 3). In
the 6 months ending in July, materials
and supplies accounted for more than
half of the increase in manufacturers7

stocks, compared with one-fourth of
the much smaller rise last year. The
bulk of the acceleration of materials
and supplies inventories has been in
industries that produce final product,
with the largest part of that increase in
the hands of machinery and transpor-
tation equipment manufacturers. Very
little of the increase in materials and
supplies inventories occurred in the so-
called "basic" industries, i.e., primary
metals, chemicals, petroleum, and paper.
This pattern of change in inventories
by stage of fabrication indicates both
the very strong demand for materials
and supplies in industries producing final
products, and the difficulty of meeting
that demand because of capacity limi-
tations in the basic supplier industries.

For example, in steel, the pressure of
demand has been so great that inven-
tories have been shifted from this in-
dustry into industries which consume
steel. The steel inventory situation was
especially tight in the January-April
period, when stocks of steel at the steel
mills fell by about 2 million tons or
nearly 10 percent, with the drop divided
about equally between finished steel
and steel in process. Despite this sharp
cut in inventories at the mills, heavy
production by manufacturing con-
sumers of steel prevented any increase
in their holdings, which remained at
the exceptionally low levels to which

they had fallen late last year. However,
there was a modest increase in January-
April in stocks of steel wholesalers.

From April to July, the steel inven-
tory situation showed signs of easing
somewhat. Finished steel stocks at the
mills fell an additional 1 million tons,
but there was a nearly equal increase
in inventories held by manufacturing
consumers of steel—their first signifi-
cant rise in 2 years. Steel in process at
the mills showed little further decline,
and wholesalers7 stocks were also about
steady.

Personal Income

Strong expansion of personal income
continued during the summer months.
The increase from June to August was
11% percent at a seasonally adjusted
annual rate, compared with 9% percent
from March to June and 8K percent
from December to March (table 5).
The aggregate of wages and salaries
which had been rising very strongly in
the first half of this year, slowed some-
what during the summer, and other
labor income increased at roughly the
same rate during the summer as earlier
in the year; but the rise in most other
income components accelerated. Farm
proprietors7 income rose sharply in the
summer after only moderate gains in
the first half, while nonfarm proprietors7

income continued to rise in line with
the trend earlier this year. Dividends
increased very sharply in the summer
as the Committee on Interest and
Dividends relaxed the stabilization pro-
gram guidelines on dividend payments,
and personal interest income also rose
steeply, reflecting the continuing ad-
vance in interest rates, but rental
income was little changed from June
to August. The rise in income from
transfer payments accelerated, mainly
because disabled persons under 65 were
brought into the medicare program and
because Federal civilian retirees re-
ceived a cost-of-living increase in their
pensions.

There was some slowdown in the
summer in the rise of private wages and
salaries, reflecting a marked decelera-
tion in manufacturing. Wages and
salaries in manufacturing increased 6
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percent (annual rate) from June to
August, compared with 14 percent in
the second quarter and 11 percent in
the first. The factory workweek was
unchanged during the summer, in con-
trast to a decline in the second quarter,
and the rise in average hourly earnings
accelerated; however, employment
dropped and this caused the decelera-
tion in the rise of manufacturing wages
and salaries (table 6).

Bureau of Labor Statistics data on
the number employed, average hourly
earnings, and hours of work can provide
a gauge of the relative contributions of
these three factors to the movement
over time of the wage and salary com-
ponents of personal income. Over the
course of the business cycle, the relative
importance of the three factors changes,
mainly because the number employed
and the length of the workweek have
greater cyclical sensitivity than do
average hourly earnings.

During the business slowdown in
1970, private wage and salary income
continued to increase because average
hourly earnings continued to increase;
both hours and employment declined
(table 6). In the early part of the re-
covery in 1971, the workweek began
to lengthen and employment to expand,
and each of these factors contributed
about 5 percent to the increase in
private wage and salary income; aver-
age hourly earnings contributed about
90 percent of the increase. In the second
half of 1971, the workweek lengthened
at the same rate as in the first half but
employment growth accelerated and
accounted for about 20 percent of the
increase in private wage and salary
income. Throughout 1972 and the first
half of 1973, the workweek changed
little but employment growth was
strong and accounted for about 40
percent of the increase in private wage
and salary income; the rise in average
hourly earnings accounted for 60 per-
cent of the increase.

In the cyclically sensitive manu-
facturing sector, the pattern was some-
what different. During the 1970 business
slowdown, wage and salary income
actually declined, as a result of declines

(Continued on page 19)

Table 5.—Percent Change in Personal Income and Components
[Seasonally adjusted annual rate] l

Personal income plus social insurance con-
tributions

Personal income. _ _
Wages and salaries

Private
Manufacturing
Other private

Government
Other labor income
Dividends and proprietors income
Rent and interest
Transfers

1970

1st half 2dhalf

6.9

7.0
4.3
2.6

- 2 . 7
5.9

11.2
13.0

- 1 . 3
12.2
29.8

5.3

5.4
3.4
2.5

- 3 . 0
5.8
6.5

14.2
- 2 . 0
10.1
19.2

1971

1st half 2dhalf

12.1

11.9
8.0
7.7
4.9
9.4
9.2

14.5
6.5
3.8

55.3

4.2

4.1
8.3
8.3
6.2
9.5
8.4

10.1
3.7
4.2

-17.7

1972

1st half 2dhalf

8.1

7.8
10.2
11.1
11.8
10.7
7.0

11.8
6.0

- 2 . 6
6.9

12.5

12.6
9.6
9.8

12.7
8.2
8.9

10.6
13.7
17.0
26.3

1973

1st
quarter

10.5

8.3
10.9
11.0
11.2
10.8
10.5
8.7

14.5
7.8
6.9

2d
quarter

9.5

10.6
11.8
14.1
10.4
6.3
8.5
4.9

13.2
5.3

June
to

August

11.8

11.7
9.8

10.2
5.9

12.7
8.2
8.4

17.6
14.8
16.0

1. Percent changes calculated from the last month of each period.

Table 6.—Percent Change in Earnings, Hours, and Employment
[Seasonally adjusted annual rates l]

Private nonfarm economy:

Average hourly earnings-
Average weekly hours
Employment

Manufacturing:

Average hourly earnings .
Average weekly hours
Employment

1970

1st
half

5.2
- 2 . 1
- 1 . 7

5.6
- 3 . 4
- 6 . 1

2d
half

6.3
- 1 . 1
- 1 . 8

4.8
- 1 . 5
- 7 . 1

1971

1st
half

7.4
.5
.5

7.1
1.5

- 2 . 3

2d
half

5.9
.5

1.8

6.3
2.0

- . 2

1972

1st
half

5.7
.0

4.3

6.6
1.5
4.7

2d
half

6.7
- . 5
3.5

7.5
.5

5.0

1973

1st
quar-

ter

6.6
1.1
5.7

5.2
2.0
5.1

2d
quar-

ter

6.4
.0

3.5

6.2
- 2 . 9

4.4

June
to

Au-
gust

8.0
.0

2.1

9.2
.0

- 1 . 4

1. Percent changes computed from last month of each period.

ERRATA
Corrections are shown here for certain items in the National Income and Product

tables published in the July 1973 SURVEY.

Period

1972
1972-III
1972-III
1972-III
1972
1972-1
1969-III
1972-III
1971

* * * * * * *
Errors have been found in Fixed A onresidential Business Capital in the United States,

1925-1970, published in November 1971 as a supplement to the SURVEY. The errors
are on pages 425-427, 437-439, and 449-451, and involve the investment data for the
years 1867-1968 for manufacturing equipment, manufacturing equipment and structures,
nonfarm nonmanufacturing equipment, and nonfarm nonmanufacturing equipment and
structures. Not affected by these errors are: investment data for manufacturing structures
and nonfarm nonmanufacturing structures, investment data for detailed types of equip-
ment and structures, investment data for "farm" and "all industries, total," and all
investment data prior to 1867. Also not affected are the measures of gross and net stocks,
depreciation, discards, ratios of net to gross stocks, and average ages of gross and net
stocks. Corrected copies of the pages cited above are available on request from the
National Income and Wealth Division, Bureau of Economic Analysis, U.S. Department
of Commerce, Washington, D.C. 20230.
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September 1973 SURVEY OF CURRENT BUSINESS 7

CHART 4

• In August: Nonagricultural payroll employment increased 290,000
• The jobless rate was virtually unchanged at 4.8 percent
• Wholesale prices rose sharply, after declining in July
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8 SURVEY OF CURRENT BUSINESS September 1973

CHART 5

* In August: Personal income rose $10'/2 billion
* Housing starts declined to a rate of 2 million units
* Expenditures for plant and equipment expected to rise 4'/4 percent in third quarter and 2'/2 percent in fourth
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September 1973 SURVEY OF CURRENT BUSINESS

• In July: Manufacturing and trade firms added $1.5 billion to their stocks
• Merchandise trade balance shifted to a surplus
• In second quarter: Balance of payments position improved
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• 1 CHART 7

* In August: Industrial production declined slightly
* Bank credit increased sharply; money supply was unchanged
* Interest rates and bond yields continued to rise
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Table 7.—Expenditures for New Plant and Equipment by U.S. Business,1 Quarterly, Seasonally Adjusted at Annual Rates, 1971-73
[Billions of dollars]

Annual

1971 1972 1973 2

Quarterly, unadjusted

1971

II III IV

1972

II III IV

1973

I I I I I 2 IV 2

Quarterly, seasonally adjusted annual rates

1971

II III IV

1972

II III IV

1973

II I I I 2 IV 2

All industries

Manufacturing industries .

Durable goods

81.2188.44

29.99 31.35

14.15

Primary metals 3
Blast furnace, steel works.
Nonferrous

Electrical machinery
Machinery except electrical. -
Transportation equip-

ment3-
Motor vehicles
Aircraft*

Stone, clay, and glass
Other durables 8

Nondurable goods

Food including beverage..
Textile...
Paper..

C hemical
Petroleum
Rubber.
Other nondurables6

Nonmanufacturing industries.

Mining

Railroad

Air transportation

Other transportation

2.78
1.37
1.08

2.14
2.

1.51

.85
3.45

15.84

.61
1.25

3.44
5.85
.84
1.15

15.64

2.75
1.24
1.18

100.20

37.44

19.07

3.46
1.45
1.62

17.68 20.60 20.14

6.69

3.11

7.55

3.52

7.31

.65

.33

2.39
2.90

2.53
1.83
.43

1.20
3.87

2.83
3.29

3.01
2.15
.52

1.49
5.00

.24

.41

.65

.47

.33

.09

.20

.72

.72

.33

.29

.53

.73

.50

.34

.09

.19

3.40

.65

.32

.26

.52

.62

.54

.38

.10

.21

.85

22.79

8.44

4.12

.76

.40

.28

.62

.46

.10

.25
1.02

19.38

6.61

3.29

.61

.25

22.01

7.63

3.71

.65

21.86 25.20 21.50 24.73 25.35 28.62

9.48 11.00

79.32 81.6180.75 83.18 86.79 87.12 87.67 91.94 96.19

.28

.45

.58

.55

.39

.09

.26

.84

.25

.56

.46

.10

.28

.91

7.74

3.86

.69

.31

.30

.58

.72

.45

.11

.29

.95

9.38

4.77

.37

.35

.80

.90

.72

.53

.12

.38
1.17

7.80

3.92

.67

.27

9.16

4.65

.80

.34

30.46 30.12 29.19 30.35 30.09 30.37 30.98 33.64 35.51

.56

.71

.62

.43

.12

.33
1.03

.37

.87

.74

.54

.12

.37
1.20

4.79

.90

.37

.41

.78

.81

.59

.14

5.70

1.26

15.72

2.55
.73
1.38

3.45
5.25
1.08
1.27

18.38

.75
1.84

4.14
5.45
1.56
1.60

3.58

.62

.12

.29

.78
1.31

4.03

.74

.16

.30

.19

.26

51.22 57.09

2.16

1.67

62.75 10.99

1.88

1.38

2.42

1.80

2.46

1.46

2.83 .49

1.46
.19

13.06

.54

3.91

.16

.31

.81
1.51
.20
.26

4.32

.68

.18

.35

1.57
.26
.32

3.32

.56

.18

.27

.75
1.08

12.83 14.35

.55 .59

.21

.27

12.77

.58

3.92

.19

.35

.85
1.34
.24
.31

3.87

.70

.17

.32

.81
1.28
.28
.31

4.61

.18

.44

1.04
1.56
.35

.65

.18

.36

.87
1.10
.36
.37

4.51

.78

.18

.46

1.06
1.26
.37
.41

.80

.19

.45

1.44

.92

.58

.15

.43
1.51

5.30

.80

.21

.57

1.22

14.21

3.08
1.60

14.06 13.76 14.61 15.06 14.77

.43

.41

1.08

1.94
2.88

2.16
1.48
.44

.87
3.29

16.25

2.76
.55
1.34

3.43
6.06
.86
1.26

2.91
1.33
1.22

2.13
2.90

1.97
1.
.37

.72
3.42

2.56
1.26
1.01

2.17
2.58

2.06
1.44
.39

.90
3.50

16.06 15.43

2.84
.60
1.18

3.40
6.07
.78
1.19

2.52
.61
1.20

3.39
5.92
.80
.99

2.66
1.35
1.01

2.26
2.85

2.38
1.82
.35

.91
3.56

15.74

2.65
.68
1.29

3.53
5.45
.94
1.20

2.82
1.24
1.27

2.14
2.60

2.48
1.71
.45

1.12
3.90

15.02

2.46
.82
1.27

3.29
4.99
.92
1.27

2.
1.25
1.05

2.25
2.73

2.48
1.79
.43

1.09
3.59

15.67

2.76
1.23

16.86 17.88

1.20

2.41
2.99

2.40
1.72
.42

1.22
3.89

15.60 15.31

2.42
.74
1.39

3.30
5.54
.97
1.24

2.73
.66
1.27

3.38
4.98
1.11
1.18

2.01

2.34

1.54

.34

.34

.28

.47

.60

.36

.42

.39

.37

.45

.56

.37

.50

.32

14.38 14.12

.61

.48

.73

.39

15.83 13.69 15.57 15.87 17.62

.61

.35

.47

.63

.40

.63

.46

.52

.32

.71

.46

.72

.43

.74

.50

.54

.43

.76

.59

.56

.35

48.86 51.50 51.56 52.82 56.70

2.04 2.08 2.23 2.30

1.46 1.88 1.72 1.64

1.29 2.28

56.75 56.70

1.33 1.40 1.48

2.26

1.33

2.42

2.10

1.96

1.48

2.38

1.88

2.89

1.

2.40

1.50

2.78
1.26
1.22

2.65
3.20

2.76
2.08

.42

1.36
4.10

16.78

2.59
.70

1.56

3.78
5.45
1.29
1.40

58.30

2.46

1.71

2.33

1.4:

Public utilities...
Electric
Gas and other..

15.30 17.00
12.86 14.48

Communication

Commercial and other7

2.44

10.77

2.5:

11.89

18. 05 20.07

19.36
16.28
3.08

13.24

21.44

3.11
2.70

.41

2.50

3.94

3.83
3.20

.63

2.81

4.44

4.07
3.35

.71

2.62

4.42

4.29
3.60

2.84

5.26

3.63
3.19

.44

2.72

4.55

4.24
3.61

.62

2.95

4.98

4.39
3.67

.72

2.84

4.97

4.74
4.01

.73

3.39

5.57

3.95
3.45

.50

2.87

4.94

4.59
3.91

.68

3.27

5.40

5.16
4.24

.92

8.50

5.67
4.69

.98

9.70

14.64
12.16
2.48

14.91
12.61
2.30

J10. 70 11.21

[17. 39 17. 72

15.87
13.56
2.30

10.73

17.85

15.74
13.01
2.74

16.92
14.27
2.65

16.60
14.32
2.27

17.01
14.62
2.38

10.44 11. 71

19.10 20.10

11.59 11.56

17.53
14.6'
2.86

12.63

19.88 20.16 20. 21

3.08
1.32
1.42

2.73
3.23

2.81
1.97
.56

1.
4.65

17.63

2.85
.79

1.70

3.86
5.19
1.57
1.66

60.68

2.59

2.11

2.21

1.

97.76

36.58

18.64

3.30
1.37

101.88

38.18

1.55

2.69
3.44

2.92
2.09

.50

1.48
4.82

17.94

2.98
.67

1.83

4.15
5.17
1.51
1.62

61.18

2.71

1.75

2.72

1.62

19.52

3.61
1.48
1.

104.36

39.05

19.98

3.74
1.60
1.78

2.87
3,20

3.15
2.33

.51

1.54
5.15

18.66

3.13
.74

1.77

4.14
5.59
1.64
1.63

63.70

3.00

2.03

2.37

1.72

2. 97
3.27

3.12
2.18

.53

1.55
5.33

19.08

3.12
.80

2.02

4.35
5.75
1.53
1.51

65.30

2.94

2.16

2.05

1.33

18.38
15.40
2.

12.34

21.53

18.08
15.55
2.52

12. 7C

21.55

19.84
16.76
3.09

4.7<

20.96
17.26
3.70

35.86

1. Excludes agricultural business; real estate operators; medical, legal, educational, and
cultural service; and nonprofit organizations.

2. Estimates are based on expected capital expenditures reported by business in late July
and August 1973. The estimates for the third quarter, and fourth quarter of 1973 have been
corrected for systematic biases. The adjustment procedures are described in the February
1970 issue of the SURVEY OF CURRENT BUSINESS. Before such adjustments, 1973 expenditures
were expected to be $100.85 billion for all industries, $38.50 billion for manufacturing and
$62.35 billion for nonmanufacturing.

3. Includes data not shown separately.

4. Includes guided missiles and space vehicles.
5. Includes fabricated metal, lumber, furniture, instrument, ordnance and miscellaneous

except guided missiles and space vehicles.
6. Includes apparel, tobacco, leather and printing-publishing.
7. Includes trade, service, construction, finance and insurance.

NOTE.—Details may not add to totals because of rounding.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

outlays by one to five quarters. This
relationship lends support to the expec-
tation of rising outlays by manufac-
turers for the second half of 1973.

Starts by manufacturers in the second
quarter exceeded expenditures in that
period, and the carryover of invest-
ment projects increased by $3.2 billion
to a total of $27.3 billion at June 30
(seasonally adjusted). That carryover
represented 2.98 times expenditures
in the second quarter of 1973; the
March 31 ratio was 2.71 and in June
1972 it was 2.53 (table 6).

The ratio of carryover to expendi-
tures rose in the second quarter for
both the durable and nondurable goods
industries. In the durable goods cate-
gory, appreciable increases in the
ratio occurred in primary metals, elec-

trical machinery, and stone-clay-glass—
industries which have projected sizable
increases in outlays in the second half
of this year. In nondurables, similar
patterns are noted for the petroleum
and textile industries.

Investment projects started by public
utilities in the April-June quarter
totaled $10 billion, exceeding the pre-
vious high of $8.9 billion in the fourth
quarter of 1972. The carryover by
public utilities totaled $52.5 billion
at the end of June, $5.5 billion above
the March figure and $16.7 billion
higher than the year earlier figure.
The June 1973 carryover estimate for
utilities was 11.61 times the second
quarter expenditure rate, compared
with a similar ratio of 8.62 for the
corresponding period of 1972.

(Continued from page 6)

in employment and the workweek;
average hourly earnings continued to
rise, but relatively slowly. In most of
1971, employment continued to fall
but hours increased strongly and ac-
counted for about 20 percent of the
rise in wage and salary income. In 1972
and the first half of 1973, the pattern
in manufacturing was similar to that
for the total private sector: employ-
ment growth was very strong,
accounting for about 40 percent of the
increase in wage and salary income; the
rise in average hourly earnings ac-
counted for nearly 60 percent, while
hours of work, which fluctuated widely
during the period, contributed very
little on net.
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CHART 1

GNP up $32 billion in third quarter
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A HE rate of inventory accumulation
is estimated to have speeded up in the
third quarter, but the rise in other de-
mands was less rapid than in the second
quarter. Total production of goods and
services measured in current prices—
the gross national product—rose $32
billion at a seasonally adjusted annual
rate, somewhat more than the $29 K
billion increase in the second quarter
(chart 1). The acceleration of inventory
accumulation accounted for more than
$4 billion of the third quarter GNP
rise, with final sales—GNP excluding
inventory accumulation—increasing a
bit less than $28 billion. In the second
quarter, final sales rose $29% billion
and accounted for the entire rise in
GNP.

In real terms, GNP is estimated to
have increased at an annual rate of 3.6
percent in the third quarter. This is a
speedup from the rate of only 2.4 per-
cent in the second, but is much slower
than the pace from late 1971 through
early 1973. The implicit price deflator
increased in the third quarter at an
annual rate of 6.7 percent, down from
7.3 percent in the second.

The estimate of a substantial rise in
inventory accumulation in the third
quarter is based on incomplete data
and is subject to possible sizable re-
vision next month. Third quarter ac-
cumulation is estimated to have been
at an annual rate of $8.7 billion, up
from $4.5 billion in the second quarter
but no higher than the rate a year ago.
About $1% billion of the speedup in
the third quarter was in farm inventory
accumulation, which largely reflected a
transfer of stocks out of the Commodity
Credit Corporation's holdings to private
holdings. Such transfers do not affect
GNP; the recorded increase in farm
stocks is offset by the recording of a

"negative purchase" by the Federal
Government. Nonfarm inventory ac-
cumulation also accelerated substan-
tially despite some slowdown in ac-
cumulation of auto inventories. Earlier
this year, inventory investment in at
least some businesses was apparently
held down because demand growth was
so strong that businessmen were having
difficulty replenishing stock; some part
of the acceleration of investment in the
third quarter may reflect a slowing of
demand growth and an easing of
supply conditions.

Consumer spending on goods in-
creased $9% billion in the third quarter,
about $1 billion more than the increase
in the second quarter but well below
the enormous expansion of $20% billion
in the first. All of the third quarter
increase was in outlays for nondurables,
as spending for durables declined about
$% billion. Purchases of furniture and
household equipment were about un-
changed following increases of $% bil-
lion in the second quarter and $3%
billion in the first. New car sales were
at an annual rate of 11% million units
in the third quarter, off % million units
from the second quarter and % million
units from the first. Sales of domestic-
type models slipped moderately, but
sales of imports were off appreciably
and, at 1.7 million units, were at
their lowest rate since the second
quarter of 1972. Spending for services
rose nearly $8 billion, a bit stronger
than the trend over the past year or
so. Consumer spending rose in line
with income growth in the third
quarter, and the saving rate held steady
at 6 percent.

Among the other components of
final demand, residential investment
was little changed for the second
consecutive quarter. Business fixed in-

1
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vestment rose $4% billion, somewhat
faster than the $3# billion increase in
the second quarter but less than the
big increases in the two preceding
quarters. Government purchases rose
$4% billion, about $2 billion less than
the increase in the second quarter;
the slowdown is mainly attributable
to Federal purchases, which were about
unchanged in the third quarter fol-
lowing an increase of $1% billion in
the second. The data on net exports
are very preliminary, but available
figures indicate an increase of $1%
billion as compared with advances of
$2% billion in the second quarter and
$3% billion in the first.

Growth of real private product was
at an annual rate of 3.8 percent in the
third quarter, essentially the same as
the 3.6 percent growth rate of total
real GNP (table 1). Gross auto product
and gross farm product together ac-
count for less than 10 percent of real
private product, but they are volatile
and often have an important effect on
the behavior of the total. This has been
the case recently. Auto and farm prod-
ucts both declined sharply in the second
and third quarters, and this contributed
substantially to the slowdown of overall
real output growth relative to the pace
last year and in the first quarter. Both
of these components increased sharply
in the first quarter, and this boosted the
growth rate of overall real output.

Private product excluding these two
components—i.e., nonauto, nonfarm
private product—shows a growth slow-
down this year that is much milder than
the slowdown in the growth of total
real private product or of total real
GNP. The growth of the nonauto, non-
farm aggregate averaged 5.6 percent
(annual rate) in the second and third

quarters, compared to an average of 7.7
percent in the preceding six quarters of
rapid growth shown in table 1. By con-
trast, the growth of total private
product averaged only 3.1 percent in
the second and third quarters, down
from an average of 7.8 percent in the
preceding six quarters.

State-Local Fiscal Position
State and local governments con-

tinue to enjoy a relatively strong fiscal
position, but there are indications that
it may worsen next year. General
revenue sharing payments, which began
in December 1972, have undoubtedly
contributed to the current surpluses
of these governments; however, the
ultimate impact of revenue sharing on
patterns of State-local spending and
taxation is uncertain.

As measured in the national income
accounts (NIA), the State and local
sector had surpluses of $13.9 billion
(annual rate) and $11.5 billion in the
first and second quarters of 1973,
respectively. Preliminary data indicate
a surplus of about $10 billion in the
third quarter (table 2). (These figures
represent an overall position; there are
undoubtedly many governments, partic-
ularly major cities, operating under
severe fiscal constraints.)

Although the large surplus position
that began to be evident during 1972
has persisted this year, there is no sign
of the steady growth of the surplus
that was predicted in some studies
last year. This is particularly clear for
the fiscal position excluding social
insurance funds; the "operational" sur-
plus was relatively small in the first
and second quarters of 1972 and there
was a deficit in the third. For the full

Table 1.—Quarterly Changes in Real GNP
[Percent, seasonally adjusted at annual rate]

Real GNP

General government

Private.
Auto
Farm
Other

1971

IV

6.6

0.3

7.2
-18 .3

- 3 . 7
9.4

1972

I

4.9

- 1 . 0

5.4
2.2

- 1 . 6
5.8

II

9.5

- . 7

10.4
19.1

- 6 . 4
10.6

III

5.8

5.0

5.8
40.4

-22 .2
5.3

IV

8.1

4.2

8.4
4.2

10.8
8.6

1973

I

8.7

1.5

9.3
57.3
10.1
6.7

I I

2.4

1.0

2.5
- 7 . 8

-33 .5
4.8

III

3.6

1.1

3.8
-22 .4
-20 .3

6.5

year 1973, there will be a surplus in
these "operational" funds, but it cer-
tainly will be smaller than in 1972.

Receipts continue to increase sub-
stantially this year, as the economy
expands and revenue sharing grows.
However, the State-local surplus is
being held down by rapid growth of
capital outlays, especially for structures,
an evident slight decline in Federal
grants other than revenue sharing, and
the relative absence of tax increases
which were prevalent in 1972 and earlier
years. Where tax rates were raised
this year, the increases have often been
related to programs of local property
tax relief so that the net effect is
simply to shift revenues from one form
of taxation to others. Moreover, some
states have lowered income tax rates,
and others have narrowed the base for
the general sales tax.

If the spending and receipt trends
evident in 1973 continue in 1974—
when a slowdown in revenue growth is
likely, as a result of slackening economic
activity—the State-local NIA surplus
is likely to shrink considerably.

Impact of revenue sharing

As shown in table 2, the inception of
general revenue sharing has contributed
to the strong current fiscal position,
although revenues generated by a
booming economy have also played a
major role. Revenue sharing payments
began in December 1972, and, by the
end of 1973, about $9% billion will
have been paid to more than 38,000
separate governmental units. Under
present law, the program will continue
until 1977. There will always be great
difficulty in pinpointing the specific
effects of revenue sharing funds on State
and local revenues and expenditures,
but some tentative conclusions can be
drawn.

One immediate effect, according to
data for the year ended in mid-1973,
was a significant accumulation of fi-
nancial assets by State and local
governments. The funds are gradually
being expended, however, especially
for construction. It appears that re-
venue sharing has replaced a significant
amount—perhaps more than $2 bil-
lion—of long-term borrowing that
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Table 2.—Fiscal Position of State
[Billions of dollars; quarterly data

Surplus or deficit (-) , NIA basis

Surplus, social insurance funds

Surplus or deficit, all other funds

Revenue sharing grants

1946-53
(avg.)

0.1

.6

- . 5

1954-61
(avg.)

- 1 . 0

1.7

- 2 . 7

1962-66
(avg.)

1.2

3.1

- 1 . 9

1967

- 1 . 6

4.4

- 5 . 9

1968

- 0 . 3

5.0

- 5 . 3

and Local Governments, NIA
seasonally adjusted at annual rates]

1969

0.7

5.7

- 5 . 0

1970

1.8

6.5

- 4 . 8

1971

4.0

7.5

- 3 . 4

1972

13.1

9.0

4.1

2.6

Basis

1972

I

8.4

8.4

.0

II

15.2

8.8

6.3

III

9.5

9.2

.2

IV

19.6

9.6

9.9

10.5

1973

I

13.9

E10.0

3.9

10.6

II

11.5

E10.1

1.4

6.0

III

E9.8

E10.3

E-0.5

6.0

E Estimate.

would otherwise have been scheduled
during 1973.

A second effect was to raise capital
outlays, although the amount of re-
venue sharing used for capital ex-
penditures is likely to be much smaller
for subsequent disbursements than it
was for the December 1972 and Janu-
ary 1973 disbursements. This is largely
because most recipient governments
had by late 1972 already completed
their fiscal 1973 budgets without mak-
ing allowance for the new funds. Thus,
many governments treated the first
two disbursements as "unexpected"
revenue, available for capital projects
or other non-recurring needs. In addi-
tion, there was some uncertainty on
the part of recipients as to the per-
manence of the program, resulting in an
initial reluctance to use the disburse-
ments for on-going programs.

The revenue sharing disbursements
in April and July were more generally a
part of the normal process of budget
planning by recipient governments. As
a result, a larger proportion is likely to
have been allocated to current ex-
penditures—perhaps well over 50
percent. Nevertheless, it still appears
that capital outlays get a larger pro-
portion of revenue sharing funds than
they do of the revenues generated by
recipient governments from their own
sources. This could change, of course,
if it becomes clear that revenue sharing
is a permanent source of funds.

Tax relief is another potential result
of revenue sharing. Tax relief is de-
fined as an actual lowering of taxes, or
the cancellation, postponement, or re-
duction of previously planned increases.
There is some evidence on the extent to
which this has occurred.

First, "planned use reports'' on the
April and July disbursements, sub-
mitted by recipient governments to the
Treasury Department's Office of Reve-
nue Sharing, indicate that about half
of the governments (accounting for
half of the funds) anticipate some tax
relief as a result of revenue sharing.
However, the proportion allocated to
tax relief cannot be determined from
the reports.

Second, a Brookings Institution
study, involving a detailed examination
of a few governments, concluded that
tax relief will eventually amount to
between 40 percent and 45 percent of
total revenue sharing, with the re-
mainder generating new spending or
displacing borrowings.

Finally, BEA's own informal con-
tacts with major State governments
and some large cities and counties,
which focus only on the use of funds in
calendar 1973, indicate that tax relief
would account for roughly 20 percent
of the funds disbursed in 1972 and 1973.
It is thought, however, that tax relief
will become more important in subse-
quent years as the emphasis in the use
of revenue sharing shifts away from
capital outlays.

Housing

As a result of the severe tightness
that has developed in mortgage mar-
kets, as well as some softening of under-
lying demand for new housing,
inventories of housing units, both
completed and under construction, have
increased rapidly and permit authoriza-
tions and housing starts have declined.
The number of new units authorized
by permits in the third quarter was
down about 20 percent from the first,
and private housing starts in the third

quarter totaled 2.0 million units (sea-
sonally adjusted annual rate), down 17
percent from the rate of 2.4 million in
the first quarter. The decline in starts
has varied by region; from the first to
the third quarter, starts declined about
22 percent in both the Northeast and
South, 14 percent in the North Central
region, and were about unchanged in
the West. In the West, the starts
boom had peaked in the first quarter
of 1972, and starts in this year's third
quarter were off 28 percent from that
peak.

As 1973 began, a cutback in housing
starts was generally expected as an
adjustment following the housing boom
of the past 2 years; a common forecast
was for a drop of about 10 percent to a
total for the year 1973 of about 2.1
million units. For that forecast to be
realized, the starts rate in the fourth
quarter would have to drop to about
1.85 million units, only 8 percent below
the third quarter rate. Such a decline
seems highly probable given the con-
tinuing decline in permit authoriza-
tions and the sharply reduced avail-
ability of mortgage financing. It would
make the drop in starts from the first
to the fourth quarter of this year
amount to about 23 percent, about
equal to the decline from the first
quarter of 1969 to the first quarter of
1970 but less than the 40 percent de-
cline from the fourth quarter of 1965
to the fourth quarter of 1966.

Single-family homes

Starts of single-family homes were
1.1 million units (seasonally adjusted
annual rate) in the third quarter, down
8 percent from the first. The sales rate
of new homes dropped 22 percent from
the first quarter to the third, continuing
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the decline which started late last year,
and the inventory of unsold homes
continued to increase; in the first 2
months of the third quarter, the inven-
tory represented an average 9% months
of sales, well above the previous peaks
of 6K months reached during the
periods of credit stringency in 1966 and
1969. As a result of the current credit
stringency, the decline in the sales rate
intensified in the summer. In the first
half of the year, the decline reflected an
adjustment following the boom of the
past 2 years and, probably, the accel-
erating increase in the price of new
homes. The median price of new houses
sold in August of this year was $33,200,
up 18 percent from August 1972.
(Changes in the median price reflect
changes in size and other quality con-
siderations as well as increased con-
struction costs.)

Sales of mobile homes, which are an
important source of low-cost housing,
held fairly steady the first half of the
year, at a seasonally adjusted annual
rate of 660,000 units. Sales declined
sharply in the summer to an average
annual rate of 560,000 units in July and
August, about 17 percent below the
rate in the first quarter.

Multifamily housing
Starts of units in multiunit struc-

tures dropped to an annual rate of
891,000 in the third quarter, 15 per-
cent below the first quarter. Indicators
of market conditions for multifamily
housing have been somewhat difficult
to interpret in recent quarters. In
spite of the very high starts rate of
the past 2){ years and the rising number
of units being completed, the market
absorption of new rental apartments—
the percent of new units rented within
3 months of completion—has shown
little change. Also, the rental vacancy
rate has edged up only slowly over
the past several quarters. Part of the
explanation of why rental absorption
has not weakened, nor rental vacancies
increased more rapidly, certainly lies
in the rising importance of condo-
miniums and cooperatives among the
new apartment buildings; these are
ownership units, and never enter the
rental market. Multiunit construction

Table 3.—Average Time from Start to
Completion, by Structure Size

Months]

Number of Units in

1 unit
5 unit*5 or more

50-100 units
100 units or more

Building 1971

4.8
8.6

10.7
15.4

1972

5.2
8.9

11.6
18.2

Source: Bureau of the Census.

and the rental apartment market have
never been synonymous, but the dis-
parity between the two has grown in
recent years.

Another influence that has a bearing
on the behavior of rental absorption
rates and vacancy rates is changes
in the time required to complete
construction. If shortages of labor
or building materials cause the con-
struction lag to lengthen, so that
completions are delayed, that will
tend to moderate the "natural" decline
in the absorption rate and rise in the
vacancy rate. The Census Bureau
has published annual figures on the
average number of months from start
to completion for 1971 and 1972,
which show the construction lag length-
ening (table 3). Given the capacity
pressures and reports of shortages that
have developed in the economy this
year, it does not seem unreasonable
to believe that the construction lag
has continued to lengthen.

Mortgage Credit

For the third time in 7 years, high
interest rates are causing a sharp reduc-
tion in the supply of funds available
for mortgage credit. Savers are once
again shifting funds from savings ac-
counts to higher yielding open market
instruments and the net flow of savings
to the major mortgage lending institu-
tions is contracting sharply. From June
to August (the latest month for which
data are available) the net flow of
savings to the savings and loan asso-
ciations was less than $% billion at a
seasonally adjusted quarterly rate. This
compares with flows of $5% billion in
the second quarter and $8% billion
in the first, and average quarterly flows
of $8}i billion in 1972 and $7 billion in
1971 (chart 2).

Despite the fact that this year's
sharp escalation of short-term interest

rates carried to levels far above pre-
vious highs, the net flow of savings
from June to August was no worse
than it was in the 1969-70 period of
credit tightening or in the 1966 period.
One reason for this may be that the
minimum purchase of Treasury bills
and most Federal agency issues—the
most attractive investment alternatives
to small savers—was boosted from

CHART 2

Savings and Loan Associations
Billion $

. . . . . . I . . . I . . . I . . . . . . I

ADVANCES FROM FEDERAL HOME
LOAN BANKS*

W
1 I I I I I I I I I

1968 69 70 71 72 73 74

Change from end of quarter to end of
quarter, seasonally adjusted.

•June to August at quarterly rate. Data: FHLBB

*Not seasonally adjusted

U.S. Department of Commerce, Bureau of Economic Analysis 73-10-2
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$1,000 to $10,000 in 1970. Another
reason may be that the Federal regula-
tory agencies early this summer raised
the structure of interest rates permis-
sible on certificate type time and
saving deposits. Also, the S&L's are
much more aggressive in competing
for the more interest sensitive certif-
icate of deposit (CD) type funds than
they were in the past. The S&L's began
to compete for CD-type funds as a
result of the credit squeeze of 1966,
and such deposits have since then
accounted for a steadily increasing
share of total deposits. Currently, more
than 50 percent of deposits at the
S&L's carry rates higher than that
paid on regular passbook accounts, as
compared with 30 percent at the end
of 1969 and 23 percent at the end of
1968. Of course, the other side of the
coin is that depositors are now much
more conscious of interest rate differ-
entials than they once were, which
requires the S&L's to compete more
aggressively for deposits if they are to
avoid large outflows.

As this issue of the SURVEY goes to
press in mid-October, short-term in-
terest rates, especially the Treasury bill
rate, are noticeably below their recent
highs and it may well be that the worst
of the threat of a steadily weakening
flow of deposits to the S&L's, caused by
escalating short-term interest rates, has
passed. However, the prospect of an
improved deposit flow awaits a sub-
stantial easing of credit market condi-
tions, which recent Federal Reserve
statements indicate is not a likely near
term development. Although full data
on the flow of savings for September are
not yet available, the evidence at hand
suggests that savers continued to divert
funds from the S&L's but not to the
extent that they had in August, when
the net savings flow was negative.

Commitments

The reduction in the flow of new
money to the S&L's came at a time
when there was an enormous volume of
mortgage lending commitments out-
standing, and this caused the S&L's to
reduce their holdings of liquid assets
and sharply increase their borrowings
from the Federal Home Loan Banks.

SURVEY OF CURRENT BUSINESS

Commitments outstanding (including
loans in process) rose without interrup-
tion from early 1970 to February of this
year when they reached a record $2iy2

billion (seasonally adjusted). Since Feb-
ruary, the S&L's have sharply curtailed
the volume of new commitments, and
the takedown of commitments previ-
ously made has cut the volume out-
standing 17y2 percent to $17% billion.
That is still a very large overhang, and
it may take until early 1974, or perhaps
longer, to bring commitments down to
a level at which the S&L's will again be
willing to make new ones. However,
there is no historical precedent for the
huge buildup of commitments in the
past few years, and thus it is hard to
judge how much of an adjustment may
be in the offing. In the previous con-
traction of the mortgage market, out-
standing commitments peaked in Feb-
ruary 1969 at $7 billion and declined a
little more than 25 percent to $5#
billion in March 1970. In the 1966
contraction, outstandings peaked at
$5% billion in January and fell nearly
50 percent to $3 billion in December.

Mortgage lending

As a result of the huge volume of
commitments, mortgage lending by the
S&L's continued very strong in the
summer. From June to August, mort-
gage lending increased more than $7%
billion at a seasonally adjusted quar-
terly rate, only moderately less than
the increases of $8% billion in the second
quarter (the record) and $8% billion
in the first (chart 2). Lending would
probably have been even stronger in
the summer if it had not been for the
fact that mortgage interest rates rose
above the ceilings permissible under
usury laws in some States. There are

currently 17 States where usury laws
limit interest rates to 8 percent or less.

In order to meet their mortgage com-
mitments, the S&L's have sharply
stepped up their borrowings from the
Federal Home Loan Banks. Borrowings
totaled $13K billion in August, up more
than $5 billion from the end of last year,
and were equal to 6 percent of savings
deposits in August. During the credit
stringency in 1969, by comparison, bor-
rowings rose about $4 billion during the
course of the year and amounted to a
somewhat larger share (6.8 percent) of
savings deposits at yearend 1969.

In addition to the lending activity
of the Federal Home Loan Banks,
there has been substantial support to
mortgage markets this year from the
secondary market purchases of other
Government-sponsored agencies, the
Federal National Mortgage Associ-
ation (FNMA) and the Federal Home
Loan Mortgage Corporation (FHLMC).
In the first 8 months of the year,
FNMA made commitments to purchase
more than $7% billion in the secondary
market as compared with $6% billion
in the full year 1969. Actual purchases
amounted to $3 billion through August,
as compared with a little more than
$4 billion in 1969. The FHLMC,
which became operational in late
November 1970, has made commit-
ments to purchase $1% billion in the
secondary market so far this year
and actual transactions have amounted
to $1 billion.

In the second quarter of this year
(the latest for which data are avail-
able), net credit extended by Govern-
ment-sponsored agencies in support
of the mortgage market (including
advances from the Federal Home Loan
Banks to S&L's) was $21% billion at a

Table 4.—Mortgage Debt Expansion
[Billion dollars, seasonally adjusted at annual ratesl

Line

Residential mortage debt expansion

Advances by Federal Home Loan Banks plus support by fed-
erally sponsored credit agencies

Line 2-rline 1

1968

20.9

3.1

14.8

22.3

8.5

38.1

1970

21.1

7.1

33.6

1971

38.8

3.6

9.3

1972

1st
half

48.5

4.8

9.9

2d
half

58.9

8.6

14.6

1973

1st
qtr.

55.5

12.0

21.6

2d
qtr.

59.5

21.4

36.0

Source: Federal Reserve Board, Flow of Funds.
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seasonally adjusted annual rate. That
support amounted to 36 percent of
total mortgage debt expansion in that
quarter (Table 4). In the full year
1969, agency support amounted to
$8% billion, about 38 percent of total
mortgage debt expansion.

In other efforts to buttress mortgage
markets, the Federal Home Loan Bank
Board early this summer reduced the
reserves that S&L's must maintain
from 6.5 to 5.5 percent of deposits,
thereby freeing some $2% billion for
expansion of lending activity. In addi-
tion, the Board recently announced
that it will loan up to $2.5 billion to the
S&L's in support of new mortgage
lending commitments by the S&L's.
These funds will be loaned at 8% per-
cent, which is below the current rate on
FHLB advances, and will become
available early next spring. The extent
to which the S&L's will make use of the
new program remains to be seen.

Also, in his mid-September message
to Congress on Federal Housing Policy,
the President directed the Department
of Housing and Urban Development to
reinstate the "Tandem Plan" under the
auspices of the Government National
Mortgage Association (GNMA). Under
this plan, GNMA offers to buy from
mortgage lenders FHA-insured mort-
gages, which currently have a ceiling
rate of 8% percent, at above-market
prices. The purpose of this is to reduce
the "points" that lenders charge in
order to bring the effective rate on
FHA-mortgages up to current mortgage
market yields. Only mortgages on new
housing will be eligible for GNMA pur-
chase; up to $3 billion will be available.

In spite of the fact that there has
recently been some decline in short-
term interest rates, monetary policy
remains highly restrictive and the out-
look for homebuilding for the next 6
months or so remains unfavorable. In
the multiunit market, the large number
of units still under construction sug-
gests that a rebound of activity will be
slow to materialize. Weakness in the
single-family market is now clearly
evident, and the very high inventory-
sales ratio suggests that it will be some
time before excess inventories are
worked off.

SUEVEY OF CURRENT BUSINESS

Moreover, the outlook for mortgage
credit is not favorable, as relief of
pressures on mortgage lending institu-
tions awaits a major easing in credit
market conditions. Even when that
does occur, there will be a lag before a
major expansion of mortgage lending
activity gets underway, as it will take
time for lenders to rebuild liquidity and
for mortgage interest rates to decline
to levels attractive to borrowers.

Nonfinancial Corporate Profits

Profits have risen steeply during the
current economic expansion, especially
in the past year. The book value of
nonfinancial corporations' pretax pro-
fits increased 15 percent in 1971, 16
percent in 1972, and 35 percent from
the first half of 1972 to the first half
of 1973. However, a considerable
amount of the recent expansion is
estimated by BEA to consist of in-
ventory profits that arise because of
differences between the replacement
cost of goods taken out of inventory
and the cost at which they are charged
to production. Such profits arise when
prices are increasing, and they must in
effect be used for inventory restocking
if the physical volume of inventories
is not to decline. Because such profits
are not generated by current production
activity, they are excluded from the
profit component of national income—
an aggregate that measures the factor
incomes arising from current produc-
tion. This review focuses on profits as
measured in national income, because
changes in those profits can be more
meaningfully related to changes in
production.

On the national income basis, pretax
profits of nonfinancial corporations in
the United States increased 16 percent
in 1971 and 14 percent in 1972; the rise
from the first half of 1972 to the first
half of 1973 was 21 percent, much
smaller than the 35 percent rise in the
book value figure but nevertheless a
large advance.1 Despite these increases,
profits remain low relative to national

October 1973

1. Profits remitted from abroad are included in the profit
component of national income, as income to U.S. owners of
capital invested abroad. However, profits from abroad are
excluded from this review because they are generated by
production abroad, not by production of nonfinancial cor-
porations in the United States.

CHART 3

Nonfinancial Corporations:
Output, Costs, and Profits

Billions of 1958 $ (Ratio scale]
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90
80

70

PROFITS
(Annual rate)

. 1 I M 1 M I 1 f I I 1 I I I 1 I I I 1 ! I I 1 I I I 1 I I I 1 I I I 1 I I I 1 I I !

1962 68

Seasonally Adjusted
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NOTE.-Output is constant dollar gross corporate product (GCP).
Price per unit is calculated by dividing current dollar GCP by
constant dollar GCP. Unit costs and unit profits are calculated by
dividing the several components of current dollar GCP by constant
dollar GCP. Nonlabor cost consists of capital consumption allowances,
net interest, and indirect business taxes plus business transfers
less subsidies received.

U.S. Department of Commerce, Bureau of Economic Analysis
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output. It was not until late 1972 that
the profits of nonfinancial corporations,
expressed at a seasonally adjusted
annual rate, finally surpassed the pre-
vious peak set in late 1966 (chart 3).

Profits by industry

The sharpest gains in nonfinancial
corporate profits in the current expan-
sion have been in manufacturing, and
over the past year manufacturing
has in fact accounted for the entire
increase in the aggregate. (Manufac-
turing currently accounts for about
two-thirds of the total profits generated
by nonfinancial corporations in the
United States.) In durable goods manu-
facturing, where output and profitabil-
ity are highly sensitive to economic
fluctuations, profits dropped 16 per-
cent in 1969 and 44 percent in 1970,
then recovered equally sharply in
1971 and 1972 and were still rising
very rapidly in this year's first half.
The cyclical decline in the profits
of nondurables manufacturers in 1969-
70 was milder and was followed by
essential stability in 1971 and the
first half of 1972. After mid-1972,
however, profits of nondurables manu-
facturers rose very sharply. Profits
of nonmanufacturing industries have
been stable to declining since early
1972, and their aggregate amount in
this year's first half—about $26% bil-
lion at an annual rate—was virtually
the same as in the first half of 1972.
Over the same 1-year period, profits
of manufacturers rose from $38 billion
to $51 billion (annual rates).

The year 1966 marked a peak in the
profits of most industries, culminating
the boom that had begun in 1961. This
was followed by a decline in the "mini-
recession" of 1967, recovery in 1968,
and renewed weakness in 1969-70.
Table 5 shows in a summary way the
considerable differences in recent years
in the profit experience of various in-
dustries. The 1966 profits peak was sur-
passed in durables manufacturing this
year, and in nondurables manufacturing
during 1972. By contrast, profits of the
transportation - communication - utilities
group are far below the 1966 peak and
indeed no better than in 1962. The
weakness has been especially severe in

Table 5.—Pretax Corporate Profits, Indexed to 1966
[1966=100; quarterly data seasonally adjusted at annual rate]

All nonflnancial corporations
Durables manufacturing . _
Nondurables manufacturing _

Transportation, communication, 2nd public
utilities ._ . . .

Transportation
Communication
Public Utilities..

Other industries
Trade . . .
Construction . . .
Services
Allother2

1965

92
95
89

93
96
90
95

91
94
88
80
93

1967

94
86
97

90
59
99
97

104
109
112
108

81

1968

99
93

104

89
39

104
97

112
120
107
104
98

1969

91
78
95

85
21

109
91

109
123
111
91
76

1970

73
44
93

65

0)
9374

103
115
112
83
76

1971

85
61
96

72
31
81
82

121
140
117
96
85

1972

97
84

108

78
52
81
86

120
130
151
99
85

1973

I

111
112
123

77

120

II

113
119
128

71

120

NOTE.—Data are on national income basis, i.e., including inventory valuation adjustment.
1. Net loss.
2. Agriculture, mining, real estate.

transportation, which encompasses rail-
roads, airlines, and trucking. By fur-
ther contrast, the cyclical decline in the
profits of other nonmanufacturing in-
dustries as a group was relatively mild
and profits never fell below the 1966
figure; since 1971, the expansion in this
group's profits has also been very mild.

Profits related to production
The rapid rise in manufacturing

profits during the current economic
expansion reflects rapid growth in the
amount of national output originating
in manufacturing and a sharp increase,
especially in durables manufacturing, in
the ratio of profits to that output. That
ratio is a "profit margin" that reflects
how the incomes arising from current
production are distributed among the
factors that contribute to production.
BEA makes annual estimates of the
amount of national output—real
GNP—originating in each major in-
dustry, but the estimates are for the
whole industry including its unincor-
porated segment. It is thus not feasible
to calculate on an industry basis the

ratio of corporate profits to output
produced by corporations. However, a
proxy for that profit margin ratio can
be calculated for each industry by
using aggregate "profit-type income"
generated in the industry, including
proprietors' income and rental income
of persons.

Table 6 shows this ratio for selected
industries, indexed to 1966. In manu-
facturing, the ratio went up very
sharply as the amount of output
originating in manufacturing recovered
from the 1970 recession. Large pro-
ductivity gains typically occur in manu-
facturing as utilization increases in a
recovery, and these gains have a very
favorable effect on profitability. Despite
the recent improvement, however, the
ratio of profit per unit of output remains
well below the levels of the mid-1960's.
In durables manufacturing, the ratio
peaked in 1965, then declined steadily;
in 1970 it was only about 40 percent of
its 1965 level, and the improvement in
1971 and 1972 moved it back up only
to about 70 percent of the 1965 level.

Table 6.—Ratio of Pretax Profit-Type Income to Real Output Originating, Indexed to 1966
[1966 = 100]

Durables manufacturing
Nondurables manufacturing

Transportation, communication, and public utilities
Transportation
C ommuni cati on
Public utilities . . . -

Trade
C onst ruction
Services *

1965

104
93

100
102

97
101

101
100

95

1937

88
95

87
66
92
93

101
112
104

1968

89
94

81
54
89
87

102
111
105

1969

72
77

72
41
81
76

102
118
106

1970

43
73

57
28
61
63

97
117
106

1971

59
72

58
47
52
63

104
126
109

1972

75
76

58
55
47
62

95
141
107

1. Excluding households and institutions.
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In nondurables manufacturing, the
ratio peaked in 1966 and declined
through 1971; the improvement in 1972
moved it up to only about 75 percent of
the 1966 level.

In communications and utilities, the
ratio of profit-type income to output
has been declining for years and de-
clined again in 1972. This trend has
held profits down despite large gains
year after year in the amount of output
originating in those industries. In
transportation, the ratio dropped im-
mensely from the mid-1960's to 1970.
Sharp improvements in 1971 and 1972
were reflected in sharp profits advances,
but profits remained far below the 1966
peak (table 5) and the ratio of profit per
unit of output was also still very low
(table 6).

In other industries, where noncorpo-
rate organization is more prevalent, the
ratio of profit-type income to total
output originating may be a rather poor
proxy for the ratio of corporate profits
to corporate output. In construction,
the ratio has been generally rising since
the mid-1960's; in services, it dropped
in 1972 after years of advance; in
trade, the ratio has been erratic over
the past decade and it fell last year.

Profits of nonfinancial corporations

For the aggregate of nonfinancial
corporations, there is a more complete
set of estimates of the factors that
influence profits—including BEA esti-
mates of real gross product originating
in those corporations and Bureau of
Labor Statistics estimates of output
per man-hour and compensation per
man-hour. As chart 3 shows, the current
profits expansion has been generated
by an expansion in the amount of real
output originating in nonfinancial cor-

porations and a recovery in profit per
unit of output. The profit margin
jumped sharply in early 1971, reflecting
the rebound from the late-1970 auto
strike as well as the general cyclical
recovery. The margin was then rela-
tively stable until mid-1972 but rose
sharply during the year from mid-1972
to mid-1973. Even so, profit per unit
of output is still well below the levels
of the mid-1960's.

Output originating in nonfinancial
corporations, their value added, is the
sum of factor incomes originating in
those corporations—employee compen-
sation, net interest payments, and
pretax profit (on the national income
basis)—plus other charges against pro-
duction—capital consumption allow-
ances, indirect business taxes, and
transfer payments made, less subsidies
received. In real terms, this output is
conceptually the difference between
the real value of total corporate sales
plus inventory change (i.e., sales and
inventory change in constant dollars)
and the real value of purchased inputs.
In chart 3 and table 7, the "price"
shown is the price per unit of this
output, or value added. This unit price
is equal to the sum of unit labor cost,
unit nonlabor cost (interest plus the
other charges against production), and
unit profit.2

Table 7 summaries the behavior of
profits and the factors influencing
them, starting at the previous peak in
profits in 1966. In the period from end-
1966 through mid-1968, encompassing
the "mini-recession" of 1967 and the
subsequent recovery, profits showed no

2. This measure of profit per unit of constant dollar value
added differs from profit per dollar of sales because (1) sales
are usually stated in current prices for profit margin calcu-
lations and (2) sales are equal to the sum of value added plus
expenditures for purchased inputs.

Table 7.—Percent Change in Nonfinancial Corporations' Profits and in Factors Influencing
Profits

[Percent, seasonally adjusted at annual rate]

Profits

Output (constant dollar gross product)
Unit profit _

Unit labor cost
Output per man-hour
Compensation per man-hour

Unit nonlabor cost-.
Unit price

p Preliminary.

1966-IV
to

1968-11

- . 1

-3.7

3.2
3.0
6.3
6.3
2.7

1968-11
to

1969-IV

-13.6

3.5
-16.5

5.8
1.3
7.2
6.6
2.8

1969-IV
to

1970-1V

-16.5

-3 .4
-13.6

5.5
1.7
7.3

13.1
5.1

1970-IV
to

1971-11

59.6

9.5
45.7

8.3
7.5

-3 .3
2.4

1971-11
to

1972-11

9.2

7.2
1.9

2.5
4.3
6.9

.6
2.0

1972-11
to

1973-11

21.2

8.0
12.3

3.4
P4.1
P 8 . 1
- . 6
3.4

net change. From mid-1968 to the cycli-
cal peak in economic activity at end-
1969, productivity growth was very
slow and unit labor cost rose sharply;
unit nonlabor cost also rose sharply,
and unit profit and total profits fell.
During the recession year 1970, the
growth rate of productivity strength-
ened slightly but unit labor cost con-
tinued to rise rapidly, and unit nonlabor
cost escalated as output declined.

The rebound from the late-1970 auto
strike augmented the general economic
recovery in the first half of 1971. Since
mid-1971, the economic expansion has
been less dramatic. Output per man-
hour in nonfinancial corporations has
been rising about 4 percent per year
but compensation per man-hour has
been rising much faster, so that unit
labor cost has continued to increase.
However, unit nonlabor cost has been
roughly stable as costs have been spread
over a growing output. Unit profit has
improved significantly, especially in the
year from mid-1972 to mid-1973.

The increase in profits in this year's
second quarter was much slower than
over the preceding three quarters, as
the rise in both output and unit profit
decelerated. A continued slowing of
profit expansion is probable. With out-
put growth slowing, the growth rate of
productivity in nonfinancial corpora-
tions will probably drop below 4
percent; the rise in compensation per
man-hour may also slow but unit labor
cost will undoubtedly continue to in-
crease at a substantial rate. Nonlabor
cost per unit of output is also likely to
rise as output growth decelerates. By
way of perspective, the growth rate of
productivity in the expansion from 1960
to 1966 averaged just about 4 percent per
year, roughly the same as in the past 2
years; compensation per man-hour in-
creased only slightly faster than pro-
ductivity and unit labor costs changed
hardly at all. Unit nonlabor costs rose
about 1 percent per year. In the late
1960's, when output growth was slower
and capacity was more fully utilized,
productivity increased only about 2%
percent per year and compensation per
man-hour increased 7 percent per year;
unit labor costs rose about 4 percent
per year and unit nonlabor costs at a
rate of nearly 6 percent.
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Alternative Calculations of Constant Dollar GNP

THE rate of change of GNP in constant
dollars ("real GNP") is generally
influenced by the choice of the valu-
ation period used for the constant
dollar calculation. The estimates pre-
pared by BEA are currently in 1958
dollars; this means that the value
of output in every period is restated
on the assumption that 1958 prices
prevailed in every period. If the prices
of another year were used instead,
the resulting constant dollar GNP
could show rates of changes over
time somewhat different from those
shown by GNP in 1958 dollars. The
reason for such differences is that the
prices of various goods and services
change relative to one another over
time. (The selection of the valuation
period has no effect on the rate of
change of constant dollar GNP over
a given timespan if the rates of change
of either the outputs or the prices
of all the goods and services are
identical over that span.)

Table A.—Alternative Measures of Constant
Dollar GNP

1965.
1966.
1967.
1968.
1969.

1970.
1971.
1972.

1963.
1964.

1965.
1966.
1967.
1968.

1970.
1971.
1972.

1962-72.

GNP in constant dollars of—

1958 1967 1972

Billions of dollars

Percent change from previous year

4.0
5.4

6.3
6.5
2.6
4.7
2.7

- . 4
3.2
6.1

4.0
5.3

6.2
6.4
2.7
4.5
2.6

- . 2
3.0
6.0

5.2

6.2
6.3
2.8
4.3
2.4

- . 3
2.8
5.5

Average annual percent change

4.1 4.0 3.9

The valuation period used in calcu-
lating constant dollar GNP will be
changed when BEA next benchmarks
the national income and product ac-
counts. Meanwhile, some preliminary
calculations have been made of con-
stant dollar GNP calculated with the
prices of more recent years. Calcu-
lations in the prices of 1967 and 1971
were published in the October 1972
SURVEY. The calculations in 1967
dollars are updated here through the
second quarter of 1973 using the
revised GNP data published in the
July 1973 SURVEY. Also shown are new
calculations in 1972 dollars.

Table A shows rates of growth from
1962 to 1972 in GNP in constant 1958
dollars, in constant 1967 dollars, and in
constant 1972 dollars. Over the 10-year
period, GNP in 1958 dollars increased
at an average annual rate of 4.1 per-
cent as compared with 4.0 percent in
1967 dollars and 3.9 percent in 1972
dollars. In some years, the differences
are somewhat larger. The largest dif-
ferences occurred in 1968, 1971, and
1972, when the percentage change in
GNP in constant 1958 dollars exceeded
the change in GNP in constant 1972
dollars by 0.4, 0.4, and 0.6 percentage
points, respectively. The differences in
the growth rates for these 3 years and
for the 1962-72 span were due pri-
marily to large increases in output of
passenger cars. The weight of this item
in real GNP is larger when expressed in
1958 dollars than in 1967 or 1972
dollars because its deflator has risen at
a slower rate than the deflator for total
GNP since 1958. Hence, an increase in
this component has a greater effect on
GNP calculated in constant 1958 dol-
lars than on GNP calculated in constant
dollars of a later period.

Table B shows quarter-to-quarter
percent changes (at seasonally adjusted
annual rates) for GNP in constant 1958
dollars, constant 1967 dollars, and con-
stant 1972 dollars. The largest dif-
ferences among the quarterly move-
ments of the three series occurred in the
first quarter of 1965, the fourth quarter
of 1970, and the first quarter of 1971.

In nine of the past 10 quarters, GNP
in constant 1972 dollars has increased

at a slower rate than GNP in constant
1958 dollars; while GNP in constant
1967 dollars has increased at a slower
rate than GNP in constant 1958 dollars
in seven of the past 10 quarters. This
persistent difference was due largely to
a steady decline in constant dollar
Federal general government employee
compensation, particularly in the mili-
tary. The weight of this item in real
GNP is less when expressed in 1958
dollars than in 1967 or 1972 dollars
because its deflator has risen more
rapidly than the deflator for total GNP
since 1958. Hence, a decline in this
component has less effect on GNP
calculated in constant 1958 dollars
than on GNP calculated in constant
dollars of a later period. Also contrib-
uting to the difference was the rapid
growth in output of passenger cars
during this period. The large differ-
ences in 1970-IV and 1971-1 were due
primarily to the impact of the General
Motors strike on passenger car output.

Table B.—Quarterly Changes in GNP in
Constant 1958 Dollars, Constant 1967
Dollars, and Constant 1972 Dollars

[Percent change from previous quarter, seasonally adjusted
annual rate]

1962: II
III -
IV

1963:1
I I
I I I
IV

1964:1
i l
I l l
IV

1965:1 --
II
I l l
IV

1966* I
11
I l l
I V

1967* I
II
I l l
IV

1968*I
II
I l l
IV

1969:1
II . .
HI
IV

1970:1
II
I l l
IV

1971* I
II
III
IV

1972:1
II
I l l
IV

1973* I
II

GNP in constant dollars of—

1958

6.5
4.3
3.7

2.2
3.6
6.6
5.4

6.6
5.3
5.1
1.9

9.2
5.9
8.2
9.4

8.1
3.7
3.2
4.9

- . 9
3.0
4.4
2.8

5.4
7.5
4.0
2.4

3.4
1.9
1.9

- 2 . 3

- 2 . 1
.5

2.9
- 4 . 3

9.1
2.9
3.6
6.6

4.9
9.5
5.8
8.1

8.7
2.4

1967

6.4
4.1
3.3

2.4
3.9
6.2
5.2

6.4
5.4
4.9
2.3

8.3
6.2
8.0
9.1

7.9
3.6
3.5
4.7

- . 5
2.7
4.6
3.1

5.0
7.1
4.3
1.3

3.4
2.5
1.6

- 2 . 1

- 1 . 7
.2

3.3
- 3 . 6

8.0
2.9
3.5
5.5

5.7
9.0
5.7
8.0

7.9
2.8

1972

6.5
4.1
3.0

1.8
3.5
6.6
5.4

5.6
4.9
5.1
2 .5

7.7
6.5
8.2
9.4

7.3
3.7
2.7
4.9

.5
2.3
4.5
2.6

4.8
6.8
4.1
1.3

3.2
2.1
2.2

- 2 . 8

- 1 . 8
.5

2.5
- 2 . 7

7.2
2.6
3.1
5.6

4 .3
8.5
5.6
7.3

7.8
2.7
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• GNP rose $32 billion in third quarter; real GNP grew 3% percent (annual rate)

• In September: The jobless rate was unchanged at 4.8 percent; nonfarm payroll employment rose 190,000

• Wholesale price index declined due to a sharp drop in agricultural prices

CHART 4

TOTAL PRODUCTION
Billion $
1,400
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900

800

700
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U.S. Department of Commerce, Bureau of Economic Analysis
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October 1973 SURVEY OF CURRENT BUSINESS 11

• In September: Personal income advanced $10 billion
• In third quarter: Consumer spending increased $17% billion
• Business fixed investment rose $ 4% billion; residential outlays were little changed

CHART 5
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CHART 6

• In third quarter: Inventory investment increased $ 4% billion

• Net exports of goods and services were up $ 1% billion

• Federal Government purchases showed little change, State and local spending rose $ 4% billion
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CHART 7

• In September: Industrial production increased three-fourths of 1 percent

• Bank credit was about unchanged; money supply growth slowed
• Interest rates and bond yields declined
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the BUSINESS SITUATION

JL HE economy's growth rate has
slowed considerably in the past two
quarters from the extremely fast pace
recorded previously. However, in view
of the relatively advanced age of the
current business expansion, now 3
years old, growth is still substantial.
Demands are easing for consumer
durables and residential investment, but
capital investment and exports con-
tinue to show considerable strength.
In some industries, a slowing of pro-
duction growth is related more to
problems of supply constraint than to
easing demand, and short supplies may
be a factor holding the rate of inventory
investment very low. Current instances
of capacity shortage seem unusually
numerous for the U.S. economy in
peacetime. The reasons for the short-
ages are also numerous; three major
influences are the more or less co-

incident timing of cyclical expansions
in the world's major industrial econo-
mies, the low growth rate of capacity
in many U.S. industries in recent years,
and market distortions in the past
several years arising both from sharp
price rises and from the imposition of
price controls.

The need for more capacity is a
major factor behind the apparent
intention of business to spend consider-
ably more on plant and equipment in
1974 than this year. An early private
survey of 1974 plans shows an ex-
pected spending increase of 14 percent,
following the 13 percent rise expected
for this year. The planned 1974 in-
crease is mainly in manufacturing, led
by very large advances in some
industries where there are capacity
problems now, such as steel, non-
ferrous metals, chemicals, and paper.

Demand for Labor

1971, annual growth averaged 2.0
percent for total employment and 2,7
percent for nonfarm payroll employ-
ment.

CHART 1
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THE demand for labor has remained
strong in recent months. This largely
reflects the rising rate of capital invest-
ment and the secular expansion in
services, as the growth of consumer
demand, and consequently of employ-
ment in consumer-related industries,
has slackened from the extremely rapid
pace early this year. The preliminary
October data show employment gains
that were among the largest this year,
and a decline in the unemployment
rate to 4.5 percent, the lowest in 3}£
years.

Despite the strong October gains, the
growth rate of employment in the 4
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months from June to October was
slower than the very rapid pace in the
first quarter and somewhat slower than
in the second; this was mainly because
of weakness in July and August. The
growth of total employment, as meas-
ured by the monthly survey of house-
holds, slowed from an annual rate of 5.5
percent in the first quarter to 3.7
percent from June to October, while the
growth rate of nonfarm payroll employ-
ment slowed from 5.0 percent in the
first quarter to 3.0 percent in June-
October (table 1). The June-October
growth rates were nevertheless sizable
b y h i s t o r i c a l S t a n d a r d s : f r o m 1 9 6 1 t O u.S. Department of Commerce, Bureau of Economic Analysis
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SURVEY OF CURRENT BUSINESS November 1973

Table 1.—Changes in Nonfarm Payroll Employment 1

[Percent, at annual rates; quarterly data seasonally adjusted]

Total

Manufacturing
Major metal goods 2

Other manufacturing

Mining
Construction
Transportation public utilities
Trade
Finance, insurance, real estate.
Services
Federal Government
State and local government...

1961-
71

2.7

1.3
1.7
.8

-1.1
1.9
1.3
2.9
3.3
4.5
1.6
4.9

1971
IV

2.1

-.7
-1.7
-.4

-4.5
4.6
.6
2 7
3'. 6
3.0

-1.3
5.9

I

4.4

4.3
5.2
3.6

1.3
4.3
4.6
5.0
3.1
4.1
-.3
5.9

1972

II

3.8

5.2
7.1
3.6

-7.6
3.2
.4
4.1
4.4
5.5

-3.4
2.8

III

3.1

2.9
6. 3
.3

3.4
1.2
1.9
3.0
2.7
2.9

Q

IV

4.1

7.2
10.9
4.2

.7
-10.0
4.6
3.9
3.9
4.4
2.6
3.8

I

5.0

5.1
7.3
3.3

2.0
17.9
1.9
5.6
3.3
5.8

-2.8
3.4

1973

II

3.3

4.4
8.5
1.0

13.0
5.7
1.5
2.4
2.5
3.3

-2.7
3.8

June-
Oct.

3.0

1.9
4.1

0

4.4
3.0
4.5
3.8
2.7
5.5

- .6
1.1

1. Changes are calculated between the final months of successive quarters.
2. Includes primary metals, fabricated metals, electrical, and nonelectrical machinery, transportation equipment, and

instruments.
Source: BLS.

The generally strong rise of employ-
ment this year has somewhat exceeded
the growth of the population of working
age, resulting in both a reduction of
unemployment and a significant increase
in the rate of labor force participation.
The rise in labor force participation
occurred largely among adult women,
whose participation rate resumed its
strong long-term uptrend after about 2
years of very small gains when job
opportunities were relatively scarce.
The participation rate of adult men has
continued its slow secular decline.

Employment growth in the goods-
producing industries in the June-October
period reflects the ongoing strength of
demand for capital goods and primary
metals, which partly offset the slowing
in consumer demand for goods and in
residential construction. The growth
of employment in primary metals was
significantly faster from June to October
than earlier in the year, as producers
strove to satisfy demand and to rebuild
depleted inventories. Employment
growth in nonelectrical machinery and
instruments—two major capital goods
industries—was about as large in June-
October as earlier in the year, reflecting
the pressing need to expand capacity in
a number of industries. (The latest
BEA quarterly survey of manufactur-
ers' capital expenditure plans showed
a need for more capacity reported by
firms holding 48 percent of manufactur-
ing capital assets as of June 30, com-
pared with 31 percent in early 1972.)
On the other hand, employment in the

major consumer goods industries was
showing actual declines from June to
October, contrasting with generally
sizable gains in the first two quarters of
the year. Employment reductions oc-
curred in apparel, leather products, and
furniture, and especially in the auto-
motive sector as evidenced by the data
for the transportation equipment and
rubber industries. These slowdowns
reflect the trend of consumer demand
for goods, which had surged upward
in the first quarter but then declined
slightly in real terms, chiefly in dur-
ables, in the next two quarters.

Changes in the workweek in manu-
facturing industries reflect the same
factors as do the employment data—
continued strength in demand for pri-
mary metals and capital goods and a
slackening in demand for consumer
goods. The average workweek for
manufacturing as a whole reached 40.9
hours—the highest level since 1966—in
February and March (January was
affected by severe weather), then de-
clined moderately to an average 40.6
hours in the July-October period. All
of the drop occurred in spring, with no
significant downtrend after June. The
decline was largely in consumer goods
industries, particularly automobiles and
furniture. The slackening of residential
construction was reflected in a decline
in the lumber industry's workweek. By
contrast, the workweek in primary
metals and nonelectrical machinery
actually increased somewhat from the
high levels of early this year and the

workweek in the instruments industry
was unchanged. The workweek also rose
in petroleum, where demand has been
extremely heavy.

Even though employment growth has
slowed, there is evidence that the de-
mand for workers in manufacturing,
relative to supply, is about as tight as,
or possible even tighter than, it was
early in the year. As the overall unem-
ployment rate declined from an average
of 5.0 percent in the first quarter to 4.9
percent in the second and 4.7 percent
in the 4 months ending with October,
the rate in durable goods manufacturing
fell to 3.6 percent in the latest 4 months,
down nearly a full percentage point
from the first quarter and the lowest
since the end of 1969. Unemployment
in nondurables manufacturing also fell
rather sharply, but changes in other
industries were mostly small. Moreover,
the number of unfilled job openings for
manufacturing workers was 10 percent
larger in the third quarter than in the
first, (October data on job openings
and factory labor turnover are not yet
available), and the number of job
openings still unfilled after 30 days
was 22 percent higher in the third
quarter than in the first. Turnover
rates for factory workers have shown
little change this year, remaining at
levels that reflect strong demand for
labor. The layoff rate has been holding
at its lowest level since World War II,
and the rates for new hires and quits
about equaled their highest levels of
the past 20 years.

In contrast to the marked slowing of
employment growth in the goods-pro-
ducing industries, employment gains in
the service-producing industries con-
tinued generally strong in the June-to-
October period. Service industry em-
ployment constitutes about two-thirds
of total nonfarm payroll employment
but accounted for almost 80 percent of
the payroll employment gain from June
to October, compared with 58 percent
percent in the first quarter and 54 per-
cent in the second. Although the June-
October gain in retail trade employment
was relatively strong, it was consider-
ably less than in the first quarter. Em-
ployment growth also slowed in State
and local government, chiefly because
of larger than usual summer cutbacks in
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November 1973 SUEVEY OF CUEEENT BUSINESS

school employment. Federal civilian em-
ployment has continued the slow down-
trend which began in 1969; so far this
year the drop has been about 40,000,

mostly in the first half. Cutbacks have
been chiefly in defense agencies and the
postal service, partly offset by moderate
increases elsewhere.

CHART 2

Industrial Production
Index, 1967=100 (Ratio scale)

Industrial Production

THE growth of industrial output, as
measured by the Federal Eeserve pro-
duction index, has continued at a
fairly strong pace in recent months,
although considerably slower than the
very sharp expansion in 1972 and early
1973. Aggregate output of the Nation's
factories, mines, and utilities grew
about 5}i percent at a seasonally ad-
justed annual rate in the 4-month
period ending in October; this was
moderately below the 6}i percent in-
crease in the second quarter but well
below the growth rate of 9 percent in
the first quarter and the average rate
of 12 percent last year.

The deceleration has been concen-
trated in production of consumer dur-
ables, particularly autos and appliances.
Auto production expanded very sharply
in late 1972, leveled off in early 1973
as the industry reached capacity, and
then declined in the summer and early
fall (chart 2). The recent decline partly
reflects some slackening of demand.
Sales of new domestic model cars
peaked at about 9% million units
(annual rate) in the first quarter of
1973, then declined, and were running
at about 10 million units in the 4
months ending in October. Other factors
in the decline of auto production were
unseasonably hot weather in August
which caused the shutdown of some
assembly lines, and scattered work
stoppages.

Production of consumer durables
other than autos has grown at a slower
pace in recent months following very
strong expansion all last year and in
the first half of this year. The slow-
down has been most pronounced for
appliances, and is associated with the
general retrenchment of consumer spend-
ing for durables—a result of the decline
in residential construction, the general
deterioration in consumer sentiment,
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and probably also the increasing burden
of installment credit repayments. Re-
payments as a percent of disposable
personal income have risen steadily
from about 16 percent late last year to
about 16% percent in the third quarter
of this year.

Production of business equipment
has continued to expand strongly,
although here, too, there has been some
deceleration from the very high growth
rates of early 1973. On the other hand,
output of defense equipment, which
had been stable earlier this year,
expanded somewhat in the summer.

Output of intermediate products, in-
cluding products for use in construc-
tion, was virtually unchanged after
growing at a fairly strong pace earlier
this year. The production of materials,
however, continued to rise at a fairly
rapid pace in the 4 months ending in
October. The recent growth has been
in production of durable materials other
than steel—mainly nonferrous metals
and metal products. Output of steel
and of nondurable materials has risen
much less rapidly than that of other
materials, probably because of capacity
limits.

Capacity utilization in major
materials industries

The Federal Reserve recently began 130

to publish an estimate of capacity utili- 12°
zation in major materials industries.
The new measure differs from the more
familiar Federal Reserve estimate of
capacity utilization in manufacturing
in both coverage and compilation, and
cannot be directly compared to it.
Basically, the materials utilization meas-
ure is a weighted average of utilization
estimates for each of 12 individual
industries—basic steel, primary alumi-
n u m , p r i m a r y C O p p e r , m a n - m a d e fibers, u.S. Department of Commerce, Bureau of Economic Analysis
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paper, paperboard, wood pulp, softwood
plywood, cement, petroleum refining,
broadwoven fibers, and yarn spinning.
Together, these industries account for
only about 8 percent of value added in
manufacturing and 12 percent of manu-
facturers' shipments, but their import-
ance in the economy is much greater.
As suppliers of basic materials used
throughout industry, these industries
can be a source of serious bottlenecks.
Thus, the new utilization measure pro-
vides some indication of the availability
of supplies to the rest of the economy.
It should be kept in mind that the con-
cept of capacity is not unambiguous
and varies from one industry to another.
In general, the Federal Eeserve utili-
zation rate is intended to reflect utiliza-
tion of plant capacity defined as the
greatest sustainable rate of output, given
normal product mix, adequate supplies
of labor and materials, and time for
normal maintenance.

In the third quarter of this year, the
major materials industries are esti-
timated to have been operating at 96

percent of capacity—the highest utili-
zation rate since the start of the series
in 1948. This compares to the previous
peak of 92 percent in the fourth quarter
of 1969 and the subsequent recession
low of 84 percent reached in the third
quarter of 1971.

The current high utilization rate is
due both to very rapid increases in
production and to a slowdown in the
expansion of capacity. The growth of
capacity is estimated to have been
about 3% percent per year from 1968
to 1971, slowing to about 3 percent in
1972. In the first three quarters of this
year, the rate dropped to just over 1
percent. This slowdown reflects in-
vestment decisions which were made
up to several years ago when low
profitability, the 69-70 business reces-
sion, and increasing competition from
foreign suppliers provided a dampening
influence. In addition, there appears to
have been a significant diversion of
funds in recent years into moderniza-
tion, particularly into pollution abate-
ment facilities, and away from ex-
pansionary investment.

Productivity and labor Cost

FOLLOWING more than two years of
strong gains, productivity behavior
weakened appreciably after the first
quarter of this year. Preliminary esti-
mates show that output per man-hour in
the private nonfarm economy increased
at a seasonally adjusted annual rate of
1% percent in the third quarter; this was
an improvement from the small decline
recorded in the second quarter but was
substantially below the growth rate of
5 percent in the first quarter and the
increases of 4% percent in 1972 and 5
percent in 1971.

So far this year, the growth of man-
hours has slowed less than growth of
output; the rate of increase in man-
hours decelerated from an annual rate
of 4 percent in the first quarter to 2%
percent in the third, while output
growth slowed from 9% percent to 4%
percent. The behavior of productivity
over the past two quarters reflects the

fact that less efficient resources have
been pressed into production as capac-
ity pressures have emerged and as

skilled and experienced workers have
become scarcer. It also reflects the
typical cyclical pattern in which busi-
nessmen are slow to adjust man-
hours—reduce the workweek, cut back
on hiring, etc.—as the economy initially
begins to move along a slower ex-
pansion path.

Hourly compensation has continued
to increase sharply this year; with
productivity growth weakening, this
has caused an acceleration in the rise of
unit labor costs to a pace well ahead of
the increases in 1971 and 1972. As can
be seen in table 2, the rate of increase
in compensation per man-hour surged
sharply in the first quarter, decelerated
in the second, and accelerated again
in the third. The rate of increase of
unit labor costs accelerated sharply
in the first quarter and rose further in
the second and third quarters.

The movement this year of both
hourly compensation and unit labor
cost was affected by the increase in
employer contributions for social in-
surance which became effective in
January. The employer pays one-half
of the social security tax and this
payment is included in the measure
of employee compensation. In Jan-
uary, the maximum earnings subject
to the social security tax was raised
from $9,000 to $10,800 and the tax
rate from 5.2 percent to 5.85 percent.
Excluding the resulting first quarter
jump in compensation, the increase
in compensation per man-hour would

Table 2.—Productivity and Labor Cost in the Private Nonfarm Economy
[Percent change, seasonally adjusted annual rate]

Half-years:

1968:
1st
2d

1969:
1st -_.
2d

1970:
1st
2d

1971:
1st
2d

1972:
1st
2d

Quarters:

1973:
I
II
III

Output

7.4
3.1

2.8
- . 4

-1 .2
- . 8

6.7
5.8

8.3
7.6

9.2
3.9
4.4

Man-hours

2.8
2.0

4.1
.8

-2 .4
- 3 . 0

1.0
1.6

4.0
2.4

4.0
4.8
2.7

Output
per man-hour

4.4
1.2

- 1 . 2
- 1 . 1

1.2
2.4

5.7
4.2

4.1
5.2

5.0
Q

Compensation
per man-hour

8.0
8.1

6.3
7.6

7.1
6.4

7.8
5.8

7.6
6.8

10.7
5.3
8.1

Unit labor
cost

3.4
6.9

7.6
8.8

5.9
4.2

2.0
1.6

3.4
1.5

5.4
6.2
6.4
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have been about 8 percent in both
the first and second quarters of this
year, similar to the rise in the third
quarter, and the increase in unit labor
cost would have been roughly 2% per-
cent in the first quarter and 8% percent
in the second, followed by 6% percent
in the third.

The historical pattern in the U.S.
economy is that average hourly com-
pensation in the private nonfarm econ-
omy is not nearly as responsive to a
slowing pace of economic activity as
is output per man-hour. Moreover,
there is nothing in the current trend
of union contract negotiations to sug-
gest a slowing in the rise of compen-
sation in the period ahead. Conse-
quently, given the likelihood of rela-
tively slow productivity growth, it
does not seem probable that there
will be any near-term abatement in
the rise of unit labor cost, and pros-
pects for achieving a near-term reduc-
tion of inflationary pressures from
this source seem not favorable.

Wage increases under collective bar'
gaining

The downtrend of negotiated wage
increases that began in mid-1971, when
wage and price controls were intro-
duced, continued in the first 9 months
of this year. In major contract settle-
ments this year (those covering 1,000
or more workers), first-year increases
in straight time hourly earnings have
averaged 6 percent and increases over
the life of the contract have averaged
5% percent. The average first-year in-
crease negotiated in 1973 is about \}{
percentage points below the average
settlement in 1972 and 5% points below
the average in 1971; the average annual
increase over the life of the contract is
1 percentage point less than that
negotiated last year and 2% points less
than in 1971 (chart 3). Nearly 3%
million workers were involved in 643
major contract settlements in the first
9 months of this year, in the railroad,
apparel, electrical machinery, trucking,
rubber, construction, meatpacking,
paper, and automobile industries.

The reduction in the size of settle-
ments this year has been mainly in
non-manufacturing industries as the
increases negotiated by manufacturing

workers—averaging 6% percent—were
not much different from 1972 settle-
ments. The first-year increases in con-
struction have averaged 5% percent
this year, down from 7 percent last
year and the peak 17% percent won in
1970. Since that year, the existence of
the Construction Industry Stabiliza-
tion Committee has helped to stem
increases in construction union pay, as
has increased competition from non-
union workers. In other nonmanu-
f acturing industries, first-year increases
have averaged 6 percent this year as
compared with 8){ percent in 1972.

There has been a reduction in the past
2 years of "front-loading," the practice
of putting a disproportionate share of
the negotiated wage change into the
first year of a new contract, and this has
caused a much sharper deceleration in
first-year wage increases than in the
average increase over the life of con-
tracts. The difference between the first
year gain and the average annual in-
crease over the contract life was only
}i percentage point for the first 9
months of this year; the difference was 1
percentage point in 1972, 3% points in
1971, and 3 points in 1970. The reduc-
tion in "front-loading" in part reflects
the fact that under the economic sta-
bilization programs that began in late
1971, the control authorities have fo-
cused on increases currently becoming
effective and generally deferred action
on increases scheduled for the future.

In addition to wage increases speci-
fied exactly in the contracts, many
workers receive increases under cost-
of-living clauses tied to changes in the
consumer price index. Currently, some-
what more than 4 million workers are
covered by such clauses, up from 2.8
million workers in 1970 and 2 million
in the mid-1960's. The Bureau of
Labor Statistics calculates the pay
increases resulting from cost-of-living
adjustments only on an annual basis.
The latest data are for 1972, and show
an average increase due to escalator
clauses of .9 percent in hourly pay for
manufacturing workers and .6 percent
for workers outside manufacturing. This
year, however, the consumer price index
has been rising much faster than in
1972; it increased at an annual rate
of 8Y2 percent from December 1972 to

September 1973 as compared to a rise
of 3% percent from the end of 1971 to
the end of 1972. This, plus the fact that
some contract negotiations this year
have resulted in liberalized formulas
for calculating cost-of-living adjust-
ments, suggests that increases in hourly
pay resulting from escalator clauses
are likely running considerably larger
this year than last.

CHART 3

Wage Increases Under
Collective Bargaining
• — • In first year of contract
• — • Over life of contract

Percent Per Year
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ALL INDUSTRIES
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NONMANUFACTURING
EXCLUDING CONSTRUCTION

i i i
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NOTE —Figures plotted are mean percentage increases in straight time

hourly earnings'resulting from collective-bargaining agreements reached

in the time period indicated and covering 1,000 or more workers.

U.S. Department of Commerce, Bureau of Economic Analysis
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National Accounts in the Third Quarter

ON the basis of more complete source
data, BEA has revised the estimate of
third quarter GNP. The revision had
negligible effect on total GNP in either
current or constant dollars. However,
revisions were sizable in the two major
components for which source data are
available for only 2 months of the quar-
ter when the preliminary GNP estimate
is made: change in business inventories
was revised down $4 billion, and net
exports was revised up $3% billion.
Revisions in other major components
were generally moderate and largely
offsetting.

Corporate profits

According to preliminary estimates
by BEA, before-tax book profits of
corporations rose $0.5 billion to a
seasonally adjusted annual rate of
$129.4 billion in the third quarter
(chart 4). This virtual stability stands
in sharp contrast with gains of $9.3
billion in the second quarter and $13.5
billion in the first.

Book profits of financial institu-
tions—mainly commercial banks and
the Federal Reserve Banks—rose in the
third quarter, as did profits of the
transportation -communication -public
utilities group and of nondurable goods
manufacturers. However, the earnings
of durable goods producers were down
sharply from the second quarter with
the largest decline in the motor vehicle
industry.

The book profits measure includes
gains or losses due to the difference be-
tween the replacement cost of goods

taken out of inventory and the cost at
which they are charged to production.
When BEA measures profits for na-
tional income purposes, such inventory
gains or losses are excluded through an
"inventory valuation adjustment"
(IVA).

Third quarter inventory profits are
estimated at $17.0 billion, $4.1 billion
less than in the second quarter, reflect-
ing a slowdown in wholesale price
increases. Thus, with book profits es-
sentially stable, the national income
measure of pre-tax corporate profits
rose $4.5 billion to $112.4 billion. This
advance was somewhat larger than the
second quarter gain of $3.6 billion.

Federal fiscal position

The Federal fiscal position as meas-
ured in the national income accounts
moved into surplus in the third quarter
for the first time since the fourth
quarter of 1969. The surplus was $4.3
billion at a seasonally adjusted annual
rate following balance in the second
quarter and a deficit of $5 billion in the
first.

Receipts rose $7.4 billion in the third
quarter to an annual rate of $269.8
billion. Personal tax payments in-
creased $5.5 billion, including $4 billion
more in income taxes and $1.5 billion in
estate and gift taxes. Social insurance
contributions increased $1.7 billion;
this was mainly due to rising payrolls
and employment, but there was also a
$% billion (annual rate) increase in
monthly premiums paid by the elderly
for supplementary medical insurance.

November 1973

Corporate tax liabilities increased only
$0.5 billion, and indirect business taxes
declined $0.4 billion.

Federal expenditures rose $3.2 billion
from the second to the third quarter to
an annual rate of $265.6 billion. Defense
purchases and grants-in-aid to State
and local governments were unchanged,
while increases in transfer payments,
interest, and subsidies more than offset
a decline in nondefense purchases.

Profits and Cash Flow
Billion $

CHART 4

PROFITS
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Revised data show third quarter GNP up $32% billion; real GNP increased 3% percent
In October: The jobless rate dropped to 4.5 percent; nonfarm payroll employment increased 300,000

The wholesale price index declined as nonindustrial prices continued to drop

CHART 5
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• 1 CHART 6

* h October: Personal income rose $9'/4 billion

* Retail store sales rose an estimated 2 percent

* Domestic-model auto sales rate dropped to 8'/2 million units
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In third quarter: Balance of payments improved on both the liquidity and official reserve bases
Federal fiscal position on NIA basis showed a $41/2 billion surplus
Net exports of goods and services increased $4% billion

CHART 7
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In October: Industrial production increased 0.6 percent
In third quarter: Corporate profits (before tax and including IVA) increased $4'/2 billion

Productivity advanced, reversing the decline in the second quarter

CHART 8
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the BUSINESS SITUATION

A HE expansion of aggregate output
in late 1972 and early 1973 was clearly-
above the rate that the economy can
sustain, and the subsequent slowdown
was generally expected. It was charac-
terized initially by a continuation of
rapid expansion in most sectors of the
economy and was due mainly to supply
limitations in farm and automobile
production. A slowdown of auto pro-
duction would have occurred sometime
this year in any event, as an aftermath
of the abnormally high demand that
had prevailed in late 1972 and early
1973. Practical capacity ceilings were
approached in some other industries
as well, especially key materials pro-
ducers, and this limited the scope for
continued rapid output growth. Indeed,
the need for additional capacity will
apparently support a further substan-
tial increase in capital spending in 1974.
In the past 2 months, evidence con-
tinued to appear confirming the econ-
omy's slowdown. Residential construc-
tion weakened sharply, and the whole
new set of uncertainties caused quite
unexpectedly by the Arab oil embargo
intensified the weakening of demand for
autos.

Sales of new domestic model cars
averaged an annual rate of less than 8 %
million units in October and Novem-
ber, down from 10 million in the third
quarter and a peak 10 % million in the
first. (However, sales seem to have in-
creased again in early December.) Con-
sumer spending for other goods,
especially other durables, also weakened
appreciably after September. Housing
starts have been declining since early
in the year, but the contraction has
been particularly sharp in recent
months. Starts averaged 1.7 million
units (annual rate) in October and
November, 18 percent below the aver-

age for the third quarter and slightly
more than 30 percent below the first
quarter peak, and construction out-
lays, which lag after starts, have begun
to show appreciable declines. The
growth of industrial production, as
measured by the Federal Reserve index,
has been decelerating steadily this year.
The index increased only 0.2 percentage
point in each of the latest 2 months,
October and November, as compared
with average monthly increases of 0.4
point in the third quarter and 0.9
point in the first.

There has been evidence recently of
an acceleration of business investment
in inventories. If this is in fact occurring,
it is open to two contrasting interpreta-
tions: it may reflect success, at long
last, in businessmen's efforts to boost
stocks from the extremely low levels
to which they had fallen, or it may
reflect involuntary accumulation caused
by greater-than-expected weakening of
final demand. Probably both factors
are present.

Energy problems and the economy

Energy problems stemming from the
embargo have thus far had little impact
in the sense of causing output and
employment to be different from what
they would have been. The likely im-
pacts on output and resource use are
yet to come, and their dimensions are
by no means clear.

The oil embargo has given a sudden,
unexpected acceleration to a problem
of energy supply that had been building
for some time. Well before the embargo,
the United States was experiencing
some shortages of oil and gas that
reflected existing limits on domestic
capacity to produce the raw products
and to process them. A rise in the level
of energy prices relative to other prices
was therefore already underway—the
wholesale price index for fuels and
power had risen almost 25 percent from
December 1972 to October 1973—but
the embargo greatly intensified the
process. From October to November,
the fuels and power price index in-

Survey Price Increase

The U.S. Government Printing Office has announced a new scale for establishing the
public sales prices of all publications sold by the Superintendent of Documents. This
has resulted in a further rise in the price of many publications, including the SURVEY OF
CURRENT BUSINESS. The public sales program of the Government Printing Office is
intended to be self-supporting, with prices set to cover all costs of printing, storing, and
distributing publications. Government agencies that prepare publications, as BE A does
with the SURVEY, have no direct role in their sale to the public. Neither the cost of printing
the public sale copies of the SURVEY nor the revenue from their sale is in BEA's budget,
and BEA does not determine the public sale price.

Effective January 1, 1974, the price of a SURVEY subscription, including the weekly
statistical supplement, will be $34.45 per year for domestic mailing and $43.10 per year
for foreign mailing. Single copy price will be $2.25. Domestic rates apply to Canada,
Mexico, and all other countries of Central and South America except Argentina, Brazil,
British Honduras, French Guiana, Guyana, and Surinam. Foreign subscribers interested
in airmail delivery should ask the Government Printing Office to quote the applicable
rate.

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

December 1973



SUEVEY OF CUEKENT BUSINESS December 1973

creased 19 percent. A rise in the relative
level of energy prices is necessary for
the shortrun allocation of supply and
demand, as well as for longer run
adjustments. In all probability, the
general price level will rise more in 1974
than it otherwise would have.

The longrun outlook is clearly for a
change in relative prices, making energy
a more expensive resource than it has
been and changing both the Nation's
ways of using it and the amount of
investment in producing it. Even if the
complete embargo is relatively short-
lived, it should speed the processes of
adjustmeut.

The question of greatest public in-
terest now is how much impact there
will be on the economy in the short run.
The availability of an important re-
source has been significantly curtailed,

g J B I I I B ^ CHART

Plant and Equipment Expenditures

Billion $ (Ratio scale)

Mining

I 1 1 I I I i 1 I I l 1 l I I 1 1 l 1 1 i I I I I i l 1 I 1 1 1 1 l i 1 1 l 1 1 I I l

1964 66 68 70 72 74

Seasonally Adjusted at Annual Rates

• Expected

U.S. Department of Commerce, Bureau of Economic Analysis 73-12-1

and so suddenly that alternative sup-
plies cannot fill the gap. There is no
unique answer to the question of how
far this might curtail total production
and employment relative to what they
otherwise would have been. The amount
of that shortfall depends on the particu-
lar configuration of resource use, and of
outputs, that is arrived at. Techno-
logical capabilities allow many such
configurations. The economy's shortfall
from "what would have been" will
depend on how smoothly it can dis-
tribute resources and shape demands to
a configuration that maximizes output
under the altered conditions. Analysis of
the economy in these terms is now the
principal concern of economic fore-
casters and policymakers. The notion
of "insulating" the industrial sector,
which has been mentioned in various
discussions of the shortrun implications
of the embargo, connotes an attempt to
see that the shortfall of the petroleum
supply from "what would have been"
is largely absorbed in uses such as
space heating and nonessential travel
where energy, or a petroleum feedstock,
is not required in some fixed proportion
to output.

The analytical task currently facing
economic forecasters and policymakers
is a somewhat unfamiliar one. All
economic systems and economic anal-
ysis are concerned with allocation in
the face of scarcity—not all wants can
be satisfied. Nevertheless, policy-
oriented economic analysis in the
modern United States has focused
largely on problems associated with too
much or too little demand, and on
policy aimed at regulating the growth
of aggregate demand. Since the 1930's,
apart from war periods, much of
economic policy analysis has focused on
assuring adequate demand growth; the
central questions have been over the
ultimate effect on national output of
policy-related, or purely autonomous,
shifts in demand. The current situation
requires a very different analytical
framework, one that focuses in the
short run on the question of how the
economy can maximize output and
employment in the face of a sharp
autonomous shift in the supply of an
important input. This calls for a
detailed, industry-by-industry, ap-

proach, and analysis using the BEA
input-output data is proving very
useful. Although input-output coeffi-
cients are in actuality less rigid than
conventional input-output analysis as-
sumes, this approach is nevertheless
very useful in exploring the industrial
repercussions of alternative distribu-
tions of the energy shortfall.

Various estimates have appeared from
government and private sources indi-
cating that the embargo will cause real
GNP in 1974 to be anywhere from less
than 1 percent to as much as 4 or 5 per-
cent less than it otherwise would have
been. These estimates reflect different
assumptions about the extent of the pe-
troleum shortfall, about how the short-
fall will be allocated among users, and
about how price changes and nonprice
actions will alter the composition of
demand. The most optimistic of these
estimates reflect essentially complete
"insulation" of the industrial sector
in the sense already mentioned. In
general, the more pessimistic estimates
that are appearing seem to assume that
aggregate propensities to spend and
invest will weaken in the short run and
cause reductions in output and employ-
ment in addition to those engendered
by the initial reduction in supply.

Business Capital Spending

This fall, before the oil embargo,
manufacturers had formulated plans
for large increases in capital spending
in 1974. Some of the effects of the
embargo—uncertainties, quotas, bot-
tlenecks—will probably cause some
projects to be postponed and some to be
canceled. Other effects, however, may
lead to the initiation of investment
projects that would not otherwise have
been planned. Regardless of the effects
of the embargo, the basic need for more
capacity that is the motive behind
much of the large spending increases
planned for 1974 will persist. The plans
were reported in surveys taken in a
period when the consensus forecast for
1974 already indicated real GNP
growth of only 2 to 3 percent, and when
manufacturers' expectations for their
own sales gains in 1974 were similarly
weak. In those circumstances, the
motivating force was not to add capa-
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city to meet rapid demand growth next
year, but to eliminate present capacity
shortages and to prepare for longer run
requirements. The problem of energy
supply and cost, intensified by the
embargo, is unlikely to reduce the need
for additional capacity in the longer
run; if anything the increase in the cost
of energy relative to other costs is
likely to augment capital investment—
for energy exploration and production,
obviously, but also to conserve the
use of energy per unit of output.

The latest BEA capital spending
survey, covering expectations through
mid-1974, shows that manufacturers'
planned spending in the first half of
1974 is 22 percent above the first half
of 1973, with large increases in a wide
range of both durables and nondurables
industries. Large increases are also
expected by railroads and electric
utilities but total spending outside
manufacturing is expected to be up
only 8% percent from the first half of
1973. Details of the BEA survey are on
pages 9-13. These findings are roughly
consistent with those of private sur-
veys also conducted in the fall. The
McGraw-Hill survey pointed to a 24
percent year-over-year rise in manu-
facturers' outlays from 1973 to 1974,
and a 7 percent rise in aggregate non-
manufacturing outlays. A survey by
Lionel D. Edie Company indicated a
19 percent rise for manufacturers and a
rise of 7 percent for nonmanufacturing
industries.

As of September 30, according to the
latest BEA survey, firms holding 51
percent of manufacturing assets ex-
pressed a need for more capacity,
compared to a figure of 31 percent 2
years earlier (see table on page 11 for
details). The rise in this percentage
over the last 2 years has been steep for
both durables and nondurables manu-
facturing. The petroleum industry's
"need more" figure doubled in the last
2 years, to 70 percent; the figure for
primary metals also doubled, to 39
percent.

Serious pressures on manufacturing
capacity have been unusually wide-
spread this year. The reasons are
numerous. For one thing, cyclical ex-
pansions in the world's major industrial
economies more or less coincided; at the

same time, the demand for U.S. output
was stimulated both here and abroad
by the effects of dollar devaluations and
revaluations of leading foreign curren-
cies over the past several years, and by
more rapid inflation abroad than here.
Prior to the exchange rate adjustments
of the past several years, the dollar had
been appreciably overvalued. The re-
sulting competition from foreign-made
goods in both U.S. markets and abroad
probably held back capacity expansion
in some U.S. industries (such as textiles,
petroleum, and primary metals). Mar-
ket distortions that have arisen both
from sharp price increases and from the
imposition of price controls have prob-
ably also dampened manufacturers'
investment in recent years. Finally, in
the past several years, the demands
first of pollution control, and then of
safety requirements, have taken a rising
share of capital outlays, posing compe-
tition to funds for capacity expansion.

According to the BEA surveys,
every major manufacturing industry
except petroleum will spend more in
1973 than it had planned early in the
year. The petroleum industry seems to
have a whole set of problems—in-
cluding environmental obstacles, pre-
embargo questions of crude supply,
and the price outlook—that have kept
spending down in the face of high
utilization. The upward revisions by
other industries are probably in part a
result of rising prices for structures
and equipment, but it is unlikely that
prices account for all the revision. The
sharpest upward revisions of planned
1973 spending were in the machinery,
textile, paper, and rubber industries.
According to the latest survey, spending
increases from 1972 to 1973 of 25 per-
cent or more will occur in the rubber,
nonferrous metal, paper, chemical, and
stone-clay-glass industries, with most
other manufacturing industries showing
increases between 10 and 20 percent.
(Aggregate nonmanuf acturing outlays
will be up about 8}i percent.)

The combined evidence of the BEA
and private surveys indicates that
large spending increases are planned
throughout manufacturing industry in
1974. It appears that the biggest gains
will occur in the steel, nonferrous
metals, motor vehicle, chemical, and

petroleum industries; this is consistent
with the current evidence on capacity
pressures.

Personal Income

Personal income rose at an annual
rate of 12 percent from June to Novem-
ber, somewhat faster growth than the
already strong 9 percent advance re-
corded over the first 6 months of this
year (table 1). All of the acceleration
was in the nonpayroll components, as
wages and salaries increased at about
the same rate as in the first half of the
year. The increase of wages and salaries
in the commodity-producing industiies
slowed appreciably after midyear, mir-
roring the slowdown in output growth,
but this was offset by a faster rate of
increase in Government and in the
service industries. Transfer payments,
which by definition are not related to
current production, accounted for the
largest part of the acceleration of
personal income after midyear, although
growth of the other nonwage compo-
nents—proprietors' income, rent, in-
terest, and dividends—also speeded
up.

Transfer payments increased at an
annual rate of 12% percent from June
to November, a little more than double
the rate in the first half of the year.
That acceleration mainly reflected the
extension of medicare coverage to
disabled persons under 65, and the
increase in Federal pensions that

Table 1.—Personal Income

[Percent change, seasonally adjusted at annual rates]

Personal income

Personal income including
social insurance contri-
butions

Labor income, total

Wages and salaries, total
Commodity-producing indus-

tries
Distributive industries
Service industries-.
Government
Other labor income.

Proprietors' income:
Farm
Business and professional

Rental income
Dividends
Interest
Transfer payments

Dec. 1972-
June 1973

8.9

10.0

10.6

10.7

13.0
9.5

10.8
8.4
8.6

21.7
6.2

0
6.9

13.8
6.1

June-Nov.
1973

12.0

11.8

10.4

10.3

9.7
9.7

12.1
10.3
12.3

53.4
6.0

7.9
11.8
17.5
12.6
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stemmed from cost-of-living increases
in these pensions that became effective
July 1 and from a big surge in the
number of retirees at the close of
fiscal 1973. Interest income and
dividends rose faster after midyear,
the latter partly reflecting a late-June
easing by the Committee on Interest
and Dividends of the restrictions on
dividend increases. Rental income of
persons has increased since midyear
after showing no growth from December
to June; rental income was held down
in the first half of this year as a result of
property losses associated with spring
floods. The growth of farm proprietors7

income stepped up sharply after mid-
year as a result of both increases in the

CHART 2
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volume of marketings and sharp in-
creases in agricultural prices.

The acceleration of wage and salary
increases in the service industries after
June was due to gains in both hourly
earnings and employment, with gains in
hourly pay somewhat the stronger of the
two. In Government, the acceleration
was due to pay raises—particularly at
the Federal level, for postal workers
effective in late July and in November,
and for other Federal civilian and
military personnel in October.

In the commodity-producing indus-
tries, on the other hand, growth of
wages and salaries slowed from an
annual rate of 13 percent in the first
half of 1973 to a rate of 9% percent
from June to November. This was due
to a slowing of employment growth
after midyear, which more than offset
a faster rise in hourly pay; hours of
work were little changed. Contributing
significantly to the accelerated rise in
pay rates were wage increases called
for by existing contracts, mainly in
primary metals, apparel manufacturing,
and trucking, and new wage increases
provided in major contract settlements
in the auto and farm equipment
industries.

The prospects are for a much slower
rate of income growth in the months
ahead. A slower rate of activity will
mean appreciably slower growth in
wage and salary income, particularly
in the commodity-producing industries.
It is likely that profits will be squeezed
by rising costs and reduced output so
that further sharp gains in dividend
income are not expected, and interest
rates, which are currently at excep-
tionally high levels, will probably de-
cline. Harvests of fall crops both here
and abroad are considerably larger this

year than was the case in 1972 and up-
ward pressures on agricultural prices
should abate somewhat and the growth
of farm income should slow. On the
other hand, transfer incomes are likely
to increase more in the first half of next
year than in the second half of this year.
A 5}i percent increase in Federal
pensions becomes effective on Janu-
ary 1, 1974. Also, under legislation
pending in mid-December, social secur-
ity benefits would be increased 7
percent ($4 billion at an annual rate)
in April and 4 percent ($2% billion) in
July. Also, adult welfare benefits are
expected to rise in January when
responsibility for these programs shifts
from the States to the Federal Govern-
ment. To the extent that slowing
economic activity results in higher un-
employment, transfer income will re-
flect the increases in unemployment
compensation.

Consumer credit
Consumers have substantially aug-

mented their purchasing power over the
past 3 years through unprecedented use
of installment credit. The net increase
in installment credit (extensions minus
repayments) accelerated steadily from
a seasonally adjusted annual rate of
$5% billion (5% percent of personal
consumption expenditures for durable
goods) in the first quarter of 1971, when
the step-up in credit use began, to a
peak rate of $24 billion (18 percent of
spending for durables) in the first
quarter of this year. Since that time
installment credit growth has slowed,
but nevertheless remains very rapid by
historical standards; installment credit
increased at an annual rate of $21
billion in the third quarter and $20}£

(Continued on page 13)
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Table 2.—Net Extensions of Consumer Installment Credit
[Billions of dollars, seasonally adjusted at annual rates]

Installment credit total w

Auto paper - -
Other consumer goods paper _.
Personal loans. . . .
Repair and modernization

1971

I

5.5

2.1
1.7
1.4
.2

II

7.8

2.9
2.7
2.0
.3

II I

10.8

4.2
3.0
3.2
.4

IV

11.8

4.5
3.6
3.3
.4

1972

I

13.2

3.8
4.1
4.6
.6

I I

14.8

5.0
4.8
4.3
.7

II I

16.1

5.9
6.0
3.3
.9

IV

19.5

7.4
7.3
4.0
.9

1973

I

24.0

10.0
7.4
5.4
1.1

II

20.0

7.4
7.0
4.7
1.0

III

21.0

7.2
8.2
4.3
1.3

Source: Federal Reserve Board.
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Table 6.—Expenditures for New Plant and Equipment by U.S. Business,1 1971-74
(In billions of dollars)

Annual

1971 1972 1973 2

Quarterly, unadjusted

1972

II III IV

1973

II I I I IV 2

1974

Quarterly, seasonally adjusted at annual rates

1972

II III IV

1973

II I I I IV a

1974

All industries

Manufacturing industries

Durable goods
Primary metals '

Blast furnace, steel works
Nonferrous

Electrical machinery
Machinery except electrical

Transportation equipments

Motor vehicles
Aircraft«

Stone, clay, and glass
Other durables 8

Nondurable goods
Food including beverage...
Textile
Paper
Chemical
Petroleum
Rubber
Other nondurables •

Nonmanufacturing industries. .

Mining

Railroad

Air transportation

O ther transportation

Public utilities
Electric

Gas and other

Communication

Commercial and other 7

81.21

29.99

14.15
2.78
1.37
1.08

2.14
2.80

2.13
1.51
.38

.85
3.45

15.84
2.69
.61

1.25
3.44
5.85
.84

1.51

51.22

2.16

1.67

1.88

1.38
15.30
12.86
2.44

10.77

18.05

88.44

31.35

15.64
2.75
1.24
1.18

2.39
2.90

2.53
1.83
.43

1.20
3.87

15.72
2.55
.73

1.38
3.45
5.25
1.08
1.27

57.09

2.42

1.80

2.46

1.46

17.00
14.48
2.52

11.89

20.07

100.08

38.00

19.39
3.48
1.41
1.68

2.90
3.48

3.C6
2.24
.53

1.50
4.97

18.61
3.05
.79

1.89
4.32
5.41
1.57
1.59

62.07

2.76

1.94

2.41

1.60

19.09
16.25
2.84

13.03

21.24

19.38

6.61

3.29
.61
.25
.28

.45

.58

.55

.39

.09

.26

.84

3.32
.56
.18
.27
.75

1.08
.21
.27

12.77

.58

.48

.50

.32

3.63
3.19

.44

2.72

4.55

22.01

7.63

3.71
.65
.31
.25

.56

.69

.63

.46

.10

.28

.91

3.92
.63
.19
.35
.85

1.34
.24
.31

14.38

.61

.48

.73

.39

4.24
3.61

.62

2.95

4.98

21.86

7.74

3.86
.69
.31
.30

.58

.72

.63

.45

.11

.29

.95

3.87
.70
.17
.32
.81

1.28
.28
.31

14.12

.61

.35

4.39
3.67

.72

2.84

4.97

25.20

9.38

4.77
.80
.37

.80

.90

.72

.53

.12

.38
1.17

4.61
.66
.18
.44

1.04
1.56
.35

15.83

.63

.47

.63

.40

4.74
4.01
.73

3.39

5.57

21.50

7.80

3.92
.67
.27

.56

.71

.62

.43

.12

.33
1.03

3.88
.65
.18
.36
.87

1.10
.36
.37

13.69

.46

.52

.32

3.95
3.45

.50

2.87

4.94

24.73

9.16

4.65
.80
.34
.37

.66

.87

.74

.54

.12

.37
1.20

4.51
.78
.18
.46

1.06
1.26
.37
.41

15.57

.71

.46

.72

.43

4. 59
3.91

.68

3.27

5.40

25.04

9.62

4.84
.91
.34
.45

.72

.80

.60

.13

1.23

4.78
.81
.20
.51

1.11
1.39
.40
.37

15.42

.48

.57

.44

4.82
4.04
.77

3.19

5.24

28.81

11.42

5.97
1.10
.46

1.06

.90

.67

.15

.44
1.52

5.45
.81
.23
.56

1.28
1.67
.44
.44

17.39

.73

.54

.60

.41

5.74
4.85
.89

U.37

24.19

9.43

4.87
.92
.36
.46

.64

.90

.83

.60

.15

.38
1.21

4.56
.72
.20
.46

1.11
1.31
.39
.37

14.76

.70

.54

.51

.38

4.65
4.14
.52

7.98J

86.79

30.09

15.06
2_82
1.24
1.27

2.14
2.60

2.48
1.71
.45

1.12
3.90

15.02
2.46
.82

1.27
3.29
4.99
.92

1.27

56.70

2.42

2.10

1.96

1.48
16.92
14.27
2.65

11.71

20.10

87.12

30.37

14.77
2.63
1.25
1.05

2.25
2.73

2.48
1.79
.43

1.09
3.59

15.60
2.42
.74

1.39
3.30
5.54
.97

1.24

56.75

2.38

1.88

2.89

1.53
16.60
14.32
2.27

11.59

19.88

87.67

30.98

15.67
2.76
1.23
1.20

2.41
2.99

2.40
1.72
.42

1.22
3.89

15.31
2.73
.66

1.27
3.38
4.98
1.11
1.18

56.70

2.40

1.50

2.67

1.41

17.01
14.62
2.38

11.56

20.16

91.94

33.64

16.86
2.78
1.26
1.22

2.65
3.20

2.76
2.08
.42

1.36
4.10

16.78
2.59
.70

1.56
3.78
5.45
1.29
1.40

58.30

2.46

1.71

2.33

1.42

17.53
14.67
2.86

12.63

20.21

96.19

35.51

17.88
3.08
1.32
1.42

2.73
3.23

2.81
1.97
.56

1.38
4.65

17.63
2.85
.79

1.70
3.86
5.19
1.57
1.66

60.68

2.59

2.11

2.21

1.53

18.38
15.40
2.98

12.34

21.53

97.76

36.58

18.64
3.30
1.37
1.55

2.69
3.44

2.92
2.09
.50

1.48
4.82

17.94
2.98
.67

1.83
4.15
5.17
1.51
1.62

61.18

2.77

1.75

2.72

1.62

18.08
15.55
2.52

12.70

21.55

100.90

38.81

19.73
3.64
1.38
1.83

2.99
3.43

3.12
2.35
.51

1.53
5.02

19.08
3.17
.80

2.00
4.67
5.40
1.60
1.45

62.09

2.82

1.95

2.49

1.79

18.58
16.00
2.58

13.12

21.36

104.94

40.54

20.94
3.80
1.52
1.85

3.10
3.74

3.36
2.52
.56

1.60
5.34

19.60
3.16
.89

2.00
4.55
5.78
1.58
1.62

64.40

2.85

1.98

2.22

1.53

21.20
17.84
3.35

34.63

108.16

42.92

22.21
4.22
1.75
2.01

3.08
4.09

3.74
2.77

1.59
5.49

20.71
3.16
.87

2.17
4.92
6.21
1.71
1.67

65.24

2.90

2.43

2.16

1.74

21.57
18.49

34.43

1. Excludes agricultural business; real estate operators; medical, legal, educational, and
cultural service; and nonprofit organizations.

2. Estimates are based on expected capital expenditures reported by business in late October
and November 1973. The estimates for the fourth quarter, and first quarter of 1974 have been
corrected for systematic biases. The adjustment procedures are described in the February
1970 issue of the SURVEY OF CURRENT BUSINESS. Before such adjustments, 1973 expenditures
were expected to be $99.84 billion for all industries, $38.09 billion for manufacturing and
$61.76 billion for nonmanufacturing.

3. Includes data not shown separately.

4. Includes guided missiles and space vehicles.
5. Includes fabricated metal, lumber, furniture, instrument, ordnance and miscellaneous

except guided missiles and space vehicles.
6. Includes apparel, tobacco, leather and printing-publishing.
7. Includes trade, service, construction, finance and insurance.

NOTE.—Details may not add to totals because of rounding.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

(Continued from page 4)

billion in October, the latest month for
which data are available (chart 2).

The surge in installment credit use
over the recent cyclical upswing carried
the net increase to a record share of
disposable personal income. In the past
four quarters, the net increase in credit
outstanding ranged between 2.3 and
2.8 percent of personal disposable in-
come, up from 0.8 percent in the first
quarter of 1971. Previously in the
postwar period, this ratio had only
rarely reached 2 percent of disposable
income and on those occasions held at
that level only briefly—seldom more
than one quarter.

The slowdown in credit growth that
has occurred since the first quarter of
this year has thus far been largely
related to the weakening of auto sales.
Extensions of credit for automobiles
declined slowly after the first quarter,
more or less in line with sales, while
repayments continued to increase
sharply. As a result, the net increase in
auto credit fell sharply from a $10
billion annual rate in the first quarter to
$7.2 billion in the third and $5.8
billion in the month of October. The
growth of personal loans, which include
an element of auto credit as some
people take out personal loans before
they shop for cars (especially used
cars), has also slackened, from $5.4

billion in the first quarter to $4.3
billion in the third and $4.2 billion in
October.

The slower growth of auto credit
and personal loans has been partly
offset by further acceleration of credit
growth for purchases of consumer goods
other than automobiles. After reaching
a record rate of $7% billion in the first
quarter, growth of other consumer
goods paper slowed a little in the second
quarter and then surged to $8}1 billion
in the third and to a rate of nearly
$9tf billion in October. The recent
strength here is suprising because there
has not been any comparable surge in
consumer purchases of nonauto
durables.

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

December 1973



the BUSINESS SITUATION

CHART 1

GNP up $29J/2 billion in fourth quarter
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J_ HE Arab oil boycott and the steep
rise in world petroleum prices were
having some effects on production and
employment in the United States in the
fourth quarter. However, the effects
are hard to isolate. Production of large
cars was cut in reaction to a sharp sales
decline that was certainly related to
worry over the cost and availability of
gasoline, although auto sales were
weakening in any event. Employment
data suggest that there may have been
some impacts outside auto manufactur-
ing late in the quarter, but these were
not large enough to be easily identified.
There was some impact on prices in the
fourth quarter, but the diffusion of the
higher price for petroleum—and for
energy more generally—through the
economy's cost-price structure will take
time.

The preliminary estimate puts gross
national product in the fourth quarter
at $1,334.0 billion in current prices, up
$29.5 billion from the third quarter, or
9.4 percent at an annual rate. Most of
the rise was caused by higher pi ices.
The implicit price deflator for GNP
increased at an annual rate of 7.9 per-
cent and real output grew at a rate of
only 1.3 percent. For 1973 as a whole,
GNP increased 11.5 percent, real out-
put 5.9 percent, and the GNP price
deflator 5.3 percent. A detailed review
of the economy in 1973 begins on page
12 of this issue.

The acceleration of the rise in the
implicit price deflator, from an annual
rate of 7.0 percent in the third quarter
to 7.9 percent in the fourth, partly
reflected a pay increase for Federal
military and civilian personnel which
became effective in October; such
raises increase the price of government
product. The rise in the deflator for
gross private product accelerated less,

from 7.3 percent in the third quarter to
7.7 percent in the fourth. The implicit
deflator is based on shifting weights that
reflect changes in the composition of
GNP, and shifts in the weights can
have an impact on the change in the
deflator. An alternative measure that is
not affected by changes between
quarters in the composition of output
is the chain price index, which uses the
weights of the prior quarter in the
calculation of each quarter's price
change. The chain index for gross
private product rose 7.4 percent (annual
rate) in the fourth quarter as compared
with 7.1 percent in the third.

The fourth quarter GNP estimates
show a sharp acceleration of inventory
accumulation. Part of this acceleration
was in auto inventories, but a sub-
stantial part was in other goods. The
expansion of final demand slowed in
the fourth quarter. Final sales of autos
dropped sharply, as did residential
investment; business fixed investment
and consumer spending other than for
autos increased somewhat less than in
the third quarter and net exports in-
creased much less, with only "govern-
ment purchases showing a larger in-
crease in the fourth quarter than in
the third.

Gross auto product declined $3.9
billion (annual rate) in the fourth
quarter (table 1). Demand dropped
much more steeply than production,
resulting in the sharp buildup of in-
ventories. Excluding auto product, the
rise in the market value of output of
all other goods and services was about
the same in the fourth quarter as in the
third, with growth of final sales slowing
and inventory investment accelerating.
In terms of constant prices, national
output excluding auto product in-
creased at an annual rate of 2.9 percent

l
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Table 1.—Change in Gross National Product and Gross Auto Product

1971 1972
1973

I II III IV»

Dollar change, in current prices
[Billions of dollars, quarterly data at seasonally adjusted annual rate]

GNP . . . .

Final sales
Change in inventories

Gross auto product

Final sales - ~ -.. -..
Change in inventories

All other GNP_

Final sales
Change in inventories. ._ . ... . _ . _ _ . .

78.4

76.8
1.6

10.2

7.9
2.3

68.2

68.9
-.7

99.7

99. 7
— .1

2.7

4.6
—1.9

97.0

95.1
1.8

43.3

46.8
-3.6

5.9

4.6
1.3

37.4

42.2
-4.9

29.5

29.7
-.1

-.3

-.6
.3

29.8

30.3
-.4

32.5

32.3
.2

— 1.6

.1
— 1.7

34.1

32.2
1.9

29.5

18.3
11.2

-3.9

-8.9
5.0

33.4

27.2
6.2

Percent change in constant prices
[Quarterly data at seasonally adjusted annual rate]

GNP

Final sales . . . .

GNP excluding auto product

F inal sales excluding auto product . . ...

3.2

3.0

2.2

2.3

6.1

6.2

6.0

5.9

8.7

10.3

6.4

8.7

2.4

2.4

3.0

3.2

3.4

3.6

4.6

4.0

1.3

-2.4

2.9

1.2

» Preliminary.

in the fourth quarter, compared with
4.6 percent in the third.

Exports and imports both increased
sharply in the fourth quarter, in large
part because of price increases. The
net export balance is estimated to have
increased only $0.4 billion (annual
rate), in contrast to the large gains
earlier in 1973 when exports were rising
much faster than imports. Fourth
quarter exports included about $625
million—$2.5 billion at an annual
rate—of larger-than-usual arms ship-
ments to Israel. The shipments were
sales from Government stocks, and thus
did not represent new production and
did not affect the size of GNP; they
were netted against Federal purchases,
so that the defense purchases figure
shown for the fourth quarter is that
much smaller than it otherwise would
have been. The October pay raise
added $1.3 billion (annual rate) to
defense purchases and other defense
purchases rose $1.0 billion before deduc-
tion of the $2.5 billion of arms ship-
ments. Federal non-defense purchases
increased $1.1 billion, of which $0.4
billion was attributable to the pay
raise.

Labor markets

There was a perceptible easing in
labor demand in the fourth quarter,

particularly in December. This re-
flected the general slowing in economic
activity which has been evident in
recent months, and it also appeared to
reflect an adverse impact of the gaso-
line shortage. Employment on nonfarm
payrolls showed only a slight gain in
December, after rising about 300,000
per month since midsummer. The slow-
down was largely in retail trade and
services, where there were layoffs at
auto dealers and service stations and in
the recreation and travel industries—
hotels, motels, resorts, etc. The goods-
producing industries—manufacturing
(other than auto), mining, and con-
struction—all continued to show sig-
nificant employment gains, both in
December and in the fourth quarter as
a whole.

The average workweek showed little
net change in recent months. It con-
tinued to increase in industries pro-
ducing goods in tight supply, but
declined in major consumer goods
industries. In mining, which includes
coal and petroleum extraction, the
workweek has been on a strong uptrend
since early 1973, and in December
reached a 4-year high. In manufactur-
ing, the workweek declined a little in
spring, but has held virtually un-
changed since midyear. The workweek
increased sharply after midyear in

petroleum refining, primary metals,
and instruments, but these gains have
been offset by declines in major con-
sumer goods lines—motor vehicles,
furniture, textiles, and leather.

Some easing in labor demand was
also evident in data from the household
survey. From the year's low of 4.5
percent in October, the unemployment
rate moved up to 4.9 percent in
December. The largest increases in
December were in the sales and service
occupations, while the rate for blue-
collar workers showed little change.
Similarly, the rise was concentrated
among adult women and teenagers who
are heavily employed in trade and
service jobs. For adult men, the rate
was unchanged.

Price developments

Prices continued to rise about as
sharply in the fourth quarter as in the
third. The wholesale price index in-
creased an average 1.2 percent per
month, seasonally adjusted, with the
rise concentrated in industrial com-
modities, especially petroleum products.
Prices for farm products actually de-
clined during the quarter, and prices for
processed foods and feeds showed little
net change as declines in October and
November were offset by a rise in
December. The consumer price index
rose 0.8 percent per month, seasonally
adjusted in October and November (the
latest month for which data are avail-
able), led by increases for petroleum
products and for some foods.

Prices of nonfood commodities moved
sharply higher in the fourth quarter.
The industrial wholesale price index
rose an average 2.3 percent per month
with increases widespread among the
commodity groups. Metal prices were
up an average 2.1 percent per month
(seasonally adjusted), largely because
of increases for iron and steel scrap and
nonferrous metals. These products are
in short supply, and order backlogs con-
tinued to rise in the closing months of
last year. There were also large increases
for paper, chemicals, and textiles. The
sharpest increases, however, were in fuel
and power prices, which had been on a
steep uptrend all year, but whose rise

(Continued on page 30)
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January 1974 SURVEY OF CURRENT BUSINESS 3
CHART 2

« In fourth quarter, current dollar GNP rose $29Vz billion; real GNP grew about VA percent
• In December: The jobless rate rose to 4.9 percent

• The wholesale price index increased 2% percent

TOTAL PRODUCTION
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4 SURVEY OF CURRENT BUSINESS January 1974

• Personal income advanced $10V4 billion in December
• In fourth quarter: Consumer spending increased $13 billion

• Business fixed investment rose $3 billion; residential outlays declined $5 billion

INCOME OF PERSONS CONSUMPTION AND SAVING FIXED INVESTMENT
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anuary 1974

• In fourth

*

SUEVEY OF CURRENT BUSINESS

quarter: Inventory investment increased $11 V4 billion

Net exports were up about $Vz billion as exports rose more than imports

5
I f""HAPT A

• Federal Government purchases rose $1 billion, State and local spending $5 % billion
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• In December: Industrial production declined about one-half of 1 percent

January 1974

• Bank credit and money supply continued to grow

• Short-term interest rates declined, bond yields unchanged
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States and changes in many service-type
industries were weaker than the national
average.

Regional and State income changes
over the year

Income changes from the third quar-
ter of 1972 to the third quarter of 1973
provide somewhat greater perspective
on regional and State patterns. Use of
the longer period eliminates much of the
short-term direct income effect of the
floods involving the Mississippi River
and its major tributaries in the second
quarter of 1973, and also the effect of
the termination early in 1973 of Govern-
ment aid programs to the 1972 flood
victims of Tropical Storm Agnes.

Over this four-quarter span, total
personal income rose in all regions and
in all States. Nationally, the increase
was 11 percent; the gain was at least
9% percent in each of the regions and
at least 7% percent in each of the States
(see table A). With consumer prices
over the year up 5% percent (as
measured by the implicit price deflator
for personal consumption expenditures),
there was an apparent gain in real
income in each of the regions and
States.

As chart 17 shows, the largest income
gains over the four quarters occurred
in the Rocky Mountain, Plains, and
Southwest regions. Farm income was
up at least 50 percent in each of these
regions, compared with a national
average gain of about one-third. The
large gains in all three regions primarily
reflected sharply higher prices for
livestock and crops; the gain in the
Plains also reflected an increased vol-
ume of production of corn, soybeans,
and wheat. Agriculture is a major
income source in each of these regions.
Thus, the big advances in farm income
were largely responsible for inducing
the well-above-national-average gains
in each of the three regions in construc-
tion and in most service-type industries.

The chart shows that the smallest

income gains from the summer of 1972
to the summer of 1973 were in the
Mideast and Southeast regions. In
the Mideast, there was only a moderate
advance in most major components
of personal income; gains were well
under the national average in all
major industries except farming, which
is not a major income source in the
Mideast. In contrast, all of the income
shortfall in the Southeast is directly
traceable to farming; the fact that
farm income was little changed over
the year is due in large part to the
late harvesting resulting from a wet
spring. Nonfarm income in the South-
east advanced about as much as it
did in the Nation.

In 15 States and the District of
Columbia, the income gain over the
four quarters differed substantially from
the national average (see table A).
The States with the largest gains,
ranging from 15 to 24 percent, were
North Dakota, Kansas, Idaho, South
Dakota, Nebraska, Nevada, and Min-
nesota. In all except Nevada, very

large gains in farm income played
the key role in the income advance.
In Nevada strong gains were registered
in nearly all major nonfarm income
components. Particularly important
were increases in mining and con-
struction, and in most recreation-
related service industries.

At the low end, income rose only 1%
percent to 9% percent in eight States—
West Virginia, Mississippi, Rhode Is-
land, North Carolina, New York,
Delaware, Missouri, and Louisiana—
and the District of Columbia. Farm
income was relatively weak in five of
these eight States, but played a key role
in holding down income growth in
only three—Mississippi, North Carolina
and Missouri. Manufacturing payrolls
increased less than the national average
in each of the eight States, and con-
struction payrolls were weak in all but
two. In West Virginia, mining payrolls
expanded slowly, and in the District
of Columbia, payrolls in most service-
related industries advanced at a pace
well below national average.

(Continued from page 2)

accelerated to an extraordinary rate in
the wake of the Arab oil boycott. The
wholesale index for fuels and power rose
an average 11.8 percent per month in
the closing quarter, mainly because of
increases for refined petroleum products
such as gasoline and heating oil.

The consumer price index for nonfood
commodities rose 0.6 percent per month
(seasonally adjusted) in October and
November. The rise was in nondurable
goods, as durables prices fell, chiefly
because of declines in prices of new and
used automobiles. The ncndurables
price rise was due to higher prices for
gasoline and motor oil, and fuel oil
and coal. Fuel has only a small weight in
the consumer price index and, has as
yet had only a minor direct effect on the
overall index.

Food prices comprise about one-
quarter of both the wholesale and
consumer price indexes. Wholesale food
prices were down an average 1.1 per-
cent per month in the fourth quarter,
a contrast to the sharp advance earlier
in the year. The decline was concen-
trated in prices of raw farm products,
particularly livestock and poultry. The
rise in the consumer food price index
was somewhat slower in October and
November than in the third quarter,
but even so it averaged 1.0 percent
per month. Prices for meats declined
probably reflecting an adjustment in
the wake of the very steep increases
of last summer. Prices for cereal and
bakery products accelerated sharply in
the fourth quarter, partly because of
higher prices for flour.
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the BUSINESS SITUATION

_l HE President's annual economic
message, and the budget submitted to
Congress early this month, were cast
in terms of a weakening economy with
inflation continuing at a high rate at
least in the early part of the year, and
acknowledged a great deal of uncer-
tainty about the outlook for the later
months of the year. Fiscal policy in
1974 is intended to be flexible, and its
course will depend on the path of the
economy. The administration has indi-
cated that discretionary fiscal measures,
in addition to those already in the bud-
get, may be adopted if economic
conditions warrant. (For a detailed
review of the budget, see the "Federal
Fiscal Program" article beginning on
page 14 of this issue of the SURVEY.)

In early February, the administra-
tion announced that it would not seek
to renew the present program of manda-
tory wage and price controls after
their expiration on April 30. The-deci-
sion reflected a judgment that the
problems generated by retention of a
full program of mandatory controls
would outweigh any contribution the
controls could make to price stability.
The administration proposed keeping
the Cost of Living Council as a monitor-
ing agency but without authority to
order wage or price changes, recom-
mended that control be maintained in
the health-care and petroleum in-
dustries, and indicated that standby
authority would be requested for inter-
vention in one or two other industries.

The evidence now avilable for Janu-
ary indicates that the general weaken-
ing of economic activity, which has
been apparent for several months, has
intensified. Employment was slack and
the unemployment rate increased; per-
sonal income and industrial production
declined; and while retail sales rose

rather sharply, the advance followed a
sharp drop in December and put sales
no higher than the October-November
level. Shortages of petroleum products
were having further adverse effects on
employment and production in Janu-
ary, although it is very difficult to
quantify these effects. The short sup-
plies and rising costs of fuels were
central issues in an early-February
strike by independent truckers that
caused a temporary disruption of the
Nation's distribution channels.

Industrial production

Industrial production declined again
in January, and somewhat more steeply
than in December. The Federal Reserve
Board's index for January was down
0.8 percent from December and 1.4
percent from the November peak.
Declines were spread through all major
market groups but were most pro-
nounced in consumer durables, where
production dropped 3.5 percent in
January following a 3.1 percent decline

Positions in the Bureau of Economic Analysis

The position of Editor of the SURVEY OF
CURRENT BUSINESS will soon be open. The
editorship has in the past been combined
with other responsibilities, but a separate
position is now to be established. Depend-
ing on the qualifications of the candidate,
the new position can be rated up to GS-14
($24,247-$31,519).

The Editor will report to the Director of
BE A, and will be a member of an editorial
group of BEA staff that will determine
what material is to be published in the
SURVEY and review the material for sub-
stance. It is highly desirable that candi-
dates have experience in editing for publi-
cation material in the areas of BEA's work
which include domestic economic develop-
ments, international and regional econom-
ics, economic accounting, and econo-
metrics. Professional training in economics
would be useful but is not a requisite if the
candidate has appropriate other quali-
fications. The job may include other tasks
connected with the operation of the SURVEY.

* * * * *
The position of Chief Economist of BEA

will soon become vacant. The position is
rated at GS-16 ($32,806-$36,000; the 1975
Federal Budget recommends three annual
increases of 7)£ percent each in the ceiling).

The Chief Economist, who reports to the
Director of BEA, helps to carry out that
part of the BEA program which is con-
cerned with the interpretation of economic

developments. The work focuses on the na-
tional economy but extends also to regional
and industrial developments within the U.S.
economy and to U.S. international eco-
nomic relations. Some of the work is for
the use of Government agencies and some
is for outside professional journals or
audiences, but most of it is intended for
publication in the SURVEY. Accordingly,
the Chief Economist has a special interest
in the SURVEY. The job content can be
adjusted in line with the incumbent's
qualifications and interests. In particular,
there is latitude in the degree of involve-
ment with the SURVEY, and in the mix
between research work carried out di-
rectly by the Chief Economist and work
over which the Chief Economist exercises
general oversight.

Candidates must have a thorough com-
mand of macroeconomic theory, and the
ability and inclination to apply it to the
real world and to express the results in
clear language. Other requisites are thor-
ough familiarity with the national accounts
and other economic data, both financial and
nonfinancial, and experience in using them
in research, and familiarity with forecasting,
including econometric forecasting.

* * * * *
Persons interested in either position

should write to George Jaszi, Director,
Bureau of Economic Analysis, U.S. De-
partment of Commerce, Washington, D.C.
20230.
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in December. Auto production fell
about 15 percent in both December and
January, and accounted for most of the
drop in consumer durables output;
production of other Consumer durables
was unchanged in December and down
0.8 percent in January. Consumer non-
durables production has also dropped
in the past 2 months, as has production
of intermediate products and materials.
Production of business equipment was
about unchanged in January after
declining slightly in December.

Employment and income

Total employment was essentially
unchanged from October through Janu-
ary, while the civilian labor force
continued to rise sharply. The result
was a marked upturn in the unemploy-
ment rate from 4.6 percent in October
to 4.8 percent in December and 5.2
percent in January, the highest in
more than a year. The increases in
November and December were entirely
among women and teenagers, partly
because of layoffs in sales and services
industries, which were the first to feel
the effects of fuel shortages. The
unemployment rate for adult men was
unchanged until January, when it
rose sharply, largely reflecting heavy
cutbacks in durable goods manufac-
turing. The rates for women and
teenagers rose further in January.

The number of workers on nonfarm
payrolls had been in a steep uptrend
through November, but leveled off
in December and declined 260,000 in
January. The decline was moderate
in the trade and service industries and
sharp in manufacturing. About half of
the decline in manufacturing occurred
in the transportation equipment in-
dustry, while much of the remainder
was in primary metals and electrical
and nonelectrical machinery.

The factory workweek declined in
January even more abruptly than
employment. The workweek had held
at a relatively high level through
December but fell 0.4 hour in January,
to 36.6 hours. The decline in the
workweek was heavily concentrated
in manufacturing where it fell from
40.7 hours in December to 39.9 hours
in January. Cuts in hours were espe-

cially large in transportation equipment,
primary metals, and building materials,
but occurred in 16 of the 21 major man-
ufacturing industries.

After about 2 years of large gains,
personal income dropped $4.1 billion
in January, to an annual rate of $1,084.9
billion. Almost $2.5 billion of that
decline was attributable to an increase
in the wage base subject to social
security taxes, which caused a large
one-time jump in the level of contribu-
tions for social security. These con-
tributions are deducted in the calcula-
tion of personal income.

The rest of the income decline,
$1.6 billion, was due mainly to reduced
employment and a shorter workweek in
the commodity producing industries,
and a drop in Government subsidy
payments to farmers. Payrolls in the
commodity-producing industries de-
creased $4.4 billion, while payrolls in
other major industry groups rose about
$1.7 billion. Mainly because of lower
subsidy payments, farm proprietors7

income decreased $2.8 billion. Sizable
increases in personal interest income
and transfer payments, $1.1 billion and
$2.7 billion, respectively, provided the
main offsets to these declines.

Revision of GNP

On the basis of more complete source
data, BEA has revised the estimate of
fourth quarter GNP. The estimate is
now $1,337.5 billion (seasonally ad-
justed annual rate), $3.5 billion higher
than the preliminary figure released a
month ago. Personal consumption ex-
penditures were revised down $3.8
billion, in good part because the esti-
mate of December retail sales was
revised down substantially from the
preliminary figure. However, net ex-
ports and inventory accumulation, the
two major GNP components for which
source data were available for only 2
months of the quarter when the pre-
liminary estimate was made, were both
revised upward—net exports by $4.8
billion and inventory investment by
$2.1 billion. The revision of net ex-
ports reflects an increase in the esti-
mated fourth quarter inflow of income
from U.S. investments abroad, and a
fourth quarter merchandise trade sur-

plus that is larger than the preliminary
estimate.

The implicit price deflator for GNP
is now estimated to have increased at
an annual rate of 8.8 percent in the
fourth quarter, compared with the prea
liminary figure of 7.9 percent. The in-
crease in real output (GNP adjusted
to exclude price changes) is now esti-
mated at an annual rate of 1.6 percent,
compared with a preliminary figure of
1.3 percent.

Consumer Spending

Personal income expansion last year
was smallest in the first quarter and
biggest in the fourth—seasonally ad-
justed annual rates of $20.5 billion and
$31.8 billion, respectively—while the
increase in consumer spending was
strongest in the first quarter and
weakest in the fourth—seasonally ad-
justed annual rates of $26.8 billion and
$9.2 billion, respectively. The saving
rate (personal saving as a percentage
of disposable income) increased in the
fourth quarter by 1̂  percentage points
to 7l/i percent, its highest level in 2
years.

The behavior of aggregate consumer
spending last year mainly reflected the
behavior of outlays for durable goods,
which rose $9.3 billion in the first
quarter—a very large advance—were
level in the second and third quarters,
and declined $7.2 billion in the fourth.
The rise in outlays for both nondurable
goods and services was strong all
year (table 1). Large and widespread
price increases accounted for three-
fourths of the overall rise in consumer
outlays last year. In real terms, the
behavior of consumption spending for
durable goods and for services was
quite similar to the behavior in current
dollar terms, although the changes in
real terms were of course weaker;
the path of nondurables consumption,
where prices were up very steeply,
was weak and erratic when measured in
real terms. However, the deflated quar-
terly data on consumption spending are
subject to erratic behavior due to the
fact that the timing of price data used
for deflation is not always well matched
to the timing of spending data.
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Spending for automobiles is the most
volatile component cf durable goods
consumption; last year, spending for
autos rose $3.9 billion in the first
quarter, declined slightly in the second
|&nd third, and plunged $7.1 billion in
the fourth. Following 2 years cf very
strong expansion, new car sales peaked
in the first quarter at an exceptionally
high annual rate of 12.5 million units
(including foreign models). The sales
rate eased to 12.2 million units in the
spring and 11.7 million in the summer,
and dropped to 9.8 million units in the
fourth quarter. That drop partly re-
flected the feeling of many people that
the mandatory anti-pollution and safety
equipment on the 1974 models would
make them more expensive and less
convenient; the drop also reflected
demand cutbacks, especially for cars
in the higher price ranges, which are
typically large users of gasoline.

Expenditures for furniture and house-
hold equipment rose steadily last year,
but by far the largest increase occurred
in the first quarter. Furniture and
appliance producers encountered capac-
ity problems early in 1973, and
shortages and delivery delays ap-
parently cut into sales growth; however,
after the first quarter, the steep con-

as a 10
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traction of homebuilding was the major
factor slowing sales. Spending for other
durables also rose sharply in the opening
quarter of last year, but showed
virtually no net change during the rest
of the year.

Measured in current dollars, non-
durables consumption increased
strongly all year, and faster than spend-
ing for durables or services. In real
terms, however, nondurables outlays
rose only moderately in the first and
third quarters and declined in the
second and fourth. For the year
whole, spending for nondurables rose
$2.5 billion in constant dollars as com-
pared to a rise of $8.9 billion for services
and a decline of $0.5 billion for durables.

Food expenditures rose sharply all
year but the increases were entirely
due to higher prices; in constant dollars
spending for food was unchanged in the
first quarter and declined steadily after
that. Spending for clothing and shoes
rose sharply early in the year and con-
tinued to rise thereafter; in constant
dollars, however, outlays grew only in
the first quarter and were unchanged
during the rest of the year. Spending
for other nondurables increased at a
fairly rapid pace throughout last year,
but demand in constant dollars grew

Table 1.—Quarterly Change in Personal Consumption Expenditures

[Billions of dollars, seasonally adjusted annual rate]

Personal consumption expenditures

Total goods
Durable goods

Autos ..
Furniture
Other

Nondurable goods
Food
Clothing
Other .

Services

Personal consumption expenditures - .

Total goods
Durable goods

Autos.
Furniture
Other

Nondurable goods
Food .
Clothing . . .
Other

Services

1972

I II III IV

1973

I II III IV

Current Dollars

16.8

10.1
4.8
.5

3.0
1.3

5.3
2.6
1.3
1.2

6.8

19.0

12.7
3.6
1.5
.7

1.4

9.1
3.7
2.3
3.3

6.2

14.9

9.5
5.1
3.7
1.3
.1

4.4
1.8
1.2
1.4

5.4

18.5

11.1
2.7
-.6
1.4
1.9

8.4
2.6
2.2
3.6

7.4

26.8

20.8
9.3
3.9
3.7
1.7

11.5
5.6
3.2
2.6

6.0

16.2

8.7
-.6
-.5

.7

.4

8.1
3.4
1.0
3.8

7.6

20.4

11.3
0
-.1

.6
-.5

11.3
6.2
1.0
3.9

9.0

9.2

.8
-7.2
-7.1

0 i

8.0
4.0
.5

3.5

8.4

Constant (1958) Dollars

8.3

5.4
3.4
-.3
2.8
.9

2.0
.4
.6
.9

2.9

11.0

8.4
2.7
1.2
.4

1.1

5.7
2.2
1.4
2.2

2.6

7.5

5.4
3.9
2.7
1.0
.2

1.5
0
.8
.7

2.1

9.5

7.0
3.4
.6

1.2
1.6

3.6
.2
.9

2.4

2.5

12.4

10.8
7.8
3.1
3.1
1.6

3.0
0
1.8
1.3

1.6

0.5

-1.6
-.8
-.8

.2
-.2

-.8
-1.8
-.2
1.2

2.1

4.8

1.4
-.8
-.5

.3
-.6

2.2
-.4

.2
2.4

3.4

-6.8

-8.6
-6.7
-5.9
-.5
-.3

-1.9
-1.0
-.4
-.5

1.8

3
CHART 1

Personal Consumption Expenditures
As a Percent of Disposable
Personal Income
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only through the third quarter and
declined a little in the fourth.

Spending and income

Chart 1 shows the relationship of
the major components of personal con-
sumption to disposable personal in-
come, measured in current and in
constant (1958) dollars. When both
income and consumption are measured
in constant dollars, the share of income
spent on any particular consumption
component is generally different from
the current dollar share. This is because
the change in the component's price
from the 1958 base period to the period
under review is generally different from
the change in the implicit price deflator
for total personal consumption spending
(the PCE deflator); the price index for
the component is used to deflate the
component, while the PCE deflator is
used to deflate disposable income. Such
differences between the levels of the
current and constant dollar shares of
income spent on a particular consump-
tion component are of rather limited
interest. Of greater interest are differ-
ences between their movements over
a specified span of time; such differ-
ences reflect differences over that time
span between the behavior of the
spending component's price index and
the behavior of the overall PCE
deflator.

As can be seen on chart 1, spend-
ing for durables is the most cyclically
sensitive component of consumption
and the one whcse share of income has
been increasing over the past decade,
especially during the 1970-73 upswing
in economic activity. Measured in
current dollars, the share of durables
spending in disposable income reached
a peak in the first quarter of last year,
above the previous cyclical highs in the
the first quarter of 1969 and the first
quarter of 1966. After the first quarter
of last year, however, the share spent
on durables fell sharply, and by the
fourth quarter was at its lowest level
since early 1971. The constant dollar
share of income spent on durable goods
increased faster than the current dollar
share, particularly since 1971. The rea-
son for this is that the deflator for
durable goods has been increasing

less rapidly than the deflator for total
personal consumption spending.

Aside from cyclical fluctuations, the
share of income spent on autos has not
changed much in current dollars and
increased only slightly in constant
dollars over the past decade. The
shares of income allocated both to
furniture and household equipment and
to the "other" group of durables
(which are combined in chart 1) have
been on a steady secular uptrend.
Measured in constant dollars, the share
of income spent on furniture and
household equipment moved up from
abour Q% percent in 1964 and 1965 to
about 8 percent in 1973, while that for
the "other durables" group (which
includes many luxury type goods)
moved up from about 3 percent in
1964 and 1965 to 4% percent in 1973.

There is relatively little cyclical
sensitivity in the shares of income
spent on nondurable goods and on
services. There is a secular downtrend
in the share spent on nondurables,
in both current and constant dollars,
which reflects the secularly declining
share of income spent on food. On the
other hand, outlays for services hold
steady in relation to income when
measured in constant dollars, and drift
upward somewhat when measured in
current dollars, reflecting the rapid
rise in services prices.

Sharp price increases last year inter-
rupted the secular downtrend in the
share of current dollar income spent
for nondurables, although the share in
constant dollars continued to decline.
The divergence between the behavior
of current and constant dollar measures
last year was striking in the case of
food: from the fourth quarter of 1972
to the fourth quarter of 1973, current
dollar outlays for food increased from
18 percent to 18.3 percent of disposable
income, but the share in constant
dollars declined from 17.9 percent to
16.8 percent of income.

The services deflator has been rising
faster than the overall deflator for
consumption spending since 1966,
which accounts for the uptrend in the
share of money income spent on serv-
ices. Within the services group, the most
rapidly increasing deflators are in the
"other" category which includes trans-

portation, medical care, admission to
amusements, etc. Current dollar outlays
for this category rose from 18% percent
of income in 1964 to nearly 20 percent
in 1973, while in constant dollars the
share drifted slightly lower, from 16 ̂ J
percent in 1964 to 15% percent in 1973.
On the other hand, price increases for
housing and household operations have
been similar to the increases in the
aggregate PCE deflator over the past
decade. In both current and constant
dollars, housing outlays have held in a
fairly narrow range between 13 and
13K percent of disposable income, and
outlays for household operation services
(electricity, gas, water, etc.) between
5% and 5% percent of income.

Durable Goods
Manufacturing

The expansion of goods output
weakened sharply in the closing quarter
of last year. In real terms, final sales
of goods declined and inventory accu-
mulation increased. The weakness was
in the cyclically-sensitive durable goods
industries and largely in consumer
goods, particularly automobiles; capital
goods output continued to expand
moderately.

The growth of new orders for durable
goods began to slacken around mid-
1973, following a very steep rise in 1972
and the first half of 1973 (chart 2).
After mid-1973, weakening in new
orders for transportation equipment,
electrical machinery, and steel more
than offset continued expansion in
orders for nonferrous metals and non-
electrical machinery. In the case of
steel, orders declined after mid-1973.
Initially the decline mainly reflected
controls on new orders imposed by the
producers; with the industry operating
essentially at capacity, the aim of
orders control was to keep production
lead times from becoming excessive.
However, late in the year the decline
accelerated and evidently reflected
slackening in steel demand. The
weakening in new orders in the trans-
portation equipment industry was pro-
nounced both in autos and in oth^|
types of equipment. (In these data,
new orders for autos are treated as
identical to shipments, and the industry
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is considered to have no unfilled orders
backlog.)

The slowdown in new ordeis for
durables in the fourth quarter was
concentrated in December, when orders

3ll 6K percent, or $2.9 billion, according
to preliminary data—one of the
sharpest monthly declines on record.
Nearly $2% billion of the drop was in
orders for transportation equipment,
of which about half was in motor
vehicles. Orders for aircraft also de-
clined in December, and that decline
may have reflected an impact of the
fuel shortage, which has caused air-
lines to cut schedules and take a number
of aircraft out of service. Orders for
steel also declined fairly sharply in
December, in good part because of cut-
backs in orders by the automobile
industry.

Shipments by durable goods manu-
facturers have shown a smoother trend
in the past year than new orders.
After a 4 percent rise in the first
quarter, their growth slowed to 3
percent in each of the next three
quarters. In December, however, ship-
ments fell markedly, with the drop
centered in motor vehicles, other trans-
portation equipment, and steel; ship-
ments of machinery and nonferrous
metals continued to increase.

Unfilled orders held by durables
goods manufacturers rose 11 percent
in the second quarter of last year—the
peak rate of increase in the post-1970
cyclical expansion—7}i percent in the
third quarter, and 6 percent in the
fourth. Much of this slowing occurred
in steel backlogs; these rose more than
50 percent in the second quarter, 15
percent in the third, and declined 5%
percent in the fourth. The rise in
backlogs in household durables and
aircraft also slowed in the second
half, but, reflecting the ongoing strength
in capital goods expansion, unfilled
orders for nonelectrical machinery con-
tinued a strong and steady rise.

Inventories

Inventories in durable goods manu-
facturing rose 3% percent from Septem-
ber to December, continuing the slow
acceleration of accumulation that has
been going on for more than 2 years.
The Census Bureau's monthly data on
inventory accumulation by industry
and by stage of processing are in book
value terms, and thus can show an
increase solely because of inventory
turnover when prices are rising. This
must be borne in mind when the data
are reviewed.

Most of the acceleration in the rise
of durable goods inventories has oc-
curred in industries related to the
capital goods expansion, particularly
machinery, electrical equipment, and
instruments. Within these industries,
increases have been mainly in materials
and supplies; goods in process in-
ventories have risen moderately and
those of finished goods very little. In
the transportation equipment industry,
however, accumulation slackened ap-
preciably in the fourth quarter after
sharp acceleration earlier in the year.
Nearly all of that slowdown reflected
a decline in materials and supplies
inventories in the motor vehicle in-
dustry resulting from the sudden sharp
drop in demand which forced produc-
tion cutbacks late in the year. (It is
industry practice that stocks of finished
cars are held not by the manufacturers
but by retailers.)

In the metals group, inventory ac-
cumulation by fabricated metals pro-
ducers accelerated in fourth quarter
as it had during most of last year;
inventories of primary metals producers
were unchanged in fourth quarter
after declining earlier in the year.
The decline in inventories of primary
metals manufacturers last year was
mainly in finished goods, reflecting
efforts of producers to meet urgent
demands.

The ratio of inventories to sales in
durables manufacturing increased mod-
erately in the fourth quarter, to 1.89,

after holding unchanged earlier in
1973. All of the increase came in
December, when shipments declined
and inventory accumulation accel-
erated.

CHART 2

Orders and Shipments in
Durable Goods Manufacturing
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Revised data show fourth quarter GNP up $33 billion; real GNP grew l'/2 percent at an annual rate
In January: The jobless rate increased to 5.2 percent; nonfarm payroll employment dropped 260,000

The wholesale price index increased 31/2 percent

CHART 3
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• In January: Personal income declined $4 billion; most of the decline was in manufacturing pay and farm income
• Retail sales advanced $1 billion; domestic-model car sales remained at a rate of 7% million units
• Housing starts and building permits increased
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• In January: Industrial production declined by nearly 1 percent
• Bank credit increased sharply; money supply declined slightly
• Interest rates and bond yields moved higher

8
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ECONOMIC activity weakened fur-
ther in the first quarter of 1974. Much
of the weakening late last year and
early this year is related to a steep
cut in automobile production; demand
for autos was already slowing when the
oil boycott by Arab oil producing
nations greatly intensified the process
by setting off a dramatic drop in
demand for the larger, heavier models.
The boycott has also clearly worked
to dampen the production and use of
petroleum products, power, and travel-
related goods and services. The boy-
cott's other impacts on production and
demand have been hard to isolate,
but cannot be considered to be ended
even if supplies increase shortly, as
seems likely; the economy will still
have to make numerous adjustments
as a result of higher prices for petro-
leum—and for energy more generally.

It appears that in recent months
the only really significant production
weakness not directly related to the
boycott has been in residential invest-
ment—a decline that got underway
early last year and that forecasters
generally predict will bottom out
shortly. In January and February,
private housing starts were at an
average annual rate of 1.64 million
units, up slightly from 1.58 million
in the fourth quarter; the peak rate
in late 1972 and early 1973 was 2.4
million.

Retail sales of goods other than autos
and gasoline continued to expand in
January and February. Higher prices
accounted for a substantial part of the
increase, but even after adjusting for
prices sales volume was generally up
moderately from the fourth quarter.
Personal income declined in January

and rose only moderately in February.
Following monthly gains averaging
$10.2 billion (seasonally adjusted an-
nual rate) in the fourth quarter,
personal income fell $2 billion in
January (revised from a preliminary
estimate of a $4 billion decline published
a month ago) and increased $6.6 billion
in February. The recent weakening
in the flow of income has been especially
marked in wages and salaries in the
commodity-producing industries, par-
ticularly in manufacturing, where em-
ployment declines have been sizable.

The January budget document im-
plied that Federal Government pur-
chasing would contribute appreciably
to the expansion of demand in the first
half, augmenting business capital in-
vestment which continues to be an
important factor in that expansion,
The latest BE A capital spending survey
(see pages 16-22 of this issue) found
that outlays were expected to rise 3%
percent in the first quarter of 1974—
about equal to last year's average
quarterly increase—and to continue
rising; the full-year gain over 1973 is
projected at 13 percent, just about the
same as last year's and large enough to
encompass a sizable increase in real
terms. The behavior of business invest-
ment in inventories is harder to inter-
pret. Monthly data on the book value
of inventories show that holdings have
been rising much faster since last fall
than previously. When prices are rising,
however, inventory turnover alone can
cause the book value to rise, and
increases of this type have been very
large in recent months. In the fourth
quarter, inventory accumulation was
substantial even after adjustment for
such "valuation" increases; however,

1
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the drop in auto production in the first
quarter has evidently resulted in a drop
in auto inventories—in contrast to a
large rise in the fourth quarter—and
the very limited data now available
suggest that accumulation of other
inventories may have slowed in the
opening months of 1974.

The unemployment rate moved up
from an average 4.7 percent in the
fourth quarter of last year to 5.2 percent
in January and held at that level in
February. Since last October, total
civilian employment has been essen-
tially unchanged while the civilian
labor force increased sharply until
January and then leveled off in Feb-
ruary. The survey of nonfarm payrolls
showed an increase of about 175,000 in
February, which about offset declines
in the 2 preceding months. The increase
in February reflected big employment
gains in contract construction, trade,
services, and State and local govern-
ment. Manufacturing employment, on
the other hand, declined about 150,000
last month, with the transportation
equipment industry accounting for more
than half of that decline.

Recent Financial
Developments

An unusual degree of uncertainty
over the the course of monetary policy
continues to dominate financial markets
as this Survey goes to press in the third
week of March. The basic question
concerns not only the current course of
policy, but more fundamentally, what
should be the appropriate course for
policy given the complex of problems
that include severe inflation and supply
shortages as well as weakening demand
and rising unemployment. In their
efforts to interpret and predict mone-
tary policy, the markets have been
reacting in a highly volatile way to
relatively minor developments, and
this has resulted in unusually erratic
movements in financial markets.

The monetary authorities began to
relax the restraint on financial markets
last September as evidence of a slow-
down in economic activity accumulated,
and they cautiously moved further in
this direction at the turn of the year

as the oil shortage further clouded the
economic outlook. At the December 18
meeting of the Open Market Committee
(the latest meeting for which the
minutes have been made public) the
policy objective was "to achieve some
further easing in bank reserves and
money market conditions, provided
that the monetary aggregates do not
appear to be growing excessively/7 As
noted in the minutes, it appeared
subsequently that the monetary ag-
gregates were in fact growing at rates
that were close to or above the upper
ranges that had been specified by the
committee, and in mid-January the
committee reviewed current develop-
ments. The committee has indicated
that it concluded in January that the
sensitive state of financial markets and
the general economic situation war-
ranted maintaining the easier policy
stance adopted on December 18,
despite the rapid growth of aggregates.

Short-term interest rates

The erratic trend toward easier
conditions in money markets over the
past 6 months or so is evidenced by the
gyrations in short-term interest rates
(chart 1). As can be seen from table 1,
most rates plunged in the month im-
mediately following the move to a
somewhat easier credit policy in late
September, but much of that decline
was reversed from mid-October to mid-
December. Federal funds traded in a
much narrower range than did other
short-term instruments. Since the
federal funds rate is a target rate in the
conduct of Federal Reserve policy,
and hence a key barometer of policy,
the much greater volatility in other
money market rates suggests that
market participants had initially over-
reacted in their assessment of how much
ease the monetary authorities were
willing to induce.

Money market rates drifted lower
from mid-December to late January.
The moderate further easing in credit
policy that helped push rates lower was
in part offset by upward pressures
stemming from sales of Treasury bills
and other short-term dollar assets for
the account of foreign official agencies.
The dollar was strengthening appre-
ciably in international markets because

the cut-back in Arab oil production,
and the rise in oil prices, were expected
to have a more severe impact on
Europe and Japan than on the United
States; the selling of dollar assets for
the account of foreign official agencies
reflected their intervening in exchange
markets through purchases of their
currencies for dollars to limit the
depreciation of their currencies against
the dollar. In late January the ad-
ministration announced the end of the
programs to control outflows of U.S.
capital, and the dollar consequently
weakened in international markets;
also, the Arab oil boycott against
Europe and Japan was relaxed and this
bolstered these currencies against the
dollar. Consequently, the upward pres-
sure on short-term rates from liquida-
tion of dollar assets by foreign mone-
tary authorities subsided.

Short-term rates fell sharply from late
January to late February. Most rates
declined a full percentage point, in-
cluding the prime rate—the rate banks
charge their most creditworthy bor-
rowers—which was lowered in 4 steps
of % percentage point each to 8%
percent. Once again, as in the fall, rates
on money market instruments fell much
more than the rate on Federal funds.
Testifying before the Joint Economic
Committee on February 26, the Chair-
man of the Federal Reserve Board re-
affirmed that any credit relaxation will
be cautious and gradual. Citing short-
ages of petroleum products and other
materials and supplies, the Chairman
noted that the current economic slow-
down does not appear to have the
characteristics of a typical business re-
cession and concluded that ". . . the

Table 1.—Change in Selected Money Market
Rates

[Percentage points]

4 to 6-Month
prime com-
mercial paper.

Prime bankers'
acceptances

90-day certifi-
cates of de-
posit

Federal funds. -.

Sept.
21 to
Nov.

2

-2.17

-1.93

-2.44

-.90

Nov.
2 to
Dec.

14

0.82

.65

.97

.14

Dec.
14 to
Jan.

25

-0.42

-.40

-.38

-.44

Jan.
25 to
Feb.

22

-0.99

-1.00

—1.16

-.53

Feb.
22 to
Mar.

15

0.49

.33

.51

-.04
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task of monetary policy will not be the
same as in a classical business recession,
when a considerable easing in the supply
of money and credit can be expected to
provide the financial basis for the sub-
sequent recovery." As a consequence of
that testimony, market expectations
apparently shifted and the course of
interest rates was again reversed, so
that rates were climbing rapidly in the
first half of March.

Long-term rates

Long-term rates, which rose only
moderately during the credit tightening
in the first 9 months of last year, like-
wise showed very little response to the
easing of credit conditions in that year's
closing months. Most long-term rates
dropped slightly in September-October
from their highs of last summer but
were rising again by mid-October and
have since drifted steadily higher. By
mid-March, most long-term rates were
close to or above their highs of last
summer (chart 1).

One reason why bond yields have
shown little response to easier monetary
conditions is the current steep rate of
inflation, which causes lenders to build
an "inflation premium" into interest
rates to protect the value of their capital
over time. Also affecting long-term rates
is the fact that long-term credit
demands have increased appreciably
since last summer. Gross proceeds from
sales of long-term corporate bonds in-
creased from less than $6% billion in
the third quarter of last year to nearly
$10% billion in the fourth quarter, and
current evidence indicates that corpora-
tions are raising at least that much in
the first quarter. The volume of funds
raised in capital markets by State and
local governments has also increased,
from $5% billion in the third quarter to
$6% billion in the fourth, and the
indications are that borrowing in the
first quarter will about match that in
the fourth.

Mortgage market rates have moved
counter to the general uptrend in long-
term rates. The FHA Series on new
home mortgage yields has declined
from 8.97 last October to 8.45 in
February. The behavior of mortgage
yields reflects the easier conditions in
money markets, which have caused an

improvement in the flow of funds to the
thrift institutions—the major mortgage
lending institutions. With money mar-
ket rates declining, savers found rates
paid on saving-type deposits once
again attractive; at savings and loan
associations, savings flows increased
from a seasonally adjusted annual
rate of $1.7 billion in the third quarter
to $4.9 billion in the fourth, the latest
period for which data are available.

Commercial banks

The move to a more accommodative
credit policy late last summer was re-
flected in some easing of pressures on
bank reserve positions. Member bank
reserves (seasonally adjusted) increased
moderately in the closing months of
last year, a period during which loan
demands were weakening, and banks re-
duced their borrowing from Federal
Reserve banks from the recent high of
$2.1 billion last August to $1.3 billion
in December. Bank reserves increased
in January and decreased in February
to show very little net change from De-
cember. With loan demands strengthen-
ing appreciably after the turn of the
year, reserve positions tightened some-
what during February, and borrowing
from the Federal Reserve began to
increase moderately after 5 months of
decline.

Growth of commercial banks7 loans
and investments slowed sharply in the
fourth quarter but increased rapidly
in both January and February (table
2). The recent strengthening of loan
demands was broadly based among
various loan categories but the biggest
increase was in business loan demand.
The strengthening of business demands
in part reflected the big acceleration

of the rise in the book value of in-
ventories which began late last year.
Also, there has been a sizable increase
in loans to commodity dealers. In
addition to heavy borrowing at com-
mercial banks, the recent strengthening
of nonfinancial business demands for
short-term credit is also evident in
the substantial increase in sales of
commercial paper. Total nonbank com-
mercial paper outstanding rose more
than $6# billion to $42.5 billion from
the end of December to late February.

Commercial bank investment in se-
curities rose at a quarterly rate of
$8K billion in January and February
after very little growth late last year
(table 2). Banks made sizable additions
to their holdings of U.S. Government
securities following steady liquidation
of holdings in the second half of last
year. Purchases of other securities,
mainly State and local securities, were
also sizable and bigger than in the
second half of last year.

Recent Price Developments

The pronounced acceleration of in-
flation that developed in 1973 con-
tinued in the early months of 1974.
The wholesale price index increased
an average 2.2 percent per month
(seasonally adjusted) in January and
February, and the consumer price
index 1.2 percent; both increases were
appreciably larger than in any quarter
of last year (table 3).

The high rate of price increase, which
is generally expected to continue at
least in the months immediately ahead,
has its roots in a number of develop-
ments that converged in 1972 and

Table 2.—Changes in Loans and Investments at Commercial Banks

[Billions of dollars; seasonally adjusted]

Total loans and investments

Loans
Business . . . -
Other

Investments _
U.S. Government .
Other..

I

27 2

28.0
12.1
15.9

—.8
-1.5

.7

19

II

18 4

14.5
6.4
8.1

3.9
1.2
2.7

73

III

16.2

17.8
5.8

12.0

—1.6
-5.3

3.7

IV

7.2

6.4
2.3
4.1

.8
-3.1

3.9

1974

Ii

23.4

15.3
5.1

10.2

8.2
3.8
4.4

1. January and February expressed at quarterly rate.
Source: Federal Reserve Board.
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1973. These include the simultaneous
cyclical expansion here and in other
industrial economies, the stimulative
posture of monetary and fiscal policies
in 1972, the shortfall in grain production
both here and abroad in 1972 and early
1973, the devaluations of the dollar
that raised prices of imported products
and lowered prices of U.S. products
to foreigners, capacity problems, partic-
ularly in the major materials producing
industries, the changing character of
price controls, and shortages of energy,
particularly petroleum after the Arab
oil boycott began in October.

Wholesale prices

In wholesale markets, the first
quarter increases were sharper for agri-
cultural than for industrial commodi-
ties. The agricultural price increases
about matched those of last spring and
summer, and followed a decline in the
fourth quarter when food supplies
increased in response to the very sharp
price increases of mid-summer. Later
this year, supplies of grains are expected
to increase and this should ease the pres-
sure on prices somewhat. Farmers are
bringing considerably more acreage
under cultivation in 1974, leading to an
expectation of large increases in grain

crops later in the year. This is particu-
larly true of corn, which accounts for
about three-fourths of all feed grains;
current plans call for a 10 percent
increase in corn acreage this year.
However, the increase in the crop
production may not be proportional to
the acreage increase, because the new
land being brought under cultivation
is marginal land—and probably not as
fertile as normally tilled acreage—and
because an expected shortfall of fer-
tilizer may reduce yields per acre even
on the more fertile land. In addition,
pressure from foreign demands may be
less later this year because harvests
abroad recovered to a record high in
1973 after a disappointing year in 1972.

The price index of industrial com-
modities surged in the fourth quarter
because of the initial impact of the oil
boycott, and the rise was only a bit
slower in the first quarter. Fuels and
power comprise about 15 percent of the
industrials index, but increases in the
fuel and power price index have recently
accounted for roughly half of the rise
in the industrials index. Price increases
for fuel and power early this year,
while rapid, were slower than in late
1973, reflecting mainly smaller increases
in prices of refined petroleum products.

However, the spot market prices on
which the wholesale petroleum index
is based were greatly distorted by the
oil boycott late last year. As a result
price increases for refined petroleum
products may have been overstated
somewhat in the fourth quarter. In
spite of the recently announced end to
the oil embargo, fuel supplies are
expected to remain tight for some time,
and even when supplies increase to
more normal levels, the behavior of
fuel and energy prices will remain
highly unpredictable.

Aside from fuels, virtually all major
industrial commodity groups registered
big price increases in the early months
of this year. These increases uniformly
reflected severe capacity constraints
and widely reported shortages of key
materials and supplies. The only ex-
ceptions were the lumber and wood
products and the hides-skins-leather
groups where prices have leveled off
after big increases a year ago.

Consumer prices

The rise in consumer prices averaged
1.2 percent per month, seasonally ad-
justed, in January and February, com-
pared to average increases between 0.6
and 0.8 percent last year. Foods and

Table 3.—Average Monthly Percent Change in Prices

[Seasonally adjusted]

Wholesale Price Index:

All commodities. w - - --• --

Agricultural products
Farm products . - - -
Processed foods and feeds

Industrial commodities
Fuel & power ^
Other commodities <_

Consumer Price Index;

All items .

Food
Cereals & bakery products
Dairy 2.. w . . . . . . . .
Meats, Poultry & Fish. . _

Commodities less food _ .

Gasoline & motor oil
Fuel oil & coal L ,_
Other commodities u

Services 2 . w . w . . .

Household services less rent
Other services 2 w w .. • ^ • w - -

1972

I

0.4

.5

.6

.5

.3

.4

.3

.3

.5

.3

.3
1.6

.2

—.3
.0
.3

.4

.4

.3

II

0.4

.5
1.0
.2

.4

.4

.4

.2

.0

.0

.1
—.1

.2

.0

.0

.2

.3

.4

.2

III

0.6

1.5
2.4
.8

.3

.6

.3

.4

.6

.1

.0

.9

.3

1.1
.1
.2

.2

.3

.2

IV

0.8

2.1
1.8
2.3

.2

.5

.2

.3

.4

.4

.4

.9

.1

.3

.3

.1

.3

.4

.3

1973

I

1.6

3.6
4.9
2.7

.8
1.3
.8

.7

2.1
.8
.9

4.6

.3

.6
2.1
.3

.3

.3

.3

II

1.8

3.1
4.1
2.4

1.2
4.0
.8

.6

1.2
1.2
.7
.8

.4

1.9
1.2
.3

.4

.5

.3

III

1.1

3.2
5.4
1.6

.4

.5

.4

.8

2.2
2.6
1.6
4.9

.2

—.5
.6
.3

.6

.9

.4

IV

1.2

—1.1
—2.7

.1

2.3
11.8
1.0

.7

.7
3.9
3.6

—1.9

.6

3.8
8.9
.2

.8

1.1
.5

1974

"

2.2

2.9
4.0
2.1

1.8
4.9
1,2

1.2

2.1
1.9
1.5
2.1

1.1

6.0
7.8
.5

1.1
.4

1. January and February figures only.
2. Not seasonally adjusted.
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fuels continued to account for the bulk
of the increase.

Food prices comprise about 25 per-
cent of the consumer price index. The
recent rise in food prices was as sharp
as the average in the first three quarters
of last year and nearly three times that
in the fourth quarter, when the index
for the meat, poultry, and fish group
declined following the summer price
surge subsequent to the lifting of price
controls. The price indexes for the
cereals and dairy groups accelerated
sharply in the fourth quarter in re-
sponse to rising input costs, but slowed
somewhat in the first quarter. Prices
for fuels account for about 5 percent of
the consumer price index. Prices for
gasoline and motor oil and for fuel oil
and coal increased sharply in the fourth
quarter and in the opening months of
this year. Together, foods and fuels
accounted for nearly three-fifths of the
increase in the consumer price index
last year, and about one-half in the
first 2 months this year.

Services prices constitute about 40
percent of the consumer price index.
They were rising fairly steadily at
moderate rates from 1971 until the last
half of 1973, when the rate of increase
accelerated. Increases in recent months
have been due mainly to increasing
costs of household services other than
rent, particularly mortgage interest
costs.

Construction Expenditures

Following 3 years of virtually unin-
terrupted expansion, construction
spending declined moderately in the

fourth quarter of 1973 and sharply in
the opening month of this year. The
value of new public and private con-
struction put in place fell about $%
billion, or % percent, in the fourth
quarter to a seasonally adjusted annual
rate of $136% billion. The fourth quar-
ter contraction was in private outlays,
which declined $3 billion while public
outlays rose $2% billion, a very strong
rise. In January, the preliminary esti-
mate shows that outlays fell $3 billion,
or 2}i percent, to $133% billion, with
that decline also centered in private
outlays (chart 2).

Private construction

Residential construction (excluding
motels, hotels and other nonhouse-
keeping units) is the largest component
of private construction spending—it
accounted for 54 percent of spending in
1973 (table 3)—and thus the move-
ment of private construction spending
often mirrors that of residential out-
lays. Last year the pattern of resi-
dential outlays was erratic; they rose in
the first quarter, declined in the second
but recovered somewhat in the third,
and plunged $5 billion in the fourth. In
January, residential outlays dropped
$2% billion further.

Changes in residential outlays reflect
changes in housing starts with a lag.
Starts fell from an average 2.39 million
units (seasonally adjusted annual rate)
in the first quarter of 1973 to an average
1.58 million in the fourth quarter.
Preliminary data indicate that the
rate rose to an average 1.64 million
units in January and February 1974,

Table 4.—Composition of Construction Expenditures

[Percent distribution] 1

Total

Public
Private _

Private

Residential
Commercial
Industrial
Public utilities _.

Telephone and telegraph
Other private 2

1968

100.0

31.9
68.1

100.0

49.7
13.1
10.2
15.2
2.9

11.8

1969

100.0

30.0
70.0

100.0

48.7
14.4
10.4
14.6
3.4

12.0

1970

100.0

29.8
70.2

100.0

46.2
14.8
9.9

16.7
4.5

12.5

1971

100.0

27.3
72.7

100.0

52.8
14.6
6.8

14.8
3.8

10.9

1972

100.0

24.4
75.6

100.0

55.7
14.4
5.0

14.5
3.5

10.4

1973 P

100.0

24.1
75.9

100.0

53 7
15.1
5.9

15.0
3 8

10 3

p Preliminary. 1. Based on current dollars.
2. Includes "Nonhousekeeping residential" religious, educational, hospital and institutional, miscellaneous buildings,

farm nonresidential, and all other private.

Source: Bureau of the Census.

but the path of housing starts already
recorded indicates that residential con-
struction outlays will continue to de-
cline at the very least through the
early months of this year—despite
continuing sharp rises in construction
costs. (From the first quarter of 1973
to the fourth, residential construction
costs rose about 9 percent, largely
because of sharp rises in prices of
materials.)

1 'Other residential'' constru ction,
shown on chart 2, consists mainly of
hotels and motels and other nonhouse-
keeping units (such as dormitories).
The boom in motel and hotel building
caused a steep rise in this category of
outlays from 1971 through mid-1973,
but outlays have been stable since then.

Nonresidential construction

Expenditures for private non-
residential construction increased $2
billion in the fourth quarter of 1973
after rising an average of about $1%
billion in the first three quarters;
outlays increased $% billion in January,
about the same as the average monthly
increase in the fourth quarter. Outlays
for industrial construction—mainly fac-
tories—had been in a downtrend from
late 1969 until late 1972, but from the
fourth quarter of 1972 to the fourth
quarter of 1973 they rose $2% billion or
about 50 percent (chart 2; disaggre-
gated data for nonresidential construc-
tion are not available for the years
1965-67). The bulk of that rise was due
to increased building activity and not
simply rising prices; measured in con-
stant dollars, industrial outlays grew
about 40 percent over the four quarters.
Confirming this, data published by the
F. W. Dodge Division of McGraw-Hill
show that the square footage of floor
space involved in contracts for industrial
construction increased sharply in 1973,
and by yearend had nearly regained the
1969 high. In January, industrial con-
struction spending was unchanged from
December, but plant and equipment
spending plans, as well as very large
backlogs of capital appropriations in
manufacturing, indicate that industrial
contraction outlays should continue to
rise strongly this year.
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CHART 2

Construction Outlays
Billion $ (Ratio scale)
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Seasonally Adjusted at Annual Rates

* Excludes nonhousekeeping

**Nonhousekeeping (motels, hotels, dormitories, etc)

U.S. Department of Commerce, Bureau of Economic Analysis

Data: Census
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Spending for commercial buildings —
offices, warehouses, and stores — had
been on a strong uptrend from late 1970
through the first half of 1973, but
leveled off after that. In constant
dollars, commercial outlays rose sub-
stantially in the first half of last year,
then declined in the third quarter and
were about unchanged in the fourth.
In January, current dollar outlays
evidently increased strongly, but this
increase only made up for the decline
in December. The weakening in eco-
nomic activity this year, augmented
by the uncertain effects that fuel
shortages will have on shopping centers
and other suburban businesses, could
well cause a cutback in expenditures
for commercial building projects.

After several years of sizable in-
creases, spending for hospitals and
institutions (mental institutions, and
rest and convalescent homes, etc.)
has shown no change since late 1972.
The leveling reflects a number of
developments: efforts in some areas
to consolidate hospital facilities and
eliminate duplication, the apparent
end of the need to expand facilities
to care for patients under medicare
and medicaid, and the impoundment
of funds under the Federal Hill-Burton
program of aid to hospital construction
in the first half of last year.

Outlays for telephone and telegraph
construction continued to rise strongly
throughout 1973. (Data for January
are not yet available.) The "all other"
category shown on chart 3 is a residual
which includes electric and gas utilities,
educational and religious institutions,
nonresidential farm construction and a

miscellaneous group. Spending for "all
other" construction increased sharply —
$1# billion — in the fourth quarter
after rising moderately earlier last
year. Utilities are the biggest element
in the category — their spending totaled
$11% billion in 1973, about seventy-
five percent of "other" spending — and
probably accounted for the bulk of
the fourth quarter expansion (utilities
data are available only annually).

Public construction

In recent years, public expenditures
have accounted for roughly 25 to 30
percent of total construction spending,
with State and local governments re-
sponsible for about 85 percent of those
outlays. State and local construction
spending rose strongly in the first
quarter of 1973, lost most of that in-
crease in the second, was about un-
changed in the third, and rose a very
strong $2 billion in the fourth. The
large fourth quarter increase was related
to the delayed impact of revenue
sharing. To many governments, the
initial distribution of revenue sharing
funds in late 1972 and early 1973 was
larger than expected. Some of these
revenues were used to expand construc-
tion programs, and were reflected in
higher outlays late in the year. Local
spending for sewer construction ac-
counted for the largest part of the gain
as many communities attempted to
increase capacity and install new treat-
ment facilities. Other major spending
categories moved erratically during the
year and, on balance, showed little net
change.

Revisions since January 1972 in aggregate manufacturing and trade inventories and
sales and inventory/sales ratios, regularly published on page S-5 of the SURVEY are
shown below in table A. These revisions reflect the revised estimates of retail inventories
regularly published on page S-12, and shown beow in table B. The retail inventory esti-
mates have been adjusted to the levels of the Census Bureau's 1972 Annual Retail Trade
Survey, which provides the benchmark for the monthly series; in addition, the seasonal
factors have been updated.
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Table A.—Manufacturing and Trade Inventories, Sales, and Inventory/Sales Ratios, and Retail Inventory/Sales Ratios

Year and
month

1972:

January
February
March.
April
May_
June
July.... .
August
September
October
November
December

Manufacturing and trade
inventories and sales

Unadjusted

Inven-
tories

Sales

Seasonally
adjusted

Inven-
tories

Sales

Millions of dollars

182,869
184,627
186,721
188,276
189,281
188,659
187,897
188,203
190,091
193,797
196, 602
194,228

107,405
112,945
123,601
120,535
125,641
129,379
116,846
126,226
130,245
133,059
133,511
136,768

184,317
184,856
185,258
186, 187
187,394
187,905
188,695
190,217
191,594
193.069
194,509
196,002

118,299
117,998
120, 239
121,352
122,673
122,347
122,783
126, 792
127,656
130,336
131,918
133,483

Inventory/sales ratios

Manufac-
turing

and
trade

1.56
1.57
1.54
1.53
1.53
1.54
1.54
1.50
1.50
1.48
1.47
1.47

Retail trade

Total

1.51
1.49
.46
.47
.45
.47
.44
.43
.45
.42
.45
.43

Dura-
ble

2.09
2.09
1.99
2.02
1.99
1.99
1.93
1.88
1.95
1.90
1.95
1.91

Nondu-
rable

1.23
1.21
1.19
1.20
1.19
1.21
1.20
1.20
1.20
1.17
1.20
1.18

Year and
month

1973:

January
February
March
April
May
June
July
August. -. _
September...
October
November...
December

Manufacturing and trade
inventories and sales

Unadjusted

Inven-
tories

Sales

Seasonally
adjusted

Inven-
tories

Sales

Millions of dollars

196,720
199, 829
202,959
204,799
206, 563
207,491
207, 670
207,691
209,921
214,722
219,589
219, 247

125,858
130,874
144,004
141,559
147, 001
149,963
138, 911
146,353
146,046
154, 869
154,834
154, 229

198,157
199,956
201,317
202,529
204,623
206,961
208,776
210,548
212, 227
214,284
217,637
221,357

136,863
138,910
141,010
141,274
142,682
142,311
146, 458
146,068
146, 235
150, 157
153,096
151,381

Inventory/sales ratios

Manufac-
turing
and

trade

1.45
1.44
1.43
1.43
1.43
1.45
1.43
1.44
1.45
1.43
1.42
1.46

Retail trade

Total

.41

.40

.38

.42

.41

.45

.41

.43

.43

.44

.46

.51

Dura-
ble

1.84
1.82
1.79
.84
.86
.97
.91
.90

1.93
1.95
2.03
2.17

Nondu-
rable

1.18
.18
.16
.19
.18
.19
.15
.19
.18
.18
.19

1.21

Table B.—Retail Inventories

[Millions of dollars]

Year and month
Retail trade,

total
Durable goods

stores, total
Automotive

group
Furniture and

appliance
group

Lumber,
building

materials,
hardware

group

Nondurable
goods stores,

total
Apparel group Food group

General
merchandise

group

Department
stores

Unadjusted

1972:
January
Febuary
March... ...
April
May
June
July - . . . .
August. .
September
October.
November. _. . .
December

1973:
January.
February _
March
April
May
June
July
August .
September. . _
October
November
December

50, 841
51, 998
53, 732
54, 581
54, 980
54,515
53, 748
52, 783
54,413
56, 437
58, 314
54, 918

55, 283
56, 921
58, 629
59, 716
60, 139
60, 395
60, 008
58, 909
60, 148
62, 559
64,951
61,643

25, 563
24, 146
24, 944
25,424
25, 707
25,444
24, 458
22, 741
23,566
24, 222
25, 269
25, 268

25, 597
26, 412
27, 103
27, 647
28, 042
28, 291
27, 916
25, 843
26, 308
26, 991
28, 099
27, 899

11, 601
11, 973
12, 433
12, 635
12, 781
12, 522
11, 594
9,753

10, 502
10, 895
11,510
11, 826

12, 132
12, 810
13, 358
13,649
13, 882
14, 190
13, 989
11, 854
12, 198
12, 657
13, 490
13, 847

3,547
3,663
3,800
3,929
3,981
3,987
4,035
4,066
4,193
4,295
4,464
4,336

4,345
4,358
4,416
4,551
4,639
4,625
4,582
4,615
4,6d2
4,800
4,900
4,690

3,315
3,417
3,513
3,579
3,619
3,576
3,552
3,546
3,573
3,587
3,660
3,647

3,706
3,821
3,922
4,017
4,073
4,044
4,050
3,981
3,963
3,990
3,969
4,024

27, 278
27, 852
28,788
29, 157
29, 273
29, 071
29, 290
30, 042
30,847
32, 215
33, 045
29, 650

29, 686
30, 509
31, 526
32, 069
32, 097
32, 104
32, 092
33, 066
33,840
35, 568
36, 852
33,744

4,249
4,426
4,622
4,693
4,620
4,538
4,632
4,872
5,087
5,236
5,355
4,614

4,408
4,674
4,894
4,947
4,879
4,863
4,883
5,125
5,271
5,512
5,678
5,012

5,350
5,357
5,486
5,510
5,556
5,537
5,562
5,630
5,644
5,892
6,029
5,858

5,729
5,730
5,890
6,010
6,019
6,139
6,049
6,156
6,308
6,526
6,749
6,697

10, 933
11, 337
11, 970
12, 175
12, 296
12, 272
12,347
12, 761
13,229
13, 956
14, 436
12, 115

12,448
12, 995
13, 589
13, 877
13, 937
13, 936
14, 097
14,569
14, 932
16, 073
16, 447
14, 548

6,564
6,736
7.179
7,295
7,423
7,368
7,314
7,595
7,905
8,474
8,933
7,265

7,401
7,677
8,079
8,219
8,217
8,124
8,247
8,590
8,708
9,368
9,476
8,379

Seasonally adjusted

1972:
January .
February
March . . . .
April
May.
June
July
August .
September . ._-
October
November
December . ..-

1973:
January .
February . _ .
March
April
May
June
July
August
September
October
November
D ecember

52,707
52, 769
53,041
53,346
53,980
54,004
53,951
54,231
54,769
55,420
56,246
56,551

57,388
57,823
57,898
58,378
59, 012
59,788
60,213
60,677
60,847
61,681
62,937
63.561

24, 016
23, 949
24, 050
24, 225
24,474
24,362
24, 104
24, 150
24,604
25,024
25, 717
26,034

26, 144
26,234
26,146
26,356
26,661
27,051
27, 494
27,563
27, 507
27,926
28,662
28. 778

11,790
11, 658
11,641
11,656
11,747
11, 520
11, 159
11,083
11,490
11,740
12, 193
12,306

12,380
12, 499
12, 511
12, 601
12,731
13,041
13,476
13,470
13,336
13, 627
14,302
14 433

3,680
3,742
3,811
3,875
3,938
3,975
4,059
4,086
4,176
4,223
4, 305
4,407

4,506
4,452
4,428
4,489
4,585
4,613
4,612
4,641
4,643
4,723
4,727
4 7«K

3,379
3,420
3,441
3,465
3,500
3,513
3,534
3,600
3,635
3,638
3,727
3,756

3,775
3,821
3,840
3,889
3,936
3,974
4,Q30
4,047
4,036
4,047
4,041
4 144

28,691
28,820
28, 991
29,121
29,506
29, 642
29,850
30,081
30, 165
30,396
3Q,529
30, 517

31, 244
31, 589
31,752
32,022
32,351
32,737
32, 719
33, 114
33,340
33, 755
34, 275
34 783

4,619
4,625
4,645
4,684
4,705
4,698
4,761
4,781
4,826
4,848
4,877
4,826

4,792
4,888
4,919
4,938
4,970
6,035
5,021
5,033
5,008
5,099
5,170
5 244

5,443
5,455
5,497
5,505
5,562
5,559
5,601
5,716
5,707
5,765
5,786
5,789

5,829
5,839
5,904
6,002
6,029
6,167
6,092
6,250
6,379
6,389
6,478
6.618

11,842
11,974
12, 126
12,200
12,390
12,565
12,580
12,723
12,717
12, 771
12,892
12,930

13,482
13,718
13,756
13,899
14,043
14,258
14,369
14,528
14, 590
14, 937
14,925
15. 532

7,119
7,166
7,252
7,310
7,468
7,596
7,517
7,618
7,608
7,690
7,871
7,754

8,019
8,163
8,156
8,233
8,262
8,368
8,482
8,623
8,614
8,708
8,567
8,943
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8 SUKVEY OF CUEEENT BUSINESS March 1974

• In February: The unemployment rate was unchanged at 5.2 percent
• Nonfarm payroll jobs advanced 175,000

• Wholesale price index rose 1.5 percent

TOTAL PRODUCTION
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March 1974 SURVEY OF CURRENT

• In February: Personal income increased $6% billion

BUSINESS 9

• Housing starts rose 22 percent to an annual rate of 1.8 million units

• Plant and equipment outlays expected to rise 13 percent in 1974, about the same as the increase in 1973
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L0 SUEVEY OF CURRENT BUSINESS March 1974

• In January: Manufacturing and trade inventories rose $2.4 billion

• U.S. merchandise trade surplus amounted to $644 million

• Federal fiscal position on NIA basis showed a $5 billion surplus in fourth quarter
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March 1974 SURVEY OF CURRENT BUSINESS

* In February: Industrial production declined 0.6 percent
• Money supply and bank credit increased sharply

• Corporate profits before taxes (including IVA) up slightly in fourth quarter
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GNP rose $14V4 billion in first quarter
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OHARPLY rising prices and declines
in automobile production and resi-
dential construction characterized the
U.S. economy in the first quarter of
1974. GNP increased $14.3 billion or
4.4 percent at an annual rate, and the
apparent increase was due entirety to
higher prices. Prices, as measured by
the implicit deflator for GNP, increased
at an annual rate of 10.8 percent. Real
output—GNP measured in constant
1958 dollars—declined at an annual rate
of 5.8 percent. This decline came after
three quarters of relatively small per-
centage increases.

The first-quarter increase in current-
dollar GNP was entirely in final sales
(table 1). Inventory accumulation, in
current dollars, dropped from an annual
rate of $18.0 billion in the fourth
quarter to $7.8 billion in the first. The
inventory estimate is subject to sizable
revision next month—comprehensive
data are not available for March and
still preliminary for February. The de-
cline in accumulation was concentrated
in retail auto inventories. These inven-
tories had increased about $4 billion in
the fourth quarter and declined almost
$5 billion in the first, thus, on a net
basis, accounting for virtually all of

the drop in inventory accumulation
from the fourth to the first quarter.

Real output per man-hour in the
private nonfarm economy, as reported
by the Bureau of Labor Statistics, de-
clined in the first quarter of 1974 (table
2). The decline of 3.5 percent at a
seasonally adjusted annual rate re-
flected the pattern typical of cyclical
declines: Man-hours were reduced more
slowly (2.8 percent) than output de-
clined (6.2 percent). The bulk of the
decline in man-hours was due to reduced
employment; the decline in average
weekly hours including overtime was
unusually mild (see discussion of Labor
Market Developments).

The 7.2 percent increase (seasonally
adjusted annual rate) in compensation
per man-hour in the private nonfarm
economy in the first quarter of 1974 was
off from the previous quarter's 8.5
percent. This deceleration occurred
despite the increase in employer social
insurance payments (due to the higher
social security tax base effective Janu-
ary 1) which, other things being equal,
would have produced a first-quarter
increase of almost one percent compared
to the fourth quarter. The deceleration
can in part be attributed to the lower

Table 1.—Gross National Product in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Gross national product. .

Final sales _

Change in business inventories

Current dollars Constant (1958) dollars

Billions of dollars

1973

III

1,304.5

1, 299. 8

4.7

IV

1,337.5

1,319.4

18.0

1974

I

1,351.8

1, 344. 0

7.8

1973

III

841.3

838.3

3.0

IV

844.6

832.1

12.5

1974

I

832.0

827.1

4.9

Percent change
from preceding
quarter (annual

rate)

1973

IV

1.6

-2.9

1974

I

-5.8

-2.4
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share of man-hours worked in relatively
high-wage industries, such as auto-
mobiles, and some reduction in over-

Table 2.—Output and Compensation Per
Man-hour, and Unit Labor Cost in the

Private Nonfarm Economy

[Percent change from preceding quarter, seasonally adjusted
at annual rates]

Table 3.—Personal Consumption Expenditures in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Output per man-hour _

Compensation per man-hour

Unit labor cost

1973

IV

-1.8

8.5

10.5

1974

I

-3.5

7.2

11.2

Source: Bureau of Labor Statistics.

time hours. With the sharp decline in
productivity, the rate of increase in
unit labor costs was higher, moving
from an increase of 10.5 percent at a
seasonally adjusted annual rate in the
fourth quarter of 1973 to 11.2 percent
in the first quarter of 1974. The first-
quarter rate of increase is almost
double that of the first three quarters
of 1973.

Personal consumption expenditures

Consumer outlays for automobiles
declined in the first quarter, although
the decline was less than in the fourth
quarter of last year (table 3). Sales of
domestic and imported cars fell from
a seasonally adjusted annual rate of
11.7 million units in the third quarter
to 9.8 million in the fourth and 9.2
million in the first. Food outlays
registered some real decline in the first
quarter as they had in the fourth. In
current dollars, outlays for the energy
component of nondurables did not in-
crease from the fourth quarter to the
first quarter, and the energy com-
ponent of services even declined some.
In real terms, both energy components
declined more sharply in the first
quarter than they had in the previous
quarter. The "other'' parts of all three
consumption categories increased in
current as well as in constant dollars,
suggesting that the weakness shown in
total personal consumption expenditures
has been largely confined to the energy-
auto items and food.

Personal consumption expenditures

Durables

Autos and parts . . _
Other durables - - . -

Nondurables.

Food ..- . - . . .
Energy l

Other nondurables. .. . . .

Services

Energy 2

Other services

Current dollars Constant (1958) dollars

Billions of dollars

1973

III

816.0

132.8

59.2
73.6

341.6

164.3
39.4

137.8

341.6

20.8
320.8

IV

825.2

125.6

51.8
73.8

349.6

168.3
41.4

139.9

350.0

20.7
329.3

1974

I

844.6

124.5

48.2
76.4

362.3

174.0
43.3

145.1

357.8

20.4
337.4

1973

III

558.1

115.4

51.9
63.5

230.2

104.2
29.0
97.0

212.5

15.4
197.1

IV

551.3

108.7

45.7
63.0

228.3

103.2
27.9
97.2

214.3

15.2
199.1

1974

I

547.5

106.0

42.3
63.7

227.2

102.9
24.8
99.5

214.3

14.1
200.2

Percent change
from preceding
quarter (annual

rate)

1973

IV

-4.8

-21.2

-39.9
-2.9

-3.3

-3.8
-14.2

0.7

3.4

-6.9
4.2

1974

I

-2.7

-9.6

-26.7
4.6

— 1.9

-1.0
-37.9

9.8

0.0

-25.7
2.2

1. Gasoline and oil, and fuel and ice.
2. Electricity and gas.

Disposable income increased less rap-
idly in the first quarter than did total
consumer outlays, so that the saving
rate dropped from 7.3 percent in the
fourth quarter of last year to 6.5 per-
cent in the first quarter. The drop is
surprising; in the past, reduced out-
lays for autos have often been accom-
panied by a jump in the saving rate.
Perhaps consumers reduced their sav-
ing rate to maintain living standards
in the face of the erosion of purshasing
power largely due to higher food and
energy prices.

Fixed investment

The decline in residential construc-
tion in the first quarter was very steep,

although less than in the previous
quarter (table 4). Both building permits
and housing starts, which had declined
throughout 1973, seem to have stabi-
lized in the first quarter, suggesting
that the downturn in residential con-
struction may have bottomed out.

Business purchases of motor vehicles
were down more in the first quarter
than they had been in the fourth
quarter. The weakening was concen-
trated in trucks. Other nonresidential
investment continued to show strength.
Although the first-quarter rate of in-
crease was down somewhat from that
of the previous quarter, it was still
strong in constant dollars at a season-
ally adjusted annual rate of 9 percent.

Table 4.—Fixed Investment in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Fixed investment - - -

Nonresidential . _ . _. .
Autos - - - - -
Trucks - - - - - - - - -
Other nonresidential

Residential . . . .

Current dollars Constant (1958) dollars

Billions of dollars

1973

III

197.3

138.0
7.9

18.0
112.1

59.2

IV

195.9

141.8
6.6

18.4
116.8

54.0

1974

I

194.0

144.4
6.1

16.8
121.6

49.5

1973

III

127.7

93.2
7.0

14.7
71.5

34.5

IV

125.0

94.5
5.9

14.8
73.8

30.5

1974

I

121.8

94.1
5.4

13.2
76.6

27.7

Percent change
from preceding
quarter (annual

rate)

1973

IV

-8.2

5.6
-48.3

2.2
13.3

-38.9

1974

I

-9.9

-1.6
-27.5
-36.1

9.2

-32.5
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Table 5.—Net Exports of Goods and Services in Current and Constant Dollars

[Seasonally adjusted at annual ratesj

Net exports of goods and services _

Exports

Imports.

Current dollars Constant (1958) dollars

Billions of dollars

1973

III

7.6

104.5

97.0

IV

12.8

116.4

103.6

1974

I

9.5

125.9

116.4

1973

III

7.4

67.4

60.0

IV

11.6

71.0

59.4

1974

I

11.7

71.7

60.0

Percent change
from preceding
quarter (annual

rate)

1973

IV

22.8

-3.9

1974

I

4.3

4.5

Net exports
purchases

and government

The first-quarter export and import
estimates are very tentative. March
trade data are not yet available and the
items comprising income from the rest
of the world, which are at best difficult
to estimate so soon after the end of the
quarter, are especially troublesome this
year because of uncertainties relating
to income on oil investment. For all
these reasons, the net export figures
are subject to large revisions. The pre-
liminary figures show both exports and
imports increasing mainly as a result
of higher prices (table 5). In real terms,
both exports and imports increased only
moderately and, again in real terms,
the balance was unchanged in the first
quarter of this year following a big
increase in the fourth quarter of last
year.

The export figures include about
$2.5 billion (annual rate) of larger-than-
usual arms sales to Israel in the fourth
quarter and about $K billion in the
first. Also, unusual statistical problems
relating to the measurement of mer-
chandise imports may have resulted in
some overstatement in the first quarter
as compared with the fourth. Were it
not for these factors, the first-quarter
deterioration in the current-dollar bal-
ance would have been much less and
the constant-dollar balance would have
shown some improvement.1

1. Another unusual international transaction may be noted.
In February 1974 the U.S. Government granted India $2
billion (quarterly rates) of Indian rupees largely accumu-
lated in the 1950's and early 1960's under aid programs.
Tentatively, BE A has decided to treat this transaction as a
capital grant in the national income and product accounts,
whereas it will be treated as a current transfer in the balance
of payments accounts. As a capital grant, it will not create
the misleading increases in the national income and product
measure of Federal expenditures and deficit in the first
quarter that treatment as a current transfer would produce.

The Federal Government sales of
arms to Israel were made out of Govern-
ment stocks and were treated in the
national income and product accounts
as offsets to defense expenditures. Were
it not for these sales, defense expendi-
tures would have been higher than
shown by $2.5 billion (annual rate) in
the fourth quarter of 1974 and $%
billion in the first quarter. When
account is taken of these sales, Federal
purchases register steady increases in
the third quarter of 1973 through the
first quarter of 1974 (table 6). However,
the rate of total expenditure (purchases,
grants, transfer payments, etc.) is
significantly below the path implied in
the Administration's budget docu-
ment, and unless an increase of a very
unlikely size occurs in the second
quarter, the national income and
product measure of Federal expendi-
tures for the fiscal year ending in June
will be far below that projected in the
budget.

GNP by sector of origin

The patterns of strengths and weak-
nesses in the economy can be viewed
also in terms of the real output by
sector of origin (table 7). Certain of the
estimates, although useful, are not con-
ceptually perfect. The auto and resi-
dential construction estimates include
some purchases of raw materials from
other sectors when ideally the output
originating in a sector would be calcu-
lated as its sales less the value of raw
materials it purchases. Farm output is
actually measured in this way. Because
it has not been possible to exclude these
raw materials purchases from the auto
and construction sectors, these pur-
chases are counted as output originating
in these sectors, and the large residual
of "other" output is reduced by that
amount. This residual may also be af-
fected by problems in the seasonal
adjustment of farm, residential con-
struction, and auto output.

The auto estimate, which combines
the impact of sales and inventory
change, shows that in the first quarter
the decline in auto production was more
than in the fourth quarter. Residential
construction, as was mentioned earlier,
showed less weakness in the first than
in the fourth quarter. The "other"
sector was stable, confirming the im-
pression derived earlier from the exami-
nation of the conventional expenditure
breakdown of GNP that the decline
in the economy was largely con-
fined to automobiles and residential
construction.

Table 6.-—Government Purchases of Goods and Services in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Government purchases of goods and
services.

Federal
National defense
Other

State and local

Current dollars Constant (1958) dollars

Billions of dollars

1973

III

279.0

106.8
74.2
32.7

172.2

IV

285.6

106.8
73.0
33.8

178.8

1974

I

295.9

111.3
76.2
35.1

184.6

1973

III

145.0

57.2

87.8

IV

144.1

54.9

89.2

1974

I

146.1

56.3

89.8

Percent change
from preceding
quarter (annual

rate)

1973

IV

-2.3

-15.0

6.7

1974

I

5.6

10.9

2.4
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Prices

The sectors of sharpest price rise
and their impact on U.S. purchasers
are highlighted in table 8. In that
table, price changes are viewed in
terms of the implicit price deflators,
which are the by-products of the
current- and constant-dollar estimates.
The implicit price deflators are com-
posite indexes of the prices of the goods
and services included in them, and un-

Table 7.—Gross National Product by Sector
of Origin in Constant (1958) Dollars

[Seasonally adjusted at annual rates]

Table 8.—Implicit Price Deflators

[Seasonally adjusted]

Gross national
product. . . .

Households, in-
stitutions, rest
of the world, and
general govern-
ment-

Farm

Auto.

Residential con-
struction _ .

Other-

Billions of dollars

1973

III

841.3

86.6

21 2

43.6

34.5

655.4

IV

844.6

87.8

24.2

41.3

30.5

660.8

1974

I

832.0

88.6

23.2

29.3

27.7

663.1

Percent
change from

preceding
quarter

(annual rate)

1973

IV

1.6

5.8

71.2

-20.0

-38.9

3.3

1974

I

-5.8

4.5

-16.0

-74.4

-32.5

1.4

like most price indexes, are based on
shifting weights that reflect the chang-
ing composition of the included
expenditures.

The starting point of the table is
the implicit price deflator for GNP. It
represents the changes in the prices
of the output of goods and services
produced by the Nation's economy.
From the point of view of U.S. pur-
chasers, exports and their prices should
be excluded from the calculations
because U.S. purchasers do not buy
exports. However, they do buy im-
ported goods, and since imports are
excluded from GNP, it is necessary to
add imports and their prices into the
calculations. Exclusion of exports and
inclusion of imports yield the desired
measure of prices paid by the U.S.
purchasers; it is presented in the table
as the implicit deflator for GNP less
exports plus imports. The implicit
deflators for personal consumption ex-

Gross national product

Less: exports - . . _ .. .. . ..
Plus: imports - .. ..

Equals: GNP less exports plus imports

Personal consumption expenditures . . .

Food
Energy l - --

Other personal consumption expendi-
tures - -

Other

Index numbers (1958 = 100)

1973

I

149.8

137.4
141.8

150.2

141.0

145.4
129.9

141.0

168.6

II

152.5

145.9
154.5

153.1

143.8

151.1
133.7

143.0

171.9

III

155.1

155.0
161.7

155.5

146.2

157.8
135.5

144.4

174.4

IV

158.4

164.0
174.5

159.0

149.7

163.2
144.0

146.8

177.3

1974

I

162.5

175.6
193.9

163.6

154.3

169.1
163.8

149.6

182.4

Percent change from preceding
quarter (annual rate)

1973

II

7.3

26.9
41.1

8.1

8.1

16.6
12.2

5.8

8.0

III

7.0

27.5
19.8

6.4

6.9

18.9
5.8

4.0

6.0

IV

8.8

25.3
35.7

9.2

9.8

14.4
27.5

6.9

6.8

1974

I

10.8

31.3
52.4

12.1

12.9

15.2
67.4

7.8

12.0

1. Gasoline and oil, fuel and ice, electricity, and gas.

penditures show the changes in prices
paid by U.S. consumers, and the
implicit deflators for the residual
"other" show the changes in prices
paid by government and investors.

The first-quarter increase in the
implicit price deflator of GNP—10.8
percent at a seasonally adjusted annual
rate—was the largest yet of the recent
series of large quarterly increases. The
increases in the prices of goods and
services bought by U.S. purchasers
(line 4 of the table) have generally run
even higher, reflecting the more rapid
rate of increase in import prices than
in export prices. The first-quarter jump
in import prices—due in large part to
increased oil prices—widened the differ-
ential between the rate of increase in
GNP prices and prices of goods and
services bought by U.S. purchasers.

Since the beginning of 1973 food
prices have increased steadily—averag-
ing a 16.3 percent increase (seasonally
adjusted annual rate) per quarter, and
consequently food prices alone would
have produced a wide differential
between the rate of increase of total
personal consumption prices and the

prices of the "other" category of
personal consumption. However, the
differential widened in the first quarter
of 1974, and this is traceable to the very
sharp acceleration in the rate of increase
in consumer energy prices. In the first
quarter, consumer energy prices in-
creased at a seasonally adjusted annual
rate of 67 percent, compared to 27 and
6 percent in the fourth and third
quarters. This price increase is in part a
reflection of the increase in price of
imported energy. Thus, the increases in
the prices of total personal consumption
since the beginning of 1973—which in
the first quarter reached a 13 percent
seasonally adjusted annual rate—were
largely due to food and energy prices,
while the prices of all other consumer
goods increased at a substantially
slower rate.

The increasing prices of energy also
enter into the acceleration in the prices
of items purchased by government and
investors. After comparatively mild in-
creases through the fourth quarter,
the latter prices also reached a 12 per-
cent seasonally adjusted rate of in-
crease in the first quarter of this year.

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

April 1974



April 1974 SURVEY OF CURRENT BUSINESS

labor Market Developments
Table 2.—Percent changes, Manufacturing

Employmentx

[Seasonally adjusted at annual rate]

TOTAL employment, as measured in
the household survey, rose less than 1
percent at an annual rate from Decem-
ber to March, compared with nearly 3
percent during the third and fourth
quarters of last year. Farm employment
accounted for all of the increase; non-
farm employment was unchanged. The
civilian labor force increased at an an-
nual rate of 2 percent, and the unem-
ployment rate increased from 4.8 percent
in December to 5.1 in March; all of that
increase occurred in January.

Nonfarm employment, as measured
by the establishment survey, changed
little from December to March, after
an increase of 3% percent (annual rate)
during the fourth quarter (table 1).

Table 1.—Percent changes, Nonfarm Payroll
Employment1

[Seasonally adjusted at annual rate]

Total-. . .

Manufacturing
Durable goods manu-

facturing
Nondurable goods

manufacturing
Transportation and

public utilities. ..

Trade. .

Services _ _

Mining..

I

5.0

5 1

7.0

2.4

1.9

5.6

5.8

2.0

19

II

3 3

4 4

6 8

1.1

1.5

2 5

3 3

13 1

73

III

2 3

5

1 9

-1.4

2.8

3 1

5 6

2 6

IV

3 5

4 3

5 3

2.8

1.3

2

4 2

8 5

1974

I

0 1

6 0

—9 1

-1.5

2.3

1 7

3 1

4 4

1. Changes are computed from final months of each
quarter.

The increase in that quarter reflected
very large gains in October and Novem-
ber; employment declined in December,
when the oil shortage first began to
have an impact on economic activity.
Employment effects related to the oil
shortage were first evident in industries
other than manufacturing. Retail trade
employment fell 110,000 in December
and another 13,000 in January, largely
as a result of layoffs of workers in retail
automobile establishments and filling
stations. Employment in services, where
monthly increases of 40 to 60 thousand

had been usual, was unchanged in De-
cember and January, as reduced em-
ployment at motels and other travel-
related service establishments offset
small gains elsewhere. Recently, how-
ever, growth of employment has re-
sumed in both the trade and service
industries.

Reductions in manufacturing em-
ployment occurred mainly in the first
quarter, when the impact of the oil
shortage became severe (table 2). Man-
ufacturing employment fell 6 percent
at an annual rate from December to
March, with declines in each month of
the quarter. Employment cutbacks in
transportation equipment accounted
for about two-thirds of the drop; nearly
all of the decline was in the motor
vehicle industry, as producers reduced
production in an effort to bring inven-
tories into better balance with sales.
Auto sales had begun to weaken signi-
ficantly in October, but major cuts in
production were not made until mid-
December. In the primary and fabri-
cated metals industries, which supply
components and materials to auto
producers, employment fell at an annual
rate of about 10 percent in the first
quarter.

In the manufacturing industries pro-
ducing largely consumer goods (such
as the electrical equipment, furniture,
apparel, and textile industries), employ-
ment declined about 7 percent during
the first quarter. Most of that drop
occurred in March. In industries pro-
ducing largely capital goods (such as
the nonelectrical machinery and in-
struments industries), employment con-
tinued to increase, though at a much
slower rate than in the fourth quarter
of 1973.

Chiefly because of the employment
declines in industries related to auto
production, the unemployment rate in
durable goods industries rose from 3.9
percent at the end of the fourth quarter
to 5.0 percent at the end of the first
(table 3). Among the major durable
goods producing States, the increase in

Total manufacturing

Transportation equip-
ment _.

Primary and fabricated
metals

Electrical equipment,
furniture, textiles, and
apparel

Nonelectrical machinery
and instruments

Other manufacturing

I

5 1

7.2

3 5

6. 1

8.9

3.3

19

II

4 4

5.5

7 4

5.3

10.1

.8

73

III

0 5

—4 4

4 4

— 1. 1

6.8

-.6

IV

4 3

—4 9

4 2

3. 1

10.6

5.1

1974

I

—6 0

—32 3

—9 9

—6 8

1.2

.6

Changes are computed from final months of each quar-
ter.

unemployment was most pronounced in
Michigan, where about 8 percent of all
workers covered by the State unemploy-
ment insurance system were claiming
benefits in mid-March—about double
the national average. In other States in
which much of durable goods output is
related to auto production, but less
than in Michigan (e.g., Indiana, Ohio,
and Wisconsin), the rates of unemploy-
ment for insured workers have increased
recently, but remain in the moderate
range of 2.9 to 4.2 percent.

The unemployment rate in nondur-
able goods manufacturing also increased
from December to March, but the rise
was only about half that in durable
goods. In trade and services, where em-
ployment increased recently, unemploy-
ment rates were somewhat lower in
March than in December.

In comparison to the reduction in
manufacturing employment, the reduc-

Table 3.—Selected Unemployment Rates
[End of quarter data, seasonally adjusted]

Total

Private nonfarm wage
and salary workers. _

1VI anuf acturing

Durable goods manu-
facturing

Nondurable goods
manufacturing

Transportation and pub-
lic utilities . .

Trade

Services.-. ---

I

5.0

4.9

4.6

4.4

4.9

3.0

5.4

4.5

19

II

4.8

4.7

4.4

3.7

5.3

3.5

5.2

4.1

73

III

4.7

4.7

4.2

4.0
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tion in the length of the workweek was
unusually small—0.4 hours, seasonally
adjusted, from 40.7 in December to
40.3 hours in March. The production
cutbacks centered in the auto industry
and took mainly the form of plant
shutdowns lasting a week or longer.

SURVEY OF CURRENT BUSINESS

Workers prefer this arrangement to
shorter weekly hours because it entitles
them to unemployment insurance pay-
ments. In the statistics, plant shutdowns
lasting a week or longer are reflected
in reductions in employment rather
than in hours.

Sources and Uses of Funds: Nonfinancial Corporations
The volume of funds raised in the

credit and equity markets has been
extraordinarily heavy in recent years
and it is likely that the demand for
funds will remain high in 1974. Since
nonfinancial corporations account for
the major share of debt and equity
financing, it is of interest to examine
their sources and uses of funds. In the
3 years since the beginning of the eco-
nomic expansion in the first quarter of
1971, there has been a tremendous ex-
pansion in nonfinancial corporations'
needs for funds. By the end of 1973,
these corporations had invested more
than $300 billion in physical assets and
raised nearly $400 billion through in-
ternal and external sources. As can be
seen in the accompanying chart, both
these magnitudes far exceed their
counterparts in earlier expansions.

The following discussion focuses on
the behavior of nonfinancial corpora-
tions in the 12 quarters beginning in the
first quarter of 1971 as contrasted with
equal timespans for the expansions
beginning in the fourth quarter of 1954
and the second quarter of 1961. The
discussion brings out significant differ-
ences in the sources to which corpora-
tions turned to raise funds in this
expansion and smaller, though im-
portant, differences in the use to which
they put them. The expansion which
started in the third quarter of 1958 was
omitted from the analysis because it
lasted less than 12 quarters.

Alternative relations between sources
and uses

One standard approach for gauging
the need for external financing is
measuring the excess of corporate ex-

penditures on physical assets—plant,
equipment, and inventories—over in-
ternally generated funds. In the 1971-1
to 1973-TV period, expenditures ex-

April 1974

ceeded internally generated funds by
30 percent. This compares with a
shortfall of internal funds of only 3
percent in the 1961-64 expansion and
14 percent in the 1954-57 expansion.
In the short run, corporations typically
have only very loose control over cer-
tain of their financial uses of funds such
as consumer and trade credit. If these
uses are taken into account, an alterna-
tive measure of corporate needs for
external funds is suggested—the sum
of expenditures on physical assets and
nonliquid financial assets less internal
funds. Using this measure, corporate
needs for funds in this expansion are
even greater than in earlier periods.

CHART 2

Nonfinancial Corporations' Sources and Uses of Funds Over Three Expansions
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April 1974 SURVEY OF CURRENT BUSINESS

Internal sources of funds

The composition of nonfinancial cor-
porate internal sources of funds in the
economic expansion which began in
1971 differs sharply from its composi-
tion in earlier upturns. The two sources
of internal funds are capital consump-
tion allowances and retained earnings.
The former have been rising strongly
and steadily throughout the postwar
period; in the 1971-1 to 1973-IV ex-
pansion, they accounted for 42 percent
of net funds raised, a proportion that
is in line with historical trends. The
shortfall in internal funds is entirely
attributable to retained earnings, which
were only 9% percent of net funds
raised, a sharp drop from their more
than 20 percent contribution in 1954-57
and 1961-64. Retained earnings equal
profits less profit tax accruals and
dividends paid. The definition of profits
is the same as that used in the national
income and product accounts—i.e.,
"inventory profits" are excluded.

Ordinarily, retained earnings rise
quite strongly in the initial phases of
an upturn in economic activity, because
dividends lag the rise in profits. In the
1971-73 period, however, the growth
in profits was small. The basic factors
limiting the rise in profits have not been
adequately identified. The long-term
downtrend in the growth of profits
which has characterized large parts
of the postwar period may have played
a part. Among the specific factors in
she 1971-73 period, the acceleration
of inflation may have contributed to the
profits squeeze, because prices of raw
materials originating outside the non-
farm corporate sector—for example,
imports and farm products—rose dis-
proportionately. Retained earnings were
adversely affected because inflation
boosted the effective tax rate on cor-
porate profits. Taxes are levied on
book profits, which include inventory
profits, and these have been extraor-
dinarily high. In the 1971-73 period,

the inventory valuation adjustment—
which is a measure of such profits—
amounted to $29 billion as compared
with $5.9 billion in the 1954-57 expan-
sion and only $0.4 billion in 1961-64.

External sources of funds

In order to close the gap between
projected expenditures and internal
sources of funds, corporations turned
to the credit and equity markets. For
the period as a whole the distribution
of financing between short- and long-
term funds was roughly in line with
earlier experience. Net funds raised
through short-term instruments
amounted to 32 percent of total credit
market financing, not much different
from the 34 percent in 1954-57, al-
though more than the 23 percent in
1961-64. However, the pattern of
financing during the course of the
1971-73 expansion has differed strik-
ingly from that of earlier periods.

Typically there is a shift from short-
term financing to long-term financing
over the course of an expansion. Cor-
porations usually enter an expansionary
period with relatively high liquidity
balances and these balances are quickly
augmented by increases in retained
earnings. Accordingly, corporations first
turn to short-term sources of funds—
such as bank loans—to finance their
inventory investment and plant and
equipment expenditures. Later they
turn increasingly to equity issues or
bond flotations. This scenario did not
hold in the 1971-73 period. Because of
heavy bank borrowing in 1970 corpora-
tions entered the 1971 upturn with
extraordinarily low liquidity and, as
explained above, the usual recovery of
retained earnings did not materialize.
Consequently, corporations channeled
their financing into the equity and long-
term debt markets, in spite of a sharp
fall in short-term rates and only
moderate declines in long rates. In
1971-72, 85 percent of net funds raised
in the credit markets by nonfinancial
corporations was long term. In 1973,
the situation was reversed. Short-term

interest rates rose to new highs while
long-term rates rose only moderately.
Nevertheless, corporations borrowed
heavily in the short-term markets and
raised a relatively small volume of
funds in the capital markets. The
reason for the heavy volume of short-
term financing was the widespread
expectation of an imminent decline in
long-term market rates. Uncertainty
over the economic outlook was a major
factor contributing to depressed prices
in the stock market, and new equity
issues were not an attractive alterna-
tive source of funds. In 1973 credit
markets financing was evenly split
between short- and long-term
instruments.

Uses of funds

While the proportion of corporate
expenditures going into fixed invest-
ment remained constant in the three
expansions under review, there were
striking differences in the proportions
going into inventory accumulation and
into the building up of liquid assets.
Investment in inventories accounted for
only 4.3 percent of corporate uses of
funds in 1971-73 or just about half of
the proportion in the two earlier
expansions.

Another dramatic difference in cor-
porate uses of funds has been the large
buildup in liquid asset balances. Since
the fourth quarter of 1970, corporations
have increased their holdings of liquid
assets by $35 billion. Several factors
account for this buildup. Increases in
international business call for substan-
tial foreign currency balances, particu-
larly since the introduction of floating
exchange rates. Further, the uncertain-
ties associated with the current inflation
have made it more difficult for corpora-
tions to project their internal funds and
have increased their desire to maintain
cash reserves for contingencies. At the
same time, it has become less costly for
firms to maintain liquid assets since the
opportunities for investing them at
relatively high rates have broadened
considerably.
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8 SURVEY OF CURRENT BUSINESS April 1974

In the first quarter GNP rose only about $14V4 billion; real GNP declined 5% percent
In March: The unemployment rate was about unchanged at 5.1 percent

The wholesale price index rose 1.2 percent (monthly rate]

CHART 3
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10 SUEVEY OF CURRENT BUSINESS

• In first quarter: Inventory investment declined $10V4 billion

April 197-

• Net exports of goods and services fell $3% billion

• Federal Government purchases rose $4% billion and State and local $53/4 billion
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April 1974 SUEVEY OF CURRENT BUSINESS

• In March: Industrial production declined 0.5 percent

11

• Bank credit and money supply rose further

• Interest rates and bond yields moved higher
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the BUSINESS SITUATION

LEVISIONS in the first quarter na-
tional income and product accounts are
small. The profile of the economy as
depicted by the preliminary figures pub-
lished last month remains unchanged.
The steep decline in the real volume of
GNP is traceable to automobile produc-
tion and residential construction, and
to segments of the economy other than
automobiles directly affected by the oil
crisis. When these components are sub-
tracted from total GNP, the remainder
is seen to have changed little from the
fourth quarter. This is apparent whether
GNP is viewed as a sum of final de-
mands for GNP or as a sum of eco-
nomic sectors that contribute to its
production.

Measured by the price deflator for
GNP, inflation last quarter rose to a
two-digit figure. Much of the accelera-
tion was related to the oil crisis. Apart
from the prices of energy products,
inflation proceeded at a somewhat
lower and steadier rate.

First quarter corporate profits

Preliminary estimates of corporate
profits round out the view of the econ-
omy provided by the accounts. These
estimates will be revised next month.
The first quarter increase was entirely
in inventory profits. These stem
from preponderant business accounting
methods, which do not expense the full
replacement cost of inventories used up
or sold when prices are rising. If inven-
tories are expensed at full replacement
cost—as they are in the national income
and product accounts, by the use of a
method that is the same as the last-in
first-out method if the physical volume
of inventories is rising—total profits de-
clii/ed f^m the fourth quarter of 1973.

This x ine was confined to nonfi-
nancial c ^orations and occurred in
|fpite of a large increase in oil profits,

including profits from domestic op-
erations as well as profits of foreign
branches of domestic corporations and
dividends received from foreign sub-
sidiaries (these figures are subject to an
unusually wide margin of error.) The
profits decline was concentrated in the
automobile industry, but extended to
other manufacturing industries, mainly
those producing durable goods. Profits
were lower also in several industries
in the transportation, communication,
and public utility groups.

Recent developments

Monthly indicators that are now
available for April do not cover a large
enough area of the economy to permit
a comprehensive assessment that goes
beyond that based on the first quarter
accounts.

Total employment dropped a bit, but
the unemployment rate was steady,
because—following a prolonged period
of employment growth and a few months
of stability—the reduction in employ-
ment was accompanied by a comparable
reduction in the labor force. Personal
income increased a little more than
in March and industrial production
turned up after declining for several
months. A pickup in the automobile
industry was an important factor in
both cases, and also in the April in-
crease in retail sales. The rise in the
average of wholesale prices moderated
because of a reduction in food prices;
industrial prices continued to rise at
about the recent pace in spite of a de-
celeration in the rise of the price of
petroleum and other energy products.

The rapid rise in short-term interest
rates of all kinds continued in April.
The rise, which started in late February
and was largely unexpected, was due
to several factors. It is not possible
to sort out their relative importance;

but inflation was, in one way or another,
an element in most of them. Buoyant
demand for bank loans (the causes of
which, in turn, are extraordinarily
difficult to trace) undoubtedly was a
major determinant. Higher interest
rates abroad may have exerted an up-
ward pull on domestic rates. The end
of the oil embargo may have affected
interest rates through the anticipation
of higher production, sales, and demand
for loanable funds. The strength of
current-dollar business investment may
have had a similar effect. Tighter mone-
tary policy—actual and anticipated—
probably played a major role.

In order to shield the housing market
from possible consequences of the rise
in rates, the Administration adopted
a number of measures—including meas-
ures to strengthen the capacity of the
saving and loan associations and mutual
savings banks to extend credit, to
support the secondary mortgage mar-
ket, and to alleviate the impact of a
rise in interest rates on monthly
mortgage payments. An authoritative
assessment of the quantitative effect
of these measures is not available at this
time.

The following sections try to shed
light on aspects of the business situa-
tion that are of particular interest:
First, two special tables are presented
which help to analyze recent changes
in consumer prices and wage rates.
These are followed by brief discussions

The May issue of the SURVEY usually
carries BEA's annual estimate of per-
sonal income in standard metropolitan
statistical areas (SMSA's). This year,
estimates of income in non-SMSA
counties are being added. To make room
for the new information, the estimates
will be published separately as Part II
of the May issue.
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of financial developments, the auto-
mobile market, inventory-sales ratios,
and foreign trade.

Reconciliations of Major
Statistical Series

BEA has completed studies of the
sources of difference between the two
principal measures of prices paid by
consumers and between two principal
measures of wage rates. Table 1 shows
the sources of difference for the last five
quarters between quarterly changes in
the implicit price deflator for personal
consumption expenditures (PCE) and
changes in the consumer price index
(CPI). Table 2 shows the sources of
difference between quarterly changes
in compensation per man-hour and in
average hourly earnings in the private
nonfarm economy. In some instances,
the tables provide only approximate
measures of the difference arising from
a specified source. Further work is
planned to refine them.

In the first and third quarters of
1973, the CPI registered larger increases
than did the implicit price deflator for
PCE. In the first quarter of 1974, the
implicit price deflator registered a larger
increase than the CPI. The difference
in the first quarter of 1973 was largely
due to the contribution of shifting
weights in the implicit price deflator.
The difference in the third quarter was
largely due to items included in the
CPI, particularly homeownership costs,
which are not included in the implicit
price deflator. In the first quarter of
the current year, the difference was
due to the inclusion of non-CPI items
in the implicit price deflator.

Compensation per man-hour in-
creased more than average hourly earn-
ings in three of the last five quarters.
Step-ups in employer contributions for
social insurance, part of supplements
which is included in employee compen-
sation but not in hourly earnings, were
the largest source of the first quarter
differences. Differences in coverage in
the two series as shown in line 3 of
table 2 were the source of the larger
increase in compensation per man-hour
than in average hourly earnings in the
fourth quarter of 1973. These also were
the main source of the smaller increase
in compensation per man-hour than in

average hourly earnings in the second
quarter.

Implicit price deflator for PCE and
the CPI

Table 1 shows the major sources of
difference between quarterly changes
in the implicit price deflator for PCE
and the CPI which is prepared by the
Bureau of Labor Statistics (BLS).
The table lists the contributions to the
difference in the two indexes that arise
from shifting weights in the implicit
price deflator, from different weights
assigned to CPI components common
to the two indexes, and from com-
ponents that are not common to the
two indexes. CPI components are
used to deflate roughly 90 percent of
total PCE. The remainder of PCE is de-
flated largely by components from the
BLS wholesale price index and the U.S.
Department of Agriculture series of
prices paid by farmers, family living
items.

The implicit price deflator for PCE
(obtained as the ratio of PCE in cur-
rent prices to PCE in constant 1958
prices) is a weighted average of the
price indexes used to deflate the com-
ponents of PCE; the implicit weights
are expenditures in the current quarter
valued in prices of the base year, 1958.

The quarter-to-quarter change in the
implicit price deflator reflects the effect
of changes in expenditure patterns
between the two quarters in addition
to the effect of changes in prices. Line
2 shows the contribution of the*
shifting weights to the differences in the
two indexes. Removal of the weight
shifts yields the change in the PCE
chain price index, in which price
changes are weighted by expenditures in
the first of the two quarters involved
in the change valued in prices of the
base year, 1958.

The weights applied to the compo-
nents of the CPI in the PCE chain
price index differ from the weights of
those components in the CPI. Most
differences arise because (1) the weights
in the PCE chain price index are ex-
penditures in the prior quarter while
those in the CPI are expenditures in
1960-1961 and (2) the weights in the
PCE chain price index are consumption
expenditures of all persons (including
nonprofit institutions) while those in
the CPI are expenditures of urban wage
earners and clerical workers, including
families and single individuals. The
most important differences in weighting
are shown below. Line 4 shows the
contribution of the differences in
weights.

Table 1.—'Reconciliation of Changes in the Implicit Price Deflator for Personal Consump-
tion Expenditures and Consumer Price Index, Seasonally Adjusted, Quarterly, 1973 I-
19741

1. Implicit price deflator for personal consumption expenditures (percent change
at annual rate)

2. Less: Contribution of shifting weights. .

New cars, domestic.
Fuel and ice
Gasoline and oil
Other items

3. Equals' Chain price index for PCE (percent change at annual rate)

4. Less : C ontribution of difference in weights of items common to the implicit
price deflator for PCE and the CPI ..

Food away from home
Food at home . . . . . .
Rent
Automobiles, new
Gasoline - - . _ _ _ . .....
Other items

5. Less: Contribution of non-CPI items used to deflate PCE

Services furnished without payment by financial intermediaries
Other items

6 Plus* Contribution of CPI items not used to deflate PCE

Homeownership costs - - .
Automobiles, used
Other items

7. Equals: Consumer price index (percent change at annual rate)

I

5 1

—1 3

— 8
_ i
_. i
— 3

6 4

-.2

— . 1
—1.0

6
.2

-.1
2

.4

.2

.2

.2

.5
-.2
-.1

6.4

II

8 1

1

1
— 0
—.0o
8 0

.0

—.2
-.8

5
.3

-.1
.3

.4

.1

.3

.5

.3

.5
—.3

8.1

1973

III

6.9

.2

.1
— 0
—.0

1

6 7

-1.0

-.3
-1.2

.4

.2

.0
— . 1

-.1

-•fc
1.5

1.1
.1
.3

9.3

IV

9.9

1.4

1.0
. 1
.2
. 1

8.5

-1.1

-.5
-.7

.4
Q

—.0
-.0

^•.5

.4

.1

.8

1.5
-.4
-.3

9.9

1974

I

13.1

-.4

.3
-.4
-.1
—.2

13.5

-.5

-.2
-.9

.5

.1
-.5

.5

1.8

.7
1.1

.a
1.4

-.9
-.5

12.2
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CPI component

Food away fro™ horoft
Food at home
Rent

Automobiles, new
Grasoline -
Otheritems

Total as percent of OPT or PCE . . . .

CPI

4.54
17.89
5.50

3.18
3.05

41.20

75.36

PCE*

2.11
12.88
14.92

8.26
2.71

48.77

89.65

*Weights for the second quarter of 1973.

Line 5 shows the contribution of the
non-CPI information used in deflating
PCE. In addition to the non-CPI price
information described above, this line
shows the contribution of the deflator
for services furnished without payment
by financial intermediaries, an imputed
transaction in PCE which has no
counterpart in the CPI.

Line 6 shows the contribution of
components of the CPI that are not
used in deflating PCE. Homeownership
costs as measured in the CPI include
such items as the sales price of houses,
real estate taxes, and mortgage interest
costs. PCE excludes homeownership
costs and imputes a rental payment for
owner-occupied housing, which is de-
flated by the CPI rent index. The
CPI used-car index measures the gross
price of used cars, while PCE includes
only the dealer's markup on used cars.

Compensation and average earnings

Table 2 shows the major sources of
difference between quarterly changes in
compensation per man-hour and aver-
age hourly earnings in the private non-
farm economy.

Compensation per man-hour (line 1)
is prepared by the Bureau of Labor
Statistics (BLS) and is based on the
employee compensation series shown in
the quarterly national income and
product tables prepared by the Bureau
of Economic Analysis (BEA) and on a
BLS series on man-hours.

Employee compensation consists of
wages and salaries and supplements.
The major items in supplements are

Employer contributions for social insur-
ance and for private pension and health
and life insurance plans. BLS adjusts
the employee compensation series by

adding an estimate of the labor share of
the income of the self-employed. In
addition, BLS replaces the BEA esti-
mate of employee compensation in the
construction industry with its own
estimate.

The man-hours series estimated by
BLS covers all employee man-hours
paid for, including overtime hours and
hours of paid sick, holiday, and vacation
time, and man-hours worked by the
self-employed and unpaid family
workers. The estimates of man-hours
for production or related workers in
commodity-producing industries and
for non-supervisory workers in other
industries are the same as those used
in the BLS average hourly earnings
series.

Average hourly earnings (line 8) are
prepared by BLS from data collected
monthly on employment, earnings and
hours of production and nonsupervisory
workers for the pay period including the
12th of the month. Earnings are meas-
ured before deduction of social security
taxes, withheld income taxes, insurance,
etc. Supplements are excluded.

The coverage of average hourly
earnings differs from that of the com-
pensation per manhour series in that
average hourly earnings exclude em-
ployees of private households and gov-
ernment enterprises, unpaid family

workers and the self-employed. The
earnings series also excludes nonpro-
duction workers in the commodity-
producing industries and supervisory
workers in other industries.

Although BLS data on employment,
earnings, and hours provide most of the
information used by BEA in preparing
the quarterly estimates of wages and
salaries included in employee compen-
sation, wages and salaries per man-hour
(line 4) differs from average hourly
earnings (line 8) for several reasons.
The effect of the following types of
differences are measured in line 5: (1)
treatment of supervisory and nonpro-
duction workers, largely in manufac-
turing; (2) use of non-BLS data for
estimating wages in some industries,
particularly in services; (3) use of dif-
ferent weighting and seasonal adjust-
ments of the detailed industries; (4)
adjustment of the BLS estimates of
employment, earnings and hours in the
estimation of wages and salaries for
months where data for the pay period
included in the BLS survey do not
appear to represent monthly levels.
Line 7 shows the difference which
arises because the total average hourly
earnings series published by BLS is sea-
sonally adjusted directly, and BEA ob-
tains the total from seasonally adjusted
estimates by industry.

Table 2.—-Reconciliation of Changes in Compensation Per Man-Hour and Average Hourly
Earnings, Private Nonfarm Economy, Seasonally Adjusted, Quarterly, 1973 1-1974 I

1. Compensation per man-hour, all persons
(percent change at annual rate)

2. Less: Contribution of supplements

3. Less: Contribution of employees of private households and government
enterprises, and self-employed and unpaid family workers

4. Equals: Wages and salaries per man-hour, all employees except private
household and government enterprise (percent change at annual
rate)...

5. Less: Contribution of supervisory and nonproduction workers, non BLS
data, and detailed weighting, total

Commodity-producing industries
Manufacturing 1

Distributive industries _
Service industries

6. Equals: Average hourly earnings, production and nonsupervisory workers,
obtained from seasonally adjusted industry components (percent
change at annual rate)

7. Less: Contribution of seasonal adjustments by industry

8. Equals: Average hourly earnings, production and nonsupervisory workers
(percent change at annual rate)

I

10.7

3.9

.2

6.6

.8

- 3
—.6

.2
1 0

5 8

.3

5.5

II

5.3

— 2

-1.2

6.7

o
9

.8
—.7
— 2

6.7

— . 5

7.2

1973

III

8.0

o

-.6

8.6

.3

— 74
.2
8

8 3

.1

8.2

IV

8.4

.2

1.3

6.9

—.4

—.2
-.6
-.2

. 1

7.3

.3

7.0

1974

I

6.8

.9

.5

5.4

o
—.6
—.2
0
.5

5.4

.6

4.8
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Recent Financial
Developments

The anomaly currently prevailing in
credit markets—that of enormous busi-
ness loan demands and escalating
interest rates during a period of weak
economic activity—can be traced in
large part to inflation. Rapidly in-
creasing prices are generating enlarged
demand for credit by raising the
nominal value of assets typically

•••••••••••••I CHART 1

Short- and Long-Term Interest Rates
Percent
121

10

Prime Commercial Paper
/ (4-6 Months)

3-Month
Treasury Bills

10

FHA New Home
Mortgage Yields /\ *

Corporate (Moody's Aaa) .A ...-

U.S. Treasury
Long-Term state and

(Bond Buyer)

1970 1971 1972 1973 1974

Data: FRB, HUD, Moody's, Bond Buyer & Treasury.

NOTE.- Last data plotted are weekly figures through early May.

U.S. Department of Commerce, Bureau of Economic Analysis 74-5-1

financed by borrowing, such as addi-
tions to plant and equipment, in-
ventory accumulation, and accounts
receivable. Inflation also adds upward
pressure to interest rates as lenders
raise interest charges to compensate for
an expected decline in the real value of
their financial assets over time. Credit
restraint, the traditional remedy for
inflation, combined with large demand
for credit, adds to the rise of interest
rates in the short run. To judge from
recent increases in member bank borrow-
ings and the rapid rise in the Federal
funds rate—a target rate for monetary
policy—the monetary authorities have
recently moved to restrain credit
expansion.

From late February to mid-May,
short-term interest rates have increased
by as much as 3% percentage points.
The prime business loan rate was raised
in seven steps, from 8% percent to 11%
percent. The escalation of money
market rates more than offset the
declines that occurred in the 6 months
ending in February, and rates currently
stand above the record highs of late last
summer (table 3). Long-term rates
declined a little last fall, then moved
higher and were above last summer's
levels by late February. Since that
time, the rise in most long-term rates
has accelerated and most are close to
the peaks reached in the spring of 1970.

Credit demands

Rising interest rates in capital mar-
kets are in part reflecting a heavy
volume of new security offerings by
corporations and State and local gov-
ernments. As already noted, to a large
extent corporate demands stem from
rising prices of assets which have to be
financed. In part, demand also re-
flects a scarcity of internal sources of
funds. Setting aside such funds that
stem from inventory profits because
they are matched by corresponding in-
creases in the book value of inventories
held, internal sources of funds have
been insufficient to finance capital
spending (see the April issue of the
SURVEY

Data on the volume of funds raised
from sales of corporate securities are
available only through February; how-

Table 3.—Changes in Selected Interest
Rates

[Percentage points]

Short-term

Prime business loans ,_ .
Federal funds
3-month Treasury bills-
Prime bankers' acceptances
4-to-6 month prime commercial paper.
90-day certificates of deposit-

Long-term bonds

Corporate Aaa . . ._
U.S. government
Municipal

Sept. 21
to

Feb. 22

-1.25
—1.73
-1.31
—2 68
-2.76
—3.01

.22

.13

.16

Feb. 22
to

May 10

2.50
2.22
1.72
2.92
3.15
3.28

.50

.56

.79

ever, the indications are that corporate
borrowing in the first quarter was a
little less than the $10% billion in the
fourth, but a little more than in any
of the first three quarters of last year.
Funds raised from sales of State and
local securities amounted to $6 billion
in the first quarter, as compared with
$6% billion in the fourth, but were also
larger than in any of the first three
quarters of last year. The calendar of
forthcoming security offerings of both
corporations and State and local gov-
ernments indicates that borrowing may
be larger in the second quarter. How-
ever, a number of postponements and
reductions in the size of new offerings
have recently been announced; this is
offsetting some of the increases in
borrowing, but it is too early to gauge
the impact of this on total borrowing
for the quarter.

After slowing appreciably in the
second half of last year, particularly
after mid-summer, business loans in-
creased $20.4 billion at a seasonally
adjusted annual rate from December to
February and at a record $61.2 billion
rate from February to April (table 4).
Apart from the fact that inflation is
swelling the cost of inventory accumula-
tion and other working capital require-
ments, growth of business loans
probably reflected anticipatory demand.
Some borrowers apparently felt that
the termination of the oil boycott
would lead to strong economic expan-
sion, big increases in credit demands
and tighter monetary policy and, there*
fore, feared a shortage of credit availa-
bility. Also contributing to the rise in
business loan demand, but not necessar-
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ily to total demand for short-term
credit, was a shift from commercial
paper sales to bank borrowing in March
and April as the rate on commercial
paper was rising faster than the business
loan rate. Dealer-placed nonbank com-
mercial paper, which is mainly sold
by nonfinancial corporations, declined
$2% billion from the end of February to
the end of April. That decline followed
a $4 billion expansion from the end of
December to the end of February.

Demand for other than business loans
has also been fairly strong thus far this
year. However, the borrowing pattern
has been mixed: Lending to consumers
and security dealers has weakened;
real estate and agricultural loans have
continued to expand at a steady pace;
and loans to nonbank financial institu-
tions have increased substantially.
Banks have also added moderately to
their holdings of securities in March and
April, though much less than in January
and February when their reserve posi-
tions were more comfortable (table 4).

Table 4.—Changes in Loans and
Investments at Commercial Banks

[Billions of dollars: seasonally adjusted annual rate]

Total loans and
investments

Loans
Business
Other

Investments —
U.S. Govern-

ment
Other

I

108.8

112.0
48.4
63.6

-3.2

-6.0
2.8

IS

II

73.6

58.0
25.6
32.4

15.6

4.8
10.8

731

III

64.8

71.2
23.2
48.0

-6.4

-21.2
14.8

IV

28.8

25.6
9.2

16.4

3.2

-12.4
15.6

19

Dec.
to

Feb.

93.6

61.2
20.4
40.8

32.4

15.0
17.4

74

Feb.
to

April

106.8

101.4
61.2
40.2

5.4

2.4
3.0

1. Changes are computed from final month of each quarter.
Source: Federal Reserve Board.

Recent Trends in Automobile
Sales

The decline in automobile sales since
last summer has been one of the steepest
on record. Sales of new cars, counting
both domestic-type models and im-
ports, dropped nearly 21 percent, from
a seasonally adjusted annual rate of
11.7 million units in the third quarter
of 1973 to 9.2 million in the first quarter
of this year. Nearly all of the decline
has been in sales of domestic-type cars,

which fell from 3, rate of 10.0 million
units to 7.7 milliofi^-the lowest rate
since the fourth quarter of 1970 when
sales were depressed by the strike at
General Motors. Sales of imports were
at an annual rate of 1.7 million units
in both the third and fourth quarters of
1973 and 1.6 million in the first.

Early last year, it began to seem likely
that automobile sales would weaken
once the 1974 model cars were intro-
duced. The magnitude of the decline
was of course not foreseen, since it was
largely an outgrowth of the Arab oil
boycott. In part, some weakening of
sales was expected simply because
automobile demand had been ex-
ceptionally strong since early 1971.
Also, it was known that the 1974 models
would carry higher prices and new
safety and pollution control devices,
which many believed would make the
new cars less convenient aod less
economical to operate. Thus it seemed
plausible that a part of the unusually
strong demand for 1973 models reflected
sales "borrowed" from the 1974 model
year.

New car sales rose from a 10.0
million unit rate in the first quarter of
1971 to 12.4 million units in the first
quarter of 1973. Sales slackened only
a little in the next two quarters and the
slower sales rate was probably related
to shortages of parts that were ap-
parently holding back both production
and sales. Auto sales declined quite
sharply in October, the first full month
of new-model-year sales, indicating
demand weakening even before the oil
crisis began to have an impact on the
availability and cost of gasoline. The
decline was greatly intensified as the
Arab oil boycott gave sudden and
unexpected visibility to the problem of
oil and energy shortages, which had
been building for some time.

The sharp decline in sales since last
summer has been accompanied by an
even larger reduction in output, as pro-
ducers attempted to bring dealers'
inventories into line with sales. Auto
assemblies totaled 6.7 million units
(seasonally adjusted annual rate) in
the first quarter, down from 9.1 million
units in the third quarter of last year
and 9.0 million in the fourth. As a

result of steep cuts in production, deal-
ers' inventories fell to 1.5 million units
(seasonally adjusted) at the end of
March, from a peak of 1.8 million in
November and December. In spite of
that reduction, inventories have re-
mained high relative to sales. Stocks at
the end of March were equal to 2.4
months of sales, down from 2.7 months
at the end of December, but well above
the 1.6 to 1.9 month range of the first
9 months of 1973.

New Car Sales by Weight Class

CHART 2

Millions of units (ratio scale)
20

Domestic and Import
Models, Total

.
High Medium /\;

' Weight /*" "

.1 I ... I . . . I... I ... I... I . . . I .,. i . . . i ... I ...
1965 67 69 71 73

NOTE.—The components do not add to the total, because each line
was adjusted for seasonal variation by multiplicative methods.

U.S. Department of Commerce, Bureau of Economic Analysis
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After 5 successive months of decline,
domestic auto sales increased in both
March and April, partly because pro-
ducers initiated major promotion pro-
grams aimed at moving excess inven-
tories of large cars. April sales amounted
to 8.0 million units, up from the Febru-
ary low of 7.6 million units. Franchised
dealers inventory positions also im-
proved further in April as stocks de-
clined to 2.2 months of sales. Currently,
producers are expecting further im-
provement in sales and second quarter
production schedules have been set at
7.9 million cars (SAAE), an increase of
more than 1 million units above actual
assemblies in the first quarter. However,
the extent of the improvement in new
car sales in the months ahead remains a
major uncertainty.

Sales decline by weight class

Breakdowns of domestic auto sales
bring out trends which are not visible
in the totals. Sales can be classified in
various ways—e.g. by manufacturer's
classification (subcompact, compact,
intermediate, standard or specialty),
by list price, by engine size or by
weight. The following analysis classifies
sales according to weight-size.1 This
approach was taken for several reasons.
Weight size provides a convenient
means of differentiating sectors of the
market. Also, since weight is a reason-
ably good proxy for gasoline consump-
tion, this classification is useful for
examining sales trends since the energy
crisis.

1. The classification had to be estimated because actual
sales data are not available by weight class; the finest pub-
lished breakdown of sales is by nameplate—that is, an auto-
mobile line consisting of different series, models, and body
styles. A standard car weight for each calendar year was
defined. This weight was the average of the lightest cars
carrying Chevrolet, Ford, and Plymouth nameplates.
Nameplates with weight lying between the standard weight
and (minus) 15 percent of that weight were defined as low
medium weight cars, and nameplates with weights between
the standard weight and (plus) 15 percent of that weight as
high medium weight cars; high weight cars were defined as
more than 15 percent above, and low weight cars as more
than 15 percent below the standard weight; The Chevrolet,
Ford, and Plymouth nameplates are always included in the
low medium weight class. All weight determinations are
exclusive of optional equipment.

In 1973, the classification of nameplates was as follows:

Low-weight class: Hornet, Nova, Comet, Dart, Valiant,
Barracuda, Mustang, Javelin, Camaro, Maverick, Grem-
lin, Pinto, Vega, Ventura, Matador, Challenger, Firebird,
Coronet, Satellite, Corvette, Apollo, Omega.

Low medium weight class: Chevrolet, Ford, Plymouth,
Ambassador, Chevelle, Cougar, Montego, Torino, Monte
Carlo, LeMans, Century, Cutlass, Polara, Club Wagon,
Sportsman, Sportvan.

High medium weight class: Buick, Chrysler, Mercury,
Oldsmobile, Pontiac, Grand Prix, Riviera.

High-weight class: Cadillac, Imperial, Lincoln, Thunder-
bird, Toronado, Eldorado, Mark IV.

When domestic automobile sales are
classified by weight size, the contrac-
tion since last summer is evident in all
of the major groups except low weight
cars (chart 2). Sales of imports were
unchanged in the fourth quarter and
declined in each month of the first.
Sales of low weight domestic cars in-
creased about 10 percent from the third
to the fourth quarter and were little
changed in the first. Sales of these cars
would apparently have been stronger
in the early months of this year had
it not been for inventory shortages of
the more popular subcompacts, the
Vega, Gremlin, and Pinto. Demand for
these nameplates has been exceptionally
strong since last summer and inventories
declined to very low levels. However,
for many other nameplates in the low
weight group, sales have not been
exceptionally strong, and in some cases,
excess inventories appear to be as
troublesome as in the heavier weight
classes. Sales of heavier domestic cars
declined in both the fourth and first
quarters; since the third quarter, sales
have declined more than 35 percent in
the low medium group and 50 percent
in both the high medium and high
weight groups.

Sales trends by weight class

The pattern of automobile sales in the
last half of the 1960's and in the early
1970's has been dominated by the
growth of the second car market which,
to a very large extent, has been a small
car phenomenon. Sales of imported

cars, which are almost entirely small
cars, first began to make major inroads
in the United States automobile market
in the late 1950's, claiming 10 percent
of sales in 1959. The import share of the
market fell in the early 1960's to 9
percent in 1962 and 1963, and then
began to grow again, exceeding 10
percent in 1968 and amounting to
about 15 percent from 1970 through
1973.

In the second half of the 1960's, the
increase in import sales came largely
at the expense of domestic-type low
weight cars whose share of total sales
declined from more than 25 percent in
1965 to about 15K percent in 1969.
The low weight share of the market
jumped to 21 percent in 1970, partly
because the strike in the latter part of
the year mainly depressed sales of
heavier weight cars. Also in 1970,
domestic producers introduced the sub-
compact cars—the Pinto, Vega, and
Gremlin—and later other nameplates,
designed to compete with imports in
meeting the growing demand for small
cars (table 5). Since 1970, the share of
low weight domestic-type cars has
increased substantially and accounted
for more than 30 percent of total sales
in 1972 and 1973. Nearly all of the in-
crease in the low weight share of the
market has been attributable to the
growth of the subcompact market; the
three subcompact nameplates accounted
for 1.7 percent of total sales in 1970 and
9.4 percent in 1973.

The slower sales growth of imports as
compared with low-weight domestic

Table 5.—-Composition of New Car Sales and Number of Domestic-Type Nameplates by
Weight Class

Total (imports and domestic)

Imports.
Domestic

Low weight.
Low medium weight. .
High medium weight
High weight .

Total number of domestic nameplates

Low weight.
Low medium weight. _
High medium weight
High weight

1965

100 0

6.2
93.8

25.6
45.0
19 1
4.1

31

12
8
6
5

1966

100.0

7.3
92.7

20.0
49.5
16.0
7.1

36

11
11
6
8

1967

100.0

9.2
90.8

17.0
51.0
18.2
4.6

39

10
15
7
7

1968

100.0

10.7
89.3

17.7
50.1
16.8
4.8

43

11
17
6
9

1969

Percent

100.0

11.7
88.3

15.4
50.5
17.6
4.8

Numbei

44

12
17
7
8

1970

100 0

15.2
84.8

21.0
43.9
16.3
3.6

48

14
18
8
8

1971

100 0

15.3
84.7

23.4
41.9
14.7
4.6

48

17
17
6
8

1972

100 0

14.9
85.1

31.5
34.9
14.7
4.0

50

22
15
7
6

1973

100.0

15.6
84.4

30.3
36.1
13.2
4.8

4
22
16
7
7
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cars in the recent past largely reflects
the fact that price increases of imports
have been much greater than those of
small domes tic-type cars. Since 1970,
the average price of the subcompact
Pinto, Gremlin, and Vega has increased
6.6 percent per year, while the average
price of the most popular imports—the
Volkswagen, Toyota, and Datsun—
has increased 18.6 percent per year.
The differential behavior of prices since
1970 is for the most part attributable
to 2 devaluations of the dollar which
substantially raised import prices.

The shift in demand to low weight
cars in recent years has been mainly at
the expense of medium weight domestic-
type cars. In particular, sales of domes-
tic low medium weight cars have slipped
below their levels of the late 1960's,
and that group's share of total sales
has declined from over 50 percent to 36
percent. Sales of high medium weight
cars have also been running a little
behind the rates of the late 1960's, and
their share of total sales has declined
from around 17 percent to 13 percent.
On the other hand, sales of high weight
luxury-type cars have been rising about
in line with the growth of total sales, so
that their share of the total is not much
different than it was in the late 1960's.

Recent Developments in In-
ventory-Sales Ratios

Inventory-sales ratios have been fol-
lowed with special interest during recent
quarters. The interest stems in part
from the movement of the ratios them-

selves, particularly the decline in the
ratio for total manufacturing and trade
to very low levels. In addition, the ratios
were used to help evaluate the reason-
ableness of the relatively low levels of
inventory investment as measured in
the national income and product
accounts.

However, the I-S ratios must be
used with an awareness of their limita-
tions, one of which is related to the
impact of price changes on the underly-
ing data on inventories and sales. The
I-S ratios in this review have been
calculated using the Census Bureau's
monthly data on sales and inventory
book values. The inventories are
typically valued by the surveyed firms
at the lower of "cost" or "market."
Cost may be calculated by a number of
alternative methods, such as first-in,
first-out (FIFO), last-in, first-out
(LIFO), average cost, or standard cost.
These methods represent alternative
assumptions as to the order in which
inventories are used up or sold, and
thus implicitly as to which inventories
remain on hand. These assumptions
prescribe the pattern with which any
price changes will be reflected in in-
ventory book values; the book values,
unlike sales, generally are not valued
in prices of the most recent period.
Eapid price changes, such as in recent
quarters, accentuate differences in the
valuation of inventories and sales,
which may then be incorporated into
the calculated I-S ratios.

To take a simple case, if a one-time
general price increase occurs with cost
of inventories calculated by the com-
monly used FIFO method, the higher
price is incorporated into inventory
book values with a lag, the length of
which depends on the rate of inventory
turnover. As a result, until all inven-
tories are valued at the higher price,
the price-affected I-S ratio will be at a
lower level than if there had not been
a price increase; this happens because
the price increase applies to only a
portion of the inventory (in the num-
erator) but to the whole of sales (in
the denominator). Further, the ratio
initially will decline to the lower level
and then subsequently increase when
additional portions of the inventories
are valued at the higher price. Thus the
changes in the level of the ratio, at
different points of time, may be either
lower or higher than if there had not
been a price increase.

In another simple case, if again a
one-time general price increase occurs,
but with cost of inventories determined
by the LIFO method, the price-
affected I-S ratio will be at a lower
level—lower even than with FIFO—
than if there had not been a price in-
crease. Under LIFO, the I-S ratio will
be at a lower level because the price in-
crease is applied to sales and (if there
is no change in the physical volume of
inventories) to the inventories charged
to cost. The price increase is not, how-
ever, applied to the inventories re-
tained in stock, which become the

Table 6.—Inventory-Sales Ratios in Total Manufacturing and Trade and in Manufacturing ]

1970.
1971
1972

1973 I
II... .
Ill
IV

1974 ID

Total
man-

factur-
ing

trade

1.64
1.61
1.53

1.45
1.46
1.45
1.46

1.46

Manufacturing

Total

1.89
1.82
1.68

1.59
1.59
1.59
1.59

1.62

Basic industries

Total

Total
inven-
tories

1.60
1.62
1.50

1.33
1.31
1.25
1.19

1.16

Mate-
rials
sup-
plies

0.58
.58
.53

.47

.47

.46

.45

.46

Work
in

process

0.38
.38
.37

.33

.33

.31

.30

.28

Fin-
ished
goods

0.65
.66
.61

.52

.51

.48

.44

.41

Pri-
mary

metals

1.99
2.11
2.00

1.68
1.66
1.52
1.39

1.38

Petro-
leum
coal

1.08
1.04
.93

.85

.83

.79

.77

.73

Chemi-
cals

.58

.58

.44

.29

.29

.27

.23

1.22

Paper

.32

.32

.21

.15

.12

.12

.14

1.14

Food

Total
inven-
tories

1.05
1.05
.98

.93

.92

.87

.88

.85

Mate-
rials
sup-
plies

0.34
.34
.31

.28

.28

.26

.23

.22

Work
in

process

0.09
.08
.08

.08

.07

.07.

.07

.06

Fin-
ished
goods

0.62
.62
.59

.58

.56

.54

.58

.58

All other manufacturing

Total
inven-
tories

2.23
2.10
1.93

1.85
1.86
1.91
1.95

2.04

Mate-
rials
sup-
plies

0.68
.65
.58

.58

.59

.61

.65

.69

Work
in

process

0.93
.85
.79

.77

.77

.79

.81

.84

Fin-
ished
goods

0.61
.60
.55

.51

.51

.51

.50

.52

j> Preliminary.
1. Seasonally adjusted end-of-quarter book values inventories divided by seasonally adjusted average monthly sales for the quarter. Annual ratios are average of quarterly ratios.
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numerator of the I-S ratio. Other cases,
for example, involving multiple price
increases or differential increases in in-
ventory and sales prices, while more
realistic, are more difficult to trace out
in terms of their impact on I-S ratios.
The possibility of factors such as these
affecting the I-S ratios should be kept
in mind.

The I-S ratio for total manufacturing
and trade has remained at about 1.46
for five quarters (table 6). Both the
low level and the steadiness are note-
worthy, but more interesting are the
offsetting movements of the compo-
nents of manufacturing and trade
which result in the low level and steadi-
ness of the total.

Manufacturing

In manufacturing, the offsetting
movements can be examined in terms
of the groupings of industries shown in
table 6. Primary metals, chemicals,
petroleum and coal products, and paper
have been grouped together as basic
industries. Food is shown separately,
and then a residual group—textiles,
rubber and plastics, fabricated metals,
autos, aircraft, and others—is shown
as all other manufacturing. The table
shows that the ratio for total manu-
facturing was steady throughout 1973,
as the declining ratios in the basic in-
dustries and food balanced the rising
ratio in the "all other" group. The rise
in the total manufacturing ratio in the
first quarter of 1974—the first since the
1970 recession peak—can be traced to
the acceleration in the rise in the ratio
for the "all other" group.

In the basic manufacturing industries
the I-S ratio declined through the
first quarter of 1974. Over the past five
quarters the sharpest drop occurred in
the ratio for primary metals producers,
with smaller declines in the ratios for
producers of petroleum and coal
products, chemicals, and paper. These
declining ratios are consonant with the
reports of capacity shortages in these
industries and, in the case of petroleum,
reflect the embargo-induced scarcities.
This characterization of the declining
ratios is supported by reference to the
stage of fabrication breakdowns of
their inventories. In each industry, the
ratio of finished goods inventories to

sales has been responsible for the bulk
of the ten-to-four teen quarter declines
in the overall I-S ratio. In these
industries LIFO accounting is used for
a substantial portion of inventories,
specifically more than half of in-
ventories in primary metala and petro-
leum and coal products. Of the
commonly used alternative methods
of inventory accounting, LIFO tends
most strongly to result in low book
values, so that in these industries there
is somewhat more reason than other-
wise to speculate that the price effect
on I-S ratios mentioned earlier under-
lies a part of the decline in the ratio.

The ratio for food producers has also
declined, continuing into the first quar-
ter of 1974 the downward movement
begun in 1972, when the ratio broke
below 1.00 for the first time ever. The
first-quarter level of .85 is extremely
low by historical comparison. In con-
trast to the pattern by stage of fabrica-
tion in basic industries, the falling ratio
of materials and supplies to sales largely
was responsible for the declining ratio
for food producers. These inventories
were drawn down in dollar terms in the
last half of 1973 with only mild rebuild-
ing by the end of the first quarter. The
first-quarter level of materials and sup-
plies was supporting sales more than 25
percent larger than that same inventory
had supported five quarters earlier,
perhaps reflecting some combination of
shortages—those in cereal grains and
vegetable oils provide striking exam-
ples—and the lag of inventory book
values behind product prices.

The I-S ratio for the group of all
other manufacturers increased through-
out 1973; by mid-1973, across the
board, manufacturers in this group
were experiencing increasing ratios. The
rise accelerated in the first quarter;
with the acceleration particularly sharp
in the transportation equipment indus-
tries. A buildup of stocks of materials
and supplies relative to sales accounts
for the bulk of the increase since early
1973. Attempts to hedge against re-
ported disruptive material shortages
and lengthened delivery times, and
against higher prices, may be responsi-
ble. To a lesser extent work-in-process
inventories also built up relative to
sales; most of this buildup was in trans-
portation equipment during the last two
quarters when sales declined. Over the
past five quarters the ratio of finished
goods to sales has not changed signifi-
cantly, although in the first quarter of
1974 it was up slightly. Thus, the 1973
rise in the overall ratio for this group
of manufacturers is unlike a cyclical
rise, because typically a rise in the ratio
of finished goods to sales accounts for
a substantial part of the overall cyclical
rise.

Trade

In wholesale trade, the 1974 first-
quarter I-S ratio reached its lowest
level since a sharp plunge at the out-
break of the Korean War. The current
downtrend—which is now over three
years old—reflects declines in both the
durables and nondurables ratios (table
7). In nondurables, in recent quarters

Table 7.—Inventory-Sales Ratios in Trade

1970
1971
1972

1973 I _
II
III
IV

1974 I P _ .

Retail

Total

.48

.50

.46

.40

.45

.43
1.49

1.50

Durables

Auto group

1.80
1.74
1.60

1.45
1.56
1.55
1.80

1.88

Durables
other than

autos

2.66
2.66
2.57

2.35
2.42
2.44
2.44

2.41

Non-
durables

1.18
1.20
1.20

1.18
1.20
1.18
1.21

1.21

Wholesale

Total

1.24
1.24
1.22

1.17
1.15
1.15
1.12

1.09

Durables

1.62
1.62
1.56

1.46
1.45
1.45
1.42

1.39

Non-
durables

0.93
.93
.92

.91

.89

.90

*.85

p Preliminary.
1. Seasonally adjusted end-of-quarter book value inventories divided by seasonally adjusted average monthly sales for

the quarter. Annual ratios are averages of quarterly ratios.
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the downtrend can be traced to the
declining ratio for farm products, which
constitute 40 percent of nondurables
sales, and to a lesser extent to the
declining ratio for the "other" non-
fiurables group, which includes coal and
farm supply dealers. The ratio for
durables is moved lower as declining
ratios for wholesalers of machinery,
equipment, and business supplies, and
especially of metals and metalwork
outweigh the currently rising ratios for
wholesalers of furniture and home
furnishings, and of lumber and construc-
tion materials. The declining ratios
appear to mirror the shortages ex-
perienced in capital goods over the past
year, the rising ratios, the decline in
home building.

In retail trade, a slump in durables
sales, both in autos and in durables
othei than autos, pushed up the ratios
during 1973. In the first quarter of 1974
the ratio for the auto group registered
another jump, while that for durables
other than autos fell back moderately.
Kecent developments in auto sales and
inventories are discussed in greater
detail in another part of this issue (see
Recent Trends in Automobile Sales).
In durables other than autos, the 1973
softness in sales centered in the lumber,
building, and hardware outlets, appar-
ently reflecting, as in wholesale trade,
the decline in home building. By the
first quarter of 1974, some recovery of
sales in those outlets, accompanied by a

Table 8.—'Changes in Value and Volume of
Exports and Imports In Current and
Constant (1967) Prices

[Seasonally adjusted]

Changes: 1973 IV-1974 I

Table 9.—Foreign Trade Related to Domestic Output and Demand

Merchandise Exports *

Total
Agricultural. ..
Nonagricultural

Merchandise Imports 1

Total

Petroleum and products. __

Other than petroleum
Agricultural
Nonagricultural

In current
prices

$bil.

2.2
.6

1.6

3.3

1.9

1.3
.3

1.0

Pet.

10.7
11.6
10.4

17.8

71.8

8.8
12.2
7.5

In constant
(1967) prices

$bil.

0.3
(*)

.3

.3

-.3

.6

.2

.4

Pet.

2.A
.2

2.9

2.7

-18.5

5.7
11.5
4.8

EXPORT share of U.S. goods output:

(1) In current prices .
(2) In constant (1958) prices

IMPORT share of U.S. domestic demand:

(3) In current prices
(4) In constant (1958) prices _ .

Average

1960-64 1965-69

1970 1971 1972 1973

1973
IV

1974
I

Seasonally
adjusted

Percent

7.6
7.6

4.8
5.0

7.8
7.7

5.9
6.4

8.9
8.8

7.0
7.6

8.6
8.5

7.4
7.9

9.0
8.8

8.2
8.4

11.4
10.0

9.2
8.4

12.6
10.4

9.7
8.3

13.9
11.0

11.3
8.7

NOTE.—Merchandise exports and imports used as the numerators in computing the ratios shown in lines (1) and (3)
above are as published by BE A in lines 2 and 16 of table 2 of the regular balance of payments tables: converted; to
constant (1958) prices, they are used in the computation if lines (2) and (4). The denominators of the ratios shown
are. for exports, the goods component of GNP and, for imports, the goods and structures components of GNP here
less net merchandise trade.

*Less than $50 million.
1. Adjusted to balance of payments basis.

NOTE.—Components may not add to totals because of
rounding.

sales pickup in the furniture and ap-
pliance group, resulted in the moderate
redaction of the ratio for durables other
than autos. The generally higher ratios
for durables, in combination with the
ratio for nondurables which held near
the upper end of its usually narrow
range, boosted the total retail trade
ratio in the fourth quarter of 1973 and
first of 1974 to a level almost equal to
its cyclical high in 1971.

First Quarter Foreign Trade

The merchandise trade balance wor-
sened in the first quarter of 1974,
after improving steadily in each quarter
of 1973. The balance was in surplus by
$0.3 billion, seasonally adjusted, in the
first quarter, compared with a surplus
of $1.4 billion in the fourth quarter of
1973. The surplus narrowed in January
and February, and in March a deficit
emerged. At a seasonally adjusted
annual rate, the first quarter 1974
surplus was $1.2 billion compared with
$0.7 billion for the full year 1973, when
deficits in the first half of the year
reduced the favorable impact of sur-
pluses in the second.

The $1.1 billion reduction in the
surplus from the fourth quarter to
the first was due largely to a faster
rise in the average price (unit value) of
imports—led by sharply higher prices
for foreign oil—than of exports. Im-
ports rose nearly $3.3 billion, to a total
of $22.1 billion, while exports advanced
$2.2 billion to $22.4 billion. After
adjustment for price changes, exports

and imports increased about equally
(see table 8).

Imports

Imports of petroleum and products
(including imports into the Virgin Is-
lands) rose $1.9 billion, or 70 percent,
in the first quarter, as a 110 percent
rise in the average price of petroleum
landed at U.S. ports more than offset a
19 percent decline in volume. This
value rise accounted for almost 60
percent of the import increase in the
first quarter and brought oil imports
to $4.6 billion, or 20 percent of total
imports. In the first quarter a year
ago, petroleum imports, at $1.5 billion,
were 9 percent of total imports, and
for the full year 1973 the comparable
figures were $8.0 billion and 11 percent.
Imports of all other goods in the first
quarter—80 percent of the total—
accounted for the remaining 40 percent
of the import rise. The $1.3 billion,
or 8 percent, increase occurred largely
in steel and other metals, paper, food-
stuffs, and automotive products (mainly
from overseas).

Exports

Both agricultural and nonagricultural
(nonmilitary) exports increased in the
first quarter, primarily due to higher
prices. An 11 percent price rise was
responsible for the entire increase in
the value of agricultural exports, and
a 7 percent price rise accounted for
four-fifths of the increase in other ex-
ports. Increases in exports of soybeans,

539-173 O - 74 - 2
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corn, and raw cotton more than offset
a decline in wheat shipments. Among
nonagricultural goods, the largest in-
crease was in industrial supplies and
materials; there were also gains in capi-
tal goods (mainly machinery) and non-
food consumer goods (other than autos).
Automotive exports were up only
moderately, and the rise was limited
to shipments to markets other than
Canada.

Summary of real changes

Measured in constant prices, exports
and imports each increased about 2%
percent in the first quarter of 1974; in
the fourth quarter, exports had in-
creased 4 percent and imports had de-
clined 1 percent. The real growth in
imports in the first quarter was
dampened by the 19 percent drop in the
volume of petroleum arrivals resulting
from the Arab oil embargo and produc-
tion cutbacks; all other imports rose
about 6 percent in aggregate. Imports
of agricultural products, comprising
about one-eighth of total imports in the
first quarter, rose about 12 percent,
while nonagricultural imports (other
than petroleum) rose 5 percent. Non-
agricultural exports rose 3 percent;
agricultural exports, as noted earlier,
weie unchanged in real terms.

The deflation of current-price trade
data to constant prices is based on
unit value indexes prepared by the
Census Bureau. These indexes are
subject to limitations: quantity units
are not available for a number of com-
modities—mainly finished manu-
factures—thus restricting the sampling
coverage; also, because the product
classification is not sufficiently homog-
eneous, shifts in product composition
are improperly accounted for as changes
in price.

Share of domestic output and
demand

The increases in both exports and
imports from the fourth quarter of 1973
to the first quarter of 1974 were ac-
companied by an increase in the share
of U.S. output exported and a growth
in the penetration of the U.S. market
by imports (table 9, page 9). The
following brief discussion, in real terms

(constant prices), traces the relation-
ship of foreign trade to domestic output
and demand since the 1960's.

Over the latter half of the 1960's,
U.S. imports increased more than
exports and the U.S. merchandise trade
balance deteriorated. This was ac-
companied by a marked increase in the
share of imports in domestic demand;
there was only a minimal change in the
share of U.S. output exported, as U.S.
products encountered increased com-
petition in foreign markets. In 1970,
imports increased less than exports;

the trade balance improved and exports
both increased their respective shares
in U.S. output and demand. In 1971
and 1972, the trade balance moved into
deficit and the import share in domestic
demand rose, while the export share:
of rising U.S. output remained virtually
stable. When the trade balance again
took a favorable turn in 1973, the
situation was reversed; the export
share of domestic output rose, especially
in the agricultural sector of the econ-
omy, while the relationship of imports to
domestic demand remained unchanged.

U.S.
Balance of payments statistics by area, for imports of goods and services, merchandise

imports, and errors and omissions and transfers of funds between foreign areas are pre-
sented here for the fourth quarter and year 1973. These area data were not published in
table 9, U.S. International Transactions, by Areas, pp. 52-55 of the March 1974 SURVEY
because public release of data on imports of crude petroleum for November and Decem-
ber 1973 was discontinued temporarily at the request of the Federal Energy Office, with
the approval of the Officer of Management and Budget.

Table 9.—U.S. International Transactions, by Area
[Millions of dollars]

Line

15
16

64

15
16

64

15
16

64

(Credits+; debits-)

Imports of goods and services. .
Merchandise, adjusted, ex-

cluding military
Errors and omissions, and

transfers of funds between
foreign areas, net

Imports of goods and services. _
Merchandise, adjusted, ex-

cluding military

Errors and omissions, and
transfers of funds between
foreign areas, net.

Imports of goods and services. .
Merchandise, adjusted, ex-

cluding military
Errors and omissions, and

transfers of funds between
foreign areas, net

EEC (9)

1973 »

Total

-25,742

-15, 693

-6,940

IV

-6,861

-4, 291

161

Eastern Europe

1973 v

Total

-691

-596

-737

IV

-206

-189

-245

Australia,
New Zealand and

South Africa

1973'

Total

-2,352

-1,849

-1,359

IV

-703

-560

-224

United Kingdom

1973 *

Total

-6,566

-3, 519

-177

IV

-1,707

-933

-678

Canada

1973 »

Total

-19,717

-17, 161

632

IV

-5,100

-4, 546

-303

Other countries
in Asia and

Africa

1973 P

Total

-13,662

-11,208

-1,777

IV

-3,711

-3, 124

-704

EEC(6)

1973'

Total

-18,209

-11, 508

-6,743

IV

-4,894

-3, 161

979

Latin American
Republics and
other Western
Hemisphere

1973 v

Total

-12,828

-9, 619

-897

IV

-3,734

-2,925
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CHART 3

Revised estimate shows real GNP down 6.3 percent in first quarter
In April: The unemployment rate was about unchanged at 5.0 percent

The wholesale price index rose 0.5 percent
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12 SURVEY OF CURRENT BUSINESS May 1974

• In April: Personal income rose $7 billion; wages and salaries were up $4'/4 billion
• Advance report shows retail sales up 1% percent

* Housing starts rose 9*/2 percent
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• In March: Imports rose more than exports and the trade balance moved into deficit
• In first quarter: Federal budget surplus (NIA basis) dropped to $2% billion
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the BUSINESS SITUATION

EVIDENCE for April and May sug-
gests that economic activity is ex-
panding a little in this quarter.
Increases occurred in industrial pro-
duction and employment in nonfarm
establishments, and the growth of
personal income accelerated.

The industrial production index in-
creased an average 0.4 percent per
month, reversing the average 0.5 per-
cent decline in the first 3 months.
Virtually all broad market categories
contributed to this increase, with
automobiles and equipment showing
the strongest gains.

As a result of a rebound in auto pro-
duction, consumer goods output rose
an average 0.6 percent. The increase
in auto output averaged 8.1 percent,
in contrast to the average monthly
decline of 6.2 percent in the first
quarter. Total equipment production
increased an average 0.7 percent, after
remaining essentially unchanged in the
first quarter. Business equipment pro-
duction rose at an average rate of 0.6
percent—double the first-quarter rate.
Commercial and transit equipment
production was unchanged; thus the
rise reflected output gains in the in-
dustrial categories. Defense equipment
production, which is highly volatile,
increased an average of 1 percent,
following an average decline of 0.8
percent in the first quarter. Materials
production also turned around; the 0.2
percent average monthly gain compares
with a decline of 0.6 percent per month
in the first quarter. This improvement
was confined to durable goods.

Nonfarm payroll employment in-
creased an average 150,000 per month—
a modest gain, but more than double the
rate in the first quarter. The improve-
ment was mainly in manufacturing.
It chiefly reflected the recovery in the
automobile industry and a strengthen-
ing in rubber and plastics industries

that resulted from the improved supply
of petro-chemicals. Employment was
little changed in other manufacturing
industries. Trade employment increased
somewhat more than in the first quarter,
and the rate of expansion in finance,
services, and government continued
about the same, but construction em-
ployment declined sharply. The average
workweek in manufacturing was about
the same in May as in the first quarter,
remaining much below last year's levels.

As measured in the household survey,
total employment has changed very
little since the beginning of the year.
Although nonfarm employment rose
moderately, after remaining unchanged
in the first quarter, the rise was offset
by a decline in farm employment. The
civilian labor force held at the first-
quarter level, and unemployment re-
mained steady, at about 5.2 percent.

In April and May, personal income
increased sharply in contrast to the
small increase in the first quarter. Total
income rose by an average of $9.8 billion
per month, more than doubling the
average monthly increase of $4.1 billion
in the first quarter. The sharp increase
was almost entirely attributable to
wages and salaries, but it also reflected
the 7 percent increase in social security
benefits that went into effect in April.
In the first quarter, reductions in em-
ployment and in average weekly hours
worked led to a decline in manufactur-
ing payrolls of about $0.4 billion per
month. Employment increased in both
April and May and average hourly
earnings jumped sharply in May. As
a result, payrolls grew by an average
of $2.5 billion per month. Payrolls in
the rest of the private sector also im-
proved substantially in April and May.
The sharp increases in average hourly
earnings, which contributed to higher
payrolls, were partially attributable to
large cost-of-living increases in some

industries (see "wages under collective-
bargaining")- Other factors contribut-
ing to higher payrolls were increases in
the number of workers covered by the
Federal minimum wage law and in the
minimum wage rate.

Wholesale food prices have been
declining in recent months, but prices
of other commodities have continued
to rise sharply. The wholesale price
index for farm products and proc-
essed foods and feeds declined an
average 2.3 percent per month in
April and May, compared with an
average monthly increase of 0.9 percent
in the first quarter. Prices of industrial
commodities rose an average 2.8 per-
cent, compared with an average 2.3
percent per month in the first quarter.
In part, these increases reflected the
selective lifting of price controls in
February and March and the ending
of all controls at the end of April.
The most important increases occurred
in the metals industries, where de-
mands have been strong and where
many plants have been operating at
or near capacity for over a year.
Increases in prices of fuels and power,
which were very steep last fall and
winter, decelerated from the first-
quarter rate.

In May, the fuels component of the
industrials index was revised to measure
a larger part of the petroleum market.
Before the revision, this component
was based on spot market quotations,
which, in recent months, have come to
represent a small and declining portion
of domestic transactions; the com-
ponent is now based on industry
revenue and production figures. The
effect of the revision is to lower both
the level and the rate of increase of
the fuels price index.

In the consumer price index, food
prices declined 0.4 percent in April
(the latest month for which data are

1
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SURVEY OF CURRENT BUSINESS June 1974

available) after rising 1.5 percent per
month in the first quarter. Most of
this decline was concentrated in meat
prices. Prices for nonfood commodities

rose 1.1 percent in April, a little below
the first-quarter average. The services
index increased 0.6 percent, also about
the same as in the first quarter.

Current Housing Developments
LATE last year and early this year, an
easing in money and credit markets
gave rise to the expectation that resi-
dential construction would begin to
recover this spring and contribute sig-

CHART 1
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nificantly to demand expansion in the
second half of the year. However, the
sudden surge in interest rates since last
February has set back the prospects
for such a recovery and made the out-
look uncertain.

High interest rates are once again
leading savers to divert funds from the
thrift institutions. In April, savings
before interest crediting declined $650
million at mutual savings banks and
$335 million as savings and loan as-
sociations. Preliminary May data indi-
cate a further decline of nearly $200
million at mutual savings banks. These
outflows were the first since the height
of the credit stringency last summer
and followed an $8.2 billion increase
in deposits from December to March.
With savings flows threatened, thrift
institutions have become reluctant to
make new mortgage commitments, and
this has contributed to the rise in mort-
gage interest rates. From February to
May, the yield on FHA new home mort-
gages increased 92 basis points to a
record 9.46 percent.

The availability of mortgage credit,
particularly that extended to builders
of multifamily units, is also threatened
by serious financial problems currently
facing real estate investment trusts.
The REIT's raise funds by sales of
stock and by credit market borrowings
and relend to developers and builders
of large projects; in the past few years

REIT's have become an important
source of construction loans, accounting
last year for about one-fifth of mortgage
lending for multiunit housing. In the
past several months, builders, facing
steeply rising financing and construc-
tion costs and prolonged weakness in
the housing market, have been de-
faulting on their debt to the REIT's.
Rising defaults have weakened the
financial position of the REIT's and,
as a result, they are cutting back on new
lending.

Housing activity

Housing starts averaged L54 million
units at a seasonally adjusted annual
rate in April and May, a little below the
average of 1.63 million units for the
first quarter and one-third below the
highs of early 1973. Sales of new one-
family homes increased in the first
quarter for the first time in more than
a year, in part because of the tempo-
rarily easing of credit conditions (table
1). As a result, the ratio of homes for
sale to homes sold fell a little, the first
decline in 3 years, and the very large
inventory of unsold homes appeared to
be less of a deterrent to new single-
family starts. However, tight money
conditions will have an adverse impact
on sales and the overhang of unsold
homes will present a serious obstacle
to a starts recovery.

In the rental market, the national
vacancy rate rose to 6.2 percent in the
first quarter, from 5.8 percent last year
(table 1). The rise was sharpest in the
South, where homebuilding has been
strongest in recent years. The vacancy
rate will probably increase further as
the very large number of units in
apartment-type buildings are corn-

Table 1.—Selected Measures Relating to New Home Sales and Rental Apartments

Single-family market: (seasonally adjusted)

Average monthly sales rate (thousands) _ _
Inventory of unsold homes (thousands)
Average monthly ratio of homes for sale to homes sold.

Rental market: (not seasonally adjusted)

Vacancy rate.
Units in apartment-type buildings under construction.

I

57
318
5.5

5.3
715.8

19

II

58
353
5.9

5 5
780.0

72

III

62
382
6.1

5 8
823.5

IV

63
407
6.5

5 6
862.9

I

61
426
7.1

5 7
907.3

19

II

67
436
7.8

5 8
951.8

73

III

47
453
9.7

5 8
975.1

IV

40
446

11.3

5 8
932.4

1974

IP

44
453

10.6

6 2 i
878.8

U.S. Department of Commerce, Bureau of Economic Analysis

Data: Census

74-6-1

* Preliminary.

NOTE.—Series are averages for the quarter except for inventories and units under construction, which are end of period.
Source: U.S. Department of Commerce, Bureau of the Census.
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pleted. The backlog of uncompleted
units was 880,000 units in the first
quarter, down only moderately from
the peak of 975,000 in the summer of
last year. Further evidence of slack in
the rental market is provided by the
market absorption rate of apartments
in newly constructed buildings. The
percentage of apartments completed in
the fourth quarter and rented within
the next 3 months fell below the year-
earlier rate. This was the first year-over-
year decline since the summer of 1972,
but its extent was small.

New Federal assistance

In early May, the administration
announced a series of programs in-
tended to support the housing market:
The Federal Home Loan Banks were
authorized to make $4 billion in
advances to the savings and loan
associations at relatively low interest
rates; the Federal Home Loan Mortgage
Corporation was authorized to buy $3
billion of conventional mortgages at
8.75 percent; and, the "Tandem" plan,
which provides a secondary market for
federally backed mortgages, was ex-
panded by $3.3 billion. In total, these
programs could provide $10.3 billion
for housing, but the actual extent of
support will be determined by the use
lending institutions and builders make
of them.

Of the three programs, the FHLB
advances are the most likely to be used.
However, the S&L's already owe a
record $16 billion to the Federal Home
Loan Bank System, and they may be
reluctant to increase their indebtedness
by the full $4 billion. Moreover, even
the funds that are borrowed could be
invested in higher yielding money
market assets rather than mortgages.
The FHLMC support of conventional
mortgages will not take effect until
late this year, and the extent to which
these funds will be used will depend on
the level of mortgage market interest
rates at that time. There probably will
not be much help this year from the
new expansion of the 'Tandem" plan.
About $4 billion of the $6.6 billion
expansion authorized last January has
not been used, and those funds must
be spent before the new authorization
becomes effective.

Consumer Demand
THE dollar value of retail sales has
risen steadily since January, but the
increases have only matched the rise
in consumer prices; thus physical vol-
ume is unchanged. In April arid May,
retail sales averaged $44.2 billion or
2 percent more than in the first quarter,
but prices, as measured by the con-
sumer price index for commodities,
also rose by about 2 percent.

Automobile sales, which had de-
clined steeply as the energy crisis
deepened last winter, have strengthened
recently, but other retail sales appear
to have declined in real terms. New
car sales were at an annual rate of 9.4
million units in April and May, an
improvement from the 9.2 million
rate in the first quarter. All of the
increase was in sales of domestic-type
models, which rose from 7.7 million
units in the first quarter to 8.1 million
in April and May; sales of foreign cars
have declined steeply all year and
averaged 1.2 million units in April
and May, as compared with 1.6 million
in the first quarter. When deflated
by corresponding components of the
CPI, sales of automobiles and parts
were higher in April and May than in
the first quarter, but sales of other
durables and nondurables were lower.

The weakening in the real volume of
retail sales began in the spring of last
year and accelerated in the fourth and
first quarters. Sales in April and May
were about 4 percent below the year
earlier level. The cutbacks since last
year have been chiefly in categories
with the largest price increases—gaso-
line and fuel and food. The decline in
the latter in part reflects a shift away
from higher priced foods. For goods
that had relatively moderate price in-
creases, such as household durables and
apparel, the real volume of retail sales
was about unchanged or a little higher.
The major exception was automobile
sales. (For a discussion of recent trends
in automobile sales, see the May issue
of the SURVEY.) While automobile price
increases were moderate in the past
year, sales declined steeply. Although
new car sales improved in April and

May, they are still 25 percent below
their year-earlier level.

Installment credit

Net extensions of consumer install-
ment credit—total extensions minus
repayments—rose sharply in April after
seasonal adjustment. The increases
were chiefly in credit for consumer
goods other than automobiles and in
personal loans. Automobile credit re-
mained weak, although it rose slightly,
in contrast to declines in the winter
months (chart 2).

CHART 2

Net Change in Consumer Installment
Credit Outstanding

Billion $

16

12

OTHER CONSUMER GOODS
PAPER

12
PERSONAL LOANS AND OTHER*

1964 66 68 70 72 74

Seasonally Adjusted at Annual Rates

Includes repair and modernization loans.
.April Data: FRB

U.S. Department of Commerce, Bureau of Economic Analysis 74-6-2
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Table 2.—Extensions and Repayments of
Installment Credit as a Percent of
Disposable Personal Income

[Percent]

1966
1967
1968
1969
1970
1971
1972
1973

1973-1
II . .
III
IV

1974-1

Extensions

16.18
15.96
16.92
17.20
16.21
16.66
17 9"4
18.71

19.07
18.88
19.09
17.91

17.64

Repay-
ments

15.14
15.37
15.51
15.73
15.50
15.42
15.92
16.43

16.25
16.57
16 73
16.25

16.70

NOTE.—Quarterly figures are based on seasonally adjusted
data.

Source: Federal Reserve Board of Governors.

During the past year, net consumer
credit extensions largely reflected the
movements in automobile sales. Not
until the first quarter of this year,
after unemployment had risen sharply,

did the drop in credit extensions spread
to other types of loans.

Extensions amounted to 17.6 percent
of disposable personal income in the
first quarter, down from the record 19.1
percent in the summer of last year.
Repayments, however, amounted to a
record 16.7 percent of income, the same
as last summer. Faced with this high
debt repayment ratio, rising unemploy-
ment, and steep increases in prices of
necessities, consumers have encountered
greater difficulty in meeting their debt
obligations, and delinquencies have in-
creased. According to data compiled by
the American Bankers Association, the
proportion of bank installment loans
with payments overdue for 30 days or
more reached about 2% percent of loans
outstanding in the first 4 months of this
year. Normally, this rate is about 1%
percent, and it has rarely exceeded 2
percent.

Wages Under Collective Bargaining
UNION contract negotiations in the
first quarter of this year reflected union
efforts to mitigate the adverse impact
that inflation is having on workers' real
income. Contract settlements included
higher first-year wage increases and
lower deferred increases, bigger wage
gains and smaller fringe benefits im-
provements, and, in a number of impor-
tant contracts, liberalized formulas for
calculating cost-of-living adjustments.

The first-year wage gain negotiated
in major collective bargaining agree-
ments (those covering 1,000 or more
workers) averaged 6.2 percent in the
first quarter, compared with 5.8 percent
for the year 1973 (table 3). It was the
largest quarterly increase in more than
a year, and the first to exceed the aver-
age of the preceding four quarters since
late 1971—the beginning of the steep
downtrend in the size of settlements.
The increase was higher than last year's
average in both manufacturing and
nonmanuf acturing industries other than
construction, and equal to last year's
average in construction.

The increase in the size of first-year
wage settlements represented a rise in

front loading—that is, providing for a
disproportionate share of the total
increase in the first contract year. De-
ferred increases—those specified for
future years—were smaller than in
1973, but the size of wage settlements
averaged over the life of the contract,
at 5.3 percent per year, was about the
same. The difference between the first-
year wage increase and the average over
the life of the contract amounted to
nearly 1 percent, up from roughly one-
half of one percent in 1973.

Front loading had reached a peak in
1970 and 1971, when first-year in-
creases exceeded life-of-contract gains
by 3 to 3% percentage points. Heavy
front loading reflected union efforts to
catch up with the rapid and unex-
pected price increases that had
Recurred during the life of the expiring
contracts, most of which were nego-
tiated in 1967 and 1968. After 1971, the
n^ed for such raises lessened, because
the rate of inflation slowed and because
substantially more workers were
covered by cost-of-living clauses provid-
ing automatic pay raises tied to the
consumer price index. In addition, wage

controls introduced in mid-1971 princi-
pally affected first-year increases.

When prices rise rapidly, unions
attach greater importance to increased
paychecks than to fringe benefits, such
as vacations, sick leave, and health and
pension plans; this was evident in first-
quarter settlements. In 1972 and 1973,
the value of settlements including
benefits exceeded that of settlements
excluding benefits by about 1.3 per-
centage points for first-year increases
and 1 percentage point for life-of-con-
tract increases. In the first quarter of
1974, however, these differences were
appreciably less (table 3).

Changes in the value of fringe benefits
cannot be measured directly, mainly
because in the available data they are
combined with wage changes. In addi-
tion, data relating to fringe benefits are
confined to collective bargaining settle-
ments covering 5,000 or more workers.
Nevertheless, for a rough indication of
the trend in fringe benefits, contract
settlements combining wages and bene-
fits can be compared with those cover-
ing wages alone.

Improvements in cost-of-living esca-
lator clauses were an important element
of first-quarter negotiations. In several
large contracts, the formulas were
changed to provide a larger increase in
wages for a given increase in the con-
sumer price index. In many cases,
limits to the size of cost-of-living in-
creases were removed. However, the
number of workers covered by cost-of-
living escalator clauses remained at
about the 4 million level of the past 3
years, or 40 percent of all workers
under major contracts. Unions in the
can and aluminum industries, in addi-
tion to gaining substantial improve-
ments in their cost-of-living escalator
clauses, negotiated a major innovation
for industrial contracts by extending
these clauses to cover pensions.

The steel contract settlement

The steel industry's contract settle-
ment was announced in mid-April, 3K
months before the existing contract
expired. The new contract, which took
effect on May 1, extends 39 months
through July 31, 1977. Settlement
was negotiated under the provisions
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Table 3.—Wage and Benefit Changes Negotiated in Major Collective-Bargaining Agree-
ments, 1968-74

[Percent]

Wage changes 1

First year ^ - - _ ^ . _
Life of contract. _ .L. ..

Front loading (first-year increases less life-of-contract
increases) _. .. _

Wage and benefit changes 2

First year ^ ^ .
Life of contract _ . . ....

Front loading (first-year increases less life-of-contract
increases).. _

Wage and benefit changes less wage changes

First year _. _
Life of contract _ _ -

1968

7.4
5.9

1.5

8.7
6 5

2.2

1.3
.6

1969

9.2
7.6

1.6

10.9
8.2

2.7

1.7
.6

1970

11.9
8.9

3.0

13.1
9.1

4.0

1.2
.2

1971

11.6
8.1

3.5

13.1
8.8

4.3

1.5
.7

1972

7 3
6.4

.9

8.5
7.4

1.1

1.2
1.0

1973

5.8
5.2

.6

7. 1
6.1

1.0

1,3
.9

1974

I

6.2
5.3

.9

6.9
5.9

1.0

.7

.6

1. In contracts covering 1,000 or more workers.
2. In contracts covering 5,000 or more workers.

Source: U.S. Department of Labor, Bureau of Labor Statistics.

of the Experimental Negotiating Agree-
ment (ENA) reached last year between
the United Steelworkers of America,
AFL-CIO, and the 10 largest steel
firms. ENA, which has been extended
through the 1977 negotiations, in-
cludes a no-strike stipulation and a
provision for binding arbitration to
settle unresolved issues, a guarantee
of at least a 3 percent annual wage
increase, a bonus of $150 each time the
contract is renewed, a continuation
of a cost-of-living escalator clause,
and a retention of the right to strike
on local issues. The ENA and the
early settlement were negotiated in
an effort to avert production disruptions
that have characterized other years of
steel contract negotiations.

Both wages and fringe benefits negoti-
ated in the steel settlement appear to
be more generous than the average of
first-quarter settlements. Although the
wage increase over the life of the
contract was roughly the same as the
5.3 percent negotiated in other in-
dustries, the amount of front loading
was larger; the first-year increase was
roughly 7 percent, compared with a 6.2
percent average for all major settle-
ments in the first quarter. Fringe
benefits included improvements in sick
and accident pay, supplementary un-
employment compensation, and several
smaller items, plus the introduction of
a company-paid dental plan. The princi-
pal retirement plan changes, which take

effect on August 1, 1975, were reducing
the retirement age from 65 to 62, sub-
stantially increasing the pension of
new retirees, and raising the pensions of
prior retirees.

The steel industry followed the lead
of the can and aluminum industries in
adopting a liberalized formula for
calculating pay increases under the
cost-of-living escalator clause. The new
contract provides a 1 cent per hour
increase for each 0.3 of a point increase
in the consumer price index; under
the old contract, the rate was a 1 cent
per hour increase for each 0.4 of a
point increase. This gain, however, was
partly offset by a shift in the CPI base
period to 1967 from the prior base of
1957-59, when the level of prices was
14 percent lower. Hence the number
of index points represented by a given
percentage rise in the CPI is also 14
percent smaller on the 1967 base. The
net effect of the two changes is to
increase the size of the wage gain for
a given percentage rise in the CPI by
about 15 percent.

A major steel union goal had been
to extend cost-of-living adjustments
to pensions—a change that was adopted
in the can and aluminum settlements.
The steel industry settlement did not
include this change, although it did
provide for a flat 5 percent "inflation
adjustment" in August 1976 for em-
ployees retiring on or after July 31,
1974.

Collective bargaining in the re-
mainder of 1974

The number of workers covered by
contracts scheduled for negotiations in
1974 is the largest in recent years. Ap-
proximately 5.2 million workers in
private nonfarm industries are covered
by major agreements either expiring or
scheduled for reopening in 1974; this
figure compares with 4.7 million last
year, 2.8 million in 1972, and 4.8 million
in 1971. Agreements reached in the first
quarter covered only 466,000 workers—
less than 10 percent of the year's ex-
pected total—in 118 settlements.

The most important industries and
the number of workers involved in ne-
gotiations during the remaining three
quarters of 1974 are: clothing in May
(125,000), construction from May to
September (800,000), telephone com-
munications in July (600,000), nonfer-
rous metals from June to December
(115,000), longshoring in September
(38,000), aircraft in September and
October (78,000), coal mining in No-
vember (80,000), and railroads in De-
cember (500,000).

The large number of workers involved
in negotiations this year is partly due
to the expiration of major 3-year con-
tracts—the normal duration—settled in
the heavy bargaining year of 1971. It is
also due to a trend toward shorter con-
tracts in recent years. Agreements
reached in 1973 averaged 28 months in
length, compared with 32 months at
the time of their previous settlement.
The shortening was principally in the
construction and railroad industries,
where unions became unwilling to make
long-term commitments under a wage
control system that they thought might
last for only a brief period.

The climate for collective bargaining
for the rest of this year is notably
different from that of the past 3 years.
Since wage and price controls expired
on April 30, no official restraints on the
size of contract settlements exist for
the first time in 3 years. This termina-
tion of controls, combined with the
erosion of workers' real incomes by
inflation, could result in much larger
wage demands. However, several factors
may hold down the size of settlements.
First, since the unions involved in some
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of the negotiations, notably in the
communications industry, already have
cost-of-living escalator clauses, they
are likely to settle for moderate wage
increases. Second, settlements in the
construction industry may be tempered
by the slack in homebuilding. Third,
high unemployment could also affect the
size of wage increases in the aircraft
industry; in addition, increases for
aircraft workers tend to follow patterns
set in the automobile industry, where
the increases negotiated last fall were
relatively moderate.

Union leaders who will be negotiating
new contracts during the rest of this
year have stated that improvements in
cost-of-living protection, both to ex-
tend coverage and to liberalize existing
terms, will be a major goal in bargain-
ing. Roughly two-thirds of the workers
whose contracts are to be negotiated
in the final quarters of 1974 are not
covered by cost-of-living escalator
clauses.

Effective wage increases under union
contracts in 1973

The size of wage increases currently
negotiated is one of three determinants
of the total wage increase received by
union workers in a given year. The
others are deferred increases—those
specified for the current year by agree-
ments made in prior years—and auto-
matic cost-of-living increases resulting
from escalator clauses in existing con-
tracts (table 4).

These wage increases may be calcu-
lated in two ways: (1) as an average
for all of the workers covered by major
contracts, including the workers who
received no increases, or (2) as an aver-
age limited to those who received in-
creases. The first type of average shows
the effect of union bargaining activity
as a whole on the average wage of all
union members. Figures of this type
appear in the top half of table 4. The
second type of average measures the
effect of settlements on only the workers
covered by the settlements. Figures for
this group are shown in the lower half
of the table.

In 1973, the change for all workers
covered by major union agreements in
force was 7 percent, compared with 6.6
percent in 1972 and 9.2 percent in 1971.

Table 4.—Wage Changes Becoming Effective During the Year Under All Major Union
Contracts in Force, 1968-1973

[Percent]

Totftl effective wage change
First year - -
Deferred -
Cost-of-living

First year ..
Deferred
Cost-of-living

Increase in consumer price index annual average

1968 1969 1970 1971 1972 1973

All covered workers 1

6.0
3.2
2.4
.3

6.5
2.4
3.8
.3

8.8
5.1
3.1
.6

9.2
4.3
4.2
.7

6.6
1.7
4.2
.7

7.0
3.0
2.7
1.3

Workers actually receiving increases 2

7.4
n.a.
1.6

4.2

9.2
n.a.
1.6

5.4

11.9
5.6
3.7

5.9

11.6
7.8
3.1

4.3

7.3
6.1
2.0

3.3

5.8
4.9
4.1

6.2

NOTE.—Major union contracts are those covering 1,000 or more workers,
n.a.—Not available.
1. These averages apply to all workers covered by union agreements in force during the year, including agreements not

providing a wage change.
2. These averages are'limited to workers covered by union agreements that pro vide for a wage change of the type specified.

Each of the averages is calculated independently from the others; thus, workers receiving two types of increase are counted in
both categories.

Source: U.S. Department of Labor, Bureau of Labor Statistics.

Since each of the three types of wage
increase is calculated as a percentage
of the same initial total wage bill, the
three elements can be added together
to obtain the total wage increase becom-
ing effective during the year. In 1973,
for instance, the 7 percent total increase
was made up of first-year increases of 3
percent, deferred increases of 2.7 per-
cent, and cost-of-living increases of 1.3
percent.

In this calculation, the average size of
each of the three types of wage increase
depends on the number of workers who
received the increase, as well as on the
size of the increase they received. Since
many more workers were covered by
contract negotiations in 1973 than in
1972, the first-year wage gain was much
larger and the deferred increases were
much smaller. The total of first-year
and deferred increases was a little
smaller in 1973, and the rise in the total
effective wage increase from 1972 was
therefore attributable to the sharply
higher cost-of-living adjustment.

In the second method, which is the
more familiar way of presenting wage
increases, each of the three types of
increase is calculated as a percentage of
the total wage bill of only those workers
who received the increase (workers who
received two types of increases are
counted in both categories). Hence, a
total percentage wage increase broken
down into its three components cannot
readily be calculated on the basis of the

available data. Because workers not
receiving an increase are omitted from
these calculations, the averages are
necessarily much larger than those for
all union workers. On this basis, both
first-year and deferred increases were
smaller in 1973 than in 1972, but the
increase due to cost-of-living escalator
clauses was twice that of 1972.

Since deferred increases are specified
in contracts already in effect, the
average for this type of increase is the
one element of the total effective wage
change that can be calculated in ad-
vance. Deferred wage increases are
scheduled this year for some 4% million
workers covered under major contracts;
this is about the same number as last
year. For these workers, the average
size of the increase will be 5.0 percent,
or about the same as in 1973. The size
of deferred increases, like that of first-
year gains, has diminished since 1971;
in that year, they averaged a record
7.8 percent (table 4). About 2 million
of the workers receiving deferred in-
creases this year are also covered by
cost-of-living escalator clauses; for these
the average deferred increase will be
4.5 percent, while for workers under
contracts without such clauses the
average will be 5.4 percent.

While the size of the cost-of-living
wage increase this year cannot be
calculated in advance, the rise that
will be associated with a given increase
in the consumer price index can be

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

June 1974



June 1974 SURVEY OF CURRENT BUSINESS

approximated from relationships in the
past 4 years. In each of those years,
the average cost-of-living wage in-
crease for workers receiving an increase
was roughly two-thirds of the rise in

the annual average of the consumer
price index (table 4). The ratio this
year could be a little higher, given the
recent liberalization of the escalation
formula in a number of major contracts.

Revised Estimates of Federal Budget
REVISED estimates of Federal uni-
fied budget receipts and outlays were
released in mid-May by the Office of
Management and Budget (OMB). The
new estimates must be considered ten-
tative, largely because congressional
action had not been completed on the
fiscal 1975 appropriation bills or on
significant items of proposed legislation
affecting the budget.

The revised estimates are based on
a projected calendar 1974 GNP of
$1,401 billion, $11 billion above the
figure underlying the February budget.
Personal income is estimated at $1,142
billion, up $7 billion, and corporate
profits before taxes are now estimated
at $134 billion, compared to $124 billion
projected in February.

Higher fiscal 1975 deficit estimated

For fiscal 1975, an $11.4 billion deficit
is now estimated, compared to $9.4
billion in February.

Receipts are revised down $1.0 bil-
lion, the net result of a $3.5 billion
downward revision in corporate tax
collections and a $2.5 billion upward
revision in other taxes, primarily indi-
vidual income taxes. The lower cor-
porate tax estimates are due to two
factors of approximately equal magni-
tude: (1) the House Ways and Means
Committee's modification of the ad-
ministration's proposed windfall profits
tax, and (2) actual tax collection experi-
ence this year. (The Committee's ac-
tion phasing out the percentage oil
depletion allowance has a negligible
effect on fiscal 1975 collections.) The
increased estimate of individual income
taxes is primarily due to higher inflation.

Fiscal 1975 outlays are estimated
$1 billion higher than in February. In-
creases attributable to higher unem-
ployment benefits ($1.6 billion), interest
costs ($1.0 billion), and veterans com-
pensation ($0.4 billion) more than

offset decreases attributable to higher-
than-expected offshore oil receipts ($3.0
billion) and asset sales ($0.8 billion).
(The last two items are counted as
negative outlays in the unified budget.)
The new estimates reflect administra-
tion proposals for cost-of-living in-
creases for veterans and for extension
of unemployment benefits, higher in-
terest rates, and higher prices and in-
creased acreage for offshore oil leases.
Outlays could increase even more if
interest rates remain high. According
to OMB, the administration's plan to
assist the slumping housing market by
subsidizing mortgages at below-market
interest rates could raise fiscal 1975
outlays by an additional $3 billion,
depending on the level of long-term
interest rates.

The new estimates show a deficit of
$3.5 billion for the fiscal year ending this

month, compared to $4.7 billion esti-
mated in February. Receipts, mainly
corporate income taxes, are revised
down $4.0 billion; outlays, principally
because of lower-than-estimated health,
defense, and education spending and
higher prices for offshore oil leases, are
revised down $5.2 billion.

On a full-employment basis, OMB
now projects a unified budget surplus
of $9.0 billion in 1975 and $8.0 billion
.in 1974, compared to February esti-
mates of $8.0 billion and $4.0 billion.

NIA Federal sector

OMB also prepared revised estimates
of the Federal sector of the national
income accounts (NIA) consistent with
the new unified budget estimates. On
the NIA basis, 1975 receipts are $0.5
billion lower than the February es-
timate, expenditures are $3.7 billion
higher, and the deficit is $4.2 billion
higher.

Indirect business taxes, largely be-
cause of the Ways and Means Com-
mittee's proposal on the windfall profits
tax, were revised down $3.5 billion;
other NIA receipts categories were
revised up, including corporate tax
liabilities ($1.7 billion) and contribu-

Table 5.—Federal Government Receipts and Expenditures
[Billions of dollars]

Unified budget:

Receipts
Outlays _
Surplus or deficit (— )

Full-employment surplus or deficit (— )

National income and product accounts basis:

Receipts
Personal tax and nontax receipts
Corporate profits tax accruals
Indirect business tax and nontax accruals-
Contributions for social insurance .

Expenditures
Purchases of goods and services. _ _

National defense -
Other .

Transfer payments.
To persons
To foreigners (net)

Grants-in-aid to State and local govern-
ments . _ _ _

Net interest paid _
Subsidies less current surplus of govern-

ment enterprises . _.
Less: Wage accruals less disbursements. —
Surplus or deficit (— )

Full-employment surplus or deficit (— )._

Fiscal
year
1973

actual

232.2
246.5
-14.3

-2.0

243.3
107.2
43.8
20.9
71.4

255. 1
104.5
73.9
30.6
89.4
86.8
2.6

40.4
14.4

6.4
.0

-11.8

-2.8

Fiscal year 1974 estimate

As of

February
budget

270.0
274.7
-4.7

4.0

280.5
123.7
50.3
23.3
83.2

285.2
111.5
75.3
36.2

107.2
102.5

4.7

44.1
18.2

4.2
.0

-4.7

5.8

May

266.0
269.5
-3.5

8.0

278.2
122.4
51.1
21.5
83.2

278.8
109.8
75.0
34.8

104.5
101.9

2.6

42.6
17.6

4.2
—.1
-.6

13.2

Revision

-4.0
-5.2

1.2

4.0

-2.3
-1.3

.8
-1.8

.0
-6.4
-1.7
-.3

-1.4
-2.7
-.6

-2.1

-1.5
-.6

.0
-.1
4.1

7.4

Fiscal year 1975 estimate

As of

February
budget

295.0
304.4
-9.4

8.0

304.8
135.3
50.2
27.5
91.8

313.4
121.6
82.0
39.6

123.5
120.7

2.8

46.6
19.6

2.1
.0

-8.6

13.3

May

294.0
305.4

-11.4

9.0

304.3
135.4
51.9
24.0
93.0

317.1
121.2
82.0
39.2

125.8
123.0

2.8

48.0
19.6

2.1
-.4

-12.8

12.9

Revision

—1.0
1.0

-2.0

1.0

-.5
.1

1.7
-3.5

1.2
3.7

—.4
.0

-.4
2.3
2.3
.0

1.4
.0

.0
-.4

-4.2

-.4

Sources: Actual 1973, U.S. Department of Commerce, Bureau of Economic Analysis; 1974 and 1975 estimates, Office of
Management and Budget and Council of Economic Advisers.
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tions for social insurance ($1.2 billion).
(The OMB estimates of fiscal 1974 and
1975 corporate tax liabilities—$51.1
billion and $51.9 billion, respectively—
extrapolate from currently published
BE A levels; however, based on pre-
liminary calculations for the forth-
coming July revision of the NIA, it is
likely that current levels of corporate
tax liabilities will be revised downward
substantially.) On the expenditures side,
the upward revision occurs in transfer
payments to persons ($2.3 billion) and
grants-in-aid to State and local govern-
ments ($1.4 billion). Other NIA cate-
gories show only minor changes and,
on balance, do not affect the revision in
total expenditures.

For fiscal 1974, NIA receipts are
$2.3 billion lower than those in the
February estimate, expenditures are
$6.4 billion lower, and the deficit is
$4.1 billion lower. Almost all NIA ex-
penditure categories—purchases, trans-
fers, grants, and interest—are revised
down. (About $2 billion of the down-
ward revision in expenditures is attribu-
table to a different statistical treatment

of the February transfer of rupees to
India. In the February budget esti-
mates, it was included in NIA expendi-
tures as a foreign transfer; in the May
estimates, it is excluded from NIA
expenditures as a capital grant.)

On a full-employment NIA basis, the
Council of Economic Advisers estimates
a surplus of $12.9 billion in 1975 and
$13.2 billion in 1974. In February, the
Council had estimated $13.3 billion
and $5.8 billion, respectively.

Public and Private Debt-1968-73
NET public and private debt totaled
more than $2% trillion at the end of
1973. Public debt—liabilities of Fed-
eral, State, and local governments—
amounted to 23% percent of the total;
corporations were liable for 44 percent,
and individuals, including those owning
unincorporated enterprises, were liable
for 32% percent.

The increase in net public and private
debt last year was $256 billion, or 11 %
percent—more than the $224 billion,
or 11 percent, increase in 1972. The
acceleration centered in corporate and
in public debt; individuals added about

the same total to their indebtedness in
both years.

Corporations added $133 billion, as
compared with $109 billion in 1972. The
acceleration occurred in the short-term
instruments; these increased $90 billion,
as compared with a rise of $60 billion
in 1972. The increase in long-term debt
slowed to $43 billion from $49 billion
in 1972.

The acceleration in public debt re-
flected a marked increase in the out-
standing liabilities of Federal financial
agencies. These rose $18% billion in

(Continued on page 17)

Net and Gross Public and Private Debt, End of Calendar Year, 1968-73

[Billion dollars]

End of year

1968
1969.
1970
1971.
1972
1973-

1968.
1969
1970
1971
1972.
1973

Total

Public

Total Federal »

Federal
finan-
cial

agen-
cies 2

State
and
local

Private

Total

Corporate

Total Long
term 3

Short term 3

Notes
and ac-
counts

payable

Other

Individual and noncorporate

Total

Farm*

Produc-
tion

Mort-
gage

Nonfarm
mortgage

l-to4-
family

Multi-
family

residen-
tial and

com-
mercial

Other nonfarm

Com-
mercial

Finan-
cial'

Con-
sumer

Net Public and Private Debt

1. 582. 5
1, 736. 0
1, 868. 9
2,045.8
2, 270. 2
2, 525. 8

437.1
453.2
484.9
528.2
557.6
593.4

291.9
289.3
301.1
325.9
341.2
349.1

21.4
30.6
38.8
39.9
41.4
59.8

123.9
133.3
145.0
162.4
175.0
184.5

1, 145. 4
1, 282. 9
1, 384. 0
1, 517. 6
1, 712. 7
1, 932. 4

631.5
734.2
797.7
869.3
978.3

1,111.1

283.6
323.5
360.2
400.0
449.2
491.9

190.1
221.9
232.1
241.7
265.9
300.3

157.8
188.8
205.4
227.7
263.2
318.9

513.9
548.7
586.3
648.3
734.4
821.3

24.3
26.0
27.5
30.3
32.4
37.7

27.5
29.5
31.2
32.9
35.4
39.6

246.5
261.5
278.9
305.2
339.8
374.6

38.4
42.4
53.2
68.2
86.2

105.5

33.4
35.8
35.0
37.2
40.5
43.0

33.0
32.3
33.3
36.2
42.4
40.4

110.8
121.1
127.2
138.4
157.6
180.5

Gross Public and Private Debt

1, 794. 4
1, 981. 3
2, 135. 0
2,334.6
2, 591. 5
2,885.6

522.9
550.5
589.7
641.4
681.1
728.7

373.1
382.0
401.6
435.2
461.1
481.5

21.4
30.6
38.8
39.9
41.4
59.8

128.4
137.9
149.3
166.3
178.6
187.4

1, 271. 5
1, 430. 8
1, 545. 3
1, 693. 3
1, 910. 5
2, 156. 9

757.6
882.1
959.0

1,045.0
1, 176. 1
1,335.6

343.3
392.1
436.7
485.0
544.9
596.8

228.1
266.3
278.5
290.0
319.1
360.4

186.2
223.8
243.8
270.0
312.2
378.5

513.9
548.7
586.3
648.3
734.4
821.3

24.3
26.0
27.5
30.3
32.4
37.7

27.5
29.5
31.2
32.9
35.4
39.6

246.5
261.5
278.9
305.2
339.8
374.6

38.4
42.4
53.2
68.2
86.2

105.5

33.4
35.8
35.0
37.2
40.5
43.0

33.0
32.3
33.3
36.2
42.4
40.4

110.8
121.1
127.2
138.4
157.6
180.5

1. Net Federal Government and agency debt is the outstanding debt held by the public
as defined in the Budget of the United States Government, Fiscal Year 1975. Gross Federal
Government debt consists of the public debt as defined in the Second Liberty Bond Act of
1917, as amended, plus the obligations to the public of Federal agencies in which the Federal
Government has a proprietary interest each year.

2. This comprises the debt of federally sponsored agencies, in which there is no longer any
Federal proprietary interest. These comprise the obligations of the Federal Land Banks, the
debt of the Federal Home Loan Banks, and the debts of the Federal National Mortgage As-
sociation, Federal Intermediate Credit Banks, and Banks for Cooperatives.

3. Long-term debt is debt having a maturity of 1 year or more, short-term debt is that which
will mature within a year.

4. Farm mortgages and farm production loans. Farmers' financial and consumer debt is
included in the nonfarm categories.

5. Financial debt is owed to banks for purchasing or carrying securities, customers' debt to
brokers, and debt owed to life insurance companies by policyholders.

SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; U.S. Treasury
Department; U.S. Department of Agriculture; Board of Governors of the Federal Reserve
System; Federal Home Loan Bank Board; Federal Land Banks; U.S. Department of Housing
and Urban Development and Federal National Mortgage Association.
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CHART 3

In May: Nonfarm payroll employment increased 180,000
The jobless rate edged up to 5.2 percent from 5.0 percent in April

Wholesale prices rose 1.5 percent

TOTAL PRODUCTION
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10 J3UKV-EY OF CUKKENT BUSINESS June 1974

• In May: Personal income increased $10% billion; wages and salaries accounted for most of the rise
• Housing starts declined 11 percent
• Plant and equipment spending expected to rise 12 percent in 1974
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Tune 1974

• In April:
•

SURVEY OF CURRENT BUSINESS 11

Manufacturing and trade firms added $2% billion to their stocks
Exports rose more than imports and the trade balance moved back to surplus

• In first quarter: Balance of payments on current account and long-term capital was in surplus by $2 billion
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• In May: Industrial production increased 0.4 percent

1 CHART 6

• Bank credit and money supply continued to grow
• Short-term interest rates and bond yields moved higher

INDUSTRIAL PRODUCTION MONEY, CREDIT, AND SECURITIES MARKETS PROFITS AND COSTS
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(Continued from page 8)

1973, as compared with $1% billion in
the prior year. The increase in the
Federal debt slowed to $8 billion from
$15% billion in 1972. State and local
governments added $9% billion to their
debt in 1973; in 1972 it had increased
$12^ billion.

Although individuals added about the
same amount to their indebtedness in
1973 as in 1972, there were marked
variations among debt categories. The
liabilities associated with nonfarm busi-
ness—multifamily residential and com-
mercial mortgages, commercial and

SUEVEY OF CUKKENT BUSINESS

"financial" debt—rose $20 billion, as
compared with $28 billion in 1972.
Debts secured by mortgages on one-to-
four family residential properties rose
about $35 billion in both years. The
increase in farm debt accelerated from
$5 billion in 1972 to $9}£ billion in 1973.
Consumer debt increased $23 billion,
as compared with $19 billion in the
prior year.

The tables presented here update
the debt statistics that have appeared
in previous issues of the SURVEY. In
addition to the regular updating, the

17

estimates of nonfarm mortgage debt
have been revised, beginning with 1970,
to incorporate newly available data
sources. A technical note describing the
mortgage debt estimates is available on
request from the National Income and
Wealth Division, Bureau of Economic
Analysis, U.S. Department of Com-
merce, Washington, D.C. 20230.

Data for public and private debt for
1965-67 are in the May 1973 SURVEY,
data back to 1955 are in the May 1970
SURVEY, and data for earlier years are
in the May 1969 SURVEY.

1974 Plant and Equipment Expenditure Programs

B.BUSINESSMEN expect to spend
$112 billion on new plant and equip-
ment in 1974, according to the BEA
survey conducted in late April and
May.1 This would be a 12.2 percent
increase over actual expenditures last
year (table 1), compared with increases
of 12.8 percent in 1973 and 8.9 percent
in 1972.

Spending increased 3.4 percent from
the fourth quarter of 1973 to the first
quarter of 1974, to a seasonally adjusted
annual rate of $107.3 billion; a 3.1
percent increase is projected for the
second quarter. These quarterly in-
creases are about in line with the 3.0
percent average quarterly increase in
1973. Smaller increases are planned for
the remainder of 1974—2.3 percent
in the third quarter and 2.5 percent in
the fourth (table 2).

Present spending plans for the year

1. The expectations figures have been adjusted for sys"
tematic biases (table 5, footnote 2). Before such adjustment*
1974 expenditures were expected to be $112.08 billion for all
industries. $46.71 billion for manufacturing, and $65.36 billion
for nonmanufacturing. The adjustments were applied sepa-
rately to each major industry; their net effect was to lower
the manufacturing total by $1.19 billion and raise the non-
manufacturing total by $1.07 billion.

1974 are two-thirds of 1 percent lower
than in the February survey, because
of reduced spending plans for the second
half of the year. Actual spending in the
first quarter about equaled plans in
February, and plans for the second
quarter are about one-half of 1 percent
higher.

The reduction in 1974 spending plans
centers in industries other than manu-
facturing. Electric and gas utilities, and
mining and communication firms have
reduced their plans since the February
survey, more than offsetting increases
by railroads and other transportation
industries excluding air. Manufacturers
have raised spending plans slightly.
Increases for the petroleum, chemical,
primary metal, nonelectrical machinery,
and stone-clay-glass industries outweigh
reductions for motor vehicles, electrical
machinery, food-beverage, rubber, and
for some other manufacturing industries
that are not shown separately in the
tabulations.

Manufacturing programs
In the first quarter, manufacturers'

spending rose 5.8 percent to a seasonally

Table 1.—Plant and Equipment Expend!
tures, Annual Percent Change 1973-1974

All industries.

Manufacturing

Durable goods

Primary metals 1 _ _ .
Blast furnaces, steel works
Nonferrous _ _ _

Electrical machinery
Machinery, except electrical
Transportation equipment 1

Motor vehicles - _
Aircraft

Stone clay and glass
Other durables

Nondurable goods - _

Food including beverage
Textile
Paper
Chemical
Petroleum _ _ _ _ _ _
Rubber
Other nondurables _ _ _ _

Nonmanufacturinjj - _ -

Mining _
Railroad -
Air transportation
Other transportation
Public utilities

Electric
Gas and other

Communication
Commercial and other

Actual
1973

12.8

21.2

23.1

24.8
11.3
40.9
19.1
18.0
23.2
24.9
23.9
23.6
28.1

19.4

21.8
5.2

34.4
29.2
3.8

44.0
22.6

8.1

13.2
9.2

-2.1
14.0
10.1
10.1
9.7
8.1
6.6

Expected 1974
as reported in:

Feb.

13.0

19.3

17.6

25.5
29.2
27.3
12.1
14.3
24.3
25.4
35.0
-.7
18.8

21.1

15.5
5.0

34.8
19.3
31.7
7.4
6.1

9.1

17.1
21.3

-12.5
-3.3
18.6
16.8
29.4
10.1
1.4

May

12.2

19.8

16.8

30.5
31.8
31.0
8.6

21.5
19.1
16.1
47.2
5.7

10.8

22.8

7.0
14.1
38.4
22.6
41.3
2.8

-4.7

7.6

8.9
29.6

-13.0
20.0
14.2
13.6
17.8
7.4
1.2

1. Includes industries not shown separately.

Source: U.S. Department of Commerce, Bureau of Eco-
nomic Analysis.
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Table 2.—'Plant and Equipment Expenditures, 1973-74
(Billions of dollars, seasonally adjusted annual rates)

All industries

M anuf acturing
Durable goods
Nondurable goods .

Nonmanufacturing

I

% 19

35.51
17.88
17.63

60.68

19

II

97 76

36.58
18.64
17.94

61.18

73

III

100 90

38.81
19.73
19.08

62.09

IV

103. 74

40.61
20.48
20.13

63.12

I

107 27

42.96
21.43
21.53

64.31

19

H i

110 58

45.22
22.60
22.61

65.36

74

IIIi

113. 16

46.00
23.25
22.76

67.15

IV i

116. 0^

47.4
22.6
24. 81

68.6

1. Expected.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

adjusted annual rate of $43 billion. If
the 5.2 percent rise planned for the
second quarter materializes, spending
for the first half of this year will rise
11 percent from the second half of
last year. Plans for the second half of
this year call for a 6 percent increase
from the first half. Investment plans

for all the major manufacturing indus-
tries except rubber, food, and stone-
clay-glass show larger increases in the
first half of 1974 than in the second
half.

Manufacturers' spending plans for
1974 exceed actual spending in 1973 by
almost 20 percent, with nondurable

and durable goods, producers planning
23 and 17 percent increases, respec-
tively. All major industry groups except
"other nondurables" plan increases,
with the largest reported by petroleum
refining, paper, aircraft, and primary
metals.

New investment projects started by
manufacturers during the first quarter
of 1974 totaled $11.8 billion after
seasonal adjustment, compared with
$12.5 billion in the preceding quarter
and $10.9 billion a year ago. Starts by
nondurable goods producers rose about
2% percent, reflecting increases for the
petroleum and food industries. Pro-
ducers of durables reported a 12 percent
decline from the record set in the fourth
quarter of 1973; all of the major in-
dustry groups except nonelectrical ma-
chinery reported declines.

Table 3.—Starts and Carryover of Plant and Equipment Projects, Manufacturing and Public Utilities, 1971-74

(Billions of dollars)

Manufacturing3

Durable goods 3

Primary metals. _ _
Electrical machinery
Machinery, except electrical
Transportation equipment * .. _
Stone, clay, and glass

Nondurable goods 3

Food including beverage ...
Textile -
Paper
Chemical _
Petroleum . _ _ _.

Public utilities

Manufacturing3 _ _

Durable goods 3

Primary metals
Electrical machinery
Machinery, except electrical
Transportation equipment 4

Stone, clay, and glass _

Nondurable goods 3 _ . . .

Food including beverage. .
Textile .
Paper. _
Chemical
Petroleum

Public utilities

Annual

1971

28.00

13.59

2.44
1.82
2.59
2.34
.94

M.42

2.49
.71

1.00
3.25
5.14

22.22

1972
•

35.21

17.07

3.19
2.34
3.11
2.66

.1.46

18.14

2.98
.64

1.60
3.92
6.15

28.60

1973

47.57

23.73

5.00
3.32
3.71
3.86
1.81

23.84

3.71
.93

2.40
6.65
7.02

38.13

Starts i

1973

I

11.08

5.34

1.16
.71
.87
.88
.37

5.74

.72

.31

.58
1.57
1.74

11.88

II

12.11

5.86

1.14
.77
.97
.98
.53

6.26

.90

.20

.54
1.44
2.41

8.46

III

11.50

5.83

1.23
.74
.86

1.00
.52

5.67

1.24
.16
.51

1.86
1.12

8.21

IV

12.88

6.70

1.48
1.09
1.00
1.00
.39

6.17

.86

.26

.78
1.78
1.75

9.58

1974

I

12.40

6.00

1.84
.71

1.24
.82
.36

6.40

1.01
.25
.77

1.74
2.00

16.33

Carryover 2

1973

March

24.63

11.95

3.60
1.72
1.14
2.81
.84

12.68

1.50
.35

1.16
3.50
4.62

49.80

June

27.58

13.16

3.94
1.83
1.24
3.04
1.00

14.43

1.62
.37

1.24
3.88
5.78

53.67

Sept.

29.46

14.14

4.26
1.86
1.27
3.24
1.16

15.32

2.04
.33

1.23
4.63
5.51

57.07

Dec.

30.91

15.01

4.68
2.05
1.27
3.30
1.12

15.90

2.02
.38

1.48
4.99
5.56

61.29

1974

March

33.82

16.27

5.59
2.12
1.68
3.25
1.16

17.55

2.32
.40

1.76
5.54
6.08

73.24

Adjusted for seasonal variation

10.89

5.19

.99

.69

.94

.87

.30

5.70

.79

.31

.54
1.46
1.72

7.94

12.36

6.02

1.24
.86
.98
.93
.57

6.34

.85

.17

.58
1.45
2.56

10.00

12.09

6.18

1.24
.81
.98
.98
.50

5.91

1.19
.17
.53

1.91
1.26

11.25

12.46

6.46

1.63
.95
.79

1.08
.44

6.00

.88

.30

.77
1.89
1.48

9.71

11.85

5.70

1.52
.70

1.32
.82
.30

6.16

1.08
.22
.70

1.50
2.00

10.42

24.05

11.64

3.49
1.64
1.10
2.80
.81

12.41

1.51
.35

1.10
3.42
4.47

46.99

27.26

13.00

3.90
1.82
1.22
3.00
1.01

14.26

1.61
.35

1.22
3.83
5.74

52.47

29.65

14.24

4.23
1.89
1.35
3.20
1.13

15.40

2.01
.32

1.25
4.58
5.65

59.08

31.%

15.58

4.95
2.12
1.26
3.40
1.19

16.37

2.04
.42

1.55
5.22
5.65

63.84

33.07

15.92

5.42
2.06
1.63
3.23
1.16

17.15

2.35
.39

1.68
5.38
5.90

69.23

1. Starts are estimated by adding changes in carryover to expenditures during the given period.
2. Carryover refers to expenditures yet to be incurred in plant and equipment projects already underway at end of period.
3. Includes data not shown separately.
4. Includes guided missiles and space vehicles.
NOTE.—Details may not add to totals because of rounding.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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The value of new projects started
exceeded spending in the first quarter,
resulting in an increase of carryover—
the amounts still to be spent on projects
already underway. Seasonally adjusted
carryover at the end of March totaled
$33.1 billion, up $1.1 billion from the
end of the fourth quarter (table 3).

There was little change in manufac-
turers' evaluation of the adequacy of
their capacity, in light of their prospec-
tive sales over the next 12 months.
Companies owning 54 percent of total
fixed assets in manufacturing reported
inadequate facilities as of March 31.
The figure was the same as the one
reported in the preceding survey (table
4). Increases for primary metals and
chemicals were offset by decreases for
the food-beverage machinery, and
transportation equipment industries.

Nonmanufacturing programs

In the first quarter, nonmanufactur-
ing industries spent at a seasonally
adjusted annual rate of $64.3 billion,
2 percent more than in the fourth quar-
ter; they plan increases of \% percent,
2.7 percent, and 2.2 percent in the
remaining quarters of the year.

For 1974, nonmanufacturing indus-
tries as a whole plan a 7% percent
increase, compared with 8 percent in
1973. Public utilities plan a large in-
crease—14 percent; in 1973 their spend-
ing increased 10 percent. In the first
quarter, starts of new projects totaled
$10.4 billion—$700 million more than
in the fourth quarter of 1973. Carryover
rose $5% billion to a total of $69.2
billion, after seasonal adjustment.

Eailroads, which have increased their
1974 spending plans since the February
survey, now plan an increase of 30 per-
cent, compared with a 9 percent actual
increase last year. Airlines plan to
spend about 13 percent less this year;
their spending declined 2 percent last
year after the large investment in
jumbo jets in 1972. Other transporta-
tion firms plan a 20 percent rise in
spending this year. This is traceable
primarily to the construction of the
Alaska pipeline.

The communication industry plans to
spend 1% percent more in 1974, about
the same as the actual increase in 1973.
Increases planned by the mining and
commercial groups—9 percent and 1
percent—are smaller than the actual
increases in 1973.

Table 4.—-Manufacturers' Evaluation of Their Capacity

(Percent distribution of gross capital assets) 1

More plant and equipment needed:

All manufacturing

Durable goods 2

Primary metals
Metal fabricators 3~

Nondurable goods 2

Food including beverage
Chemical
Petroleum _

About adequate:

All manufacturing

Durable goods 2

Primary metals
Metal fabricators 3- _

Nondurable goods 2

Food including beverage _
Chemical
Petroleum-

Existing plant and equipment exceeds
needs:

All manufacturing

Durable goods 2 _
Primary metals.
Metal fabricators 3

Nondurable goods 2

Food including beverage.
Chemical
Petroleum

June 30

33

28
25
28
37
31
45
40

60

61
56
64
59
58
53
60

7

11
19
g
4

11
2
0

1972

Sept. 30

37

34
25
36
40
32
46
40

57

56
57
57
58
65
52
60

6

10
18
7
2
3
2
0

Dec. 31

40

35
24
40
43
39
48
44

55

56
60
54
55
58
50
56

5

9
16
6
2
3
2
0

Mar. 31

44

39
30
43
47
35
46
54

53

56
68
50
51
62
51
46

3

5
2
7
2
3
3
0

19

June 30

48

41
34
43
55
39
48
70

49

55
64
51
43
58
51
30

3

4
2
6
2
3
1
0

73

Sept. 30

51

44
39
44
58
41
53
70

46

52
59
51
40
56
46
30

3

4
2
5
2
3
1
0

Dec. 31

54

46
49
44
62
41
66
74

43

50
50
51
36
54
33
26

3

4
1
5
2
5
1
0

1974

Mar. 31

54

45
51
43
63
38
69
74

43

51
48
53
35
57
30
26

3

4
1
4
2
5
1
0

1. According to respondent companies' characterizations of their plant and equipment facilities, taking into account their
current and prospective sales for the next 12 months.

2. Includes industries not shown separately.
3. Includes machinery, transportation equipment, and fabricated metals industries.

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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Table 5.—Expenditures for New Plant and Equipment by U.S. Business l 1972-74

[Billions of dollars]

All industries

Manufacturing industries

Durable goods

Primary metals 3 .
Blast furnace, steel works
Nonferrous . .

Electrical machinery .
Machinery except electrical

Transportation equipment 3.
Motor vehicles
Aircraft *

Stone, clay, and glass..
Other durables s

Nondurable goods

Food including beverage
Textile
Paper
Chemical

Petroleum
Rubber
Other nondurables 6

Nonmanufacturing industries

Mining

Railroad . _

Air transportation

Other transportation

Public utilities
Electric - . . .
Gas and other

Communication. . ..

Commercial and other 7

Annual

1972

88.44

31.35

15.64

2.75
1.24
1.18

2.39
2.90

2.53
1.83
.43

1.20
3.87

15.72

2.55
.73

1.38
3.45

5.25
1.08
1.27

57.09

2.42

l.*80

2.46

1.46

17. 00
14.48
2.52

11.89

20.07

1973

99.74

38.01

19.25

3.43
1.38
1.67

2.84
3.42

3.12
2.28
.53

1.49
4.96

18.76

3.11
.77

1.86
4.46

5.45
1.56
1.56

61.73

2.74

1.96

2.41

1.66

18.71
15.94
2.76

12.85

21.40

19742

111.96

45.52

22.49

4.48
1.83
2.19

3.08
4.15

3.71
2.65
.79

1.57
5.50

23.03

3.33
.87

2.57
5.46

7.70
1.60
1.49

66.44

2.98

2.54

2.09

1.99

21.36
18.11
3.26

13.80

21.66

Quarterly, unadjusted

1972

I

19.38

6.61

3.29

.61

.25

.28

.45

.58

.55

.39

.09

.26

.84

3.32

.56

.18

.27

.75

1.08
.21
.27

12.77

.58

.48

.50

.32

3.63
3.19
.44

2.72

4.55

II

22.01

7.63

3.71

.65

.31

.25

.56

.69

.63

.46

.10

.28

.91

3.92

.63

.19

.35

.85

1.34
.24
.31

14.38

.61

.48

.73

.39

4.24
3.61
.62

2.95

4.98

III

21.86

7.74

3.86

.69

.31

.30

.58

.72

.63

.45

.11

.29

.95

3.87

.70

.17

.32

.81

1.28
.28
.31

14.12

.59

.38

.61

.35

4.39
3.67
.72

2.84

4.97

IV

25.20

9.38

4.77

.80

.37

.35

.80

.90

.72

.53

.12

.38
1.17

4.61

.66

.18

.44
1.04

1.56
.35
.38

15.83

.63

.47

.63

.40

4.74
4.01
.73

3.39

5.57

1973

I

21.50

7.80

3.92

.67

.27

.33

.56

.71

.62

.43

.12

.33
1.03

3.88

.65

.18

.36

.87

1.10
.36
.37

13.69

.63

.46

.52

.32

3.95
3.45
.50

2.87

4.94

II

24.73

9.16

4.65

.80

.34

.37

.66

.87

.74

.54

.12

.37
1.20

4.51

.78

.18

.46
1.06

1.26
.37
.41

15.57

.71

.46

.72

.43

4.59
3.91
.68

3.27

5.40

III

25.04

9.62

4.84

.91

.34

.45

.72

.83

.80

.60

.13

.36
1.23

4.78

.81

.20

.51
1.11

1.39
.40
.37

15.42

.69

.48

.57

.44

4.82
4.04
.77

3.19

5.24

IV

28.48

11.43

5.84

1.05
.43
.52

.90
1.00

.95

.71

.16

.43
1.51

5.59

.87

.21

.53
1.41

1.71
.44
.42

17.05

.71

.56

.60

.47

5.36
4.54
.82

3.53

5.83

1974

I

24.10

9.49

4.74

.93

.35

.48

.63

.83

.87

.66

.17

.32
1.16

4.75

.71

.23

.49
1.20

1.47
.33
.33

14.61

.68

.50

.47

.34

4.38
3.85
.52

3.19

5.05

112

27.%

11.25

5.62

1.07
.44
.50

.77
1.09

.90

.63

.19

.39
1.41

5.64

.82

.22

.63
1.31

1.88
.39
.39

16.70

.76

.65

63

.52

5.25
4.44
.81

la 90

III 2

28.05

11.36

5.69

1.13
.46
.54

.75
1.07

.94

.65

.20

.40
1.39

5.67

.87

.20

.66
1.30

1.88
.40
.36

16.69

.75

.64

.50

.57

5.57
4.60
.97

8.65'

Quarterly, seasonally adjusted at annual rates

1972

I

86.79

30.09

15.06

2.82
1.24
1.27

2.14
2.60

2.48
1.71
.45

1.12
3.90

15.02

2.46
.82

1.27
3.29

4.99
.92

1.27

56.70

2.42

2.10

1.96

1.48

16.92
14.27
2.65

11.71

20.10

II

87.12

30.37

14.77

2.63
1.25
1.05

2.25
2.73

2.48
1.79
.43

1.09
3.59

15.60

2.42
.74

1.39
3.30

5.54
.97

1.24

56.75

2.38

1.88

2.89

1.53

16.60
14.32
2.27

11.59

19.88

III

87.67

30.98

15.67

2.76
1.23
1.20

2.41
2.99

2.40
1.72
.42

1.22
3.89

15.31

2.73
.66

1.27
3.38

4.98
1.11
1.18

56.70

2.40

1.50

2.67

1.41

17.01
14.62
2.38

11.56

20.16

IV

91.94

33.64

16.86

2.78
1.26
1.22

2.65
3.20

2.76
2.08
.42

1.36
4.10

16.78

2.59
.70

1.56
3.78

5.45
1.29
1.40

58.30

2.46

1.71

?, 33

1.42

17.53
14.67
2.86

12.63

20 21

1973

I

96.19

35.51

17.88

3.08
1.32
1.42

2.73
3.23

2.81
1.97
.56

1.38
4.65

17.63

2.85
.79

1.70
3.86

5.19
1.57
1.66

60.68

2.59

2.11

2.21

1.53

18.38
15.40
2.98

12.34

21.53

II

97.76

36.58

18.64

3.30
1.37
1.55

2.69
3.44

2.92
2.09
.50

1.48
4. 82

17.94

2.98
.67

1.83
4.15

5.17
1.51
1.62

61.18

2.77

1.75

2.72

1.62

18.08
15.55
2.52

12.70

21.55

III

100.90

38.81

19.73

3.64
1.38
1.83

2.99
3.43

3.12
2.35
.51

1.53
5.02

19.08

3.17
.80

2.00
4.67

5.40
1.60
1.45

62.09

2.82

1.95

2.49

1.79

18.58
16.00
2.58

13.12

21.36

IV

103.74

40.61

20.48

3.64
1.44
1.82

2.92
3.53

3.56
2.67
.57

1.54
5.30

20.13

3.40
.81

1.88
5.02

5.93
1.56
1.53

63.12

2.76

2.05

2.20

1.73

19.80
16.72
3.08

13.24

21.35

1974

I

107.27

42.96

21.43

4.17
1.70
1.99

3.04
3.78

3.94
3.02
.75

1.33
5.17

21.53

3.11
.99

2.27
5.34

6.99
1.39
1.44

64.31

2.80

2.10

2.13

1.63

20.12
17.12
3.00

13.83

21.69

112

110.58

45.22

22.60

4.42
1.79
2.16

3.12
4.32

3.55
2.46
.78

1.54
5.65

22.61

3.14
.82

2.57
5.18

7.78
1.62
1.51

65.36

2.97

2.48

2.26

1.93

20.73
17.62
3.11

J35.00

III 2

113. 16

46.00

23.25

4.52
1.88
2.14

3.12
4.40

3.74
2.60
.79

1.68
5.78

22.76

3.42
.80

2.56
5.53

7.36
1.59
1.49

67.15

3.06

2.70

2.16

2.17

21.53
18.20
3.32

35.54

1. Excludes agricultural business; real estate operators; medical, legal, educational, and cul-
tural services; and nonprofit organizations.

2. Estimates are based on expected capital expenditures reported by business in late April
and May 1974. The estimates for the second quarter and third quarter of 1974 have been cor-
rected for systematic biases. The adjustment procedures are described in the February 1970
issue of the Survey of Current Business. Before such adjustments, 1974 expenditures were ex-
pected to be $112.08 billion for all industries, $46.71 billion for manufacturing and $65.36 billion
for nonmanufacturing.

3. Includes data not shown separately.

4. Includes guided missiles and space vehicles.
5. Includes fabricated metal, lumber, furniture, instrument, ordnance, and miscellaneous

except guided missiles and space vehicles.
6. Includes apparel, tobacco, leather, and printing-publishing.
7. Includes trade, service, construction, finance, and insurance.

NOTE.—Details may not add to totals because of rounding.

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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the BUSINESS SITUATION

LEAL GNP changed little in the
second quarter, after dropping sharply
in the first as a result of declines in
residential construction, automobile
production, and the production of items
other than autos that were closely
linked to the oil crisis.

Production of autos and the oil-
linked items increased in the second
quarter, and residential construction
was almost flat. However, other real
output appears to have declined on
balance. In terms of the conventional
components of GNP, the declines cen-
tered in inventory investment other
than autos and in net exports of goods
and services. The latter decline reflected
not only merchandise trade, but also
investment income, which is counted as
part of GNP. Investment income
declined because of a reduced share of
U.S. oil companies in the profits
generated by their operations abroad.
This decline contributed significantly to
the 1.2 percent annual rate of decline
in real GNP in the second quarter.

As measured by the implicit price
deflator, prices increased 8.8 percent in
the second quarter, as compared with
12.3 percent in the first. The improve-
ment was largely due to a deceleration
of food and energy prices; other prices
continued to increase at about the
first-quarter rate.

These figures are preliminary and
f may be revised substantially next

month. However, if the second-quarter
drop in real GNP persists in the revised
figures, the U.S. economy will be held
to have been in a recession since the
beginning of the year, according to
the rule of thumb that identifies a
recession as a decline in real GNP that
persists two or more quarters. Before

such an interpretation is adopted, it
should be noted that the National
Bureau of Economic Research, which
provides the dating of U.S. business
cycles, considers not only the duration
of the decline in GNP, but also the per-
vasiveness and amplitude of declines
in GNP and many other measures of
economic activity. Also, the entire
approach to the dating of business
cycles has largely been from the demand
side. It is not clear that such an
approach is appropriate to recent con-
ditions, in which declines of production
were in considerable part due to supply
shortages.

National Income and Product
Revisions

The results of the annual revisions
of the national income and product
accounts are presented beginning on
page 11.

Gross national product

The revisions in total GNP were
small in 1971 and 1972, and slightly
larger, but still modest, in 1973. The
revisions in most components were
small. Inventory investment was the
exception—the estimates were revised
up by $2.5 billion in 1972 and $7.4
billion in 1973. In 1973, the upward
revision pushed inventory investment
in the fourth quarter to a seasonally
adjusted annual rate of $28.9 billion
(table 1). This extremely high rate of
accumulation helps explain the sub-
sequent weakness in GNP—whether
the accumulation was involuntary, or
due to a restocking surge, or to a com-
bination of the two. An inventory over-

hang, which may act as a depressant
on future economic activity, is a]so
indicated by the new estimates.

The revised estimates put real GNP
growth at 3.3 percent in 1971 and 6.2
percent in 1972—each one-tenth of one
percent higher than previously pub-
lished—and unchanged at 5.9 percent
in 1973. The quarterly movement of
real GNP in 1971 and 1972 is largely
unchanged from that shown in the
earlier estimates. The revised estimates
continue to show slower growth after
the first quarter of 1973 and a decline—
somewhat steeper than previously esti-
mated—in the first quarter of 1974.

Prices, as measured by changes in
the implicit GNP deflator, were revised
down in 1971, and up in 1972, in 1973,
and in the first quarter of 1974.

A revision in GNP components was
made to reflect the Administration's
recent decision to release Israel from
her contractual liability to pay for
recent arms shipments. Previously,
these transactions had been treated
like Government cash or credit sales:
they were counted as exports and simul-
taneously deducted from defense pur-
chases. In the revised treatment, these
transactions are treated as military
grants, i.e., included in defense purchases

To permit incorporation of the July
revisions of the national income and
product accounts, first-quarter esti-
mates of total personal income, by
State and Region, which are usually
published in the July issue of the
SURVEY, will be published, together
with the second-quarter estimates, in
the October issue.
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when the arms are initially acquired
by the U.S. Government. Their subse-
quent transfer is not reflected in the
national income and product accounts.
The sums involved were about $2.5
billion and $0.6 billion (annual) rate

in the fourth quarter of 1973 and the
first quarter of 1974.

Income

GNP may also be calculated from
the "income side." In this case, the costs

incurred and profits earned in the pro-
duction of GNP are summed, using data
that are largely independent of the
product estimates.

The 1973 income revision includes an
unusually large upward revision made

Table 1.—Revision in the 1973 and 1974 Estimates of Gross National Product

Gross national product.

Personal consumption expendi-
tures

Fixed investment. .. ...
Change in business inventories
Net exports -
Government purchases _.

Gross national product

Personal consumption expendi-
tures. -. .-

Fixed investment ...
Change in business inventories
Net exports .
Government purchases

Gross national product . . . .

Personal consumption expendi-
tures .-

Fixed investment
Change in business inventories
Net exports
Government purchases

1973

Year

Pre-
vious
esti-
mate

New
esti-
mate

Revi-
sion

I

Pre-
vious
esti-
mate

New
esti-
mate

Revi-
sion

II

Pre-
vious
esti-
mate

New
esti-
mate

Revi-
sion

III

Pre-
vious
esti-
mate

New
esti-
mate

Revi-
sion

IV

Pre-
vious
esti-
mate

New
esti-
mate

Revi-
sion

1974

I

Pre-
vious
esti-
mate

New
esti-
mate

Revi-
sion

Billions of current dollars

1,289.1

804.0
194.2

8.0
5.8

277.1

1,294.9

805.2
194.0
15.4
3.9

276.4

5.8

1.2
-.2
7.4

-1.9
-.8

1,242.5

779.4
189.9

4.6
0

268.6

1,248.9

781.7
189.0
10.0
-.8

269.0

6.4

2.3
-.9
5.4
-.8

.4

1,272.0

795.6
193.7

4.5
2.8

275.3

1.277.9

799.0
194.4
10.7

.5
273.3

5.9

3.4
.7

6.2
-2.3
-2.0

1,304.5

816.0
197.3

4.7
7.6

279.0

1,308.9

816.3
197.1
11.8
6.7

276.9

4.4

.3
-.2
7.1
-.8

-2.1

1,337.5

825.2
195.9
18.0
12.8

285.6

1,344.0

823.9
195. 5
28.9
9.3

286.4

6.6

-1.3
-.4
10.9

-3.4
.7

1,352.2

844.6
193.4

5.5
10.9

297.8

1,358.8

840.6
193.6
16.9
11.3

296.3

6.6

-4.0
2

11.' 4
.4

-1.5

Billions of 1958 dollars

837.4

553.9
126.6

5.6
6.7

144.7

839.2

552.1
127.3
10.8
4.6

144.4

1.8

-1.8
.7

5.2
-2.0
-.3

829.3

552.7
126.9

3.3
2.0

144.4

832.8

552.9
127.1

7.3
1.4

144.1

3.5

.2

.3
4.0
-.7
-.3

834.3

553.3
126.9

3.4
5.6

145.2

837.4

553.7
128.4

7.8
3.5

143.9

3.0

.4
1.6
4.4

-2.1
-1.3

841.3

558.1
127.4

3.0
7.4

145.0

840.8

555.4
127.7

8.0
5.8

143.7

-0.5

-2.7
.0

5.0
-1.6
-1.2

844.6

551.3
125.0
12.5
11.6

144.1

845.7

546.3
125.8
20.0
7.9

145.7

1.1

-5.0
.8

7.5
-3.7

1.6

831.0

547.2
121.0

3.5
12.5

146.8

830.5

539.7
122.7
10.6
11.5

146.0

-0.5

-7.5
1.7
7.1

-1.0
-.8

Implicit price deflators (Index numbers, 1958 = 100)
•

153.94

145.2
153.3

191.6

154. 31

145.9
152.4

191.5

0.37

.7
-.9

-.1

149. 81

141.0
149.7

186.0

149. 95

141.4
148.7

186.7

0.14

.4
-1.0

.7

152. 46

143.8
152.7

189.6

152. 61

144.3
151.4

189.9

0.15

.5
-1.3

.3

155.06

146.2
154.4

192.5

155. 67

147.0
154.3

192.6

0.61

.8
-.1

.2

158.36

149.7
156.7

198.2

158. 93

150.8
155.4

196.5

0.58

1.2
-1.2

-1.6

162. 73

154.3
159.8

202.8

163.61

155.8
157.8

202.9

0.88

1.5
-2.0

Table 2.—Revisions in the 1973 and 1974 Estimates of National Income, Personal Income, and Personal Saving

[Billions of dollars]

National income.

Compensation of employees
Proprietors' income

Business and professional _
Farm

Rental income of persons

Corporate profits and inventory
valuation adjustment . . ..

Profits before tax
Tax liability .
Dividends
Undistributed profits

Inventory valuation adjustment.

Net interest

Personal income..
Disposable personal income
Personal saving
Personal savins: rate, percent

Pre-
vious
esti-
mate

1, 053. 9

785.2
84.2
57.5
26.8

25 1

109.0
126.3
55.8
27.8
42.6

-17.3

50.4

1, 035. 4
882.5
54.8
6.2

Year

New
esti-
mate

1, 065. 6

786.0
96.1
57.6
38.5

26 1

105.1
122.7
49.8
29.6
43.3

-17.6

52.3

1, 055. 0
903.7
74.4
8.2

Revi-
sion

11.7

.7
11.9

.1
11.8

1 1

-3.9
-3.5
-6.1

1.8
.8

-.3

1.9

19.6
21.2
19.6
2.0

Pre-
vious
esti-
mate

1,015.0

757.4
80.6
56.3
24.3

24 7

104.3
119.6
52.7
26.9
40.0

-15.4

47.9

996.6
851. 5
50.0
5.9

I

New
esti-
mate

1, 027. 6

759.1
89. 1
57.0
32 1

26 3

103.9
120.4
48.9
28.7
42.8

-16.5

49.2

1, 013. 6
869.5
65.3
7.5

Revi-
sion

12.6

1.7
8.4
.7

7.8

1 5

-.4
.8

-3.9
1.8
2.8

-1.1

1.3

17.0
18.0
15.3
1.6

Pre-
vious
esti-
mate

1, 038. 2

774.9
81.5
57.1
24.4

24 6

107.9
128.9
57.4
27.3
44.2

-21.1

49.4

1,019.0
869.7
51.0
5.9

1973

II

New
esti-
mate

1,051.2

776.7
92.8
57.1
35.6

25.7

105.0
124.9
50.9
29.1
44.9

-20.0

51.1

1, 039. 2
892.1
69.6
7.8

Revi-
sion

13.0

1.8
11.3

.1
11.2

1. 1

-2.9
-4.0
-6.5

1.7
.7

1.1

1.6

20.3
22.4
18.6
1.9

Pre-
vious
esti-
mate

1, 067. 4

794.0
85.0
57.9
27.1

25.3

112.0
129.0
57.6
28.1
43.4

-17.0

51.1

1, 047. 1
891.1
51.1
5.7

III

New
esti-
mate

1, 077. 3

793.3
99.3
57.7
41.5

26.2

105.2
122.7
49.9
29.8
43.1

-17.5

53.2

1, 068. 0
913. 9
73.2
8.0

Revi-
sion

9.9

-.7
14.3
-.2
14.4

9

-6.8
-6.3
-7.7

1.7
-.3

-.5

2.1

20.9
22.7
22.1
2.3

Pre-
vious
esti-
mate

1, 095. 1

814.7
89.8
58.5
31.3

25.7

111.9
127.4
55.7
29.0
42.6

-15.5

53.0

1,078.9
917.8
67.1
7.3

IV

New
esti-
mate

1, 106. 3

814.8
103.2
58.4
44.9

26.4

106.4
122.7
49.5
30.7
42.5

-16.3

55.5

1, 099. 3
939.4
89.3
9.5

Revi-
sion

11.2

.1
13.4
-.2
13.6

.7

-5.5
-4.6
-6.2

1.7
-.2

-.8

2.5

20.4
21.6
22 3
2.2

Pre-
vious
esti-
mate

1, 108. 8

826.8
88.4
59.3
29.1

25.8

112.9
144.0
60.6
29.5
53.9

-31.2

55.0

1,094.4
931.4
61.5
6.6

1974

I

New
esti-
mate

1,118.8

828.8
98.4
59.3
39.1

26.4

107.7
138.7
53.6
31.6
53.5

-31.0

57.5

1, 112. 5
950.6
84.4
8.9

Revi-
sion

10.0

2.0
10.0
0

10.0

.6

-5.2
-5.3
-7.0

2.1
-.4

.2

2.5

18.1
19.2
22.9
2.3
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by the Department of Agriculture in
farm proprietors' income (table 2). To
calculate farm income, production ex-
penses are subtracted from the sum of
cash receipts, other income, and inven-
tory change. Production expenses were
revised down substantially and each of
the remaining items was revised up
substantially. It appears that inflation,
especially in food prices, shifted more
income to farmers in 1973 than had
been previously recognized.

1973 corporate profits before tax as
measured in the national income (i.e.,
including the inventory valuation ad-
justment) was revised down by $3.9
billion, the result of a substantial down-
ward revision in corporate profits before
tax and a smaller one in the IVA.
According to the new estimates, the
improvement in the before-tax profit
share in recent years is not as large as
it previously appeared. Profits as a
percentage of national income recovered
from a 1970 low of 8.6 percent to 10.3
percent in 1973, according to the prior
estimates; on the revised basis, the
recovery is only to 9.9 percent. How-
ever, as a result of downward revisions
in corporate profits tax liability, the
after-tax profits component of national
income showed a larger recovery accord-
ing to the new estimates: from 4.3 per-
cent in 1970 to 5.2 percent in 1973, as
compared with 5.0 percent according
to the previous estimates.

Federal Budget on NIP account

The downward revisions in corporate
profits tax liability have enlarged the
quarterly Federal deficits on national
income and product account and con-
verted surpluses into deficits. However,
the new deficit levels should not
necessarily be interpreted as signifying
that discretionary fiscal policy has been
more expansionary than indicated by
the earlier figures. It has often been said
that the budget reflects both the effect
of economic activity on the budget and
the effect of the budget on economic
activity; that, accordingly, for evalua-
tions of the impact of fiscal policy, it is
the latter effect that is relevant; and
that we must abstract from the former.
In interpreting the significance of the
revisions, it is useful to start with this

general guideline. But it will appear
that the guideline requires further
interpretation in the light of the
specific circumstances at hand.

The lower estimates of corporate tax
liability stem from two sources: a
lower level of corporate profits before
tax, and—more importantly—lower
effective corporate tax rates. In turn,
the lower rates are due to several
factors, the relative importance of
which has varied over the period
considered. The most important ones
are: smaller deficits of corporations
without net taxable income; an in-
crease in the relative share of small
business profits, which are taxed at
lower rates; large foreign tax credits;
and tax advantages under the aegis
of the Domestic International Sales
Corporation (DISC). The recent in-
crease in the relative share of oil
profits, which are subject to below-
average tax rates, did not have an
impact on the overall effective tax
rate in 1973, but it may in 1974.

It would appear that to the extent
that lower effective tax rates are due to
cyclical factors, they represent the
effect of economic activity on the
budget and should not be taken into
account in evaluating the impact of
fiscal policy. The same conclusion sug-
gests itself to the extent that the lower
rates are due to erratic factors. But it
is not immediately clear how lower
rates that reflect structural changes
should be taken into account.

On the face of it, such changes repre-
sent the "influence of economic activity
on the budget" and should be ab-
stracted from in the light of the general
guideline mentioned earlier. Upon fur-
ther consideration, however, the
opposite conclusion suggests itself. As-
sume, for instance, that corporations
without net income continue to register
lower deficits, or that a permanent
change in the mix of profits towards
profits subject to lower tax rates occurs.
It would appear that such permanent
reductions in the effective tax rate
should be taken into account in assess-
ing the impact of fiscal policy.

Similar considerations are relevant
to the analysis of the level of before-tax
profits. Ideally, it would be necessary
to determine to what extent the lower

estimates are due to some of the factors
just mentioned as influencing the cor-
porate tax rate, and to what extent
they are due to other factors. Next,
each of the factors would have to be
classified as cyclical, erratic, or struc-
tural. The last group should affect the
diagnosis of the impact of fiscal policy,
but not the first or the second.

An analysis of this type has not yet
been applied to the new estimates. It
should be undertaken in revising the
calculations of the full-employment
budget on national income and product
account, which is the construct designed
to isolate and quantify the effect of the
budget on economic activity. A com-
prehensive evaluation of the impact
of Federal fiscal policy should also
consider the well-known difficulties of
that concept in periods of severe
inflation such as we are experiencing.

Personal saving

The revisions in farm proprietors'
income combined with several smaller
revisions—in dividends, net interest,
compensation of employees, and rental
income—to produce a nearly $20 billion
upward revision in 1973 personal in-
come. The quarters of 1973 and the
first quarter of 1974 were each revised
by roughly similar amounts. With
largely offsetting revisions—down in
personal taxes and up in outlays—
personal saving was also revised up
by very large amounts. As a result,
the saving rate (personal saving as a
percent of disposable personal income)
is up about 2 percentage points for the
year 1973 as a whole. By the fourth
quarter, the rate reached 9.5 percent,
and receded to a still very high 8.9
percent in the first quarter of 1974.
In the second quarter, it was down to
7.6 percent.

The new estimates may be inter-
preted in the light of two widely held
suppositions. First, it is generally as-
sumed that farmers save a larger portion
of their incremental income than do
other income recipients. Second, it has
been observed that personal saving and
expenditures on autos are regarded by
households as alternative uses of funds.
Thus, the rising saving rate in the first
three quarters of 1973 may be related
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Table 3.—'Gross National Product in Current and Constant Dollars
[Seasonally adjusted at annual rates]

Gross national product

Final sales

Change in business inventories ...

Current dollars Constant (1958) dollars

Billions of dollars

1973

III

1,308.9

1, 297. 0

11.8

IV

1,344.0

1, 315. 1

28.9

1974

I

1,358.8

1,341.9

16.9

II

1,383.5

1,368.4

15.1

1973

III

840.8

832.7

8.0

IV

845.7

825.7

20.0

1974

I

830.5

819.9

10.6

II

828.0

818.9

9.1

Percent change
from preceding

quarter (annual
rate)

1973

IV

2.3

-3.4

1974

I

-7.0

-2.8

II

-1.2

-.5

in part to rising farm income; the sharp
rise in the rate in the fourth quarter
to the decline in expenditures on autos
combined with the continued rise in
farm income; and the subsequent de-
cline in the rate, to the decline in farm
income.

Second-Quarter Developments

Current-dollar GNP increased $24.7
billion in the second quarter—7.5
percent at an annual rate (table 3).
The increase was entirely in final
sales. Inventory investment dropped
a little further from the very high
level in the fourth quarter of 1973.
In contrast to the first quarter, when
dealers7 auto inventories accounted
for most of the $12.0 billion decline
in inventory investment, the $1.8
billion reduction in the second quarter
was more than accounted for by
inventories other than of autos. The
inventory estimates are subject to
sizeable revision next month.

The decline in real GNP occurred
in both final sales and inventory
investment. Final sales have been

Table 4.—Output and Compensation Per
Man-hour, and Unit Labor Cost in the
Private Nonfarm Economy

[Percent change from preceding quarter, seasonally adjusted
at annual rates]

Output per man-hour ......

Compensation per man-hour

Unit labor cost

1973

IV

-0.7

9.1

9.9

19

I

-5.2

8.4

14.4

74

II

-2.9

10.2

13 6

declining for three quarters, but their
rate of decline has tapered.

Real output per man-hour in the
private nonfarm economy, as reported
by the Bureau of Labor Statistics,
declined at an annual rate of 2.9
percent (table 4). This reflected a 0.6
percent increase in man-hours that
occurred even though output was
down 2.3 percent. The increase in
man-hours was due entirely to employ-
ment; average weekly hours were about
the same in the second quarter as in
the first.

The 10.2 percent increase in com-
pensation per man-hour registers strong
upward pressures on wage rates that
have accelerated since the de-control of
wages on April 30. Average hourly
earnings, another measure of wage

Table 5.—Personal Consumption Expenditures in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Personal consumption expenditures

Durables. _ ..

Autos and parts L _ _
Other durables

N ondurables

Food
Energy 2

Other non durables.. __

Services .

Energy 3

Other services

Current dollars Constant (1958) dollars

Billions of dollars

1973

III

816.3

132.4

55.1
77.3

343.8

169.1
38.3

136.4

340.1

20.7
319.4

IV

823.9

124.3

47.2
77.1

352.1

174.5
40.2

137.5

347.4

20.3
327.1

1974

I

840.6

123.9

44.0
79.9

364.4

180.1
42.4

141.9

352.4

20.0
332.4

II

866.8

130.2

46.9
83.3

375.2

182.6
48.4

144.2

361.4

21.0
340.5

1973

III

555.4

114.3

48.1
66.2

230.0

106.4
28.1
95.4

211.2

15.5
195.7

IV

546.3

107.2

41.6
65.6

227.4

106.0
27.0
94.4

211.7

15.0
196.7

1974

I

539.7

105.2

38.5
66.6

223.9

104.6
23.9
95.4

210.6

13.9
196.8

II

542.3

107.5

39.6
67.8

223.3

104.2
24.9
94.2

211.5

13.8
197.7

Percent change
from preceding

quarter (annual rate)

1973

IV

-6.4

-22.6

-44.2
-3.4

-4.3

-1.5
-14.7
-4.3

.9

-13.7
2.1

1974

I

-4.7

-7.4

-26.1
6.2

-6.0

-5.1
-39.1

4.5

-1.9

-26.4
.2

II

1.9

9.2

12.1
7.5

-1.2

-1.7
19.0

-5.2

1.7

-1.0
1.9

1. Excludes mobile homes.
2. Gasoline and oil, and fuel and ice.
3. Electricity and gas.

Table 6.—'Fixed Investment in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Source: Bureau of Labor Statistics.

Fixed investment

Nonresidential
Structures
Producers' durable equipment

Autos, trucks, & buses
Other .

Residential

Current dollars Constant (1958) dollars

Billions of dollars

1973

III

197.1

139.0
47.9
91.1
24.6
66.5

58.1

IV

195.5

141.9
49.3
92.6
23.3
69.3

53.6

1974

I

193.6

145.2
51.3
93.9
21.6
72.3

48.4

II

197.9

149.2
52.5
96.7
22.7
73.9

48.7

1973

III

127.7

95.1
25.6
69.5
20.5
49.0

32.6

IV

125.8

96.0
26.0
70.0
19.3
50.6

29.8

1974

I

122.7

96.3
26.7
69.7
17.6
52.0

26.4

II

122.2

96.4
26.8
69.6
18.1
51.5

25.8

Percent change
from preceding

quarter (annual rate)

1973

IV

-6.0

3.6
6.6
2.6

-21.0
13.8

-30.2

1974

I

-9.5

1.6
10.7

-1.6
-30.1

11.2

-39.1

II

-1.5

.2
2.4
-.6
10.0

-4.0

-7.6
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rates, excludes employer contributions
for social insurance and private pension
plans and other supplemental labor
income, and relates only to production
workers. This measure can be adjusted
to exclude the effects of overtime
premiums in manufacturing and shifts
in the distribution of employment be-
tween high- and low-paying industries.
The adjusted measure comes closer
than others to being a measure of wage
rate behavior. Second-quarter adjusted
earnings rose at a 9.5 percent annual
rate, compared with 6.0 percent in the
first quarter.

With the decline in productivity and
the increase in the rate of compensa-
tion, rapid increases in unit labor costs
continued. The 13.6 percent increase in
the second quarter and the 14.4 percent
increase in the first are almost double
the rates of a year earlier.

Conventional components

Personal consumption expenditures—
The auto and energy components of
consumer expenditures strengthened in
the second quarter (table 5). Purchases
of autos and parts appear to have bot-
tomed out in the first quarter and
moved up in both current and constant
dollars. Sales of new car-s, including both
domestic models and imports, were at a
seasonally adjusted annual rate of 9.24
million units, about the same as the
9.22 million rate in the first quarter.
However, in contrast to the first quar-
ter, strength in the sales of domestic
models centered in larger, more expen-
sive cars; this helps explain why expen-
ditures increased when unit sales were
steady. Expenditures on gasoline, motor
oil, and fuel were boosted by price in-
creases—prices rose at an annual rate
of about 40 percent—but also increased
in real terms. Expenditures on elec-
tricity and gas increased only in terms
of current dollars.

Food expenditures rose less than in
the first quarter as increases in prices
tapered off. In real terms, they were
steady at the reduced first-quarter
level. Changes in the "other" parts of
all three consumption categories were
mixed: durables advanced; nondurables
were up because of price increases, but

Table 7.—'Net Exports of Goods and Services in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Net exports of goods and services

Exports . - - -- -
Merchandise.- ...

Imports
Merchandise .

Current dollars Constant (1958) dollars

Billions of dollars

1973

III

6.7

103.7
72.6
96.9
70.2

IV

9.3

113.6
80.8

104.3
75.5

1974

I

11.3

131.2
89.2

119.9
88.8

II

0.2

138.6
94.0

138.4
101.0

1973

III

5.8

66.9
45.8
61.1
44.4

IV

7.9

68.9
48.1
61.0
44.1

1974

I

11.5

73.3
49.4
61.8
44.9

II

9.1

73.7
50.3
64.6
44.8

Percent change
from preceding

quarter (annual rate)

1973

IV

12.9
22.0
-0.1
-2.0

1974

I

27.9
10.8
5.3
7.0

II

1.9
7.7

18.9
-0.3

declined in real terms; and services
increased.

Fixed investment.—Some recovery
took place in business purchases of
autos, trucks, and buses (table 6).
These purchases, although still well
below year-ago levels, increased in
both current and constant dollars.
Other fixed investment components
were weak. Business structures and the
nonautomotive portion of producers'
durable equipment increased little in
current dollars. In constant dollars,
structures increased only 2.4 percent
and equipment dipped after two pre-
vious increases.

Residential construction was about
flat in current dollars as well as in con-
stant dollars. Second-quarter averages
of housing permits and starts fell further.
With interest rates on conventional
first mortgage loans averaging a record
8.84 percent in June—when money is
available at all—it appears unlikely
that housing will recover until credit
conditions ease.

Net exports—Net exports dropped
$11.1 billion to near zero. Over $7
billion of the drop was due to adverse
developments in merchandise trade:
imports rose more than $12 billion—
reflecting rapid price increases, es-
pecially for oil—and exports rose only
$5 billion. A substantial portion of the
remaining drop can be traced to the
reduction in the share of U.S. oil
companies in the profits generated by
their operations abroad. It should be
emphasized that these estimates are
highly tentative.

In real terms, net exports declined
much less severely—about $2.4 billion.
The decline was due to increased real
imports—in part the result of the lifting
of the oil embargo; exports held steady
at the first-quarter level.

Government purchases—Total Fed-
eral purchases increased $2.4 billion,
somewhat less than in the two previous
quarters (table 8). Defense expenditures
remained about flat, after having de-
clined through the third quarter of
1973. State and local purchases in-

Table 8.—Government Purchases of Goods and Services in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Government purchases of
goods and services .

Federal ._
National defense
Other

State and local

Current dollars Constant (1958) dollars

Billions of dollars

1973

III

276.9

105.3
73.3
32.0

171.6

IV

286.4

108.4
75.3
33.1

177.9

1974

I

2%. 3

111.5
75.8
35.7

184.8

II

303.5

113.9
76.1
37.8

189.6

1973

III

143.7

56.2

87.5

IV

145.7

56.4

89.3

1974

I

146.0

56.3

89.7

II

145.3

56.1

89.1

Percent change from
preceding quarter

(annual rate)

1973

IV

5.5

1.7

8.1

1974

I

0.9

-1.0

2.1

II

-2.1

-1.3

-2.6
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Table 9.—Gross National Product by Sector of Origin in Constant (1958) Dollars
[Seasonally adjusted at annual rates]

Gross national product - _ _ .

Households, institutions, rest of the world,
and general government ._.

Farm
Auto
Residential construction.
Other

Billions of dollars

1973

III

840.8

86.4
25.8
43.6
32.6

652.3

IV

845.7

86.5
28.2
41.6
29.8

659.6

1974

I

830.5

89.6
27.0
29.2
26.4

658.4

II

828.0

87.0
28.4
32.5
25.8

654.3

Percent
change from

preceding quarter
(annual rate)

1973

IV

2.3

.6
41.4

-17.5
-30.2

4.5

1974

I

-7.0

14.9
-15.5
-75.7
-39.1

-.7

II

-1.2

-11.1
22.7
53.4

-7.6
-2.5

Table 10.—Implicit Price Deflators
[Seasonally adjusted]

Gross national product
Less: exports . _.
Plus: imports

Equals: GNP less exports plus im-
ports .

Personal consumption expendi-
tures _

Food
Energy J

Other personal consumption ex-
penditures.

Other ... .

Index numbers (1958=100)

1973

I

149. 95
137.1
141.2

150.3

141.4
145.6
129.8

141.5

168.0

II

152. 61
144.8
152.2

153.2

144.3
151.6
133.7

143.5

170.8

III

155. 67
155.0
158.7

156.0

147.0
158.9
135.1

145.1

173.8

IV

158.93
164.8
170.9

159.3

150.8
164.6
144.0

147.9

175.2

1974

I

163.61
179.0
194.0

164.5

155.8
172.2
165.2

150.5

181.5

II

167. 09
188.2
214.4

168.9

159.8
175.3
179.0

153.9

186.7

Percent change from preceding
quarter (annual rate)

1973

II

7.3
24.5
34.9

7.9

8.6
17.7
12.8

5.9

6.7

III

8.3
31.3
18.5

7.4

7.6
20.8
4.0

4.6

7.3

IV

8.6
28.0
34.3

8.9

10.9
15.1
29.2

7.8

3.4

1974

I

12.3
39.1
66.1

13.7

13.7
19.6
73.1

7.4

15.0

II

8.8
22.1
49.2

11.2

10.9
7.5

38.0

9.4

12.1

1. Gasoline and oil, fuel and ice, electricity, and gas.

creased $4.8 billion, well before their
recent rate. The slowdown centered in
construction spending, principally for
highways, educational buildings, and
sewerage facilities, which had been a
major factor in the extraordinarily
large increase in the first quarter. In
constant dollars, Federal as well as
State and local purchases held steady.

GNP by sector of origin

The patterns of strength and weak-
ness examined in terms of the con-
ventional components of GNP can be
viewed also in terms of real output by
sector of origin (table 9). Ideally, the
output of the business sector should be
calculated as its sales less the value of
raw materials consumed. Actually, only
farm product is calculated in this way.
The auto and residential construction
estimates include some raw materials
from other sectors, and the large resid-
ual of "other" output is reduced by
this amount. For this and some other
reasons, the measures are far from
perfect, but they help in understanding
the working of the business economy.

Farm product showed some recovery
in real terms, and so did gross auto
product, which combines sales to all
sectors with inventory change. Resi-
dential construction, as mentioned
earlier, was almost flat. The large
"other" category includes the bulk of
the domestic nonfarm business econ-
omy. It was weaker in the second
quarter than in the first—even though
the decline in total real GNP was
much smaller. This confirms the im-
pression, based on the examination of
the conventional components of GNP,
that the decline in real output was
more diffused in the second quarter
than in the first.

Prices

The sectors of sharpest price rise
and their impact on U.S. purchasers
are highlighted in table 10. In that
table, price changes are viewed in
terms of implicit price deflators, which
are the by-products of the current-
and constant-dollar estimates. The im-
plicit price deflators are composite

indexes of the prices of the goods and
services included in them, and unlike
most price indexes, are based on shift-
ing weights that reflect the changing
composition of expenditures.

The starting point of the table is the
implicit price deflator for GNP. It
represents the changes in the prices of
the output of goods and services pro-
duced by the Nation's economy. Ex-
clusion of export and inclusion of import
prices yields a measure of prices paid
by U.S. purchasers; it is presented in
the table as the implicit deflator for
GNP less exports plus imports. The
implicit deflators for personal consump-
tion expenditures show the changes in
prices paid by U.S. consumers, and the
implicit deflators for the residual
"other" show the changes in prices paid
by government and investors.

The second-quarter increase in the
implicit deflator for GNP—8.8 per-
cent—was down considerably from
what appears to have been a first-
quarter bulge. Although the rate of
increase for import prices and export
prices was down, import prices con-
tinued to rise more rapidly than export
prices. For this reason, the differential
between the rate of increase of GNP
prices and prices of goods and services
bought by U.S. purchasers continued
to widen.

Food prices and the prices of energy
purchased by consumers decelerated
substantially. Food prices increased 7.5
percent—the first single-digit rate in
the last year. Energy prices dropped
from a 73.1 percent increase, but at
38.0 percent their rate of increase re-
mained very high. Prices in the "other"
category of consumption, which has a
very large weight in consumer pur-
chases, rose at a more rapid rate than
earlier—9.4 percent as compared with
7.4 percent in the first quarter. An im-
portant element in this acceleration was
consumer durables; their prices, which
until recently increased little, rose
sharply in the second quarter.

The rate of increases in the prices of
items purchased by investors and
government was less extreme than in
the first quarter. Part of the decelera-
tion can be traced to the prices of the
oil components of inventories and
defense purchases.
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TmIE revised second-quarter GNP
figures show that inflation, as measured
by the implicit price deflator, was some-
what higher than estimated initially—
9.6 percent at a seasonally adjusted
annual rate, as compared with 8.8
percent. In the first quarter, the de-
flator rose at a rate of 12.3 percent.
The second-quarter improvement was
due to a deceleration in the rate of
increase of energy and food prices.
The average of all other GNP prices
continued to increase at about the
first-quarter rate.

In real terms, the revised second-
quarter GNP continued to show a
small decline. This decline was due
entirely to a drop in U.S. income from
foreign investment that resulted largely
from an increase in foreign participation
in profits generated by operations of
U.S. oil companies abroad; the esti-
mate of the drop is highly tentative.
Income from foreign investment is
counted as part of U.S. gross national
product, which is defined as production
attributable to labor, capital, and other
factors of production owned by residents
of the United States.

An alternative measure of total
production—gross domestic product
(GDP)—is used as the major measure
of output by many countries, and is
defined as production attributable to
factors of production actually located
in a given country regardless of owner-
ship. GDP equals GNP less product
originating in the rest of the world
as measured by net factor incomes
received from abroad. Real GDP sta-
bilized in the second quarter after a
sharp decline in the first (table 1).
As BEA reiterates, its estimates should
not be read too closely. The increase
in second-quarter GDP shown in the
table is well within the margin of

error of the estimates. GDP has been
added to the regular quarterly pres-
entation of GNP and related magni-
tudes (table 3 on page 14) and historical
GDP series are shown on page 52.

Table 1.—Gross National and Gross Do-
mestic Product in Constant (1958)
Dollars

IPercent change from preceding quarter; seasonally adjusted
at annual rates]

1973: I
II
III
IV

1974: I
II . .

Gross national
product

9.5
2.2
J .6
2.3

-7.0
-.8

Gross domestic
product

9.2
2.6
1.6
2.4

-7.9
.3

Residential construction, which had
accounted for a substantial part of the
first-quarter decline, changed little in
the second. However, housing starts
and building permits, which are indi-
cators of future construction activity,
continued to decline during the quarter.
Automobile production, which had ac-
counted for another large part of the
first-quarter decline, was higher; sales
increased and the rate of inventory
reduction declined. Other production
that had been curtailed by the oil crisis
in the first quarter was generally
stronger in the second. To the extent
that one can judge from the information
that is available, all other nonfarm
business production, which makes up
the bulk of the total, was a little
weaker.

Second"quarter corporate profits

Corporate profits before tax, that is,
before-tax "book" profits, rose about
$12 billion in the second quarter, as
compared with $16 billion in the first.

However, there is an element of strength
in second-quarter profits that is not
shown by these summary figures. In-
ventory profits, which stem from the
fact that in periods of rising prices busi-
ness accounting methods generally do
not charge to the cost of goods sold
amounts sufficient to keep intact the
real volume of inventories, contributed
much less to the increase of book prof-
its in the second quarter than they did
in first quarter. If inventory profits
are excluded, corporate profits rose at
about an annual rate of $5 billion, as
compared with about $1 billion in the
first quarter, and similar amounts in
the last three quarters of 1973. Also,
the second-quarter profits increase
would have been even larger had it not
been for the drop in U.S. corporate
profits originating abroad, to which
reference has just been made. These
profits appear to have declined at an
annual rate of about $2 billion.

Among domestic industries, profits
(excluding inventory profits) continued
to show large increases in nondurables
manufacturing, reflecting, to a large
extent, profits in petroleum refining.
Profits in durables manufacturing con-
tinued to drop, but the drop was much
less than in the first quarter, as profits
of automobile producers moved up
somewhat after a large decline. Other
profits in durables manufacturing declined
on balance; there were reductions in
nonelectrical machinery and transporta-
tion equipment other than autos, and
a large increase in primary metals.
Outside manufacturing, transportation
profits increased, apparently because of
higher charges to customers. Public
utility profits declined, probably because
costs moved up faster than companies
could obtain rate increases.
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Federal sector on national income
and product account

With the corporate profits and asso-
ciated tax estimates for the second
quarter at hand, the Federal sector on
national income and product (NIP)
account has been completed and is
shown in table 2. Receipts increased
about $12 billion in the second quarter
and expenditures about $11 billion. As a
result, the sector was about in balance,
following a small deficit. The major
increases in receipts were in income
taxes and were mainly the result of
inflation. The largest single increase in
expenditures was in transfers. The 7 per-
cent increase in social security benefits
that became effective in April contrib-
uted $3.7 billion and higher unemploy-
ment insurance payouts, $0.9 billion.
The entry under "wage accruals less
disbursements" records a retroactive
pay raise for Federal employees that
was paid out in the second quarter for
work performed in the fourth quarter
of 1972.

The unified budget—the budget fea-
tured in Treasury Department and
Office of Management and Budget pub-
lications—showed a surplus of $9.7
billion at a quarterly rate in the second
quarter. There are several differences
between the NIP statement and the

unified budget. Some major differences
are the exclusion of financial transac-
tions and net land purchases from the
NIP statement its recording of business
taxes on an accrual rather than a col-
lection basis, and its recording of pur-
chases generally on a delivery rather
than a cash basis. Most important in
the present context, since the unified
budget is not seasonally adjusted, and
collections of income taxes are sea-
sonally heavy in the second quarter, the
unified budget typically will show a
stronger surplus position in that quarter
than the NIP statement. With respect
to the NIP statement, it should be
noted that the increase in taxes will
probably taper and that expenditures
will continue to rise substantially in the
near term, mainly because of higher
social security and veterans benefits,
and higher Federal pay.

Reconciliation of price and wage
estimates

Tables 3, 4, and 5 present recon-
ciliations of the implicit price deflator
for personal consumption expenditures
with the consumer price index, and of
compensation per man-hour with aver-
age hourly earnings in the private
nonfarm economy. A detailed explana-
tion of these tables can be found on

Table 2.—Federal Government Receipts and Expenditures
[Billions of dollars]

Federal Government receipts

Personal tax and nontax receipts
Corporate profits tax accruals _
Indirect business tax and nontax accruals
Contributions for social insurance. _

Federal Government expenditures

Purchases of goods and services
National defense
Other

Transfer payments
To persons _
To foreigners (net)

Grants-in-aid to State and local governments

Net interest paid.

Subsidies less current surplus of government enter-
prises

Less: Wage accruals less disbursements

Surplus or deficit (— ), national income and product
accounts — ... .

1971

198.5

89.9
33.4
20.4
54.6

220.3

97.6
71.2
26.5

74.9
72.3
2.6

29.0

13.6

5.2

0

-21.9

1972

227.2

108.2
36.6
20.0
62.5

244.7

104.9
74.8
30.1

82.8
80.1
2.7

37.4

13.5

6.6

.5

-17.5

1973

258.5

114.1
43.7
21.2
79.5

264.2

106.6
74.4
32.2

95.5
92.9
2.6

40.5

16.3

5.3

0

-5.6

1973

II III IV

1974

I I!?

Seasonally adjusted at annual rates

255.0

110.3
44.7
21.4
78.6

262.4

106.2
74.0
32.2

94.7
91.5
3.3

40.1

15.9

5.4

-.1

-7.4

261.8

116.7
43.8
21.0
80.2

263.4

105.3
73.3
32.0

96.5
93.9
2.7

39.8

16.8

5.0

0

-1.7

268.3

121.6
43.5
21.3
81.8

270.6

108.4
75.3
33.1

98.8
96.3
2.5

41.0

17.6

4.8

0

-2.3

279.4

124.1
47.2
21.5
86.7

281.0

111.5
75.8
35.7

106.5
104.0

2.5

42.9

17.9

2.2

0

-1.5

291.6

129.4
52.2
21.9
88.1

291.6

114.3
76.6
37.7

113.6
110.8

2.7

43.2

18.7

1.3

-.6

0

p Preliminary.

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

pages 2 and 3 of the May issue of the
SURVEY, where these tables were first
introduced.

Inventory-sales Ratios

In the July issue of the SURVEY, it
was pointed out that the revision in
the estimates of business inventory
accumulation—up $7.4 billion to $15.4
billion for the year 1973—indicated
that the economy is weaker than was
suggested by the estimates published
previously.

Even prior to the revision, the ac-
cumulation of inventories was large in
the fourth quarter of last year—large
enough to warrant the conclusion that
it was unsustainable, whether it re-
flected an involuntary backup of inven-
tories or a restocking scramble, or a
combination of the two. The revised
figures are even higher for the fourth
quarter and show that substantial
inventory accumulation started earlier
in 1973 than previously supposed, sug-
gesting an overhang of inventories
that could act as a depressant on future
economic activity.

Alternative inventory-sales ratios

This latter point is brought out
clearly in table 6, which focuses not on
rates of inventory accumulation, but
on the ratios of the total stock of busi-
ness inventories to final sales of business
GNP. Business GNP equals total
GNP less GNP originating in the non-
business sectors (households and in-
stitutions, rest of the world, and general
government), and final sales of business
GNP equal total business GNP less
that part of business production that
is added to inventories. Thus, these
ratios in a NIP framework resemble
the conventional inventory-sales (I-S)
ratios in a NIP framework resemble
differences between the two. In the first
place, the conventional ratios are us-
ually confined to manufacturing and
trade. The ratios in table 6 cover the
entire business economy, including ag-
riculture, mining, construction, and the
service industries.

Another difference between the two
is that final sales of GNP exclude sales
of raw materials and semifinished prod-
ucts that occur within the business
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Table 3.—'Reconciliation of Changes in the
Implicit Price Deflator for Personal Con-
sumption Expenditures and Consumer
Price Index, Seasonally Adjusted, Quar-
terly, 1974 1-1974 II

1. IMPLICIT PRICE DEFLATOR FOR
PERSONAL CONSUMPTION EX-
PENDITURES (percent change at
annual rate)

2. Less: Contribution of shifting weights...

New cars, domestic
Fuel and ice . .
Gasoline and oil
Other items

3. Equals: Chain price index for PCE (per-
cent change at annual rate) .._

4. Less: Contribution of difference in
weights of items common to the
implicit price deflator for PCE
andtheCPT

Food away from home
Food at home
Rent...
Automobiles, new
Gasoline
Other items

5. Less: Contribution of non-CPI items
used to deflate PCE

Services furnished without pay-
ment by financial intermediaries .

Otheritems

6. Plus: Contribution of CPI items not
used to deflate PCE

Homeownership costs
Automobiles, used.
Other items

7. Equals: CONSUMER PRICE INDEX
(percent change at annual rate)..

19

I

13 7

-.5

3
—.5
-.1
_ 2

14.2

—.4

—.2
-.9

.5

.1
—.4

.5

2.3

.8
1.5

0

1.4
-.9
—.5

12.3

74

II

11 8

-.2

— 2
— l

.1
o

12.0

.5

— 3
-.2

.4
5

—.2
.3

3.9

1.5
2.4

3.8

1.5
2.2

1

11.4

system. The sales that are used in the
calculation of the conventional I-S
ratios include these duplicated sales.
Whether it is the former or the latter
denominator that is preferable is a
moot point.

A further important difference be-
tween the NIP and conventional ratios
is that on a NIP basis inventory
stocks—like inventory changes—are
valued uniformly at replacement cost.
The numerator in the conventional I-S
ratios represents book values; these
depend on the particular accounting
method employed and in general differ
from replacement cost.

In periods of relative price stability,
the conventional ratios are useful tools
of economic analysis. However, in a
period of rapid inflation such as we are
experiencing, they are misleadingly
low. This is so because the inventory
stocks in the numerator are valued in
prices of earlier periods, while sales in
the denominator are valued in prices of
the current period. The impact of the
difference in valuation is largest in the
case of inventories subject to last-in

first-out accounting, because the
balance-sheet inventories reflect prices
beginning in the period when last-in
first-out accounting was originally
adopted and in the subsequent periods
when physical increments to inven-
tories were made. But even inventories
subject to first-in first-out accounting
are undervalued relative to sales be-
cause the balance-sheet inventories
reflect the prices of the current and
immediately preceding periods, the
number of preceding periods depending
on the inventory turnover. Rough BEA
estimates indicate that book values
understate the increase in the value of
manufacturing and trade inventories
since the first quarter of 1973 by
about $20 to $25 billion, and result in
an understatement of the increase in
the I-S ratio for manufacturing and
trade by 0.12 to 0.15 points.

The final important difference be-
tween the two ratios is that the NIP
ratios in table 6 are expressed in con-
stant (1958) dollars, that is, they
represent physical relationships that are
not influenced by relative price
changes. This overcomes the severe
disability that afflicts the conventional
I-S ratios in periods of rapid inflation.
But even in less inflationary periods
than the present one, such physical
ratios reveal more about the inventory
situation than do the conventional
ratios.

Statistical sources of inventory re-
visions

The revised figures show that the
constant-dollar NIP ratio is almost as
high as at any time in the last 20 years.
The 0.022 point increase in the ratio
since the first quarter of 1973 is more
than twice the increase in the unrevised
figures.

Table 4.—Weights of Items Common to the
Implicit Price Deflator for Personal Con-
sumption Expenditures and the Con-
sumer Price Index

CPI component

Food away from home
Food at home.
Rent . . .

Automobiles, new..
Gasoline
Other items

Total as percent of CPI or PCE

CPI

4 54
17 89
5 50

3.18
3.05

41 20

75.36

PCE*

2 11
13 10
15 47

5 56
2.65

50 76

89.65

The upward revisions are traceable in
part to farm inventories, which are now
estimated to be much higher, because of
recent revisions made by the Depart-
ment of Agriculture in its estimates of
farm production and income. These
revisions were discussed in the July
SURVEY. However, the bulk of the
upward revisions is in nonfarm in-
ventories, that is, inventories held
mainly in manufacturing and trade and,
less importantly, in other nonfarm
industries. These upward revisions are
due to the substitution of final monthly
data prepared by the Census Bureau for
manufacturing and trade for the pre-
liminary data that were available when
the initial estimates were made, and
also to the incorporation of annual
Census data that were not available at
that time. Also, in the course of
preparing the new estimates, examina-
tion of the relationship between the
monthly and annual Census series
revealed a small but persistent down-
ward bias in the former. The estimates
in the table include an adjustment for

Table 5.—Reconciliation of Changes in
Compensation Per Man-Hour and Average
Hourly Earnings, Private Nonfarm Econ-
omy, Seasonally Adjusted, Quarterly,
1974 1-1974 II

* Weights for the first quarter of 1974.

1. COMPENSATION PER MAN-HOUR,
ALL PERSONS (percent change at an-
nual rate) - -- .

2 Less: Contribution of supplements

3. Less: Contribution of employees of pri-
vate households and government
enterprises and se f-employed
and unpaid family workers

4. Equals: Wages and salaries per man-hour,
all employees except private
household and government en-
terprise (percent change at an-
nual rate)

5. Less: Contribution of supervisory and
nonproduction workers, non
BLS data, and detailed weight-
ing total

Commodity-producing indus-
tries
Manufacturing

Distributive industries
Service industries

6. Equals: Average hourly earnings, produc-
tion and nonsupervisory workers,
obtained from seasonally ad-
justed industry components
(percent change at annual rate) . .

7. Less: Contribution of seasonal adjust-
ments by industry

8. Equals: AVERAGE HOURLY EARN-
INGS, PRODUCTION AND
NONSUPERVISORY WORK-
ERS (percent change at annual

19

I

8.4

1.2

.4

6.8

1.2

.2

.4

.4

.5

5.6

.9

4.8

74

II

10.6

.1

.2

10.3

2.1

2.4
1.6
.2

-.5

8.2

-1.0

9.2
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this bias for the period for which
final annual data are not yet available.
However, this bias adjustment accounts
for only 0.003 of the 0.022 point rise
in the I-S ratio since the first quarter of
1973.

The inventory estimates are among
the least reliable components of the
GNP for many reasons, the common
denominator of which is the difficulty
and cost of collecting from business
respondents the data required to pre-
pare solid estimates. In view of the

strategic importance of business in-
ventories, BE A believes that a major
effort should, nevertheless, be made to
collect better data.

Interpretation of the high NIP ratios

As mentioned earlier, the high NIP
ratios of inventories to sales suggest an
inventory overhang that may depress
future economic activity. However, a
great deal of caution should be exercised
in drawing more definite conclusions.
This caution is required first because

Table 6.—Stocks of Business Inventories, Final Sales of Business GNP, and the Stocks-
Final Sales Ratio, 1947-74

1947: I
II
III
IV

1948: I
II
III
IV

1949: I
II.
Ill
IV

1950: I
II
III
IV ...

1951: I . ..
II
III
IV .

1952: I . .
II
Ill
IV .

1953: I
II
Ill
IV

1954: I
II
III
IV

1955: I
II.
Ill
IV .

1956: I
II
Ill
IV

1957: I
II
Ill
IV

1958: I
II
Ill
IV

1959: I
II
Ill
IV

1960: I
II
Ill
IV

Billions of 1958 dollars, seasonally
adjusted at annual rates

Stocks of
business

inventories 1

92.1
91.9
91.4
91.9

92.8
93.9
95.4
96.5

96.4
94.8
94.2
92.5

93.4
94.9
96.4

100.8

103.5
107.5
110.4
111.7

113.2
112.6
113.6
115.0

115.8
116. 7
117.0
116.0

115.3
114.4
113.7
114.0

115.2
116.9
118.5
120.4

121.9
123.1
124.1
125.2

125.7
126.3
127.1
126.4

125.0
123.8
123.9
124.9

125.9
128. 1
128. 2
129.8

132.2
133.1
133.9
133.2

Final sales
of business

GNP

268.3
272.2
274.9
276.2

277.0
280.8
281.8
285.6

285.6
289.1
289.2
290.4

297.1
303.0
315.1
308.4

317.1
316.7
327.4
333.1

334.2
340.5
337.5
347. 5

356. 9
360.3
360.3
361.5

354.5
354.4
358.2
362.4

371.0
376.7
382.8
385.3

383.9
387.3
386.3
391.6

396.6
395.6
396.8
396.1

388.4
388.8
394.4
401.2

408.8
414.8
418.0
417.0

423.3
427.5
425.9
427.6

Stocks-final
sales ratio

0.343
.338
.332
.333

.335

.334

.339

.338

.338

.328

.326

.319

.314

.313

.306

.327

.326

.339

.337

.335

.339

.331

.337

.331

.325

.324

.325

.321

.324

.323

.317

.315

.311

.310

.310

.312

.318

.318

.321

.320

.317

.319

.320

.319

.322

.318

.314

.311

.308

.309

.307

.311

.312

.311

.314

.312

Billions of 1958 dollars, seasonally
adjusted at annual rates

1961: I
II. . .
Ill
IV

1962: I
II
III
IV ...

1963: I
II. ..
III ...
IV

1964: I
II
III
IV -

1965: I
II
III....
IV

1966* I
II
III-...""
IV

1967: I
II
III
IV

1968: I
II
III—.
IV

1969: I
II
III
IV........

1970- I
II
III
IV

1971* I
II
HI
iv

1972' I
II
III
IV

1973* I
II
III
IV

1974* I
HP

Stocks of
business

inventories l

132.4
132.9
133.8
135.2

136.9
138.3
139.6
141.2

142.3
143.5
145.0
147.0

148.2
149. 7
150.9
152.8

155.3
157.4
159.6
161.9

164.6
168.4
171.2
175. 8

178.1
179.1
181.2
183.5

184.2
186.4
188.1
190.0

191. 4
193.2
195. 5
196.7

197.1
198.2
199.5
200.6

202.2
203.9
204.8
205.9

206.9
208.6
210.7
212.9

214.8
216.7
218.7
223. 7

226.4
228.4

Final sales
of business

GNP

426.4
431.2
437.4
444.8

450.6
458.9
464.7
468.2

472.6
477.0
484.0
489.3

500.6
505.8
514.1
513.7

524.2
533.6
544. 6
557.2

567.4
567.2
575. 1
574.4

581.8
590. 7
592. 2
595.4

611.3
615.9
624. 5
62-. 6

635.8
63S.4
638.8
638.7

637.6
636.7
641.0
633.5

648.7
652.2
661.8
670.8

684.1
697.7
706.3
721.5

740.0
744.0
746.4
739.2

730.3
733.2

Stocks-final
sales ratio

0.311
.308
.306
.304

.304

.301

.300

.302

.301

.301

.300

.300

.296

.296

.294

.297

.296

.295

.293

.291

.290

.297

.298

.306

.306

.303

.306

.308

.301

.303

.301

.302

.301

.303

.306

.308

.309

.311

.311

.317

.312

.313

.309

.307

.302

.299

.298

.295

.290

.291

.293

.303

.310

.312

even the new estimates are subject to
further revisions.

More important, it should be em-
phasized that little is known about
inventory behavior. Certainly, the no-
tion that "what goes up must come
down again" cannot safely be applied
to I-S ratios. This cautionary note is
illustrated by the 1966 experience when,
because I-S ratios reached very high
levels, many forecasters, applying the
simple maxim, predicted a long and
severe downward adjustment in eco-
nomic activity. An inventory adjust-
ment did occur in early 1967, but it was
brief, and was soon followed by a
renewed rise in economic activity.
Actually, the ratio did not come down
for several years. When it did, it was
for very different reasons than had
been envisaged.1 Needless to say, no
simple lesson can be derived from this
experience. The difficulty of forecasting
inventory behavior is compounded by
the fact that allowance must be made
for differences in fiscal, monetary, and
other macroeconomic policies.

Further progress in the interpreta-
tion of the inventory situation requires
examination by industry and stage of
fabrication. Unhappily, such informa-
tion is available only in terms of the
conventional measures whose short-
comings in present circumstances have
just been discussed. BE A is starting
to prepare detailed industry informa-
tion that is free from these flaws. In
the meantime, the only comprehensive
information available to BEA is the
estimates of stocks of business in-
ventories by broad industry group
and by durability that underlie the
calculations in table 6 and that can be
found on page 50 of this issue of the
SURVEY.

These estimates are too aggregative
to permit conclusive analysis. However,
a few points may be noted. First, the
recent increases in the NIP ratios
reflect to some extent farm inventories
that are high in relation to farm produc-
tion and marketing. However, these
inventories are confined to inventories
that are owned by farmers and privately
financed. Inventories of farm products

1. End of quarter.

1. See "Inventory-Sales Ratios in Manufacturing and
Trade, 1961-72," SURVEY OF CURRENT BUSINESS, February
1973.
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that are owned by the Commodity
Credit Corporation or on which CCC
has made loans to farmers are generally
excluded and instead counted in Gov-
ernment purchases of goods and serv-
ices. Such stocks are low. The stocks
of farm products held by nonfarm
business are also judged to be lower
than in past years. A more compre-
hensive accounting of farm inventories
that includes these other components
indicates low inventories in relation
to farm production and sales.

Second, the contribution of auto
inventories to the recent rise in the
NIP ratio is of interest because auto
production, sales, and inventories are
very often strategic determinants of
economic fluctuations. Retail stocks of
autos, although they have risen sharply,
did not contribute disproportionately to
the rise in the ratio since the first
quarter of 1973. Of course, changes in
auto retail sales may have influenced
inventory holding in other industries,
for example, suppliers of auto manufac-
turers, but this cannot be traced given
the information that is available.

Changes in the nonfarm ratios ex-
cluding autos ideally should be sepa-
rated into (a) genuine changes in the
I-S ratios of the component industries
and (b) mix effects, that is, changes due
to shifts in the relative importance of
the industries. Because of gaps in the
information, such an analysis cannot be
conducted reliably even for the broad
durables and nondurables manufactur-
ing, durables and nondurables wholesale
and retail trade, and "all other" cate-
gories shown in the estimates of business
inventory stocks. However, fragmen-
tary evidence suggests that the bulk of
the increase in the NIP ratios since the
first quarter of 1973 was due to genuine
changes in manufacturing and retail
trade. In both industry groups, the
durables ratios moved up sharply, and
in retail trade, the nondurables ratios
moved up as well.

Productivity and Labor Cost

The decline in productivity in the
private nonfarm economy that began in
the second quarter of last year contin-
ued through the second quarter of this
year. Output per man-hour fell 2.5 per-

cent at an annual rate, the net result of
a 2.0 percent drop in output and a 0.4
percent increase in man-hours (table 7).
Though large, that decline was apprecia-
bly less than the 5.2 percent in the
first quarter, when the drop in output
was much larger. However, the first-
quarter decline in productivity was
accentuated because a large part of the
output decline was concentrated in
motor vehicle and related industries
where output per man-hour is high.

The rise in compensation per man-
hour in the private nonfarm economy
accelerated to a seasonally adjusted
annual rate of 11.0 percent in the second
quarter. The increase chiefly reflected
higher wage rates, which offset declines
in overtime hours at premium rates of
pay and a reduction of employment
in some of the high-wage industries. The
increase in hourly compensation was
the largest since the Korean War,
except for the first quarter of last year,
when compensation was boosted nearly
3% percentage points by a large in-
crease in employer contributions for
social insurance. The first-quarter rise
this year amounted to 8.4 percent, of
which about 1.2 percentage points
represented a further increase in em-
ployer social security contributions.

The rise in compensation, though
steep, fell short of the rise in prices, and

real hourly compensation declined 1.7
percent in the second quarter. That
was the fifth consecutive quarterly de-
cline in real compensation; the average
decline over this period has been at an
annual rate of 2.2 percent.

The combination of rising hourly
compensation and declining produc-
tivity has resulted in very large in-
creases in unit labor costs. These costs
increased at an annual rate of 13.4
percent in the second quarter and 14.4
percent in the first—nearly double the
rise in the same quarters a year ago.

Hourly compensation is almost cer-
tain to continue its rapid rise in the
second half of the year. The decline in
workers' real compensation during the
past year foreshadows heavy union
pressure for large cash wage settlements.
In addition, the size of cost-of-living
wage increases resulting from a given
increase in prices is likely to be larger
this year than last, as a result of
liberalized formulas for calculating pay-
ments, removal of ceilings on the
amount of payments, and an increase
in the number of workers covered by
escalator clauses. The prospects are
that the economy will be sluggish and,
therefore, that productivity will offer
little offset to rising hourly compensa-
tion. Accordingly, the rise in unit costs
can also be expected to continue.

Table 7.- -Productivity and Labor Cost in the Private Nonfarm Economy
[Percent change, seasonally adjusted annual rate]

Half-years:

1968:
1st
2d

1969:
1st
2d

1970:
1st
2d . .

1971:
1st
2d

1972:
1st
2d.

Quarters:

1973:
I.. .
II
Ill .
IV

1974:
I
II_

Output

7.4
3.1

2.8
—.4

—1.2
—.8

7.3
5.1

8 3
7.9

9.4
2.5
2.5
1.1

-7.5
-2.0

Man-hours

2.8
2.0

4.1
.8

—2 4
—3.1

.9
1.5

4 1
2 4

4.0
4.8
2.6
1.9

-2.4
.4

Output
per man-hour

4 4
1.2

-1.2
—1 1

1 2
2.4

6 3
3.5

4 2
5 4

5.2
-2.2

(i)
—.7

-5.2
-2.5

Compensation
per man-hour

8.1
8.1

6.3
7.6

7.1
6.4

7.8
5.6

7 4
6.8

11.7
5.4
6.6
8.9

8.4
10.6

Unit labor
cost

3.4
6.9

7.6
8.8

5.9
4.2

1.4
2.1

3.2
1.4

6.2
7.8
6.6
9.7

14.4
13.4

Eeal
compensation
per man-hour

3.4
3.1

.3
1.8

.7
1.4

3.8
2.4

4.1
3.1

5.5
-3.2
-2.4
-.8

-2.7
-1.7

1. Less than 0.05 percent. Source: Bureau of Labor Statistics.
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Collective Bargaining

Wage rate increases negotiated under
major collective-bargaining agreements
moved sharply higher in the second
quarter. The impact of inflation on
workers' incomes and the expiration
of wage and price controls combined
to produce an emphasis on large and
immediate wage increases and on cost-
of-living escalator clauses. Less im-
portance was attached to deferred
wage increases and improvements in
fringe benefits.

First-year wage increases in major
contract settlements (those involving
1,000 or more workers) averaged 9.2
percent in the second quarter, a sharp
increase from the 6.2 percent gain
recorded in the first quarter and the 5.8
percent average for all of 1973. The
second-quarter increase was the largest
since wage and price controls were
instituted in 1971, but it is well below
the increases negotiated in the year
and a half before controls.

The unions' emphasis on providing
immediate improvement in wages re-
sulted in an increase in front loading—
that is, providing for a disproportionate
share of the total negotiated wage in-
crease to take place in the first year of
the contract. The amount of front
loading is customarily measured by
taking the difference between the first-
year increase and the average annual
increase over the life of the contract.
In the second quarter of 1974, this
difference was 1.8 percentage points,
compared with 0.9 point in the first
quarter and 0.7 point in 1973. There
was very little front loading during the
controls period, because the ceilings set
on single-year increases acted to mini-
mize the difference between first-year
raises and those of later years.

The data on front loading reported
above understate its actual amount,
because the average annual increase
over the life of the contract includes
data for 1-year contracts. In these
contracts, the first-year increase is also
the life-of-contract average, and thus
there is no front loading. The Bureau
of Labor Statistics (BLS) now publishes
data by duration of contract. In the
first 6 months of 1974 (the only period
for which the data are available), front

Table 8.—First Year Wage Decisions in
Contracts With Escalator Clauses

1973- 1
II
III
IV

1974: 1
II

Number
of

workers
affected
(thou-
sands)

43
790
310
897

258
825

First
year

increase
(percent)

5.9
6.3
5.5
5.2

6.4
9.2

Com-
bined

first-year
and

escalator
increases
(percent)

7 6
6 8
9.6

10.7

8.9
10.6

Number
of

quarters
of

escala-
tion

4
4
4
3

2
1

NOTE.—The full impact of the escalator adjustments on
first year increases cannot be calculated until a complete year
has passed, since most contracts call for recomputing the in-
crease once a quarter.

Source: Bureau of Labor Statistics.

loading in 3-year contracts amounted to
2.8 percentage points, substantially
more than the 1.7 percentage points for
all contracts averaged together.

Cost-of-living escalation

Cost-of-living escalator clauses were
introduced in 51 major contract settle-
ments covering 347,000 workers in the
first half of 1974—the first important
increase in coverage since 1971. These
settlements were mostly in retail trade,
urban transit, and apparel manufactur-
ing. About 4.5 million workers in major
bargaining units were covered by cost-
of-living escalator clauses in major
contracts at midyear.

BLS has published a new tabulation
of contract settlements containing cost-
of-living escalator clauses. This tabu-
lation gives the negotiated increases
in the first year of the contract and the
combined first-year plus cos t-of-living
increase for as much of the first contract
year as has elapsed (Table 8). Since
most contracts with escalator clauses
call for recalculating the cost-of-living
increase once each quarter, the full
impact of escalator clauses on first-year
increases can only be measured when
the first year is completed.

In the second quarter of this year,
first-year negotiated wage increases in
contracts with escalator clauses aver-
aged 9.2 percent. Further increases
granted during the second quarter,
under escalator clauses, brought the
average gain to 10.6 percent. That was
a very large escalator increase for a
first quarter of a new ̂ contract year and
mainly reflected the unusual timing of
the escalator adjustment in the new

steel contract. The spread between the
negotiated increase and the "combined"
increase will continue to widen as in-
creases in the consumer price index
trigger additional escalator clause in-
creases. Settlements reached in the
third quarter of last year are the latest
with a complete year of cost-of-living
wage increases. In that quarter's settle-
ments, first-year negotiated increases in
contracts with escalator clauses aver-
aged 5.5 percent, while combined
first-year and escalator increases aver-
aged 9.6 percent.

Fringe benefits
Because of the unions' desire to

concentrate on improving paychecks,
less emphasis was placed on improving
fringe benefits. The BLS does not
provide any direct measure of changes
in the value of fringe benefits; however,
an estimate of their trend can be ob-
tained by comparing the average size
of wage and benefit increases with
average wage increases. A larger per-
centage increase in wages plus benefits
than in wages alone usually indicates
a percentage increase in benefits larger
than the percentage increase in wages.1

In the second quarter, wages and bene-
fits taken together rose less than wages
alone for the first time since the BLS
started collecting the data in 1968.

Strikes
Time lost as a result of strikes in the

second quarter totaled 17.2 million
man-days, or 0.34 percent of total
working time—about double the sec-
cond-quarter average in the past 3
years, and close to the highest second
quarter level in the past 20 years.
Counting only major strikes—those
involving 5,000 or more workers—
construction accounted for 14 percent
of total time lost in the second quarter,
against 7 percent of a much smaller
total last year. Other major strikes
during the quarter occurred at a
leading chemical firm, lasting the entire
quarter, at a large manufacturer of
household appliances, lasting almost
the whole quarter, and in the men's
clothing industry, where 110,000 mem-

1. This is not, however, necessarily the case, since the data
on wage plus benefit increases are reported only for contracts
covering 5,000 or more workers, while the data for wage
increases alone are for contracts covering 1,000 or more
workers. Thus, part of the difference between the two meas-
ures could be attributable to difference between the size of
the wage increases in large and in small contracts.

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

August 1974 Part I



August 1974 SUEVEY OF CURRENT BUSINESS

CHART 1

Changes in Real Disposable Personal
Income and Personal Consumption
Expenditures

Billions of 1958 $
30

1970 1971 1972 1973 1974

Quarterly, Seasonally Adjusted

At Annual Rates

U.S. Department of Commerce, Bureau of Economic Analysis

bers of the Amalgamated Clothing
Workers' Union were on strike for
10 days in June—their first strike in
53 years. These three strikes together
accounted for about 8 percent of total
working time lost in strikes during
the quarter.

Personal Income

The behavior of real personal con-
sumption expenditures will be an im-
portant influence on the strength of the
economy during the second half of this
year. The major determinant of these
expenditures is real disposable personal
income. As can be seen in chart 1, the
correspondence between changes in the
two magnitudes is usually quite close.
It is thus of interest to examine recent
changes in income and the factors that
will influence it over the coming months.

Recent changes in income

In the first quarter of 1974, the
increase in current-dollar personal in-
come dropped to a seasonally adjusted
annual rate of 4.9 percent, compared
with 11.6 percent during 1973 (table 8).
Most sources of income shared in the
deceleration. In addition, income was

further depressed by an increase in the
social security tax base. (Personal in-
come is measured net of all personal
contributions for social insurance.) In
the second quarter, income increased
at an 8.2 percent rate. The following
discussion will focus on the components
of personal income that in the first half
of 1974 had the greatest impact on
changes in income.

Wages and salaries—the largest com-
ponent of income—expanded strongly
throughout 1973, increasing 10.7 per-
cent from the fourth quarter of 1972 to
the fourth quarter of 1973. In the first
quarter of 1974, they rose at an annual
rate of only 6.0 percent. The slowdown
in large part reflected the impact of the
oil embargo. The weakening in auto-
mobile sales, which had become ap-
parent in the late summer, turned into
a sharp decline. The subsequent cut-
backs in automobile production led to
substantial reductions in employment
and in average weekly hours. Oil-
related employment declines also
occurred in the metals industries and in
retail trade, but these declines were
more than offset by increases in wage
rates. Average hourly earnings of pro-
duction workers in the private nonf arm
economy (after adjusting for overtime
in manufacturing and interindustry
employment shifts) increased at a 6.0
percent annual rate in the first quarter.

In the second quarter, wages and
salaries rebounded, increasing at an
annual rate of 10.0 percent. In manu-
facturing, they rose as a result of higher
average hourly wage rates; employ-
ment and average weekly hours were
essentially unchanged. The increase in
wages and salaries in private industries
other than manufacturing also ac-
celerated. Gains in hourly wage rates
in these industries were augmented by
increased employment in trade and
services; employment and hours were
about unchanged in the remaining
private industries. The higher wage
rates resulted from newly negotiated
increases and from cost-of-living in-
creases that were triggered by the sharp
advance in the consumer price index.
In addition, changes in the Federal
Minimum Wage Law raised the mini-
mum wage rate and extended coverage
to additional groups of workers. In the
second quarter, average hourly earnings
of production workers increased at a
9.8 percent annual rate.

Although farm income accounts for
only a small proportion of total personal
income, it was a major factor in personal
income growth in 1973. From the fourth
quarter of 1972 to the fourth quarter
of 1973, farm income increased by 87
percent—$21 billion—and accounted
for nearly 20 percent of income growth.
In the first and second quarters farm

Table 9.—Personal Income and Its Disposition, 1971 IV-1974 II

Personal income

Wage and salary disbursements
Manufacturing industries
Other private industries
Government .

Farm proprietors' income

Transfer payments - - - . . .

All other sources of income *

Less: Personal contributions for social insurance

Less : Personal tax and nontax payments

Equals: Disposable personal income

Addenda:
Personal consumption expenditures deflator

Disposable personal income, 1958 dollars

Percent change

Percent
distribu-
tion 1973

100.0

65.6
18.6
33.0
13.9

3.6

11.2

23.7

4.1

14.3

85.7

1971 IV to
1972 IV

11.2

10.4
12.6
9.5
9.9

31.9

16.3

9.6

12.8

18.5

10.0

3.0

6.8

1972 IV to
1973 IV

11.6

10.7
11.4
11.1
9.0

87.1

8.8

9.5

24.4

8.8

12.1

7.9

3.8

1973 IV to
19741

1974 I to
1974 II

Seasonally adjusted
annual rate

4.9

6.0
.4

9.0
6.8

-42.5

21.5

8.6

30.3

5.1

4.8

13.6

-7.7

8.2

10.0
10.8
10.4
8.3

-69.3

25.9

12.0

7.0

16.5

6.9

11.8

-4.4

1. Includes other labor income, business and professional income, rental income, interest income, and dividends.

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

August 1974 Part I
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income dropped precipitously, as pro-
duction expenses increased and the
volume of marketings declined. In the
second quarter, a drop in prices received
by farmers, particularly for livestock,
exacerbated the decline.

Transfer payments increased sub-
stantially in the first and second
quarters. In the first, the increase in
unemployment led to higher unemploy-
ment insurance payments. In addition,
cost-of-living adjustments resulted in
increases in veterans' and Federal civil
service pensions and in food stamp
payments. In the second quarter,
further increases in unemployment in-
surance payments and a 7 percent
increase in social security benefits
($3.9 billion at an annual rate) led to
an even larger gain.

All other sources of income, taken
together, slowed in the first quarter
and recovered in the second. The
fluctuation was entirely attributable to
personal interest income. Other labor
income—fringe benefits—and dividends
continued to expand strongly.

Disposable income—personal income
less tax and nontax payments—in-
creased at a rate of only 4.8 percent
in the first quarter and 6.5 percent in the
second, down sharply from the 12.1
percent gain during 1973. Moreover,
real disposable income, measured in
1958 dollars, dropped in both quarters.
The implicit deflator for personal con-
sumption expenditures (the measure
used to convert current-dollar dispos-
able income to a constant-dollar basis)
rose at an annual rate of 13.6 percent
in the first quarter and 11.0 percent in
the second.

Factors influencing future income
changes

The Administration forecasts small
gains in real output and a rise in un-
employment to somewhere between 5%
and 6 percent in the second half of this
year. Although such an outcome would
have an adverse impact on man-hours,
wages and salaries should increase at a
fairly rapid pace, mainly because of
increases in wage rates. Three factors
make large wage rate increases probable.
The collective-bargaining schedule is
heavy, and contracts negotiated in the

first half of the year have established a
pattern of substantial increases (see
above). In addition, there will be wage
rate increases in the industries where
contracts include cost-of-living escalator
clauses. (The most common formula
used in calculating cost-of-living in-
creases provides a 1 cent an hour in-
crease for each 0.3 point rise in the
consumer price index; in general the
adjustments are made once each
quarter.)

The outlook for farm income is
uncertain. An extended period of very
hot dry weather in the Midwest has
caused the Agriculture Department to
make successive downward revisions
in its estimates of crop harvests. Total
crop production, which had been ex-
pected to be a record, is now estimated
at 7 percent below last year. Since the
carryover of crop inventories from last
year was exceptionally low, pressures
on prices are expected to be severe.
The shortfall in crop production is
concentrated in feed grains—particu-
larly corn. The current forecast for
livestock is for larger supplies and lower
prices this fall; it is not expected that
the higher prices for feed grains will
lead to higher livestock prices until
next year. On balance, cash receipts
for crops and livestock combined should
improve substantially in the second
half of the year. Production expenses
are expected to continue to rise, but
not enough to absorb the increase in
receipts. Thus, farmers' realized net
income should show a small gain in
the third and fourth quarters.

There will be sizable increases in
transfer payments. An increase of
nearly 4 percent in social security
benefits ($2.1 billion at an annual rate)
was paid out on July 1, and cost-of-
living escalator clauses will bring about
increases in the food stamp program
and in civil service and military
retirement plans. In addition, there will
be a step-up in unemployment insur-
ance payments to the extent that there
is an increase in unemployment.

The remaining components of per-
sonal income should, in the aggregate,
expand at about their recent rate. High
book profits will probably result in
increased dividend payments, and the

record level of interest rates should add
to interest income. New settlements
under large collective bargaining agree-
ments point to some deceleration in the
rate of increase in other labor income,
but it will not be substantial.

In summary, many forces will help
bolster income in the near term. At the
same time, the Administration's fore-
cast is for an inflation rate of 7 to 8
percent by the end of 1974. If this
reduction in the inflation rate is
achieved, real disposable income should
show a small increase.

Trucks and Buses

Sales of trucks and buses rose nearly
70 percent from the first quarter of
1971 to the third quarter of last year to
a record seasonally adjusted annual rate
of 3 million units. Sales fell about 18
percent in the next two quarters and
stabilized in the second quarter at an
annual rate of nearly 2.5 million units.
The 1971-73 expansion, which was the
strongest since the reconversion period
following World War II, reflected both
the boom in producers' expenditures for
durable equipment and individuals' ex-
penditures for recreational vehicles and
"utility" vehicles as substitutes for
second cars. The subsequent decline
was mainly an outgrowth of the oil
crisis and centered in trucks that are
to an important extent personal-use
vehicles.

Although both businesses and con-
sumers share in the truck and bus
market, all private outlays, which
amounted to roughly $15 billion in 1973,
are treated as expenditures for pro-
ducers' durable equipment in the na-
tional income and product accounts.
Evidence has become available in recent
years—mainly from the Census
Bureau's Truck Inventory and Use
Surveys—indicating that perhaps from
one-fifth to one-fourth of dollar outlays
should be treated as personal consump-
tion expenditures for durable goods. In
light of this evidence, BEA plans to
change its treatment of truck and bus
expenditures in the next benchmark
revision of the accounts.

Chart 2 shows factory sales of trucks
and buses by gross vehicle weight.
Only sales of units manufactured in
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U.S. plants and shipped to U.S. markets
are included; units produced in Canada
or other foreign countries and sold in
the United States—a small part of the
total supply of new trucks—are ex-
cluded.1 The bus sales included in the
data are also a small part of the total;
these units accounted for only a little
more than 1 percent of sales in 1973.

Light-duty trucks, which account for
about 85 percent of total truck and bus
sales, are both business and personal-
use vehicles and were responsible for
most of the decline in unit sales from
the third quarter of last year to the first
quarter of this year. Although sales
data do not permit a distinction to be
made between personal and business use,
there are several reasons for believing
that sales for personal use represent an
important and growing part of the
light-duty truck market. First, the
Census Bureau's Truck Inventory and
Use Survey (which covers the private
stock of both new and old trucks)
showed personal transportation as the
major use for 53.4 percent of light-duty
trucks in 1972, as compared with 44.8
percent in 1967 and 34.7 percent in 1963.
Second, the substantial increase in the
percentage of light-duty trucks shipped
with factory-equipped optional extras
that used to be found only on passenger
cars suggests that these trucks have
become an important factor in the
"second" car market (table 10). Third,
sales for personal use have been bol-
stered for several years by the boom in
demand for small recreational vehicles
and for recreational equipment de-
signed to be attached to or pulled by
light-duty trucks.

SURVEY OF CURRENT BUSINESS

The decline in sales of light-duty
trucks that began in the third quarter
of last year apparently centered in
personal-use vehicles and, as in the
case of automobiles, was mainly the
result of the oil crisis. (For a discussion
of the decline in auto sales, see the
May issue of the SURVEY.) It does not
seem likely that sales of trucks to
businesses were curtailed in any signif-
icant way by the oil crisis, because
higher gasoline prices represent only a
small part of the total cost of truck use
and because for most businesses, there
are few short-run alternatives to truck
transportation.

The oil crisis was also important in
the decline in sales of medium-duty
trucks. This group accounts for only a
small part of the truck market, but
the sales decline was particularly steep
(chart 2). That drop was concentrated
in sales of large motorized recreational
vehicles, which have dominated sales
in this weight class since the late 1960's.

Sales of heavy-duty trucks rose very
sharply in the early phases of the
capital goods expansion and remained
at a high level from late 1972 to late
1973. The sales boom for this group
peaked earlier than that for light-duty
trucks, apparently because capacity
limitations and shortages of parts
were holding back both production and
sales. Sales of heavy-duty trucks, which
are cyclically sensitive, declined a little
in both the first and second quarters of
this year.

9

CHART 2

1. Imports averaged less than 6 percent of domestic sales in
the 5 years ending in 1970 and virtually all of those were from
Canada. The import share rose to 8 percent in 1971 and to
9.3 in 1972, as Japanese imports made significant inroads in
U.S. markets, particularly in the market for light-duty
trucks. Last year, however, imports accounted for only 5 per-
cent of sales as those from Japan dropped precipitously. The
decline in Japanese imports mainly reflects the fact that price
increases for Japanese trucks have been much larger than for
others. The price increases were a result of two dollar devalua-
tions and inflation in Japan that has been more severe than
in the United States.

Table 10.—Selected Optional Equipment
Factory-Installed in Light-Duty Trucks,
by Model Year

[Percent of Trucks]

Model
year

1971
1972
1973 .- .
19741

Power-
steering

37.5
53.2
61.4
69.4

Air-
condi-
tioning

14.2
20.0
28.6
33.8

Tinted
glass

27.0
33.1
37.9
41.8

AM
radio

50.6
55.2
59.3
66.5

AM/FM
radio

1.1
2.1
3.5
5.9

U.S. Factory Shipments of Trucks
and Buses to U.S. Markets
by Gross Vehicle Weight

Thousands of units (Ratio scale)

i ,ooor

600

400

200

100

60

40

20

10

Total

Light-duty

1964 66 68 70 72

(Seasonally Adjusted)

74

Data: Motor Vehicle Manufacturers
Association of the U.S., Inc.; seasonal
adjustment by the Bureau of Economic
Analysis.

1. Through December 31, 1973.

Source: Ward's Automotive Reports.

U.S. Department of Commerce, Bureau of Economic Analysis

NOTE.—Truck and bus shipments are classi-
fied by gross vehicle weight as follows: light-
duty—less than 10,000 pounds; medium-
duty—10,000 to 19,500 pounds: heavy-duty—
over 19,500 pounds. Gross vehicle weight
(G.V.W.) is a manufacturer's rating that
includes cargo weight, the weight of the truck
chassis, an£ the weight of the body mounted
on the chassis. (However, for a truck designed
to pull a trailer—i.e., a truck tractor—the
G.V.W. is the weight of the tractor and does
not include the weight of the trailer carrying
feargo).

555-443 O - 74 - 2
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10 SUKVEY OF CUEEENT BUSINESS

Revised estimates show GNP up $28.5 billion in second quarter; real GNP down .8 percent

In July: Employment and unemployment showed little change; average weekly hours increased

Wholesale prices jumped as the increases in industrials were augmented by a turnaround in farm prices

August 1974

I CHART 3

TOTAL PRODUCTION
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• In July: Personal income rose $14.4 billion, the sharpest increase this year
• Retail sales (advance report) rose 4 percent

• Housing starts fell 16 percent

; new car sales improved
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• In June:

SUKVEY OF CURRENT BUSINESS August 1974

Book value of manufacturing and trade inventories rose $3.9 billion; ratio to sales also increased

• In second quarter: Balance of payments position deteriorated on both official reserve and net liquidity

• Federal receipts increased more than expenditures and the budget (NIA basis) was

bases

in balance
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_L HE economy is gripped by inflation
on the one hand and severe credit
stringency on the other, and the
sluggish pace of economic activity
that characterized the second quarter
is continuing in the summer. Following
moderate increases in the second quar-
ter, industrial production and employ-
ment showed no net change in July
and August, while the unemployment
rate, which had held steady during
the first and second quarters, edged
higher in both months.

Although conditions in money and
credit markets remain very tight,
pressures on short-term interest rates
seem to have eased a little recently.
The rate on Federal funds—the price
at which commercial banks buy and
sell uncommitted reserves and a Federal
Keserve target rate for the conduct
of open market operations—has de-
clined from 13 percent in mid-July
to 11.5 percent in mid-September, and
rates on other short-term private debt
have held relatively steady at their
mid-July levels. In long-term markets,
however, interest rates continue to
move higher. The volume of new cor-
porate and municipal issues remains
very high even though many borrowers
have been forced to postpone, reduce,
or cancel pending issues. The calendar of
forthcoming issues is very heavy and
pressures in capital markets are likely
to remain intense for some time to come.

While it appears that the monetary
authorities have made some downward
adjustment in their target money
market rates, such a development
should be viewed as an effort to relieve
some of the extreme tension in financial
markets rather than as a significant
shift in their policy of credit restraint.

Recent Price Developments

Prices were rising more rapidly this
summer than in the second quarter.
Increases in wholesale prices accelerated
from an average monthly rise of 1
percent in the second quarter to an
increase of 3.8 percent per month in
July and August. The acceleration
resulted from a surge in agricultural
prices; prices of industrial commodities
increased at the same high rate as in
the second quarter. The rise in consumer
prices (for which data are available
only through July) also continued at
about the same rate as in the second
quarter. A decline in retail food prices
and a slowdown in the rise of fuel
prices were about offset by a faster rate
of increase for other commodities and
services.

Prospects for achieving a substantial
near-term slowdown in the rate of
inflation have been set back by adverse
weather conditions, which have led to
downward revisions in estimates of this
year's grain harvests, by the recent
decision of the Organization of Petro-
leum Exporting Countries to raise
prices of crude oil, and by sharply in-
creasing unit labor costs. The expiration
of wage and price controls arid the
impact of inflation on workers' incomes
have resulted in large wage rate in-
creases negotiated in recent collective-
bargaining agreements. In addition,
many workers have been receiving
substantial wage rate increases under
cost-of-living escalator clauses. The
collective-bargaining schedule is heavy
for the rest of this year, and a continua-
tion of the pattern of large settlements
is expected. Because the prospects are
that the economy will be sluggish, it is
unlikely that large increases in labor

1
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costs will be offset by productivity
gains. Consequently, unit labor costs,
which were up 14 percent (annual rate)
in the first half of this year, will con-
tinue to rise rapidly.

Wholesale prices

Prices of agricultural products, which
represent about 30 percent of the
wholesale index, were responsible for
both a slower rise of wholesale prices
in the second quarter and the accelera-
tion in July and August (table 1).
Prices of farm products and processed
foods and feeds declined substantially
in the second quarter, when the outlook
for grain harvests was favorable, but
rose sharply in the summer, when the
drought in the Midwest caused wide-
spread damage to grain crops, especially
corn.

The crop damage has serious im-
plications for the food price outlook
because of corn's strategic importance
as an input to other foods; corn price
increases can have substantial effects
on other food prices at both the whole-
sale and consumer price levels. For
example, farmers would have no in-
centive to raise hogs—which must be

fed corn—unless hog prices rise enough
to offset the increase in feed costs. If
demand is insufficient to accommodate
higher hog prices, hog production will
be cut back. This would lead to reduced
supplies of pork and, after a lag, higher
pork prices. For cattle, on the other
hand, it is possible to reduce or even
eliminate corn feeding. If the ranges
continue to provide good pasturage, the
switch to grass-fed cattle should con-
tinue. The current outlook for cattle
is for a lowering of prices in the fall and
winter months.

Industrial commodity prices, which
constitute the bulk of the wholesale
price index, continued to rise at an
extraordinary rate in July and August.
While some of the increases probably
reflected the lifting of price controls at
the end of April, shortages of some
basic materials and continuing strong
demands for many industrial products
also contributed to the rise. The sharp-
est increases were for fuels and metals,
but prices excluding these two groups
were also up steeply. The only industrial
groups that did not show major price
increases were lumber, where demands
have been slack because of the housing
slump, and the hides-skins-leather

group; these two groups account for
only afyout 5 percent of industrials
prices.

Prices of coal, coke, and oil were the
major contributors to the rise in fuel
prices. Prices of coal have risen rapidly
since last fall and are currently about
65 percent above last year's levels.
Coal has been in short supply, in part
because major industrial users, such as
the steel industry, have been operating
at capacity, and in part because some
users, such as electrical utilities, have
been substituting coal for oil and gas as
a result of last winter's fuel crisis.
Labor negotiations scheduled for early
November are a major factor affecting
the outlook for coal prices. A strike,
or big wage and benefit increases not
accompanied by productivity gains,
will add further upward pressure to coal
prices. The rise in crude petroleum
prices slowed in the second quarter, but
picked up again in July and August.
Until recently, the increase in world oil
production was suggesting a tapering of
price increases. However, members of
the Organization of Petroleum Export-
ing Countries have apparently agreed
to raise the royalties on exported crude

Table 1.—Average Monthly Percent Change in Prices
[Seasonally adjusted]

All commodities. ..

Agricultural products
Farm products
Processed foods and feeds

Industrial commodities
Fuels and related products and power .. ..
Other commodities

Metals and metal products
All other commodities

Addenda: Wholesale industrial prices by stage of
processing:

Crude materials
Intermediate materials
Producer finished goods
Consumer finished goods . .

All items

Food

Commodities less food..
Qasoline, motor oil, fuel oil, and coal
Other commodities

Services3

Relative
importance
December

1973

1971 1972 1973

Annual

1971

I II III IV

1972

I II III IV

1973

I II III IV

1974

I II mi

Wholesale Price Index

100. 00

31.69
13.74
17.95

68.31
7.70

60.61
12.85
47.77

3.34
49.12
8.50

17.63

0.3

.5

.7

.4

.3

.1

.3

.3

.3

.2

.4

.2

.2

0.5

1.1
1.5
.9

.3

.5

.3

.2

.3

.9

.3

.2

.2

1.2

2.2
2.9
1.7

.9
1.9
.7

1.1
.6

2.3
.9
.4
.6

0.3

.7

.9

.6

.2
-.4

.3
-.2

.4

.1

.3

.2

.2

0.4

4
6
3

4
4
4
7
3

5
5
2
1

0.2

-.2
-.6

.1

.4

.4

.4

.7

.4

.3

.6

.2

.2

0.4

1.1
1.8
.7

.1
(2)

'.2
(2)

.1

.1

.1

.1

0.3

.3

.1

.3

.3

.3

.3

.3

.3

1.3
.2
.3
.2

0.4

.5

.9

.3

.3

.4

.3

.1

.4

.3

.5

.2

.2

0.6

1.4
2.3
.8

.3

.7

.3

.1

.3

.9

.3

.2

.4

0.9

2.4
2.5
2.3

.2

.6

.2

.4

.1

1.0
.3

-.1
-.1

1.5

3.3
4.2
2.5

.8
1.4
.7
.9
.7

1.1
1.0
.4
.6

1.6

3.2
4.0
2.5

.9
1.4
.8
.9
.8

2.4
1.0
.5
.5

1.1

3.0
5.2
1.4

.5
1.0
.4
.6
.4

2.1
.5
.4
.3

0.7

-.7
-1.8

.2

1.2
3.6
1.0
2.1
.7

3.7
1.4
.5

1.0

1.8

.9

.6
1.0

2.4
7.4
1.7
2.5
1.5

5.4
2.4
1.0
2.1

1.0

-2.9
-5.3
-1.1

2.6
3.6
2.4
4.1
1.9

.9
3.1
2.0
1.9

3.8

7.0
7.3
6.9

2.6
4.0
2.4
3.6
2.1

3.3
3.1
2.4
1.5

Consumer Price Index

100.00

24.81

38.64
4.03

34.61

36.55

0.3

.4

.2

.1

.2

.3

0.3

.4

.2

.2

.2

.3

0.7

1.5

.4
1.8
.3

.5

0.2

.4

.1
-.3

.2

.3

0.4

.5

.3

<?•
.4

0.2

(2)

.2

.7

.2

.4

0.2

.5

.1
-.1

.1

.2

0.3

.4

.3
-.3

.3

.4

0.2

.1

<?!
..3

0.3

.5

.4

.9

.3

.2

0.3

.5

.1

.2

.1

.3

0.7

2.0

.3

.9

.3

.3

0.6

1.3

.4
1.8
.2

.4

0.8

2.0

.3
-.4

.4

.6

0.7

.9

.6
4.9
.2

.8

1.1

1.5

1.2
5.9
.7

.7

0.9

.3

1.2
1.9
1.1

.9

0.8

-.4

1.3
.5

1.4

1.1

1. CPI data for July; WPI data for July and August.
2. Less than ±t0.05.

3. Not seasonally adjusted.
Source: U.S. Department of Labor, Bureau of Labor Statistics.
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oil and a substantial weakening in oil
prices now seems unlikely.

Increases in prices of metals and
metal products accelerated in the sec-
ond quarter and big increases continued
in the summer. Demands have been
especially strong for steel and aluminum
products, and these industries have
reported operations near capacity for
the past year and a half. Costs of
producing metals have risen sharply
this year, reflecting large wage gains
won in the steel and aluminum indus-
tries, higher fuel prices, and also, in the
case of aluminum, increased foreign
taxes and royalties on imported bauxite.
Eising costs are likely to continue to
put upward pressure on metals prices;
thus any slowdown in the rate of
increase in these prices is largely con-
tingent upon an easing of capacity
strains.

An alternative way of looking at
wholesale industrial prices is by stage
of fabrication. As can be seen in table 1,
the largest increases have continued to
be in the early stages of the production
process. This implies little likelihood of
any significant near-term slowdown
in price increases of finished goods,
because sustained large price increases
in raw materials and intermediate
products tend to be reflected, with a
lag, in prices of finished goods. For
example, coal is a raw material that
is used as fuel by the steel industry.
Steel is an intermediate product that
goes into making automobiles, a finished
good. Sharp coal price increases thus
lead to price increases for steel and,
ultimately, automobiles. However, be-
cause there are other cost factors in-
volved in pricing decisions—for
example, costs of other inputs, produc-
tivity changes, variable profit margins—
price increases in the later stages of
production are usually less, on balance,
than in the early stages. Prices of crude
materials began rising rapidly in late
1972, and increases since then have
remained exceptionally strong. Prices
of intermediate products, which account
for the largest part of the stage-of-
fabrication classification, began rising
rapidly in early 1973 and, with the
exception of the short price freeze in
the third quarter of that year, increases
have continued very strong. The rise in

prices of producer and consumer
finished goods accelerated late last year
and early this year, and increases con-
tinued to be very rapid through
midsummer.

Residential Construction

Eesidential construction declined fur-
ther in the summer. Housing starts
fell to an average seasonally adjusted
annual rate of 1.23 million units in
July and August, down about 20 per-
cent from the second quarter and
nearly 50 percent from the highs of
early 1973. Authorizations for new
housing also declined further in July
and August and are now down 60
percent from their peaks in the fourth
quarter of 1972. The current con-
traction in homebuilding activity is the
longest since that of 1959-60 and the
steepest of the postwar era. With the
stringency in mortgage markets in-
creasing in recent months and demand
for new housing weakening, it appears
that housing starts could decline some-
what further in the months immediately
ahead.

Multiunit housing starts are usually
more sensitive to changes in housing
market conditions than are single-unit
starts; this has been particularly notice-
able in the current contraction. Since
the first quarter of 1973, multiunit
starts have dropped nearly 70 percent
to an annual rate of 342,000 units per-
month in July and August, while
starts of single-family units have de-
clined 34 percent to an average annual
rate of 886,000 units (table 2). A major
reason for the severity of the contrac-
tion in multiunit construction is that

Table 2.—Comparison of Historical
Contractions in Housing Starts

[Percent decline]

1950 II— 1953 III

1955 II— 1958 I

19591— 1960 IV

1965 IV— 1966 IV

1969 I—197Q I

1973 I— 1974 III*

Total

-33.5

—34.2

—28.1

-38.9

-26.3

-48.7

Single-family

n.a

n.a

-30.6

-35.3

-23.1

-34.0

Multifamily

n.a

n.a

-18.8

-45.6

-30.1

-67.5

*Average July-August.

NOTE.—Percent change is calculated from seasonally
adjusted quarterly data.

Source: U.S. Department of Commerce, Bureau of the
Census.

many builders have been losing money
on these projects. The rate and un-
predictability of cost increases and the
lengthening of the time necessary to
complete construction—from an aver-
age 8.6 months in 1971 to 10.1 months
in 1973 for buildings with five or more
units—have resulted in cost overruns
too large to pass on in higher rents or,
in the case of condominiums, in higher
prices. In addition, losses have led
many builders to default on loans which,
in turn, has seriously weakened the
financial position of real estate in-

CHART 2

Residential Construction and
Mobile Homes

Million units (Ratio scale)

PRIVATE HOUSING STARTS

Total

• July-Aug. Avg.

, , , I , , , I , , , I , , i I , , , I , , , I , , , I , , , I , , , I , ,

.15

MOBILE HOME SHIPMENTS

1965 66 67 68 69 70 71 72 73 74

Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Bureau of Economic Analysis

Data: Census

74-9-2
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vestment trusts (REIT's). REIT's,
which in recent years have become a
major source of construction loans for
multiunit projects, have been forced
to cut back on lending, and this has
intensified the decline in multiunit
starts.

Single-family housing

The scarcity of mortgage financing
that has developed in recent months and
high mortgage interest rates—currently
9-to-10 percent—are again resulting
in a decline in sales of new single-family
homes. New home sales fell 14 percent,
from a seasonally adjusted annual rate
of 600,000 units in May to 520,000 in
July. Sales had declined more than 40
percent from the fourth quarter of 1972
to a low of 480,000 in the fourth quarter
of 1973, but recovered in the first 5
months of this year. Part of that re-
covery was a lagged response to the
temporary easing of mortgage credit
conditions late last year and early this
year, and part was a makeup of sales
that were postponed as a result of the
oil crisis.

Because of the existing large over-
hang of unsold homes, the resumption
of the decline in sales foreshadows fur-
ther cutbacks in single-family housing
starts. At the end of July, the inventory
of unsold homes amounted to 431,000
units and represented 9.7 months of
sales. That compares with an average
9.4 months of sales in the 3 months
ending in May, but is below the peak
11.6 months of sales in the 3 months
ending in February—the period when
sales were depressed by the impact of
the oil crisis. In neither the 1966 nor
1969 housing contractions did the in-
ventory of unsold homes exceed 6.6
months of sales.

Although the large inventory of un-
sold homes is exerting a depressing in-
fluence on the price of new homes,
inflation is continuing to push sales
prices up sharply. The median sales
price averaged $35,500 in the second
quarter of this year, up 9 percent from
the same quarter last year and more
than 32 percent from the second quar-
ter of 1972.

In addition to pushing up housing
prices, the inflation is also eroding con-
sumers' real incomes and wealth and is

making homeownership an increasingly
remote prospect for many potential
buyers. Not only is this contributing to
the current weakness in demand, but it
will also be a deterrent to a recovery in
housing activity when conditions in
mortgage markets improve.

Sales of mobile homes, which are an
important source of low-cost housing
have declined sharply and steadily
since early 1973. Sales averaged 424,000
units in the 3 months ending in July,
down 30 percent from the same period
last year. This is a substantially
different pattern than in either the
1966 or the 1969 contractions, when
sales of mobile homes showed only
small net declines.

Multiunit housing

While near-term prospects for the
single-family market are not promising,
those for the multifamily market are
worse. As noted above, escalating
costs have resulted in many builders
losing money on multifamily projects
and, in the short run, or at least until
there is evidence that inflation is
coming under control, the prospects
for profit are poor. Furthermore, in
many areas there is a large backlog
of units still under construction and
this too is depressing starts. At the
end of June, 837,000 units in structures
with five or more units were under
construction, down from the peak
975,000 last summer, but still very
high by historical standards.

Weakness is evident in the market
for rental apartments. The national
vacancy rate has increased from a
stable 5.8 percent last year to 6.2
percent in the first quarter of this year
and 6.3 percent in the second. Virtually
all of the increase since the end of
last year has been in the South and
West. Weakness is also evident in the
market for condominium and coopera-
tive apartments. These units now
account for roughly one-fifth of newly
completed apartment-type units—twice
the share of a year ago. In addition
to the general stringency and high
interest rates in mortgage markets,
demand for condominiums is being
depressed by adverse publicity con-
cerning possible deceptive sales promo-
tion practices.

Mortgage financing

The basic reason for the depressed
level of housing activity is, of course,
inflation and its traditional remedy,
tight credit. As a result of huge credit
demands and restrictive monetary
policy, interest rates began rising in late
February and, early in the second
quarter, savings flows to thrift institu-
tions began to deteriorate. In July, and
to judge from incomplete data, appar-
ently more so in August, thrift institu-
tions were hard hit by savings outflows.
Thrift institutions have always been
vulnerable to a diversion of savings
flows when short-term interest rates
rise significantly above rates that these
institutions are permitted to pay for
deposits, and they have become more
so recently, because investment alter-
natives for small savers have increased.
Bank holding companies and others
have recently begun selling variable rate
notes designed to attract the small
saver, and Treasury issues in August
were offered in low denominations. Also,
to an increasing extent, small savers
have been participating in the higher
yields paid on large-denomination,
short-term debt by investing in liquid
asset mutual funds.

As a result of weakness in savings
flows, mortgage lenders have cut back
on mortgage commitments. Since April,
savings and loan associations have re-
duced commitments by $1.9 billion to
$15.9 billion. Moreover, to meet loan
commitments, S&L's have moderately
reduced their holdings of liquid assets,
and increased their borrowing from the
Federal Home Loan Banks—from $15.8
billion in April to $18.3 billion in July.
Finally, S&L's have cut back on their
lending activity. Debt expansion aver-
aged about $1.5 billion in June and
July, compared with $2.3 billion per
month in the 3 months ending in May.

The Federal Government has taken
a number of actions to help bolster
mortgage markets. In May, the ad-
ministration authorized $10.3 billion
for a series of programs, including
special advances to S&L's, secondary
market support for conventional mort-
gages, and an extension of the GNMA-
FNMA "Tandem" program of second-
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ary market support for federally backed
mortgages. (See "the Business Situa-
tion" in the June SURVEY.) In August,
passage of the Housing and Community
Development Act included provision
for strengthening the market for Gov-
ernment-backed mortgages. Downpay-
ments required on FHA-insured mort-
gages were lowered and the ceiling on
the amount of mortgage loans was
raised—moves made necessary by rapid
increases in housing prices. Under old
ceilings, an increasing share of new
housing was not eligible for Govern-
ment-backed mortgage financing. The
Act also provided for a limited extension
of the 235 and 236 subsidized housing
programs which had been suspended in
early 1973.

Also, in August, interest rate ceilings
on FHA- and VA-backed mortgages
were raised for the fourth time this
year. The rate is now 9% percent as
compared with 8% percent early this
year. Rate increases have been neces-
sary in order to reduce the disparity
between FHA-VA ceiling rates and
rising rates on conventional mortgages.

Personal Income and Spending

Personal income growth strengthened
in early summer and provided support
for increases in consumer spending.
Total personal income averaged $1,162
billion at a seasonally adjusted annual
rate, in July and August. The 2%
percent increase over the second quarter
is larger than the increases in the
first and second quarters of the year.

The major factor in the improve-
ment was the reversal of the sharp
decline of farm income. Farm income
rose $1% billion (annual rate) in July
and August. This is in contrast to
the declines of $3% billion per month
that occurred during the second
quarter.

Wages and salaries increased at
about their second-quarter rate. In
July and August, wages and salaries
in the private sector averaged 2 per-
cent above the second-quarter level.
The increase was due to higher wage
rates; total man-hours worked re-
mained unchanged. Government wage
and salary payments averaged 2% per-
cent above the second quarter. Nearly

half of this gain reflected the payment
of retroactive wage increases for the
fourth quarter of 1972.

Eetail sales averaged $46.4 billion in
July and August, a substantial increase
over the second-quarter average of
$44.6 billion. Although more than half
of this gain was attributable to rising
prices, the physical volume of sales also
increased for the first time since the
third quarter of 1973.

Sales of nondurable goods averaged
3 percent higher than in the second
quarter. The sharpest gains took place
at food and apparel stores. Price
changes in the nondurables group were

CHART 3

New Car Sales by Weight Class
Millions of units (ratio scale)

20

2 -

.1

Domestic and Import
Models, Totals

High Medium J \j
Weight /"

Imports

• July-Aug. Avg.

1 1 i i I i i 1 1 i i i I i i i I i i i I i i i I i i i I i i i I i i i

1965 7367 69 71
Seasonally Adjusted at Annual Rates

NOTE.—The components do not add to the total, because each line
was adjusted for seasonal variation by multiplicative methods.

U.S. Department of Commerce, Bureau of Economic Analysis 74-9-3

mixed; it appears that on balance there
was little or no growth in the physical
volume of sales.

Retail sales of durable goods aver-
aged about 6% percent higher than in
the second quarter. After price in-
creases are eliminated, there appears to
have been a real increase, primarily
because of improved automobile sales
and a shift back to larger, more ex-
pensive cars. The increase for other
durable goods appears to be solely the
result of price rises.

Automobile sales

The decline in automobile sales in
the last part of 1973 bottomed out in
the first half of 1974. Sales of new cars,
including both domestic models and
imports, increased in July and August
to an average of 10.4 million units, at a
seasonally adjusted annual rate, from
9.2 million units in the second quarter
(chart 3). Sales of domestic-type autos
averaged 8.9 million units, a substantial
increase over the 8.0 million unit rate
in the second quarter. It is likely that
some of the recent strengthening reflects
sales borrowed from the 1975 model
year. For one thing, dealer incentive
programs were initiated to bolster
slumping sales of small 1974 model
cars. In addition, the three major auto
manufacturers have announced price
increases on 1975 models ranging from
7% to 9 percent. Also, because 1975
models will be designed to use only
unleaded gasoline, uncertainty regard-
ing availability of this fuel may be
encouraging consumers to purchase
1974 models.

The recovery in domestic auto sales
has centered in the market for larger
cars. This is in sharp contrast to the
situation late last year and early this
year, when sales of small cars held up
better. With the end of the Arab oil-
boycott, consumers apparently became
less concerned with gasoline consump-
tion and again began to purchase larger
models.

Sales of imported cars, which declined
in each of the first 6 months of 1974,
turned up in July and August. Although
the average of 1.46 million units sold
in July and August exceeded the second-
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quarter rate of 1.25 million, imports
remained at the lowest level since the
fourth quarter of 1971. The 1974 slow-
down resulted from substantial price

increases caused by the two dollar
devaluations. However, the price differ-
ential favoring domestic-type autos
may be eliminated or reversed by

announced and expected price increases
for domestic cars. In addition, the
improved position of the dollar should
help keep import prices down.

Alternative Calculations oi Constant-Dollar GNP

BEA's calculations of constant-dollar
GNP in 1967 dollars are updated here
through the second quarter of 1974.
The revised GNP estimates published
in the July 1974 SURVEY are used.
Also shown are calculations in 1973
dollars, and quarter-to-quarter per-
centage changes for GNP in constant
dollars of 1958, 1967, and 1973. These
are preliminary calculations pending
the upcoming benchmark revision of
GNP. Calculations in the dollars of
1967 and 1972 were published in the
October 1973 SURVEY.

The rate of change of GNP constant
dollars ("real GNP") is generally in-
fluenced by the choice of the valuation

Table A.—Alternative Measures of Constant
Dollar GNP

1962
1963
1964
1965
1966
1967
1968
1969

1970
1971
1972
1973

1963
1964
1965
1966
1967
1968
1969

1970
1971
1972
1973

1962-73

GNP in constant dollars of—

1958 1967 1973

Billions of dollars

529.7
551.0
581.0
617.8
658.1
675.2
706.6
725.6

722.5
746.3
792.5
839.2

625.2
650.0
684.7
726.8
773.3
793.9
829.6
851.3

849.2
876.0
928.6
981.5

843.5
875.0
919.7
974.4

1,034.5
1,062.8
1, 107. 1
1,133.5

1, 130. 6
1, 164. 0
1,227.4
1,294.9

Percent change from previous year

4.0
5.4
6.3
6.5
2.6
4.7
2.7

-.4
3.3
6.2
5.9

4.0
5.3
6.2
6.4
2.7
4.5
2.6

-.2
3.2
6.0
5.7

3.7
5.1
6.0
6.2
2.7
4.2
2.4

-.3
2.9
5.5
5.5

Average annual percent change

4.3 4.2 4.0

period. The estimates prepared by BEA
are currently in 1958 dollars; this
means that the value of output in
every period is restated on the assump-
tion that 1958 prices prevailed in every
period. If the prices of another year
were used, different rates of changes
over time could be obtained. The
reason for such differences is that the
prices of various goods and services
change relative to one another over
time. (The selection of the valuation
period has no effect on the rate of
change of constant-dollar GNP over
a given timespan if the rates of change
of either the outputs or the prices of
all the goods and services are identical
over that span.)

Over the 1962-73 period, GNP in
1958 dollars increased at an average
annual rate of 4.3 percent, compared
with 4.2 percent in 1967 dollars and
4.0 percent in 1973 dollars (table A).
In some years, the differences are some-
what larger. The largest differences
occurred in 1968, 1971, 1972, and 1973,
when the percentage change in GNP
in constant 1958 dollars exceeded the
change in GNP in constant 1973 dol-
lars by 0.5, 0.4, 0.7, and 0.4 percentage
points, respectively. The differences in
the growth rates for these 4 years and
for the entire span were primarily due
to large increases in output of auto-
mobiles. The weight of this item in real
GNP is larger when expressed in 1958
dollars than in 1967 or 1973 dollars
because its deflator has risen at a
slower rate than the deflator for total
GNP since 1958. Hence, an increase in
this component has a greater effect
on GNP calculated in constant 1958
dollars than on GNP calculated in
constant dollars of a later period.

The largest differences among the
quarterly movements of the three
series occurred in the first quarters of
1965 and 1971 and the fourth quarter
of 1970 (table B).

Table B.—Quarterly Changes in GNP in
Constant 1958, 1967, and 1973 Dollars

[Percent change from previous quarters, seasonally adjusted
annual rate]

1962- II
III
rv

1963- I
II
Ill
IV

1964: I
II
III
IV

1965- I - --
II
Illrv

1966* I
II
HI
IV

1967: I
II
HI
IV

1968* I
II
HI
IV

1969- I
II
Ill
rv

1970- I
II
HI
rv

1971- I
II
Ill
VI

1972- I
II
HIrv

1973: I
II
III
rv

1974- I
II

GNP in constant dollars of—

1958

6.5
4.4
3.7

2.2
3.6
6.6
5.4

6.6
5.3
5.1
1.9

9.2
5.9
8.2
9.4

8.1
3.7
3.2
4.9

-.9
3.0
4.4
2.8

5.4
7.5
4.0
2.4

3.4
1.9
1.9

-2.3

-2.1
.5

2.9
-4.3

10.1
2.8
2.8
6.5

6.4
8.4
6.0
8.3

9.5
2.2
1.6
2.3

-7.0
-1.6

1967

6.4
4.1
3.3

2.4
3.9
6.2
5.2

6.4
5.4
4.9
2.3

8.3
6.2
8.0
9.1

7.9
3.6
3.5
4.7

-.5
2.7
4.6
3.1

5.0
7.1
4.3
1.3

3.4
2.5
1.6

-2.1

-1.7
.2

3.3
-3.6

9.2
2.9
2.7
5.3

7.1
7.9
5.7
8.3

8.8
2.5
1.6
2.3

-6.4
-1.8

1973

6.6
3.9
3.0

1.9
3.6
6.5
5.1

5.8
4.8
4.9
2.5

7.2
6.5
7.9
9.3

7.1
3.7
2.5
4.7

.6
2.2
4.7
2.6

4.5
6.7
3.9
1.3

3.2
1.9
2.1

-2.6

-1.6
.4

2.7
-2.3

8.1
2.4
2.2
5.2

6.1
7.2
5.6
7.3

8.6
2.6
1.5
3.1

-6.2
-1.4
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the BUSINESS SITUATION

stabilizing temporarily in
the second quarter, economic activity
weakened again in the third. Real GNP
and gross domestic product (GNP less
product originating in the rest-of-the-
world sector, as measured by income—
mostly from investments—received by
U.S. residents from abroad) both de-
clined by about 3 percent at a seasonally
adjusted annual rate (chart 1 and
table 1). Because, as will be explained
later, the deficiencies in the primary
data on which the income and product
estimates are based are particularly
serious under current conditions, these
estimates are subject to sizable revi-
sions. However, it is not likely that any
revisions will erase the impression of a
substantial decline in total production,
which the estimates now convey.

Inflation worsened in the third quar-
ter, once again reaching a double-digit
rate. The implicit price deflator for

GNP rose at an annual rate of about
percent, after receding from about
percent in the first quarter to about

9% percent in the second.
Weakness in real output and inflation

were both more widely diffused in the
third quarter than earlier in 1974.

The recovery of real expenditures on
autos, trucks, and buses, and also on
energy, accelerated (chart 2). Residen-
tial construction slumped deeper, after
a temporary slowing of the rate of
decline in the second quarter. Other real
GNP expenditures—which make up
about 85 percent of the total—declined
at a substantially more rapid rate than
earlier in the year. In the third quarter,
weakness was widespread; no major
component of the other real GNP
expenditures expanded. Where weak-
ness had appeared earlier, it became
more pronounced.

Associate Director for Regional Economics Bureau of
Economic Analysis

BEA is inviting applications for the position of Associate Director for Regional Eco-
nomics. The position is rated at GS-16 ($34,607-$36,000; the upper end of the salary
range is temporarily limited by a ceiling on civil servants' salaries.)

The Associate Director for Regional Economics, who reports to the Director of BEA,
directs that part of the BEA program that is concerned with regional economic measure-
ment and analysis. The measurement program at present focuses on time series on
personal income for States, metropolitan areas, and counties. Work is underway to
extend the measures beyond personal income. The analytical program consists of
interpreting regional economic change, and preparing long-range projections, impact
models, and other studies useful for regional economic analysis. The regional work is
carried out in two divisions by a staff of about 80 people, approximately half of whom
are economists.

Candidates should have a thorough command of regional economic theory and its
application in empirical research, and experience in supervising research programs.
Other requisites are ability to write clearly and to assist subordinates in doing so, and
familiarity with economic accounting, and with econometrics and other techniques of
forecasting.

Persons interested in this position should write to George Jaszi, Director, Bureau of
Economic Analysis, U.S. Department of Commerce, Washington, D.C. 20230.

Early in 1974, the implicit deflators
for food and energy had risen more
sharply than the average of all other
GNP prices. More recently, however,
food and energy prices decelerated
(chart 3). In contrast, the average of
all other GNP prices accelerated to
over 12 percent annual rate of increase
in the third quarter, up from about 8
percent in the first half of 1974. In this
category, prices of most major GNP
demand components rose more rapidly
and reached double-digit rates in the
third quarter.

The unemployment rate reflected
the weakening situation. It averaged
5.5 percent of the civilian labor force,
compared with 5.2 and 5.1 in the first

Real Product: Change From
Preceding Quarter

CHART 1

Billions of 1958$

1973 1974
Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Bureau of Economic Analysis 74-10-1
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and second quarters. In the private
nonfarm economy, the Bureau of Labor
Statistics (BLS) estimate of total man-
hours declined at an annual rate of
0.6 percent (table 2). The decline
was due to lower employment; average
weekly hours were unchanged. Output
per man-hour declined at an annual
rate of 2.4 percent, the result of the
decline in man-hours and a 3.0 percent
annual rate of decline in real output.
It should be noted that private output,
like GNP, includes product originating
in the rest-of-the-world sector. Ac-

Table 1.—Gross National Product in Current and Constant Dollars

[Seasonally adjusted at annual rates]

CHART 2

Real Gross National Product:
Change From Preceding Quarter

Percent (Based on 1958$)

25

-25

GNP

CONSUMERS' EXPENDITURES ON ENERGY

50

25

-25

-50

25

0

-25

-50

25

0

CONSUMERS' AND PRODUCERS' EXPENDITURES ON
AUTOS, TRUCKS, AND BUSES

RESIDENTIAL CONSTRUCTION

ALL OTHER GNP

Gross national product

Final sales

Change in business inventories. ..

Less: Rest-of-the-world product.. ..

Equals: Gross domestic product

Current dollars Constant (1958) dollars

Billions of dollars

1973

IV

1344. 0

1315. 1

28.9

8.9

1335.2

1974

I

1358.8

1341. 9

16.9

14.7

1344.0

II

1383.8

1370. 3

13.5

9.7

1374. 1

III

1411. 6

1405. 8

5.8

10.2

1401. 1

1973

IV

845.7

825.7

20.0

5.0

840.7

1974

I

830.5

819.9

10.6

7.0

823.5

II

827.1

818.9

8.2

3.0

824.1

III

821.1

817.8

3.2

3.0

818.1

Percent change
from preceding
quarter (annual

rate)

1974

I

-7.0

-2.8

293.4

—7.9

II

-1.6

-.5

-96.5

.3

III

-2.9

-.5

-.3

-2.9

cordingly, changes in output per man-
hour in the first and second (but not
in the third) quarters were affected by
the erratic movement to which rest-of-
the-world product was subject, mainly
because of changes in the share of
U.S. oil companies in the profits
generated by their operations abroad.
Excluding this influence, the annual
rate of decline in output per man-hour
would have been about 6K percent
in the first quarter, a little more than
1 percent in the second, but the same
as the BLS figure in the third.

Compensation per man-hour in the
private nonfarm economy rose at an
annual rate of 11.1 percent, somewhat
more than in the first and second
quarters. The increase was due chiefly
to higher average wages rather than
supplementary forms of employee com-
pensation. Additional information on
wage rate developments can be ob-
tained from the BLS Hourly Earnings
Index, which rose 11.2 percent in the
third quarter. This measure is adjusted

Table 2.—Output and Compensation Per
Man-Hour, and Unit Labor Cost in the
Private Nonfarm Economy

[Percent change from preceding quarter, seasonally adjusted
at annual rates]

1973 1974

Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Bureau of Economic Analysis

Output per man-hour

Compensation per man-hour

Unit labor cost

I

-5.2

8.4

14.4

1974

II

-3.3

10.7

14.4

III

-2.4

11.1

13.8

Source: Bureau of Labor Statistics.

to exclude the effects of overtime pre-
miums in manufacturing and shifts in
the distribution between high and low-
wage paying industries and, although it
is confined to wages of production
workers, comes closer than other meas-
ures to being an indicator of wage rate
behavior. It indicates that genuine
changes in wage rates, rather than
changes in the industrial mix of employ-
ment or the amount of overtime, were
responsible for the rapid third-quarter
rise in employee compensation. The
adjusted average hourly earnings index
had risen 6.0 and 10.3 percent in the
first and second quarters of 1974.

Rapidly rising compensation per
man-hour and declining productivity
have resulted in increases in unit labor
cost in 1974. The third-quarter rate of
increase was almost 14 percent, roughly
the same as in the first half. Similar
rates of increase are likely in the near
term, as hourly compensation is pushed
up by wage settlements and escalator
clauses, and the potential offset by
productivity increase is dampened by
the weakness of the economy.

Final sales and inventories

Final sales continued weak, declining
in real terms for the fourth consecutive
quarter. The real decline occurred
despite increases in expenditures on
energy and especially on vehicles. Be-
cause part of the latter is probably
borrowed from future quarters, the
underlying weakness is greater than
indicated by the figures taken at face
value.
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Business inventory accumulation
slowed in the third quarter. In constant
dollars, the change in business inven-
tories amounted to $3 billion at an
annual rate. In the fourth quarter of
1973, inventory investment had peaked
at an annual rate of $20 billion. The
dowing affected all kinds of inventories,
fleal farm inventory investment, one-
half of the third-quarter total, was
down somewhat from its earlier high.
Auto inventories reached a peak rate
in the final 1973 quarter, and since then
have been substantially reduced. The
annual constant-dollar rate of ac-
cumulation of other inventories was
reduced from $14 billion in the fourth
quarter of 1973 to $2 billion in the third
quarter of 1974.

The ratio of the constant-dollar stock
of business inventories to final sales of
business GNP remained at about the
same level as in the first half: the stock
of inventories increased $0.8 billion
(the annual constant-dollar rate of
change in business inventories divided
by 4) to $229.2 billion, and final sales
of business GNP decreased $1.5 billion
to $731.7 billion. This constant-dollar
ratio is a better gauge of the overall
inventory situation, especially during
rapid inflation, than the conventional
inventory-sales ratio (see the discussion
in the August SURVEY). The constant-
dollar inventory-sales ratio remained
high recently in spite of the deceleration
in inventory investment, mainly due
to continued weakness in final sales.
Without such a weakness, an improve-
ment in the ratio would have occurred.
Accordingly, the estimates suggest that
some progress has been made towards a
more balanced inventory position, even
though this progress is masked by the
temporary weakness of final sales.

Difficulties of inventory and profits
estimates—In the rapid inflation that
we are now experiencing, it is more diffi-
cult than usual to prepare reliable esti-
mates of the inventory change and,
correspondingly, of the profits compo-
nents of the national income and prod-
uct accounts (NIPA's). This is so
because the preparation of both entails
converting the changes in book inven-
tories as calculated by business to the
NIPA method of valuing inventories.

The NIPA method is the same as the
last-in-first-out (LIFO) method as long
as the physical quantity of the good
held in inventory is increasing.

One of the side effects of inflation is
that companies are shifting to LIFO,
mainly because LIFO does not generate
the large "inventory profits" that the
first-in-first-out (FIFO) method gener-
ates; companies must pay taxes on these
profits and, by using LIFO, they reduce
the taxes which they pay. It is not
accurately known how extensive this
shift is and when it will be reflected in
inventory and profit reports; the con-
version of book inventory change and
profits into the corresponding NIPA
components accordingly becomes sub-
ject to larger than usual errors.

Also, it is not likely that the shift
from FIFO to LIFO will affect equally
the monthly inventory reports to the
Census Bureau, on which the NIPA es-
timates of inventory change are largely
based, and the quarterly reports of cor-
porate profits to the Federal Trade
Commission and the other sources of
primary data on which the current
NIPA estimates of profits rely. If there
is a difference, it will be necessary to
estimate not one inventory valuation
adjustment (IVA)—the item that con-
verts the reported "book" magnitudes
to NIPA definitions—as has been the
practice, but two: one for inventory
change and another one for profits. It
is apparent that, given the inadequacies
of the basic source data, it will be very
difficult to prepare reliable estimates of
this kind. BE A is conducting surveys
in an attempt to obtain the necessary
data.

A ramification of any errors in the
profits estimates should be noted. Even
if the NIPA estimate of profits (corpo-
rate profits and IVA) is correct, an
error in the associated estimate of
"book" profits (profits before tax)
would result in errors in the NIPA
estimates of corporate tax liability—
which link to the Internal Eevenue
Service (IES) results—and in the sur-
plus or deficit in the NIPA statement
of the government sector. The errors
would occur because, as noted earlier,
corporate taxes accrue on "book" profits
as reported to the IES inclusive of

whatever
reflect.

'inventory profits" they

Personal consumption expenditures

Expenditure groups that had declined
in real terms at the turn of the year—
autos, energy and, to a smaller extent,
food—continued advances that began
in the second quarter (table 3). Eeal
auto expenditures were up strongly,
and current-dollar expenditures were
up even more, because of the rapid rate
of price increase. Sales of new passenger
cars were at an average rate of 10.3
million units in the third quarter, com-
pared with 9.2 million in the first half.
In addition to reflecting the decline of
gasoline prices and the disappearance
of shortages, the higher third-quarter
level probably included some bunching
of purchases, as consumers bought
1974 models in anticipation of higher
1975 model prices and of possible
difficulties in obtaining the unleaded
gas required by 1975 models. It should
be noted that the seasonal adjustments
necessary at the turn of the model year
were particularly difficult because of
special dealer promotions to reduce
inventories of 1974 models and the
earlier than customary phasing in of
the new models. The BEA methodology
implies a large increase in production
(sales plus inventory change) than the
auto component of the Federal Eeserve
Board index of industrial production
indicates.

Eeal expenditures on food and energy
increased in the second and third quar-
ters, after declining at the turn of the
year when price rises were largest. It is
questionable whether they will be
equally strong in future quarters. Be-
cause of adverse weather conditions,
crops will be smaller than anticipated,
probably causing further substantial
increases in food prices, to which the
consumer may react by further econo-
mizing. The rate of growth of real
energy consumption may be curtailed
by energy conservation measures, and
some further rise in the average of
energy prices.

The "other" types of real personal
consumption expenditures as a group
declined; in contrast, they had advanced
in each recent quarter. Other durables
were weak, even in current dollars; in
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constant dollars, they declined at an
annual rate of 13 percent. Declines in
expenditures on mobile homes (which
are to be reclassified as residential con-
struction in the upcoming benchmark
revision of the NIPA's) and household
furnishings accounted for the bulk of
the decline and reflected the depressed
conditions in the housing market.
Other nondurables, while up in current
dollars, showed a substantial rise in
prices and declined about 7 percent in
constant dollars. Other services, al-
though up, showed a smaller increase
in constant dollars than they had in
the second quarter.

Disposable personal income and pur-
chasing power:—Disposable personal in-
come increased at an annual rate of
10% percent in the third quarter, to
more than $990 billion. This sizable
increase, which compares with increases
of about 5 and 7 percent in the first
and second quarters, was due to the
rapid third-quarter growth in wages
and salaries that was offset to a much
smaller extent than in the previous
quarters by a decline in farm income.
Real disposable personal income de-
creased 1 percent, a much smaller
decrease than those of 8 and 4% percent
in the first two quarters of the year.
The smaller rate of decline was due to
a larger income increase; the rate of

price increase, measured by the implicit
price deflator for personal consumption
expenditures, was roughly the same in
the third quarter as in the second,
although somewhat lower than in the
first. The increases in the prices of food
and energy purchased by consumers
were major factors in the decline in real
income over the last year. If food and
energy prices had increased at the rate
of more normal periods, the net decline
in real disposable income would have
been 85 percent less than it actually
was.

In current dollars, the loss of pur-
chasing power due to the higher prices
of food and energy paid by consumers
over the period of rapid price increase
amounted to roughly $30 billion. In
interpreting this magnitude, it should
not be assumed that a corresponding
amount of demand for GNP was lost,
although it is likely that a substantial
net loss did indeed occur. Taking higher
food prices first, their major effect was
a redistribution of income to farmers.
If, as is generally believed, farmers
spend less and save more out of addi-
tional income than the average of all
consumers, the shift to farm income
reduced total consumption, but it may
have stimulated tangible investment by
farmers. In the case of higher energy
prices, the situation is more complex. To

Table 3.—Personal Consumption Expenditures in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Personal consumption expenditures

Durables -..

Autos and parts 1

Other durables

Nondurables. . .

Food
Energy 2

Other nondurables

Services

Energy 3

Other services

Current dollars Constant (1958) dollars

Billions of dollars

1973

IV

823.9

124.3

47.2
77.1

352.1

174.5
40.2

137.5

347.4

20.3
327.1

1974

I

840.6

123.9

44.0
79.9

364.4

180.1
42.4

141.9

352.4

20.0
332.4

II

869.1

129.5

46.6
82.9

375.8

183.5
48.3

144.0

363.8

21.3
342.5

III

899.9

136.0

52.8
83.2

388.1

190.9
50.3

146.8

375.9

23.6
352.3

1973

IV

546.3

107.2

41.6
65.6

227.4

106.0
27.0
94.4

211.7

15.0
196.7

1974

I

539.7

105.2

38.5
66.6

223.9

104.6
23.9
95.4

210.6

13.9
196.8

II

542.7

106.8

39.3
67.5

223.6

104.8
25.0
93.9

212.2

14.1
198.2

III

546.7

107.9

42.7
65.2

225.0

107.2
25.6
92.2

213.8

15.0
198.8

Percent change from
preceding quarter

(annual rate)

1974

I

-4.7

-7.4

-26.1
6.2

-6.0

-5.1
-39.1

4.5

-1.9

-26.4
.2

II

2.2

6.5

8.2
5.5

-.5

.8
19.2

-6.4

3.1

5.5
2.9

III

3.0

4.0

39.1
-13.1

2.5

9.5
10.5

-6.9

3.0

29.8
1.3

1. Excluding mobile homes.
2. Gasoline and oil, and fuel and ice.
3. Electricity and gas.

the extent that the higher prices were
for imported energy, they did subtract
purchasing power from domestic
buyers and, because only a fraction of
the increased foreign purchasing power
was used to buy more goods and serv-
ices from the United States, total de-
mand for U.S. production was reduced.
To the extent that higher energy prices
were paid for domestically produced
energy, a similar result is probable. A
large part of the increase resulted in a
transfer of purchasing power from con-
sumers to corporations; while this shift
undoubtedly helped to stimulate tan-
gible investment by corporations, it is
unlikely that in the short run this in-
vestment offset the dampening effect of
the shift on consumer demand.

The saving rate—saving as a per-
centage of disposable personal income—
was 6% percent in the third quarter. In
the fourth quarter of 1973 it had been
abnormally high (9K percent) as a
result of the rapid increases in farm
income and the low level of auto pur-
chases. Rapid shifts in auto purchases
usually result in opposite shifts in the
saving rate. The decline in the saving
rate since then was related to the de-
cline in farm income and recovery of
auto purchases. The rate is now low by
historical comparison, but some of the
reduction may reflect the bunching of
auto expenditures, which was mentioned
earlier.

Fixed investment

Business purchases of autos, trucks,
and buses expanded sharply—about 24
percent in constant dollars (table 4).
Rising real purchases of autos and of
the substantial part of small and me-
dium trucks that are for personal use
represent rebounds from the low first
quarter, and reflect motivations parallel
to those that led consumers to step up
third-quarter auto purchases. (The auto
component of producers' durable equip-
ment represents a fixed 15 percent
allocation of total auto purchases,
rather than an actual estimate of busi-
ness purchases, and all trucks are
classified as business investment.
Changes in this treatment will be made
in the upcoming benchmark revision of
theNIPA's).
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Except for vehicle purchases, non-
residential investment was decidedly
weak. Investment in structures slowed
in current dollars, and in constant
dollars dropped almost 13 percent. Eeal
investment in producers' durable equip-
ment other than vehicles also declined.
Although current-dollar expenditures
were up about 10 percent, constant-
dollar expenditures were down 9K per-
cent, reflecting very sharp price rises of
capital goods. This substantial real
decline does not corroborate the widely
held notion that business investment is
currently a source of strength in the
economy.

Of course, the weakness of business
investment indicated by this figure did
not uniformly affect each industry.
Judging from the current-dollar data,
capital expenditures in the basic proc-
essing industries, which continue to
operate at relatively high rates of
capacity utilization, were stronger than
in the advanced processing industries
in which capacity utilization is lower.
Among the former, capital expenditures
by the steel, petroleum refining, and
paper industries were relatively strong.
Outside of manufacturing, public utility
investment has been strong also, but
there are indications that financial
difficulties confronting this industry
may lead to curtailments in their in-
vestment plans.

Both the current-dollar measures of
producers' durable equipment and the
price indexes used to convert them to
constant dollars are subject to error.
With respect to the former, the quar-
terly estimates are based upon two
measures that do not always indicate
the same results: the Census Bureau
series on shipments of equipment and
the BEA series on plant and equipment
expenditures. Final estimates for the
quarter are not available for either
of these at this time. With respect to
the price indexes, they may be un-
reliable under conditions of rapid
inflation.

Accordingly, it would be desirable
to crosscheck the results obtained by
adjusting value for price change with
direct measures of physical volume.
However, few volume measures are
available, and adjustments are neces-

Table 4.—Fixed Investment in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Fixed investment

Nonresidential .
Structures
Producers' durable

equipment.. .
Autos, trucks, and

buses
Other

Residential

Current dollars Constant (1958) dollars

Billions of dollars

1973

IV

195.5

141.9
49.3

92.6

23.3
69.3

53.6

1974

I

193.6

145.2
51.3

93.9

21.6
72.3

48.4

II

198.3

149.4
52.2

97.2

22.9
74.3

48.8

III

198.8

152.5
51.4

101.1

25.0
76.1

46.3

1973

IV

125.8

96.0
26.0

70.0

19.3
50.6

29.8

1974

I

122.2

96.3
26.7

69.7

17.7
52.0

26.4

II

122.7

96.5
26.6

69.9

18.2
51.7

25.7

III

118.9

95.3
25.7

69.6

19.2
50.4

23.6

Percent change from
preceding quarter

(annual rate)

1974

I

-9.5

1.6
10.7

-1.6

-30.1
11.2

-39.1

II

-1.7

.6
-.9

1.2

13.2
-2.7

-9.8

III

-10.4

-4.8
-12.9

-1.6

24.1
-9.6

-29.3

sary to make them comparable to the
NIPA series. The two business equip-
ment measures of the Federal Reserve
Board index of industrial production
have their own methodological diffi-
culties, but they afford the only com-
prehensive comparison. These measures
include output for export and govern-
ment purchase as well as business
purchase, and exclude some purchases,
such as autos, and therefore must be
adjusted to achieve comparable cover-
age. After allowance is made for these
differences in coverage, both Federal
Reserve series declined less than the
NIPA series in constant dollars.

Another way to evaluate the business
investment situation is to examine
indicators of future investment. These
indicators, such as orders, starts, and
appropriations are also harder to inter-
pret than they are in more normal times.
In particular, it is possible that, under
the impact of inflation, ratios of un-
filled orders to shipments are subject
to upward biases for reasons similar to
those that have resulted in downward
biases in the conventional inventory-
sales ratios. (See the earlier reference
to inventory-sales ratios.) BEA is
currently investigating this possibility,
and also related effects of inflation on
other investment indications.

Residential construction slumped
deeper in the third quarter—about 29
percent in constant dollars at annual
rates. In the third quarter, real expendi-
tures were one-third below their peak
in the first quarter of 1973. This drop
is the largest of the postwar period by a

wide margin, and in terms of average
percentage decline per quarter, it is
also the steepest.

The difficulties in this sector have
been catalogued and extensively dis-
cussed: scarce mortgage financing, high
mortgage interest rates, and inflation,
which boosted housing prices while it
eroded real incomes and wealth, com-
bined to produce declining housing
starts and a large overhang of unsold
housing units. Unemployment is high
among construction workers; builders,
particularly of multiunit housing, are
facing financial losses; and building
suppliers' sales are slack.

Building permits dropped further
in the third quarter, as did starts,
which, at an average annual rate of
1.2 million, were down about 24 percent
from the second quarter. The adminis-
tration is considering various forms
of aid to the housing industry, but,
given the momentum of the downturn,
it is not clear that the aid will be
available soon enough and on a large
enough scale to prevent further decline
in the months immediately ahead.

Government purchases

The growth of government purchases
of goods and services tapered this
year (table 5). Nevertheless, in terms
of current dollars, they increased almost
$7 billion in the third quarter. State
and local purchases accounted for
almost $5 billion of the increase, and
Federal defense purchases for the other
$2 billion. Purchases in real terms
have been steady to falling in 1974,
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Table 5.—Government Purchases of Goods and Services in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Government purchases of
goods and services

Federal.. _ .
National defense
Other

State and local

Current dollars Constant (1958) dollars

Billions of dollars

1973

IV

286.4

108.4
75.3
33.1

177.9

1974

I

296.3

111.5
75.8
35.7

184.8

II

304.4

114.3
76.6
37.7

190.1

III

311.2

116.4
78.8
37.7

194.8

1973

IV

145.7

56.4

89.3

1974

I

146.0

56.3

89.7

II

145.8

56.3

89.5

III

145.4

56.1

89.3

Percent change from
preceding quarter

(annual rate)

1974

I

0.9

-1.0

2.1

II

-0.6

-.1

-1.0

III

-1.1

-1.2

-1.0

both for Federal and for State and
local governments. Budgets are usually
formulated in current dollars, and in
the short run, unusual price increases
tend to reduce the real volume of
purchases.

On a NIPA basis, both Federal re-
ceipts and total Federal expenditures—
which include purchases as well as
transfer payments, grants-in-aid, and
some other components—have shown
large increases in 1974. Expenditure
increases averaged $10.4 billion per
quarter in the three quarters of 1974,
compared with an average of $2.3 bil-
lion per quarter in 1973. Higher rates of
transfer payments, especially for social
security and unemployment insurance
payouts, account for the bulk of the
increase. Receipts more than kept
pace with expenditures, reducing the
deficit by small amounts in the first
half. Personal tax payments swelled as
money incomes rose and more taxpayers
were pushed into income brackets with
higher withholding rates. Corporate
profits taxes also grew substantially,
reflecting the rapid rise in inventory
profits. These estimates, and the third-
and fourth-quarter estimates yet to be
prepared, will be affected by the changes
in inventory accounting procedures
referred to earlier and the difficulties
in quantifying them.

In contrast, the growth in State and
local government receipts (exclusive of
receipts of social insurance funds ad-
ministered by these governments) has
slowed markedly in recent quarters,
largely because tax law changes effective
in 1974 have had a negative effect on
tax receipts, as opposed to earlier

years when such changes contributed
to their growth. Expenditures accel-
erated in late 1973 and continued to
increase rapidly until the third quarter.
Consequently, the State and local sur-
plus on a NIPA basis has declined
steadily over the past several quarters.
(The State and local fiscal situation
will be discussed in the November
issue of the SURVEY.)

Net exports

Net exports of merchandise and serv-
ices deteriorated in the third quarter
to about minus $4 billion (table 6). As
compared with first-quarter net exports
of about $11 billion, this represented a
deterioration of more than $15 billion.
Much of this deterioration was due to
higher prices, especially of petroleum
imports. The deterioration in real terms
was much smaller. However, it should
be noted that the "unit value" tech-
nique for separating real and price
changes of exports and imports which
underlies these calculations is not ade-

quate. In particular, some of the
commodity classes to which this tech-
nique is applied are not homogeneous,
and the resulting real measures include
changes that should be classified as
changes in price. For instance, a shift
in tonnage between two kinds of mer-
chandise that have different prices per
ton may appear as price change instead
of real change. This and other defi-
ciencies in the information were high-
lighted by the 1961 Stigler Committee
report on Government Price Statistics
as major gaps in the Federal statistical
program. Because of the increased focus
on our international transactions since
that time, the urgency of filling these
gaps has increased. The BLS is prepar-
ing price indexes that will improve our
ability to separate the real and price
elements of foreign trade. Progress
has been slow, however, mainly because
of inadequate budgetary resources.

The balance on merchandise trade
rather than on services was responsible
for the deterioration in the third quar-
ter. Based on data for 2 months, the
trade deficit on a NIPA basis widened
by about $4 billion to $10 billion; the
trade account had been near balance in
the first quarter. This large swing was
the result of faster rising prices of
imports, especially petroleum, than of
exports. Imports were up almost 35
percent at an annual rate in the third
quarter, which was more than ac-
counted for by price rises, of imported
goods other than petroleum. Exports
were up 18 percent, and prices by 39
percent, so that real exports declined.
Exports of farm products were lower in
real terms, and exports of industrial

Table 6.—Net Exports of Goods and Services in Current and Constant Dollars

[Seasonally adjusted at annual rates]

Net exports of goods and
services

Exports _ .. ...
M er chandise

Imports
Merchandise .._

Current dollars Constant (1958) dollars

Billions of dollars

1973

IV

9.3

113.6
80.8

104.3
75.5

1974

I

11.3

131.2
89.2

119.9
88.8

II

-1.5

138.5
96.1

140.0
102.2

III

-4.1

143.9
100.1

148.0
110.1

1973

IV

7.9

68.9
48.1

61.0
44.1

1974

I

11.5

73.3
49.4

61.8
44.9

II

8.2

73.4
51.0

65.1
45.3

III

6.9

70.7
49.0

63.8
45.1

Percent change from
preceding quarter

(annual rate)

1974

I

27.9
10.8

5.3
7.0

II

0.4
14.2

23.3
3.7

III

-13.9
-15.2

-8.1
-1.3
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materials and capital goods—mainly
machinery—were higher.

The balance on service items, con-
sisting mostly of net investment in-
come, showed a rise of more than $1
billion in the third quarter. This esti-
mate is highly tentative, however, until
information based on the quarterly
surveys of direct investment and other
sources becomes available. The $6 bil-
lion drop from the first to second quar-
ter was due mainly to the reduced
participation of U.S. oil companies in
the profits generated by their opera-
tions abroad, as discussed in the last
several issues of the SURVEY.

GNP by sector of origin

The patterns of strength and weak-
ness examined in terms of the conven-
tional demand components of GNP can
be viewed also in terms of real output
by sector of origin (table 7). Ideally,
the output of each subsector within the
business sector should be calculated as
its sales less the value of raw materials
consumed. Actually, only farm product
is calculated in this way. The auto and
residential construction estimates in-
clude some raw materials from other
sectors, and the large residual of
"other" output is reduced by this
amount. For this and some other
reasons, the measures are far from
perfect, but they help in understanding
the working of the economy.

Real farm output, which tends to
show somewhat erratic quarterly move-
ments, was in the third quarter at
about the average of the first two
quarters of 1974. Gross auto product,
which combines sales to all sectors with

Table 8.—Implicit Price Deflators

[Seasonally adjusted]

Gross national product ._.

Less: exports ..
Plus: imports _

Equals: GNP less exports plus
imports

Personal consumption expendi-
tures

Food
Energy 1

Other personal consumption ex-
penditures

Other 2

Index numbers (1958=100)

1973

II

152.61

144.8
152.2

153.2

144.3
151.6
133.7

143.5
171.7

III

155. 67

155.0
158.7

156.0

147.0
158.9
135.1

145.1
174.6

IV

158. 93

164.8
170.9

159.3

150.8
164.6
144.0

147.9
177.5

1974

I

163. 61

179.0
194.0

164.5

155.8
172.2
165.2

150.5
182.3

II

167.31

188.7
214.9

169.2

160.2
175.0
178.5

154.4
187.6

III

171.92

203.5
232.1

173.9

164.6
178.1
182.2

159.2
193.0

Percent change from preceding
quarter (annual rate)

1973

III

8.3

31.3
18.5

7.4

7.6
20.8
4.0

4.6
6.8

IV

8.6

28.0
34.3

8.9

10.9
15.1
29.2

7.8
6.8

1974

I

12.3

39.1
66.1

13.7

13.7
19.6
73.1

7.4
11.3

II

9.4

23.6
50.8

11.8

11.8
6.9

36.3

10.8
12.1

III

11.5

35.3
35.9

11.6

11.6
7.2
8.5

12.9
12.1

1. Gasoline and oil, fuel and ice, electricity, and gas.
2. The change in business inventories has been excluded because the implicit price deflator for the change in business

inventories is subject to large erratic movements that reflect shifts in the composition among items that have shown large dif-
ferences in their price rise as compared with the 1958 valuation base period. The size of these erratic movements precludes the
use of these deflators in price analysis.

inventory change, advanced sharply
and is up almost one-third over its
depressed first-quarter level. Residen-
tial construction, as mentioned earlier,
slumped deeper after a temporary
slowing of its rate of decline. The large
"other" category, which includes the
bulk of the nonfarm business economy,
has shown progressively larger de-
clines in each quarter of 1974, despite
the fact that some energy-related items,
which have increased since their first-
quarter low, are included there. This
confirms the impression based on the
conventional demand components of
GNP and illustrated in chart 3, that
the weakness in real output was wide-
spread and more pronounced in the
third quarter than earlier in the year.

Prices

The sectors of sharpest price rise and
their impact on U.S. purchasers are

Table 7.—Gross National Product by Sector of Origin in Constant (1958) Dollars

[Seasonally adjusted at annual rates]

Gross national product

Less: Households, institutions, rest of the world,
and general government

Equals: Business product

Farm
Auto
Residential construction . . . .
Other

Billions of dollars

1973

IV

845.7

86.5

759.2

28.2
41.6
29.8

659.6

1974

I

830.5

89.6

740.9

27.0
29.2
26.4

658.4

II

827.1

85.7

741.4

28.7
32.6
25.7

654.4

III

821.1

86.2

734.9

28.0
38.4
23.6

645.0

Percent change from preceding
quarter (annual rate)

1974

I

-7.0

14.9

-9.3

-15.5
-75.7
-39.1
-0.7

II

-1.6

-16.2

.2

27.5
54.7

-9.8
-2.4

III

-2.9

2.3

-3.5

-9.4
92.8

-29.3
-5.7

highlighted in table 8. In that table,
price changes are viewed in terms of
implicit price deflators. An implicit
price deflator is the ratio of a current-
dollar estimate to a constant-dollar
estimate, and thus may be calculated
for any single GNP component or any
combination of components for which
both kinds of estimates are available,
as well as for total GNP. Accordingly,

CHART 3

Implicit Price Deflators:
Change From Preceding Quarter
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changes in the deflators reflect, in addi-
tion to genuine changes in the prices of
individual goods and services, also
shifts among goods and services whose
prices have risen at different rates since
the valuation base period. Most price
indexes do not reflect such shifts after
the valuation period, which for the
implicit deflators is the year 1958.

The starting point of the table is the
implicit price deflator for GNP, which
is an index of the prices of the output
of goods and services produced by the
Nation's economy. In estimating out-
put, exports are added in and imports
are subtracted. In principle, therefore,
import prices do not affect the GNP
deflator. Import prices are included in
the several components of the deflator,
but they are cancelled out in the overall
deflator by an entry of opposite sign in
"imports of goods and services." In
practice, this cancellation may not be
accurate because of deficiencies in the
statistical methodology.

The Nation's output differs from its
purchases because of exports and im-
ports and, similarly, an index of output
prices differs from an index of prices
paid by U.S. purchasers. Such a mea-
sure can be derived by subtracting
current- and constant-dollar exports
from output, adding current- and
constant-dollar imports, and then cal-

culating the implicit deflator. This
measure is presented in the table as the
implicit deflator for GNP less exports
plus imports. The implicit deflators for
personal consumption expenditures show
the changes in prices paid by U.S.
consumers, and the implicit deflators for
the residual "other" show the changes
in prices paid by government and
investors.

The second-quarter increase in the
implicit deflator for GNP was 11% per-
cent, as mentioned earlier. The dif-
ferential between the rate of increase in
GNP prices and prices of goods and
services bought by U.S. purchasers
disappeared in the third quarter be-
cause the rate of increase in import
prices slowed while the rate of increase
in export prices stepped up.

At 11% percent, the rate of increase
in prices paid by U.S. purchasers was
essentially unchanged from the second
quarter. The rate of increase in con-
sumer's prices moved parallel to the
overall prices of goods and services
bought by U.S. purchasers. Energy
prices decelerated sharply. Prices of
other consumer purchases increased at a
substantially faster rate than earlier
in the year. Both nondurable and du-
rable goods—notably autos—were re-
sponsible for the acceleration in the
other consumer purchases category.

Prices paid by investors and govern-
ment rose at about the same rate in the
third quarter as in the second. Prices of
producers' durable equipment have
accelrated greatly; their implicit de-
flator rose at annual rates of about 8,
13%, and 19 percent in the first three
quarters of 1974, compared with an
average of less than 3 percent per
quarter in 1973.

Further light can be shed on recent
price changes by drawing upon chain
price indexes, which are calculated using
weights of the prior quarter. These
indexes eliminate the impact of shifting
weights on the price movements shown
by the implicit deflators. In the third
quarter, chain price indexes for total
GNP and for goods and services bought
by U.S. purchasers rose more rapidly
than did the respective implicit de-
flators—in both cases, by about 12%
percent compared with 11% percent.
The deflators were held down in the
third quarter, and also in the second,
by increases in weights of items with
relatively low price indexes, particularly
autos, and decreases in weights of items
with relatively high price indexes,
particularly structures. In the first
quarter of 1974, as in the three prior
quarters, the deflators had been boosted
by the declining weight of autos.

Papers presented at the Federal Statistics Users' Conference on Quarterly GNP
Estimates Revisited in a Double-Digit Inflationary Economy, October 2, 1974,
Washington, D.C.:

''Preparation of Quarterly GNP/' by Allan H. Young
"Preparation of Quarterly National Income," by Robert P. Parker
"Deflation of Cur rent-Dollar GNP Estimates," by Martin L. Marimont
"Inventories and the Inventory Valuation Adjustment," by Irving Rottenberg
"The July 1974 Revisions," by Allan H. Young

Reliability of the Quarterly National Income and Product Accounts of the United States,
1947-71, BEA Staff Paper No. 23, by Allan H. Young, contains a detailed listing of
data sources used in preparing quarterly GNP estimates and measures of revisions in
GNP that supplement the Papers.

The Papers may be ordered from the National Income and Wealth Division, BEA.
The Staff Paper may be ordered, for $4.00 per copy ($2.25 Microfiche), from the
National Technical Information Service, U.S. Department of Commerce, Springfield,
Virginia 22121; please mention accession number COM 74-11538.
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October 1974 SURVEY OF CURRENT BUSINESS

In third quarter: GNP rose $273/4 billion; real GNP declined about 3 percent (annual rate)

In September: The jobless rate rose to 5.8 percent; nonfarm payroll employment was virtually unchanged

The wholesale price index showed little change

9

CHART 4
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10 SUKVEY OF CUKRENT BUSINESS October 1974

In September: Personal income advanced $83/4 billion

In third quarter: Consumer spending increased $30% billion

Business fixed investment rose $3 billion; residential outlays declined $2*/2 billion

CHART 5
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October 1974 SUEVEY OF CURRENT BUSINESS 11

* In third quarter: Inventory investment declined $73/4 billion

• Net exports of goods and services fell $2% billion

• Federal Government purchases increased $6% billion; State and local spending rose $4% billion
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12 SUEVEY OF CUERENT BUSINESS October 1974

• In September: Industrial production rose slightly

| CHART 7

• Bank credit declined; money supply changed little

• Interest rates and bond yields mixed

INDUSTRIAL PRODUCTION MONEY, CREDIT, AND SECURITIES MARKETS PROFITS AND COSTS
1967=100 Billion $

160

140

120

100

80

INDUSTRIAL PRODUCTION*

Nondurable
Manufactures \^

Total „, J*— ~— s^

-••••'\*^-
^^^ **'
^s'*"

1 1 1 1 t 1 1 i i i i

<^^-^
Durable

Manufactures

1 1 1 1 i i 1 1 1 1 t

^^^

_

I i l i i 1 t i l l l

720

640

560

480

400

Billion $ Billion $

BANK CREDIT AND MONEY SUPPLY* .^

_
Bank Credit
(left scale)

\

^^^

^
1 1 1 1 i 1 1 1 1 1 i

Monthly (Sept.) FRB

1967=100 Billion $

160

140

120

100

80

INDUSTRIAL PRODUCTION*

-
Autos

\/
— ***>*

i\.Jl,-.,' jr
y

i l i I l 1 1 l [ 1 1

•-V--1 j..
****s~~*\/7 1

/ [/ \
Steel » \

\

^"X/— **"" ~

.*•%

,/' '
1 1 I M I 1 I 1 1 1 1 t 1 I I I 1 1 1 1 1 I

4

o

-4

^^/^
Money Supply
(right scale)
/ .—••-

i t 1 1 i i 1 1 1 1 1 i i i 1 1 i 1 1 1 1 i

380 150

340 125

300 100

260 75

220 50

CORPORATE PROFITS AND IVA, BEFORE TAXES**

_

Total

/I

..•*"*

1 1 1

Monthly (Sept.) FRB

Billion $ Billion $

BANK RESERVES

- -

Total Reserves* ,̂ —
(right scale) ^ s

—

s~~ — ̂
*i*ir ^

^
%

1 1 1 1 i 1 1 < t i i

Monthly (Sept.) FRB

Percent Percent

95

90

85

80

75

MANUFACTURERS' CAPACITY UTILIZATION
RATES*

AH Manufacturers
\

-^/

i i l

* ^^ — V—

t 1 I t 1 t

16

12

8

4

0

v —-^^"'* —

^/Net Free Reserves
r\^^ (left scale)

\

.—•4 — %\
1 1 1 1 1 1 * > 1 1 1 1 * 1 1 1 1 1 1 1 1 1 1

45 150

40 125

35 100

30 75

25 50

— . —

\
Nonfinancial
Corporations

i i i

Quarterly (II)

_

I '• ^^_

1 1 1

BEA

CORPORATE CASH FLOW AND PROFITS**

" Cash Flow After /~~~
Dividends

- ^^s^
^ ^

Profits After Tax

V
-r" i t

Monthly (Sept.) FRB

Percent

INTEREST RATES AND BOND YIELD

90-Day
Commercial Paper /'\

\r\ /"
Corporate Aaa (Moody's) /y^**- \ /^xfC

1 1 1 1 1 1 1 1 1 1 1
Quarterly (II) BEA

Billion $ 1941-43=10

52

44

36

50

DURABLE GOODS MANUFACTURERS *
/

— »• S
^Driers ......,y"\..,./X

gj>Qi Shipments

t t M 1 1 t 1 I t 1

^

1 1 J t 1 1 1 1 1 1 1

140

120

100

on

60

STOCK PRICES

~
S

Standards and

1972 1973 1974 1972

Monthly (Aug.) Census

f'*\
\ 3-Month
Treasury Bills

i i 1 1 i 1 1 1 1 1 1 1 1 1 1 i i 1 1 i 1 1

24

16

8

0

-R

COMPENSATION

'
1 1 1

Quarterly (II)

—

/

1 1 t

BEA

AND REAL OUTPUT PER MAN-HOUR
PRIVATE ECONOMY

- (Change From Previous Quarter) ** -

Compensation = |
J

-_= Output

Monthly (Sept.)

Percent

—
V
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the BUSINESS SITUATION

LEVISED estimates of the national
income and product accounts (NIPA's)
confirm that economic activity weak-
ened again in the third quarter, after
performing somewhat better in the
second. Real GNP and gross domestic
product (GDP) both declined at a
seasonally adjusted annual rate of
about 2 percent. GDP is GNP less
product originating in the rest-of-the-
world sector, as measured by net
income—mostly from investments—
received from abroad. The preliminary
estimates had put the decline at about
3 percent. The revision is due to a
smaller reduction in the rate of inven-
tory accumulation than estimated
initially.

Inflation worsened in the third quar-
ter, once again reaching double-digit
proportions. After receding from a
seasonally adjusted annual rate of
about 12^ percent in the first quarter
to 9X percent in the second, the
implicit deflator for GNP rose at about
12 percent in the third. According to
the preliminary estimate made a month
earlier, the third-quarter increase had
been 11% percent.

Weakness in real output was more
widely diffused in the third quarter
than earlier in 1974, although the
recovery of real expenditures on motor
vehicles and also on energy accelerated.
Residential construction slumped
deeper after a temporary slowing of
the rate of decline in the second quar-
ter. Other real GNP expenditures—
which account for about 85 percent of
the total—declined at a more rapid
rate than earlier in the year, and weak-
ness among them was general.

Inflation also became more diffused.
Early in 1974, the implicit deflators

for food and energy had risen more
strongly than the average of all other
GNP prices. More recently, the rise in
food and energy prices slowed. How-
ever, the rise in the average of all other
GNP prices accelerated to an annual
rate of increase of over 12 percent in
the third quarter, up from about 8
percent in the first half of the year.

Margins of error
All these estimates, as well as the

preliminary estimates of corporate
profits discussed below, must be
interpreted to allow for unusually large
margins of error. The unusual un-
certainty to which estimates of the
GNP, GDP, and corporate profits
(including tax liability) are subject is
due to special difficulties which are
being encountered in estimating the
inventory and profits components of
the NIPA's.

Because of the substantial extent
that inventories and profits are reported
on a first-in-first-out (FIFO) basis by
business, they include in inflationary
periods a large volume of inventory
profits. These equal the excess of re-
placement cost over the original acquisi-
tion cost of inventories used up in
production.

In estimating inventories and profits
for inclusion in the NIPA's, BEA
eliminates inventory profits through
the inventor}' valuation adjustment
(IVA). The IVA is estimated by a
method which is intended to yield
measures of inventories and profits
that are the same as those produced by
the last-in-first-out (LIFO) method
used by business as long as the physical
volume of inventory is increasing.
Because of gaps in the primary source
data, this estimating method has de-

ficiencies even in periods of relative
price stability. In periods of rapid
inflation, when inventory profits result-
ing from FIFO soar, these deficiencies
are magnified.

The task of BEA is further com-
plicated by the shift from FIFO to
LIFO currently underway by busi-
nesses seeking to reduce profits tax
liability. In these circumstances, es-
timating the inventory and profit com-
ponents of the NIPA's is as difficult as
hitting a rapidly moving target in
foggy weather.

BEA inventory surveys
BEA is conducting two surveys to

gather information necessary to
strengthen its estimates of inventories
and profits. Only partial results of
these surveys were available for in-
corporation in the estimates published
here. The main purpose of these surveys
is to strengthen the initial step in BEA's
estimating procedure, which requires
knowledge of the inventory valuation
methods underlying reported inven-
tories and profits. The subsequent step
will not be strengthened basically by
these surveys. This step consists of the
matching of price series with com-
ponents of the stock of inventories in
order to convert the reported magni-
tudes to reflect the valuation methods
used in the NIPA's.

One survey is designed to elicit in-
formation from corporations that have
announced a switch to LIFO. The
corporation is asked to state the effect
of the switch on its profits as reported
to the Federal Trade Commission for
each quarter of the year. It also is
asked to indicate if and when it began
using the new LIFO basis in its reports
of book inventories to the Census
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SURVEY OF CUEKENT BUSINESS November 1974

Bureau. These inventory reports are
the main source of BEA's inventory
estimates.

Because, according to Internal Rev-
enue Service rules, a corporation can
switch to LIFO retroactively until it
prepares its annual report, it is not yet
clear how many corporations will switch
in 1974. To date, between 200 and 300
corporations have announced a switch—
in many cases it affects only part of
their inventories. It is expected that
additional corporations will follow in
the coming months.

The other survey, which was initiated
earlier, represents a major effort to
collect several types of information on
inventory accounting practices. This
survey was sent to the several thousand
firms in BEA's Plant and Equipment
Survey panel. The results are intended
primarily to provide the basis for up-
dating and improving several aspects of
BEA's procedures for estimating profits
and business inventories. In addition,
each firm was asked whether it is
planning to switch to LIFO. The replies
received to date to this question have
helped establish the number of firms
which are considering a switch. Infor-
mation from various accounting firms
has also provided some insight into the

number of firms that are about to
switch.

The reduction in inventory profits
resulting from the shifts to LIFO is
estimated at $3.3 billion in the first
quarter, $4.5 billion in the second, and
$6.6 billion in the third. The revised
corporate IVA is $27.7 billion in the
first quarter, and $33.4 billion in the
second. About one-third of the revisions
is accounted for by the over 200 firms
that have announced a switch. The
remainder represents an allowance for
firms that will switch later in the year.
This allowance is rough and perhaps
conservative. The quarterly estimates
of book profits for 1974 will be revised
as necessary as more information be-
comes available. Even though the
estimates may be revised upward, it
seems likely that FIFO will remain the
dominant method as of the end of
1974, and that there will be a substan-
tial amount of inventory profits in-
cluded in the final estimates of book
profits.

The shift to LIFO affects book
profits and the IVA; conceptually, it
does not affect profits from current
production, as measured in the NIPA's.
Statistically, the prior estimates of
these profits needed no revision, be-

Table 1.—Federal Government Receipts and Expenditures

[Billions of dollars]

Federal Government receipts

Personal tax and nontax receipts
Corporate profits tax accruals
Indirect business tax and nontax accruals. _ .
Contributions for social insurance

Federal Government expenditures

Purchases of goods and services
National defense
Other

Transfer payments.
To persons
To foreigners (net)

Grants-in-aid to State and local governments

Net interest paid

Subsidies less current surplus of government enter-
prises.

Less: Wage accruals less disbursements _ . _.

Surplus or deficit (— ), national income and product
account...

1971

198.5

89.9
33.4
20.4
54.6

220.3

97.6
71 2
26.5

74 9
72.3
9 6

29.0

13.6

5 2
.0

—21.9

1972

227.2

108.2
36.6
20.0
62.5

244.7

104.9
74.8
30.1

82.8
80.1
9 7

37.4

13.5

6.6
.5

-17.5

1973

258.5

114.1
43.7
21.2
79.5

264.2

106.6
74.4
32.2

95.5
92.9
9 6

40.5

16.3

5.3
.0

-5.6

1973

III IV

1974

I r II' III P

Seasonally adjusted at annual rates

261.8

116.7
43.8
21.0
80.2

263.4

105.3
73.3
32.0

96. 5
93. 9

o 7

39.8

16.8

5.0
.0

-1.7

268.3

121.6
43.5
21.3
81.8

270.6

108.4
75.3
33.1

98.8
96.3
9 5

41.0

17.6

4.8
.0

-2.3

278.1

124.1
45.9
21.5
86.7

281.0

111.5
75.8
35.7

106.5
104.0

9 5

42.9

17.9

° 2
"!o

— 2. 8

288.6

129.4
49.2
21. 9
88.1

291.6

114.3
76.6
37.7

113.6
110.8

9 7

43.2

18.7

1.3
-.6

-3.0

303.5

134.8
56.2
22.5
90.0

304.7

117.2
78.4
38.8

120.8
118.4

2.4

43.4

19.1

9 7
-l'.5

-1.1

r Revised.
p Preliminary.

cause as far as BEA was able to deter-
mine, the methodology underlying the
initial estimates was consistent with
the inventory valuation methods under-
lying the initial book profit reports. On
the other hand, the estimates of corpo-
rate tax liability needed revision, be-
cause corporate taxes are levied on book
profits. The downward revisions affect-
ing the Federal sector amounted to $1.3
billion in the first quarter and $1.7
billion in the second, and are incorpo-
rated in the statement of the Federal
sector of the NIPA's which is discussed
below.

In a similar fashion, in measuring
GNP, the switch affects book inven-
tories and the IVA, but not the change
in business inventories (CBI) com-
ponents of GNP. As anticipated in the
October SURVEY, it has not been
necessary to revise the CBI for the
first and second quarters since, with
very few exceptions, the book inven-
tories reported to the Census Bureau
for those quarters did not reflect the
switch to LIFO. For the third quarter,
the IVA used to obtain the CBI was
reduced somewhat to reflect those firms
that switched their Census inventory
reports to a LIFO basis during the
third quarter. Since many corporations
which had adopted LIFO for reporting
profits had not yet changed the basis of
their inventory reporting, it was neces-
sary for the three quarters of 1974 to
estimate two IVA's—one for the CBI
and one for corporate profits.

Third-quarter profits

The preliminary estimates of pre-tax
book profits increased at an annual
rate of almost $20 billion from the
second quarter, due almost entirely to
inventory profits. Profits from current
production, as measured for inclusion
in the NIPA's, were up about $1
billion. These profits have been es-
sentially flat since the first half of 1973.
Third-quarter manufacturing profits
(excluding inventory profits) were up,
due to substantial increases in profits
of petroleum refiners and primary
metal producers. Other manufacturing
industries showed mostly small de-
clines. Trade profits were down sharply
as a result of declines in retail profits
margins.
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November 1974 SURVEY OF CURRENT BUSINESS

Federal sector of NIPA's in third
quarter

Despite the large increase in cor-
porate tax liabilities, the Federal fiscal
position as measured in the NIPA's
remained in deficit in the third quarter.
The deficit was $1 billion at a seasonally
adjusted annual rate, following deficits
of $3 billion in the first and second
quarters (table 1).

Receipts rose $15 billion in the third
quarter, almost entirely due to in-
flation. The large increase in book
profits boosted corporate taxes, and
continued increases in marginal with-
holding rates raised personal income
tax payments as taxpayers moved into
higher tax brackets. Indirect business
taxes and contributions for social in-
surance also recorded above-average
gains.

Inflation also had a large impact on
Federal expenditures, accounting for
about two-thirds of the $13 billion
third-quarter increase. Cost-of-living
increases for social security beneficiaries,
and Federal military and civilian re-
tirees, and increased benefits for dis-
abled veterans helped boost transfer
payments. Unemployment benefits also
advanced substantially. Higher prices
for food and petroleum were important
factors in the large increase of national

defense purchases; total purchases—
defense and nondefense—were up only
slightly in real terms. Subsidies (less
the current surplus of government
enterprises) reversed a 6-quarter de-
cline, reflecting increased payments to
farmers for disaster relief as well as
bigger deficits for the Postal System
and the Commodity Credit Corporation.
A retroactive pay raise for Federal
employees also added to third-quarter
expenditures. (This raise was recorded
as "wage accruals less disbursements"
because it reflects work done in the
fourth quarter of 1972.) Small increases
occurred in net interest paid and grants-
in-aid to State and local governments.

Budget outlook

The budget outlook is for substantial
moderation in the growth of expendi-
tures, if the President's fiscal 1975
outlay estimate of about $302 billion
for the unified budget is achieved. A
$302 billion unified budget implies
approximately $312 billion on the NIPA
basis. However, since third-quarter
expenditures amounted to about $305
billion (annual rate) average quarterly
increases of only $5 billion are implied
for the remainder of fiscal 1975. That
would be well below the $10 billion
(annual rate) average quarterly increase
recorded over the past four quarters.

Despite the prospective slowdown in
quarterly expenditure increases, the
$33 billion increase in NIPA expend-
itures from fiscal 1974 to 1975 implied
by the unified budget goal is relatively
large when compared with recent year-
over-year increases; NIPA expenditures
increased $22 billion in fiscal 1974,
$23 billion in 1973, $21 billion in 1972,
and $17 billion in 1971.

Quarterly increases in NIPA receipts
are expected to moderate even more
than expenditures. Corporate taxes,
following profit trends, are likely to
decline cyclically, and future shifts
from FIFO to LIFO inventory account-
ing will depress tax liabilities. A further
reduction would materialize if inflation
is checked and inventory profits decline
accordingly.

Personal tax growth will probably
moderate in calendar 1975, reflecting a
deceleration in the increase of the total
wage bill, and the likely prospect of
heavy tax refunds in the spring. Re-
funds are currently expected to be
$5-7 billion higher because large in-
creases in wages in 1974 raised tax
payments more than liabilities. Many
taxpayers have moved into withholding
brackets higher than their liability
brackets. Stated in another way, the
impact of inflation on gross income is
reflected in current payments, but its

Table 2.—Projected Quarterly Pattern of Administration Tax Proposals and Tentative October Tax Decisions of House Ways and Means
Committee—NIPA Basis

[Billions of dollars, seasonally adjusted annual rates]

Federal receipts NIPA basis

Personal tax and nontax receipts

Withheld
Standard deduction and low income allowance in W and M bill
Additional low income relief proposed by Administration
5% surcharge . „ . ..

Net settlements and declarations
Standard deduction and low income allowance in W and M bill .
5% surcharge .
10% investment credit
Other W and M action .

Corporate profits tax accruals

5% surcharge. .
10% investment credit.
Preferred stock
Windfall profits tax offset. . .
Disallowed depletion-
Other W and M action (including phascout of depletion of oil" and gas)

Indirect business tax and nontax accruals .

Windfall profits tax
Other

1974

IV

.6

.0

.0

.0

.0

.0

.0

.0

.0

.0

.0

.6

.0

.0

.0

.0

.0

.6

.0

.0

.0

1975

I

-1.5

-1.7

!o
2.1

.2

.0

.1

.0

.1

1.0

2.3
-2.1
-.1

0

i!o
.6

.6

.0

II

-1.5

-1.7
-3.9

.0
2.2

2
!o
.1
.0
. 1
.6

2.1
-2.2
-.1
-.3

2
.9

.6

.6

.0

III

-.3

-1.6

-1.8
-4.1

.0
2.3

o
!6.1
.0
.1
.5

2.0
-2.2
-.1
-.3

.2

.9

.8

.8

.0

IV

-.5

-1.7

-1.9
-4.2
-.0
2.3

.2

.0

.1

.0

.1

.4

2.0
-2.3
-.1
-.3

.2

.9

.8

.8

.0

1976

I

-2.3

-2.2

-5.1
-4.3
-.8

.0

2.9
2.4
.6

-.5
.4

.0

.0
-1.7
-.3

.0

.2
1.8

-.1

.0
-.1

II

-2.4

-2.3

-5.2
-4.4
-.8

.0

2.9
2. 4
.6

-.5
.4

.0

.0
-1.8
-.3

.0

.2
1.9

-.1

.0
-.1

III

-3.1

-3.0

-5.3
-4.5

Q

.'o
2.3
2.4
.0

-.5
.4

.0

.0
-1.8
-.3

.0
2

L9

-.1

.0
i

IV

-3.2

-3.1

-5.4
-4.6
-.8

.0

2.3
2 4
~Q
-.5

.4

.1

.0
-1.8
-.3

.0
2

£o
-.1

.0
-.1

Calendar years

1975

-.3

-1.6

-1.8
-4.0
-.0
2.2

2
!o.1
.0
.1
.6

2. 1
—2. 2

i
-!3

2
.9

.7

.0

1976

-2.8

-2.7

-5.3
-4.5
-.8

.0

2.6
2.4
.3

-.5
.4

.0

.0
-1.8
-.3

.0
2

1.9

-.1

.0
-.1

Fiscal years

1975

J .2

-.8

-.9
-1.9

.0
1.0

i . O
.0
.0

i
!i

1.1-1.1-.1-.1.1
.8

.3

.3

.0

1976

1 -.3

-.8

-3.4
-4.2
-.4
1.2

i 2.6
2.4
.3

-.5
.4

2

1.0
-2.0

2

L 4

.3

.4
-.1

1. Based on unadjusted data. The average of the 4 seasonally adjusted quarters is $0.3 billion In F Y 1975 and $-1.4 billion in FY 1976. The difference is mainly in net settlements of per-
sonal taxes.

Source: U.S. Department of Commerce, Bureau of Economic Analysis; Treasury Department, Office of Tax Analysis.
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Table 3.—Reconciliation of Changes in
the Implicit Price Deflator for Personal
Consumption Expenditures and Con-
sumer Price Index, Seasonally Adjusted

Table 4.—Weights of Items Common to
the Implicit Price Deflator for Personal
Consumption Expenditures and the Con-
sumer Price Index

1 IMPLICIT PRICE DEFLATOR
FOR PERSONAL CONSUMP-
TION EXPENDITURES (percent
change at annual rate)... . .

2. Less: Contribution of shifting weights.

New cars, domestic -
Fuel and ice
Gasoline and oil
Other items

3. Equals: Chain price index for PCE
(percent change at annual
rate)

4. Less: Contribution of difference in
weights of items common to
the implicit price deflator for
PCE and the CPI

Food away from home .
Food at home
Rent _ .
Automobiles, new
Gasoline
Other items - -

5. Less: Contribution of non-CPI items
used to deflate PCE

Services furnished with outpay-
ment by financial intermedi-
aries
Other items

6. Plus: Contribution of CPI items not
used to deflate PCE.

Homeownership costs _ - .
Automobiles, used
Other items .

7. Equals: CONSUMER PRICE IN-
DEX (percent change at
annual rate)

I

13.7

— . 5

.3
—.5
— . 1
— . 2

14 2

-.4

-.2
— ()

.5

. 1
— 4

.5

2.3

.8
1.5

.0

1.4
— . 9
-.5

12.3

1974

II

11.8

-.2

-.2
-. l

. 1

.0

12 0

. 5

-.3
— 9

.4

.5

.3

3.9

1.5
2.4

3.8

1.5
9 2
. 1

11.4

III

11.9

— . 5

o

.0

.0
2

12 4

1.0

_ 2
— 9

. 5
1.0

o
— . 1

2 8

1.0
1 8

4.3

2.0
2.4

— . 1

12.9

effect on deductions, and hence lia-
bilities, will not be felt until final returns
are filed next year.

Slower growth in wages also will
limit the increase in social insurance
contributions, but an increase in the
social security wage base from $13,200
to $14,100 on January 1, 1975 will add
$1.6 billion (annual rate) in the first
quarter.

New tax proposals

Receipts would be affected also by
Congressional approval of several tax
changes recently proposed by the
administration. The new tax program
includes: (1) a 5 percent surcharge on
corporate taxes and on taxes paid by
individuals in middle and upper in-
come brackets; (2) an increase in the
present 7 percent investment credit to
10 percent (or from 4 percent to 10
percent for utilities) and (3) endorse-
ment of most of the tentative tax

CPI Component

Food awav from homo
Food at home ... -
Rent

Automobiles new
Gasoline
Other items - .. -

Total as percent of CPI or PCE . _

CPI

4.54
17. 89
5.50

3.18
3.05

41.20

75.36

PCE*

2.11
13.10
15.47

5.56
2.65

50.76

89.65

*Weights for the first quarter of 1974.

decisions reached by the House Ways
and Means Committee in October.

The impact on NIPA receipts of the
administration's tax proposals and the
tentative decisions of the House Wa}^s
and Means Committee in October are
shown in table 2. However, the Com-
mittee made additional changes in mid-
November and it is unlikely that the
Senate will act before the close of the
current congressional session. This
makes the timing of tax changes shown
in the table highly improbable.

Table 5.—Reconciliation of Changes in
Compensation Per Man-Hour and Aver-
age Hourly Earnings, Private Nonfarm
Economy, Seasonally Adjusted

1. COMPENSATION PER MAN-
HOUR, ALL PERSONS (percent
change at annual rate) . . . .

2. Less: Contribution of supplements ..

3. Less: Contribution of employees of
private households and govern-
ment enterprises, and self-em-
ployed and unpaid family
workers .

4. Equals: Wages and salaries per man-
hour, all employees except
private household and gov-
ernment enterprise (percent
change at annual rate)

5. Less: Contribution of supervisory
and nonproduction workers,
non BLS data, and detailed
weighting, total

Commodity-producing in-
dustries
Manufacturing

Distributive industries
Service industries ...

6. Equals: Average hourly earnings,
production and nonsuper-
visory workers, obtained
from seasonally adjusted in-
dustry components (percent
change at annual rate)

7. Less: Contribution of seasonal ad-
justments by industry

8. Equals: A V E R A G E H O U R L Y
EARNINGS, PRODUC-
TION AND NONSUPER-
VISORY WORKERS (per
cent change at annual rate) .

I

8.4

1.2

.4

6.8

1.2

2
.4
.4
.5

5.6

.9

4.8

1974

II

10.7

.1

. 5

10.1

1 8

2 1
1.4
-.1

2

8.3

— 1.6

9.9

III

10.8

.1

.3

10.4

-1.8

-1.8
-1.7

0

.'3

12.2

.8

11.4

As shown in the table, the proposed
tax changes have little impact on total
receipts in calendar 1975, because cuts
in personal taxes are largely offset by
increases in corporate and indirect
business taxes. In 1976, total receipts
are reduced $2-3 billion, entirely be-
cause of the personal tax cuts.

Despite the expiration of the 5
percent surcharge at the end of 1975,
personal tax payments are reduced
steadily throughout calendar 1975 and
1976: Although the surcharge increases
personal taxes by $2% billion, this is
more than offset by increases in the
standard deduction and the low in-
come allowance. The increases in the
deduction and the allowance reduce
liabilities $!}£ billion, but adjustments
in withholding schedules reduce per-
sonal tax payments $4 billion. The $2%
billion difference shows up as larger
final settlements or lower refunds in
1976. In effect, this proposal reduces
overwithholding $2% billion.

Corporate profits tax accruals in-
crease moderately in 1975, because

Table 6.—Stock of Business Inventories,
Final Sales of Business GNP, and the
Stock-Final Sales Ratio

1968: I
II
III
IV

1969- 1
11
III.
IV

1970: 1
11..
Ill
IV

1971: I
II
III.
IV

1972: I
II..
Ill
IV

1973: I .
II
III
IV

1974: I
II
III

Billions of 1
seasonally

an mi a

Stock of
business

inventories 1

184.2
186.4
188.1
190.0

191.4
193.2
195.5
196.7

197. 1
198.2
199.5
200.6

202.2
203.9
204.8
205.9

206.9
208.6
210.7
212.9

214.8
216.7
218.7
223. 7

226.4
228.4
229.7

958 dollars,
adjusted at
1 rates

Final sales
of business

GNP

611.3
615.9
624.5
629.6

635.8
638.4
638.8
638.7

637.6
636.7
641.0
633.5

648.7
652.2
661.8
670.8

684.1
697.7
706.3
721.5

740.0
744.0
746.4
739. 2

730.3
733.2
731. 6

Stock-final
sales ratio

0.301
.303
.301
.302

.301

.303

.306

.308

.309

.311

.311

.317

.312

.313

.309

.307

.302

.299

.298

.295

.290

.291

.293

.303

.310

.312

.314

1 End of quarter.
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additional revenues resulting from the
surcharge and the phase-out of the oil
depletion allowance exceed the cut in
liabilities resulting from the increase
in the investment credit to 10 percent.
In calendar 1976, the net impact of
these factors is negligible.

Indirect business tax accurals in-
crease $% billion in 1975, because of
the windfall profits tax (which will be
recorded as an excise tax in the
NIPA's). There is no revenue impact
in 1976, given the Treasury's assump-
tion that oil industry investment will
be sufficient to offset the tax com-
pletely.

Special tables
The table relating the stock of busi-

ness inventories to final sales of busi-
ness GNP, first shown in the August
SURVEY extending back to 1947, is
partly repeated and updated here. It
is shown following the tables reconciling
the implicit price deflator for personal
consumption expenditures with the
consumer price index, and compensa-
tion per man-hour with average hourly
earnings. The stock-final sales ratio,
which is shown in the last column of
the table, continued to rise in the third
quarter, as final sales declined while the
stock of inventories increased.

State and Local Fiscal Position

The fiscal position of State and local
governments, as measured in the na-
tional income and product accounts
(NIPA), worsened considerably over
the past year. Expenditures, particu-
larly for construction, grew more rap-
idly than receipts, which were limited
by tax reductions and a slowdown in
Federal grants.

After achievement of the highest
surplus on record—$19.1 billion—in
the fourth quarter of 1972, when gen-
eral revenue sharing began, State-local
governments recorded steadily shrink-
ing surpluses in six succeeding quarters
(chart 1). By the third quarter of 1974,
the NIPA surplus amounted to only
$2.1 billion, at an annual rate, about
the same as in the previous quarter.

When receipts and expenditures of
social insurance funds are excluded,
the current fiscal position of these gov-
ernments is in deficit. (State-local social
insurance funds generally record sur-
pluses, but, unlike their Federal coun-
terparts, the surpluses generally are
not available to finance capital spend-
ing projects or deficits of operating
funds; as a result, they are usually
excluded from the overall NIPA meas-
ure when assessing the aggregate fiscal
health of these governments.) On this

basis, the State-local sector recorded a
large deficit—$7.7 billion—in the third
quarter of 1974; it was the fifth con-
secutive quarterly deficit. For calendar
year 1974 as a whole, a deficit of about
$7.5 billion is projected, as compared
to approximate balance in 1973, and a
$4.0 billion surplus in 1972.

Slackened growth in receipts

Slackened growth in receipts con-
tributed significantly to the deterio-
rating fiscal position. As table 7
indicates, revenue growth in 1974
amounted to only $14.8 billion, as
compared to $16.3 billion in 1973,
$25.0 billion in 1972, and $17.2 billion
in 1971. Own-source revenues (which
include personal taxes and nontaxes,
indirect business taxes, and corporate
profits taxes) and grants received from
the Federal Government both contrib-
uted to slower growth in 1974, while
contributions to social insurance funds
grew at a steady pace.

The relative absence of structural
changes—such as the imposition of
new taxes or legislated rate increases
in existing ones—accounted for much
of the slowdown in own-source revenue
growth; in fact, during 1974, the net
effect of law changes reduced tax

revenues. This was in sharp contrast to
1971-72 when much of the strong
growth in own-source revenues was
attributable to structural changes.

Tax changes were particularly im-
portant in limiting the growth of per-
sonal tax and nontax payments. A
California rebate of 1973 income taxes
in the first half of 1974 accounted for
approximately half of the $0.7 billion
personal tax reduction attributable to
tax structure changes, but this was a

Fiscal Position of State and
Local Governments
Surplus on the NIPA basis declines .

Billion $
151

CHART 1

10

nI I I I I I I

as SOCIAL INSURANCE FUND
surplus g r o w s . . .

15

10

UlUJM
and ALL OTHER FUNDS swing from
surplus to sizable def ic i t . . .

1973 ' 1974

Quarterly, Seasonally Adjusted at Annual Rates
U.S. Department of Commerce, Bureau of Economic Analysis
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one-time phenomenon rather than a
permanent change. Other law changes
involved increased exemptions, and
credits for property taxes paid. Most
other personal taxes followed recent
trends, but certain types of charges for
government services, such as fees at
public hospitals, rose significantly.

Indirect business taxes, on balance,
were little affected by tax changes for
the second straight year. This was in
contrast to 1971 and 1972 when tax
changes added $0.5 billion to increases
attributable to economic growth and
inflation. Major legislative changes oc-
curred in 1973 and 1974, but the net
impact on total indirect taxes was
negligible. For example, several States
removed grocery food sales from the
general sales tax base, but coupled that
action with higher rates on other items.
In other States, increases in sales taxes
were matched by reductions in local
property taxes. (With the exception of
these large, State-imposed actions,
changes in property tax rates do not
appear as structural changes in table 7,
because there are not sufficient data to
distinguish accurately the effects of
changes in assessment levels as opposed
to rate changes.)

Among the various types of indirect
business taxes, gasoline taxes showed
little change from the previous year,
reflecting the flattened demand for
gasoline. Fuel shortages generated in-
creased revenues in other levies such
as severance taxes (associated with
extraction of mineral resources from

the ground) and oil royalties. Most of
these increases, however, benefited a
small number of States, while the slow-
down in gasoline taxes affected almost
all States. The largest category of in-
direct taxes—property taxes—increased
at about the same rate as 1973—about
7 to 8 percent. In addition, a number of
local governments imposed sales taxes
for specific projects, especially for rapid
transit.

Federal grants-in-aid in 1974 con-
tinued the slowdown that began in
1973, increasing at rates well below
those prevailing in 1971 and 1972. After
a very sharp advance of $8.4 billion in
1972, caused largely by the initial dis-
tribution of revenue-sharing funds,
grants rose only $3.1 billion in 1973
and approximately $2.8 billion in 1974.
Grants for highways and urban devel-
opment moderated considerably in
1974.
Expenditures continue rapid pace

In contrast to receipts, State-local
expenditures continued to expand rap-
idly during 1974. They are expected
to exceed $205 billion for the year,
a growth rate in excess of 11 percent, as
compared to increases of 12 percent in
1973 and 11 percent in 1972. It appears,
though, that growth slowed in the
second half of this year.

The recent slowdown occurred in
purchases of structures, which increased
only slightly in the third quarter, and
are likely to remain essentially un-
changed in the fourth quarter. Large
purchases of structures and other capi-

Table 7.—State and Local Government Receipts, Change From Previous Year

[Billions of dollars]

Total re

Less:

Equals:

ceipts, national income and product accounts basis

Contributions t o social insurance funds.. _ _ _ _ _ _ _ _ _ _ - - . .
Federal grants-in-aid

Own-source revenues, total. . . .. . _ . . . _
Due to economic growth and inflation.. ._. ... ... _. ..
Due to tax structure changes

Personal taxes and nontaxes, total ._ _ . . . . - - - - - - - -
Due to economic growth and inflation
Due to tax structure changes

Indirect business tax and nontax accruals, total
Due to economic growth and inflation
Due to tax structure changes. _ . _

Corporate profits tax accruals, total- _. _ _
Due to economic growth and inflation
Due to tax structure changes

1971

17.2

.9
4.6

11.8
10.4
1.4

3.3
2.6
.7

8.1
7.6
.5

.3

.1

. 2

1972

25.0

1.4
8.4

15.2
12.2
3.0

6.5
4.2

12.3

7.8
7.3
.5

.9

.7

.2

1973

16.3

1.2
3.1

12.1
11.7

.4

3.0
2.9
.1

8.0
7.9
.1

1.1
.9
.2

1974 e

14.8

1.3
2.8

10.9
11.6
-.7

2.3
3.0
-.7

7.5
7.5
.0

.9

.9

.0

1. Includes $0.9 billion shift in withholding patterns.
e Estimated.

tal items had contributed substantially
to earlier growth in spending, rising 5
percent in the fourth quarter of 1973,
and between 8 and 10 percent in each
of the first two quarters of 1974. These
purchases were accelerated by the
initial flow of revenue-sharing funds
(those received between December 1972
and June 1973). According to flow-of-
funds data published by the Federal
Reserve Board, these monies accum-
ulated through mid-1973 while govern-
ments set priorities and sought bids
to begin projects, many of which had
been planned for years. However, by
the fall of 1973, many of these projects
moved into the construction stage.

The pickup of construction spending,
and the earlier accumulation of the
revenue-sharing funds, is evident in
the liquidity ratios shown in table 8.
The buildup in liquid assets started in
the second quarter of 1972 (even before
the first revenue-sharing checks were
issued), and the decline began in the
third quarter of 1973, as funds flowed
into construction projects and pur-
chases of equipment. However, by the
second quarter of 1974, the liquidity
ratios had nearly returned to levels
prevailing in 1971.

State-local payroll costs grew steadily
this year, but at rates somewhat
slower than in the previous 3 years.
Employment increases were moderate,
but average wages increased somewhat
faster than in recent years. An ac-
celerated public service employment
program is expected to generate some
additional growth in the fourth quarter,
but the effect on calendar 1974 as a
whole will be slight.

Purchases other than for structures
and compensation advanced at about
last year's pace. Equipment purchases
grew somewhat faster, particularly be-
tween the second quarter of 1973 and
the second quarter of 1974. Only
partial data are available, but BEA
contacts with local government officials,
and with firms selling equipment (fire-
fighting machinery, police communica-
tions equipment, and the like) indicate
a pickup in equipment spending, fi-
nanced in part by revenue-sharing
funds.

Transfer payments to persons de-
clined slightly in 1974, despite large
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gains in the Aid to Families with
Dependent Children (AFDC) program.
The decline in other transfers results
largely from the new Federal Supple-
mental Security Income (SSI) program,
which replaced former adult welfare
programs of Aid to the Blind, Old Age
Assibtance, and Aid to the Perma-
nently and Totally Disabled on January
1, 1974. The new program calls for
direct Federal transfers to persons
instead of State-local transfers financed
by Federal grants, which was the
method of financing the earlier cate-
gorical assistance programs. As a result,
State-local transfers were reduced about
$2.3 billion in the first quarter of 1974.
The overall fiscal impact was negligible,
however, because Federal grants also
were cut back.

Outlook for 1975

The fiscal position of State and local
governments is not likely to improve
markedly during 1975. This is probable
despite the prospect for sharply reduced
growth in capital purchases. Continued
high inflation will provide upward
pressure on other expenditures, and, in
the absence of tax increases, or sharply
increased economic activity, own-source
revenue growth will remain sluggish. In
addition, Federal budget stringency will
limit the expansion of grants-in-aid. As
a result, when considered net of social
insurance fund transactions, the sector
will probably remain in sizable deficit
during 1975.

Eecent developments in the State-
local bond market and prospects for the
use of current and future revenue-
sharing funds point to a sharp reduction
in the growth of purchases for construc-
tion and equipment. As noted earlier,

the reduction probably is underway al-
ready. An advance indicator of capital
spending, bond sales, declined in the
third quarter of 1974, after rising in
the first half. Bond market conditions
in the fourth quarter are unclear, but
it is likely that calendar 1974 sales will
not exceed 1973 sales by a wide margin.

Table 8.—State and Local Government
Liquidity Ratio

1971:

1972:

1973-

1974:

I
II
III
IV . . . .

I
II.. . . .
Ill
IV

I
II
III .
IV

I
II

Liquidity
ratio !

0.470
.463
.456
.461

.473

.485

.480

.485

489
.481
.473
474

.477
469

1. Cash, cUmaiid deposits, time deposits and U.S. secu-
rities held by State and local governments other than social
insurance funds as a ratio of nonsccial insurance State and
local expenditures.

Sources: Federal Reserve Board and Bureau of Economic
Analysis.

Future revenue-sharing funds are not
as likely to finance capital projects as
the initial allotments. According to
BEA estimates, about half of the first
revenue-sharing payments were for
capital purposes (construction and
equipment). However, future paA^ments
are more likely to be included in the
usual budget process, which should
result in a more normal, but much
lower, allocation to capital projects.

Lessened growth in capital spending
is likely to be at least partially offset
by increased spending on current oper-

ations, especially for payrolls. Inflation
and the increased strength of govern-
ment employee unions are expected to
accelerate employee demands for sizable
wage increases. Public service jobs will
further increase payrolls, but will be
Federally financed. Inflation will also
result in increased spending for supplies
and services.

Although growth in total outlays
may moderate somewhat, a major
acceleration in revenues is unlikely.
Without the impetus provided by large
increases in tax rates, most major taxes
will grow only moderately. Inflation,
of course, will contribute to the growth
of receipts, particularly in general sales
taxes, State personal income taxes, and
charges by public institutions, such as
hospitals and universities. In addition,
local sales and income taxes will in-
crease as local governments seek reve-
nue sources other than property taxes.

Property taxes are not likely to
expand substantially. The steady ero-
sion of the property tax base through
reductions and exemptions—particu-
larly for the elderly and poor—and
pressures from the courts favoring
shifts to other means of financing public
education, make it unlikely that these
taxes will return to the annual in-
creases of 10 percent or more that
prevailed in the years 1969 through
1971.

Federal grants-in-aid to State and
local governments are not likely to
grow rapidly enough to make up for
the slackening increase in own-source
revenues. Except for grants to finance
public service jobs, other grant pro-
grams are unlikely to increase signi-
ficantly because of Federal budget
restraint in fiscal 1975 and 1976.
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CHART 2

* Revised data show third quarter GNP up $311/2 billion; real GNP declined about 2 percent (annual rate)
* In October: The jobless rate reached 6 percent; nonfarm payroll employment was unchanged
* The wholesale price index rose sharply
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November 1974 SURVEY OF CURRENT BUSINESS

• In October: Personal income advanced $81/2 billion

9

1 CHART 3

• Retail sales continued to decline; sales of domestic-type autos dropped to 6|4 million units
• Housing starts and permits were little changed
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10 SUBVEY OF CUREENT BUSINESS November 1974

• In third quarter: Merchandise trade deficit worsened (balance of payments basis)
• Federal Government deficit on NIA basis amounted to about $1 billion

INVENTORIES FOREIGN TRANSACTIONS GOVERNMENT
Billion $

30

20

10

0

-10

Billion $

CHANGE IN BUSINESS
INVENTORIES**

- (GNP Basis)

.in in
-

••i

ll,
Billion $

320

280

240

200

160

30

20

10

0

-10

NET EXPORTS

-

Billion $

k*

-

Goods and Services .r

^-^~^

\ i i
Quarterly (III) BEA

Billion $

MANUFACTURING AND TRADE
INVENTORIES*

- (Book Value, End of Month)

_

" -"I
, ii . M i i . , ,

Billion $

180

140

100

60

20

.X

^s
^s^*^

1 1 1 1 1 1 1 1 1 1 1

*r

-

1 1 i 1 1 1 i 1 1 1 i

10

8

6

4

2

MERCHANDISE

-

H- Imports
\

^^s^f^
•*»».... .•••"*""

(

Monthly (Sept.) Census & BEA

Billion $

MANUFACTURING *
(Book Value, End of Month)

—

,~— — -

i < , i < ,

Billion $

180

140

100

60

20

TRADE *

^x -
Total ^^

r^~~*~~*'
Durables

A ......
.—•—•""'

Nondurables

i 1 1 i 1 1 i 1 1 1 1

.•••*""""*

-•

1 1 1 i 1 1 i i i 1 1

16

8

0

-8

-16

&\
Merchandise
i i |

A

\\
\

i V. i

250

200

150

i no

50

GOVERNMENT PURCHASES OF
GOODS AND SERVICES**

r-

State and Local ^^^^^^

Federal Total

Defense v

l i t i l l i i
Quarterly (III) BEA Quarterly (III) BEA

Billion $

TRADE* A

<N'"*' -
/

•** /v

\
Exports

i i i i i 1 1 i 1 1 i

/

-

( ( (

350

300

250

200

150

FEDERAL BUDGET **
(NIA Basis)

^Expenditures j,^'''1^
\ -'•^>^i'\

***** ^"^^^^ ~
ff „•* ./ ̂ ^
^-^^^ Receipts

-

i l l i l l i t
Monthly (Sept.) Census Quarterly (III) BEA

Billion $

BALANCE OF PAYMENTS*

- —

Current Account ^
\ +r\2l

*~^

Current Account and
Long-Terrr

i i i
Monthly (Sept.) Census & BEA

Billion $

(Book Value, End of Month)
_

-w— ""1
mt •*""""

_ — — — •""• •""""

1972

—

Total

Retail

" Wholesale

i 1 1 1 1 1 1 1 1 1 1

— -""

—

. -"~

i i i 1 1 1 i < i i i

16

8

0

-8

-1A

Capital

i i i

*f\

\

1 1 1

50

25

0

-25

-50

FEDERAL BUDGET POSITION**
(NIA Basis)

— —
J

^_ \ i _

MB B B B
•

~

Quarterly (ll) BEA Quarterly (III) BEA

Billion $

BALANCE OF PAYMENTS *

- -

Official Reserve
Transactions Balance

^^ A
*>^

Net Liquidity
Balance

i i i
1973 1974 1972

Monthly (Sept.) Census & BEA

<?*S- *%

w?y
i i i

••»

~\ ""'
—

I I I

4

3

2

1

0

DEFENSE PRODUCTS MANUFACTURERS •*
.
a _
::

New Orders -:

"• \ •
\ l\ > . /: r\ .*. i
\ A / \ ^^xU/aLUAL; A^ UX--̂ -1 -tt--<s^T f̂s-Vr' T -' \- /

1 " \ * *
~ Shipments ~

1 1 1 1 1 1 1 1 1 1 i , , 1 1 1 1 , 1 , 1 1 i 1 1 i i i i i 1 1 i
1973 1974 1972 1973 1974

Quarterly (III) BEA Monthly (Sept.) Census

* Seasonally Adjusted ** Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Bureau of Economic Analysis

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

November 1974



November 1974 SURVEY OF CURRENT BUSINESS 11

«

4

I

1967

160

140

120

100

80

1967

160

140

120

100

80

Perc
95

90

85

80

75

Billic
52

44

36

28

20

> Industrial production declined 0.6
> In third quarter: Corporate profits
> Productivity dec!

INDUSTRIAL PRODUCTION
= 100

INDUSTRIAL PF

Nondi
Manufc

Total .,

tODUCTION*

irable
ctures x^

Durable
Manufactures

i i 1 1 i i 1 1 . i i

-

Monthly (Oct.) FRB

= 100

INDUSTRIAL PI

Autos

\/

1 1 1 1 1 1 1 1 1 M

EDUCTION*

Steel V \ , w _
w

1 1 1 1 1 1 1 1 1 1 1
Monthly (Oct.) FRB

ent

MANUFACTURE
RATE*

All

l 1 I

RS' CAPACITY UTI

Manufacturers

i i i

LIZATION

i I i
Quarterly (II) BEA

>n$

DURABLE GOO

New Orders

i . 1 1 1 1 1 i i i i

DS MANUFACTURE!

Shipments

*s *

i i i t 1 1 i i i . i
1972 1973 1974

Monthly (Sept.) Census

percent in
(before t

ned 3 per

Billion

720

640

560

480

400

Bill

4

0

-4

Perc

16

12

8

4

0

1941
140

120

100

80

60

October
ax including IVA) increased about $1
cent and unit labor cost increased 14

MONEY, CREDIT, AND SECURITIES MARKETS
$ Bill

BANK CREDIT A

Bank Credit
(left scale)

»•**

i 1 1 1 t 1 1 1 i i i

on $

ND MONEY SUPPLY* /~~

Money Supply
(right scale) -•

i i 1 1 i i 1 1 1 1 1 i i 1 1 i i i i 1 1 i
Monthly (Oct.) FRB

Billic

BANK RESERVES

Total Reserves* ^/*~~**
(right scale) _jf^^j

^ * — """̂  * - ^ / M . Free Reserves

\ /

1 1 1 1 i i i i i i i i i 1 1 i i 1 1 1 1 1 i i i i 1 1 1 1 1 1 i

ent

Monthly (Oct.) FRB

INTEREST RATES AND BOND YIELD

90-Day
Commercial Paper /\

\ r\ /' \
Corporate Aaa (Moody's) // V.-K l^^f^

^

-43=10

STOCK PRICES

Standards and

1972

\ 3-Month
Treasury Bills

i i 1 1 i i i i 1 1 i i i t i , i i i i i i
Monthly (Oct.)

Poor's 500 VA,

v -
1 t 1 1 1 1 1 1 1 1 t 1 1 I i 1 1 , i 1 ! ,

1973 1974

Monthly (Oct.)

billion
i percent

on $ Billion

380 150

340 125

300 100

260 75

220 50

n $ Billioi

45 150

40 125

35 100

30 75

25 50

Perc

24

16

8

0

-8

Perc

24

16

8

0

-8

PROFITS AND COSTS
$

CORPORATE PR

Total

~~ ••***"..—••*

i i i

1$

CORPORATE CA

~ Cash Flow Aft(
Dividends

_ Profits After T

\.,.
-r r i

ent

COMPENSATION
PRIVATE ECONO

- (Change From P

Compensation

_| Output

Jitf
Mmmm

ent

OFITS AND IVA, BE

\
Nonfinancial
Corporations

i i i

Quarterly (III)

SH FLOW AND PRO

»r

axT;;
Quarterly (III)

FORE TAXES**

-—'•••" !•

1 1 1
BEA

FITS** ,

i I i

BEA

AND REAL OUTPUT PER MAN-HOUR
MY
revious Quarter) ** -

E — E =
B = = SB ~

(ill
..

Quarterly (III)

= = =

1 '
BLS

UNIT LABOR COSTS PRIVATE ECONOMY
(Change From Previous Quarter) **

1 .Illlill
1972 1973

Quarterly (III)

1974 BLS

* Seasonally Adjusted **Seasonally Adjusted at Annual Rates

U.S. Department of Commerce, Bureau of Economic Analysis

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

November 1974



the BUSINESS SITUATION

JL AETIAL but conclusive evidence
indicates that the slide in real GNP
accelerated in the fourth quarter. The
month-long coal strike was not a major
factor; the decline was mainly the result
of a broadly based and pronounced
weakening of demand.

The largest decline was in auto-
mobiles. Data through mid-December
indicate that sales of domestic models
were down 29.4 percent from the third
quarter. There were sizable real declines
in consumer purchases of goods other
than autos, and in the automobile and
truck components of fixed business in-
investment. The contraction in home-
building intensified. As yet, little is
known about inventories, except that
there occurred a large involuntary
accumulation of automobile inventories,
as the reduction in output fell short of
the reduction in sales. Inventories will
be a major factor determining the
steepness of the fourth quarter decline
in real GNP.

A major shakeout in labor markets
also took place. Employment, which
had been rising slowly earlier in the
year, declined in October and Novem-
ber, and layoffs rose sharply. The
unemployment rate reached 6.5 percent
in November and will rise further in
December. Inflation continued at a
rapid rate, although there was a slow-
down in price increases for commodities
other than food, especially in industrial
materials prices, which are cyclically
sensitive.

Consumer Income and
Spending

The growth of personal income slowed
from a seasonally adjusted annual rate
of 12.6 percent per month in the third
quarter to 7.4 percent in October; in
November, income declined 2.2 percent.
The weakening was in private wages
and salaries and farm proprietors'
income (table 1).

Private wages and salaries rose 4.8
percent in October—about half the
average monthly rise in the third
quarter—and declined 11.4 percent
in November. The weakness was due
to declines in employment and in
average weekly hours, and, to a lesser
extent, to a slowdown in the rise of
hourly earnings. Average hourly earn-
ings of production workers in the
private nonfarm economy, adjusted
for overtime in manufacturing and
interindustry employment shifts, in-
creased at an annual rate of 7.7 percent
in October and 6.8 percent in Novem-
ber. These increases were well below
the average rate of 10.2 percent per
month in the third quarter, and the 12.5
percent second-quarter rate which in-
cluded catchup effects that resulted
from the removal of wage controls.

The decline in private payrolls in
November was in the commodity-
producing industries. Payrolls fell 25.0
percent in manufacturing and 30.6

Table 1.—Personal Income, 1973-74
[Percent change, seasonally adjusted at annual rates]

Personal income

Wage and Salary disbursement
Total private

Commodity-producing industries
Manufacturing _ _

Distributive industries _
Services _ _. _

Government _

Other labor income .. ..

Proprietors' income
Business and professional
Farm

Transfer payments

All other sources *

Less: Personal contribution for social insurance

Percent
distribution

1973

100 0

65 6

4 4

9 1
5.5
3.6

11.2

13 9

4.1

I

12 6

12 9
13 5
13 9
11 5
11.1
15.8
10 7

6 5

58 3
6.6

232.3

7 3

11 2

104 5

19

II

9 2

9 g
10 8
11 8
11 8
9 8

10.0
6 6

7 3

4 0
7

9.4

6 1

11 5

5 8

73

III

13 3

9 2
9 7

10 8
9 3
8.3
9.4
7 3

10 0

44 7
4 3

131.9

13 7

13 9

8 7

IV

10 3

10 4
10 3
11 5
11 2
6.6

12.8
11 0

11 6

4 8
4.2
5.6

7 5

13 7

2 8

I

3 7

5 6
5 3
1 3

— 6
7.2

10.8
6 7

12 2

—25 4
10 7

—58.2

24 6

6 1

33 2

II

9 8

12 0
12 2
11.5
14.3
12.5
13.3
11.6

14 5

—32.9
9.0

-74.3

25.4

15 9

7.9

1974

III

12 6

7 9
9 4
8.6

10.4
9.3

11.1
2.7

14 9

32.5
8.8

105.5

29.1

9.4

6.0

Oct.

7.4

8.6
4.8
5.3
9.2
4.7
4.2

24.1

14.5

—17.7
0

-45.2

14.0

9.8

7.7

Nov.

—2.2

-7.1
—11.4
—26.2
-25.0

.7
7.6

10.8

11.8

-15.7
3.9

-46.9

13.8

10.5

-7.1

1. Includes rental income, interest income, and dividends. NOTE.—Quarterly changes are averages of the monthly changes within the quarter.
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SURVEY OF CURRENT BUSINESS December 1974

percent in other-commodity producing
industries. The latter drop was mainly
due to the strike in the coal industry.
Government payrolls increased sub-
stantially in October and November,
because of the pay raises for military
and Federal civilian employees, most
of which became effective in October.

Farm proprietors' income declined
in October and November due to
rising costs and a smaller volume of
marketings.

The growth of transfer payments
slackened in October and November.
The slowdown centered in social secu-
rity benefits, which had increased sub-
stantially in the second and third
quarters as the result of legislated
increases in rates. Unemployment insur-
ance benefits included in personal in-
come rose sharply in October and
November. Supplemental unemploy-
ment benefits, which are provided by
privately administered plans and ex-
cluded from personal income, repre-
sented only small additions to the pay-
ments that are included. Transfer pay-
ments will be boosted in December by
a major increase in veterans benefits
that is retroactive to September.

The weakness in personal income,
combined with rapid increases in con-
sumer prices, resulted in a further
decline in real disposable income. Real
income declined in each of the first
three quarters of 1974 and was 3.2 per-
cent below the peak in the fourth
quarter of 1973.

Spending

Confronted by tapering incomes and
increases in the cost of living and unem-
ployment, consumers have cut back

sharply on their spending. There was a
precipitous cut in spending for auto-
mobiles. Sales of new cars, including
imports, plunged to a seasonally ad-
justed annual rate of 7.8 million units in
October and 6.8 million in November.
These declines followed a spurt to an
annual rate of 10.3 million units in the
third quarter, when the higher prices
announced for the 1975 models led
buyers to step-up their purchases of
1974 models.

Current-dollar retail sales of other
durables were unchanged or lower in
October and November and down
sharply in real terms. Spending for non-
durables rose in October and declined
in November, and, for the 2 months
taken together, showed a small increase.
The rise was in the food group and
reflected higher prices. Spending for
other nondurables declined in both
October and November, reflecting a
contraction in the general merchandise
and apparel groups.

In efforts to bolster consumer spend-
ing, retailers have sponsored major
preholiday price-cutting promotion pro-
grams that gave some transitory
strength to retail sales in December.
It seems likely that a meaningful
recovery in consumer spending will
have to await a significant slowdown
in inflation and strengthening in labor
demand, or both.

Residential Construction

New housing starts continued to
decline in the fourth quarter, although
not as rapidly as in the third, and
residential investment, which reflects
both past and current starts, declined
sharply. Starts were at a seasonally

adjusted annual rate of 1.0 million units
in October and November, down 13
percent from the third quarter, and
more than 55 percent from the highs
of early 1973 (chart 1).

Starts of single-family homes aver-
aged 780,000 units in October and
November, down 10 percent from the
third quarter. New home sales declined
sharply in the third quarter and further
in October, the latest month for which
data are available (table 2). The
inventory of unsold homes was also
lower, but represented an average 10.7
months of sales in the third quarter
and 12.1 months in October. Historical-
ly, these are very high figures.

Shipments of mobile homes, an im-
portant source of low cost housing,
have also declined sharply. Mobile
home shipments totaled 248,000 units
at a seasonally adjusted annual rate
in October, 30 percent below the aver-
age for the third quarter and more than
60 percent below the peak in the first
quarter of 1973.

Multiunit starts averaged 267,000
units in October and November, down
20 percent from the third quarter, and
75 percent below the peak rate in the
first quarter of 1973. The number
of units under construction remained
large, even though it has declined over
the past year. At the end of the third
quarter there were 742,000 units under
construction.

The contraction in multiunit hous-
ing is the most severe on record, and
is far worse than that for single-family
units. Several factors contributed to
this result. There has been overbuilding
of both rental and condominium units.
Both construction loans and mortgage

Table 2.—Selected Measures Relating to New Home Sales and Rental Apartments, 1972-74.

Single-family market: (seasonally adjusted)

Average monthly sales rate (thousands)
Inventory of unsold homes (thousands)
Average monthly ratio of homes for sale to homes sold...

Rental market: (not seasonally adjusted)

Vacancy rate.
Units in apartment-type buildings under construction

(thousands) . ._

I

57
318
5.5

5 3

715.8

19

II

58
353
5.9

5 5

780.0

72

III

62
382
6.1

5 8

823 5

IV

63
407
6.5

5.6

862.9

I

61
426
7.1

6 7

907.3

19

II

57
436
7.8

5.8

951.8

73

III

47
453
9.7

5.8

975.1

IV

40
446

11.3

5.8

932.4

I

44
453

10.6

6.2

879.0

19

II

47
442
9.7

6.3

834.6

74

III

40
426

10.7

6.2

742.1

Oct.

34
410

12.1

n.a.

n.a.

N.a. Not available.
NOTE.—Quarterly figures are averages, except for inventories and units under construction,

which are end of period.
Source: U.S. Department of Commerce, Bureau of the Census.
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loans have been costly and difficult to
obtain. Materials prices and wage rates
have soared, and consequently profit-
ability has been eroded. Many large
builders have defaulted on loans, seri-
ously weakening the lending ability of
important construction financiers, espe-
cially real estate investment trusts.

Most money market interest rates
have declined about 3 percentage points
since late August and early September.
Initially, the decline reflected weaken-
ing loan demand. Subsequently, the

Residential Construction and
Mobile Homes

Million units (Ratio scale)

CHART ]

PRIVATE HOUSING STARTS

Total

.15

MOBILE HOME SHIPMENTS

.1 , i . j , . , I , n Ii . . 1 i l l M . l l l l l n . i l

1965 66 67 68 69 70 71 72 73 74

Seasonally Adjusted at Annual Rates

• Average of October and November Data: Census

U.S. Department of Commerce, Bureau of Economic Analysis 74-12-1

monetary authorities appear to have
pursued a less restrictive policy. How-
ever, the evidence for this depends on
the interpretation of recent actions
taken by the Federal Reserve—the
reduction in reserve requirements and
in the discount rate, and also open
market operations.

Short-term market instruments are
alternatives to savings accounts for
many investors, and the decline in
money market rates has resulted in an
improvement in the flow of funds to
the thrift institutions. New savings,
excluding dividends credited to de-
positors, exceeded withdrawals by $300
million at federally insured savings
and loan associations in October; ac-
cording to preliminary data, flows
continued positive in November. The
recent improvement followed 3 con-
secutive months of net withdrawals
that totaled $2.9 billion. The prospects
are that savings flows will strengthen
in the months ahead and that the
associations will accelerate their mort-
gage lending. However, not all of the
increase in savings flows will be avail-
able for this purpose. The associations
are heavily in debt to the Federal
Home Loan banks and will use new
funds in part to reduce this debt.

Aside from the prospects for greater
availability of mortgage funds, the
single-family market will also get some
help from the recent extension of
Federal mortgage assistance to include
conventional mortgage financing for
existing home sales. However, there are
factors limiting the strength of the
recovery: the sharp increases in housing
prices and high mortgage rates will
restrict demand; the excess inventory
of unsold homes must be corrected; and
most importantly, consumers' real in-
comes and their willingness to spend
must improve.

The outlook for multiunit construc-
tion is worse. Completion of the large
number of units under construction is
likely to result in a further increase
in vacancy rates. The rate, which has
risen in each year since 1970, will
have to stabilize, at the very least,
before significant recovery in multiunit
starts gets underway. In addition,
as mentioned earlier, the multiunit

market is experiencing special financial
difficulties. Also, the shifts among rental
and condominium properties are con-
tributing further uncertainties that are
likely to be obstacles to a revival of
the multiunit market.

Business Investment

The rise in business spending for
plant and equipment slowed in the
fourth quarter. According to the latest
BEA survey, taken in November and
reported on pages 16-20 of this issue of
the SURVEY, business expects capital
outlays to show a rise of only 1.4 per-
cent at a seasonally adjusted annual
rate, a sharp deceleration from the
third-quarter rise of 9.6 percent. In
real terms, outlays undoubtedly de-
clined substantially in the fourth
quarter.

Business has been reducing invest-
ment plans throughout the year. Ac-
cording to the February survey, plant
and equipment spending in the second
half of the year was expected to average
14.4 percent (seasonally adjusted an-
nual rate) above the first half. In the
May survey, the increase was scaled
down to 10.4 percent, and in Novem-
ber, to 8.8 percent. Both manufac-
turing and nonmanufacturing indus-
tries reduced their investment plans;
the largest reductions were in non-
manufacturing, mainly reflecting sub-
stantial downward revisions by electric
utilities.

The weakness in capital spending
will extend into 1975. Many industries
are planning cutbacks, and only a few
are planning substantial expansion.
The latter are either energy-related
(petroleum and gas) or have until
recently been operating at capacity
and would quickly experience capacity
pressures once a recovery gets under-
way (iron and steel and nonferrous
metals).

For definitional and methodological
reasons, the plant and equipment series
moves somewhat differently from the
nonresidential fixed investment com-
ponent of the GNP. On the basis of
detail underlying the latter, the main
reason for the deceleration of investment
outlays in the fourth quarter was a
large reduction in outlays on automo-
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biles and trucks, which had been very
strong in the third quarter. Business
outlays on other types of producers'
durable equipment and on construction
continued weak.

As regards inventory investment, a
major factor was the large involuntary
accumulation of automobile inven-
tories. The drop in automobile sales was
sudden and sharp, and inventories in-
creased by more than 25 percent from
the end of September to the end of
November, when they were equal to
about four months of sales. It is likely
that sales remained depressed and that
in December, in spite of widespread
plant closings, production exceeded
sales and inventories rose further.

Labor Markets

The demand for labor weakened
appreciably from the third to the
fourth quarter. Employment, as mea-
sured by both the household and the
nonfarm payroll series, showed little
change in October and declined sharply
in November; unemployment, which
had increased abruptly in September,
rose sharply in both months.

The number of employees on non-
farm payrolls declined about 440,000
(seasonally adjusted) in November.
Employment in service-producing in-
dustries, which had been expanding,
fell 35,000 in November (table 3). The
drop was due to a contraction in retail
trade; moderate expansion continued
in State and local government and in

the miscellaneous services group. Em-
ployment in goods-producing industries,
which had been declining all year,
plunged more than 400,000, as layoffs in
manufacturing intensified and spread to
nearly every major component group.
The largest declines were in electrical
machinery and autos, where weak sales
resulted in sizable production cuts.
Further closings of auto plants occurred
in late November and December, and
more are scheduled for January; the
auto industry will continue to be a
major source of weakness for some
time. Among nondurables, declines in-
tensified in both October and Novem-
ber. The largest cutbacks were in
textiles and apparel, where employ-
ment has declined almost without
interruption since late last year.

The weakening demand for labor in
manufacturing was also evident in hours
of work and labor turnover. The work-
week declined in both October and
November, primarily as a result of
reduced overtime. The size of the de-
cline suggested shortening of the basic
workweek in some industries, such as
lumber, furniture, textiles, and apparel.
(Data separating overtime from regular
hours are not available for individual
industries.) The latest figures on labor
turnover (those for October) showed
layoffs rising sharply and the rate of
new hires falling to its lowest level in
over 2 years.

Employment in construction declined
somewhat faster than earlier in the

Unemployment Rates

CHART 2

Percent
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• Latest data plotted are November Data: BLS

U.S. Department of Commerce, Bureau of Economic Analysis 74-12-2

Table 3.—Changes in Nonfarm Payroll Employment, 1973-74
[Thousands of workers, seasonally adjusted]

Nonfarm payroll employment total . .

Goods-producing _
Mining
Construction. _

Manufacturing _
Durables. _ ._ .
Nondurables

Service-producing
Transportation and public utilities.
Trade .._ . .
Finance, insurance, and real estate
Services
Federal government.. -
State and local government _

I

331

154
2

56

96
80
16

176
4

79
11
60

—8
30

19

II

225

92
(i)

27

65
55
10

134
10
37
8

42
-4
41

ra

III

176

46
3

19

24
29
-5

130
10
45
11
52
4
8

IV

203

68
4
8

56
41
15

135
7

16
6

42
7

57

I

55

-70
3

-4

-69
—58
-11

124
7

29
8

34
6

40

II

111

—11
2

-36

23
32

-10

122
-3
39
4

50
5

27

1974

III

141

-38
4

-18

-24
-18
-6

180
-6
45
7

53
11
70

Oct.

-33

-163
8

-35

-136
-73
-63

130
25
-6

8
64
1

38

Nov.

-443

-408
-11
-49

-348
-224
-124

-35
-1

-119
1

37
-1
48

1. Less than 500.
NOTE.—Quarterly changes are averages of the monthly changes within the quarter.

Source: Bureau of Labor Statistics.
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year, reflecting both the continued drop
in homebuilding and recent weakening
in commercial and industrial construc-
tion. Mining employment fell a little
in November, but because most miners
were on payrolls the first day of the
survey week, the coal strike had little
effect on the figures. However, second-
ary cutbacks in coal-dependent indus-
tries will be evident in the figures for
December, particularly in the steel
industry, where layoffs were announced
in late November.

The labor force increased in October
and decreased in November; unemploy-
ment rose in both months. The un-
employment rate moved gradually
higher from late 1973 to August of this
year and then rose 0.4 of a percentage
point to 5.8 percent in September
(chart 2). Some of this rise may actually
have taken place in earlier months,
and may have been masked by technical
problems associated with seasonally
adjusting the labor force and employ-
ment data for the impact of school
closings in June and openings in Sep-
tember. Sharp increases in unemploy-
ment have continued and the overall
unemployment rate reached 6.5 percent
in November.

The unemployment rate for house-
hold heads is an important indicator of
the seriousness of a rise in unemploy-
ment. Increasing unemployment for
this group nearly always reflects job
losses, rather than new entries or re-
entries into the labor force, which fre-
quently affect the measures of unem-

ployment for other demographic groups.
The unemployment rate for household
heads began increasing sharply in
September and reached 3.9 percent in
November.

The unemployment rate for adult
men began to rise steeply in October
and reached 4.6 percent in November,
mainly reflecting unemployment among
blue-collar workers, particularly in dur-
ables manufacturing and construction.
The unemployment rate for adult
women was steady in October after a
jump in September, but rose sharply
again in November; the November
rise reflected heavy layoffs in textiles
and apparel.

At 17.3 percent, the November un-
employment rate for teenagers was 3
percentage points higher than at the
end of last year. It showed little change
in the last 2 months because labor force
participation declined. In a period of
rising unemployment, teenagers are
typically among the first to be laid off,
and if they do not quickly find alterna-
tive employment, they are more likely
than older workers to drop out of the
labor force.

Recent Price Developments

Wholesale and retail prices increased
less rapidly thus far in the fourth quar-
ter than in the third. The slower rate of
increase was due to a slackening in price
rises for commodities other than food;
food prices continued to rise sharply.

Wholesale industrial commodity prices
rose about 1 percent (seasonally

adjusted) in October and November,
as compared with 2.1 percent per
month in the third quarter (table 4).
The slowdown reflected a decline in
prices of industrial materials resulting
from broadly based weakness in in-
dustrial activity, both here and abroad.
Prices of crude industrial materials de-
clined in both October and November,
following an average increase of 2.2
percent per month in the third quarter.
The monthly rise in intermediate goods
prices slowed to about 1 percent, from
an average of 2.4 percent in the third
quarter. Price rises for finished goods
continued strong in October, but slowed
markedly in November.

Prices of crude materials are gener-
ally more sensitive to changes in
demand and supply than are commod-
ities representing later stages of fabri-
cation. This is so, because these prices
are set by worldwide competitive bid-
ding and promptly reflect both current
and prospective changes in demand
and supply. Changes in the prices of
crude materials take time to work
through to the later stages of production.

Among major commodity groups, the
slowdown was largely attributable to
substantial price declines in lumber,
textiles and apparel, and leather, and a
leveling off of metals and metal products
prices. Price increases continued rapid
for chemicals, machinery, household
durables, and transportation equip-
ment. The rise in chemicals was largely
due to continuing strong demand and
limited supplies, particularly of agri-

Table 4.—Changes in Wholesale Prices, 1973-74
[Percent, seasonally adjusted]

All commodities

Agricultural commodities _ .
Farm products
Processed food and feeds . _

Industrial commodities

Stage of processing *

Crude materials
Intermediate goods
Consumer finished goods

Durables
Passenger cars

Nondurables
Producer finished goods

I

1 5

3 2
4 2
2 6

g

1 1
1 0

g
3
2
g
4

19

II

1 6

3 2
4 1
2 6

9

2 4
10

5
5
3
5
5

73

III

1 0

3 0
5 2
1 5

5

2 1
5
3
3
2
3
4

IV

0 7

_ 7
—I 8

2

1 3

3 8
1 4
1 0

2
(2\

1 5
5

I

1 9

g
5

1 0

2 4

5 4
2 4
2 1

9
5

2 9
1 1

II

1.0

—2.8
—5.3
—1 1

2.6

g
3 2
1 9
1 2

g
2 3
2 1

1974

III

2.6

4.1
4.0
4.2

2.1

2.2
2.4
1 4
1.2
1.2
1 5
2 4

Oct.

2.5

5.1
4.8
5.5

1.1

— 4
1.1
1.7
3.1
4.7
1.3
2.4

Nov.

1.2

2.5
1.3
3.5

.9

-.3
.8
.4
.2

—.4
.5

1.4

1. Excluding food.
2. Less than ±0.05 percent.

NOTE: Quarterly changes are averages of the monthly changes within the quarter.
Source: Bureau of Labor Statistics.
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cultural chemicals and fertilizers. In other
groups, where demand weakened, in-
creases reflected the need to cover
rapidly rising costs. One of the biggest
increases occurred in transportation
equipment and was largely due to a 4.7
percent rise (seasonally adjusted) in
new car prices in October.

Prices of farm products and processed
foods and feeds increased sharply in
October and slowed in November; on
balance, the rise was about the same as
in the third quarter.

Consumer prices

The increase in consumer prices also
slowed a little in October, the latest
month for which data are available.
Prices of commodities other than food
rose only 0.6 percent, or half the average
monthly rise in the third quarter (table
5). Despite extremely weak auto sales,
new car prices were raised 1.1 percent in
October. The increase was less than in
the second and third quarters, when
prices on 1974 models were raised on
several occasions. However, the full
impact of the increase for 1975 models
has not yet been reflected in the Con-
sumer Price Index, because a large
proportion of new cars sold in October
were 1974 models. In the Wholesale
Price Index, all of the increase was
reflected because all factory sales were
1975 models.

The price increase for used cars also
slowed but, at 2.4 percent, it was much
larger than increases for other major
consumer durables. Among nondurable
goods, gasoline and oil prices fell 2.3
percent in October, and apparel prices
were about unchanged; in the third
quarter, gasoline and oil prices fell only
a little and the rise in apparel prices
averaged 1 percent.

The rise in retail food prices accel-
erated somewhat in October, reflecting
the stronger increases in wholesale farm
product and food prices. The accelera-
tion occurred mainly in cereals and
bakery products, sugar and sweets, and
fresh fruits and vegetables. Prices of
meats, poultry, and fish, on the other
hand, declined 1 percent.

Revised Corporate Profits and
GNP

The national income measure of
profits—profits from current production
—showed little change from the second
to the third quarter. Compared with
the preliminary figure issued last month,
the total was revised down almost $1
billion. The revision was largely in
profits originating in the rest of the
world and in manufacturing. The rest-
of-the-world estimate was revised up $1
billion incorporating information from
BEA's survey of foreign direct in-

vestment. Manufacturing profits were
revised down about $2 billion as a
result of more complete information
from the quarterly survey by the
Federal Trade Commission.

The rest-of-the-world revision affects
the gross national product estimate
since income from abroad is a com-
ponent of that measure. Third quarter
GNP in current dollars was revised up
$0.9 billion. In real terms, the decline
in GNP from the second quarter was
revised slightly, from —2.1 percent
to —1.9 percent at an annual rate.
The estimate of gross domestic product
(GDP) was not affected by the re-
vision in rest-of-the-world income.

With the revised figures, the sta-
tistical discrepancy was $3.0 billion in
the third quarter. The statistical dis-
crepancy is the difference between GNP
as measured from the product side
(the sum of final purchases and in-
ventory change) and the alternative
measure from the income side (national
income, indirect business taxes, capital
consumption allowances, etc.). The sta-
tistical discrepancy has been —$6.3
billion in the first quarter. The swing
from the first to the third quarter
amounts to over $9 billion indicating
that GNP as measured from the income
side shows more weakness over this
period than does the conventional
product side measure.

Table 5.—Changes in Consumer Prices, 1973-74
[Percent, seasonally adjusted]

-
All items . .

Food
Meats, poultry, and fish
Dairy products . .
Fruits and vegetables. _
Cereals and bakery products

Cotninoditifts less food .
Durables

New cars . .
Used cars * _ ...
Household durables .

Nondurables
Apparel
Gasoline and motor oil

Services *
Rent*
Household services less rent
Transportation _
Medical care
Other

I

0 7

2 0
4 1

g
1 6
.8

3
.2
2

— 4
.2
4
3

.7

3
5

.4
— 2

.3

.4

19

II

0 6

1 3
1 i

g
2 0
1 2

4
*2
4

2 5
5
5
4

1 9

4
3

.5
2
4

.5

73

III

0 8

2 0
4 8
1 7

— 1 2
2 5

3
3
4

— 5
4
1
3

—.6

6
4

.9
2

.3

.5

IV

0 7

9
—1.6

3 5
2 4
4.0

6
.1

— 6
—2 1

.3
1 2

3
4.0

g
.4

1.0
.2
.9
.5

I

1.1

1.5
—.1
1 4
2 9
2.2

1.3
.5
3

—3.1
.7

1 8
.8

6.3

7
.4

1.1
.1
.8
.6

19

II

0.8

.3
—2.9

6
2.5
1.5

1.1
1.1
1.4
6.1
1.1
1 1
.8

1.8

.9

.4
1.2
.5

1.2
.8

74

III

1.1

1.0
2.2

—.6
-1.8

.9

1.3
1.6
1.5
3.6
1.4
.9

1.0
—.7

1.1
.4

1.4
.6

1.4
.9

Oct.

0.9

1.3
—1.0

.3
2.3
2.6

.6
1.0
1.1
2.6
.8
.4
.1

-2.3

.9

.6
1.2
.4

1.1
.6

1. Not seasonally adjusted.
NOTE.—Quarterly changes are averages of the monthly changes within the quarter.
Source: Bureau of Labor Statistics.
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Table 6.—Corporate Profits Before Tax and Inventory Valuation Adjustment, 1973-74
[Billions of dollars, seasonally adjusted at annual rates]

All industries, total

Rest of the world -
Domestic - ... . .

Financial institutions
Nonfinancial corporations

Manufacturing

Nondurable goods
Petroleum refining
Other nondurable"goods_

Durable goods-
Motor vehicles _ .
Other durable goods. -

Trade _
Transportation _ _. . .
Communication _ _
Electric, gas, and sanitary services.^ _ - _ , , „
All other *nonfinanciftl.

I

103.9

7.0
96.9

18.7
78.2

48.6

20.9
4 8

16.1

27.6
7.9

19 7

12.9
1.8
3.6
4.1
7.3

1973

II

105.0

7.0
98.0

19 4
78 6

48.4

21.5
5 5

16.0

26.9
7.4

19 5

13.8
1.3
3.6
3.8
7.6

III

105.2

7.4
97.9

19.8
78.1

47.1

21.4
5 3

16.0

25.7
5.1

20 7

13.0
1.1
3.9
45
8.4

IV

106.4

8.0
98.3

20.4
77.9

46.4

22.1
4 9

17.2

24.3
3.8

20 5

13.9
1.5
3.6
4.2
8.4

I

107.7

13.2
94.5

20 8
73.8

46.2

26.9
7 5

19.4

19.3
.2

19 1

12.6
1.1
3.4
2.5
7.9

1974

II

105.6

7.9
97.7

20 7
77.0

46.8

29.7
10 0
19.7

17.1
1.0

16 1

13.5
2.1
3.4
2.6
8.6

III

105. 8

8.8
97.1

20 7
76 4

48.6

33.3
13 6
19.7

15.3
1.1

14.2

9.8
2.3
3.3
3.0
9.4

Before-tax book profits increased $18
billion in the third quarter. With profits
from current production showing little
change, the third-quarter increase in
before-tax book profits was almost
entirely in inventory profits. In the
national income and product accounts,
inventory profits are measured by the
inventory valuation adjustment (with
its sign reversed). They are defined as
the gains or losses due to the difference
between the replacement cost of goods
taken out of inventory and the cost
at which these goods are charged to
production.

The November SURVEY discussed
problems being encountered in measur-
ing GNP, GDP and corporate profits
(including the tax liability) which
arise from the high rate of inflation
and from the shift by corporations

from the FIFO to the LIFO method
of inventory accounting. As a result
of these problems the third-quarter
estimates are subject to more than the
usual margin of error.

The estimated reduction in inventory
profits resulting from the shifts from
FIFO to LIFO as described in the
November SURVEY was revised from
$6.6 billion to $7.1 billion for the third
quarter. The estimates for the first and
second quarters were not revised.

Industry profits

Table 6 updates the industry esti-
mates of profits on a national income
basis which were first shown in the
September SURVEY. These measures
contain a substantial degree of error and
they are subject to considerable
revision.

The third-quarter figures show profits
originating in the rest of the world
up almost $1 billion from the previous
quarter. This increase primarily reflects
higher earnings of foreign branches of
U.S. petroleum companies. Profits of
financial institutions continued at the
second-quarter rate.

Nonfinancial corporations' profits
were down somewhat. Manufacturers'
earnings were up almost $2 billion.
Petroleum refining earnings increased
sharply. Other nondurable manufac-
turing industries showed little change.
Earnings of the motor vehicle industry
remained at a depressed level. Most
other durable manufacturing industries
declined, a major exception being
primary metals. Trade profits were
down sharply as a result of declines in
retail profit margins.
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CHART 3

* In November: The unemployment rate rose to 6% percent
* Nonfarm payroll jobs declined 443,000

* Wholesale prices increased 1 percent
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December 1974 SUEVEY OF CUEKENT BUSINESS

* In November: Personal income declined $2% billion
• Retail sales fell mainly as the result of the drop in auto sales
9 Housing starts and permits continued to decline

9

CHART 4
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10 SURVEY OF CUEEENT BUSINESS December 1974

• In October: Manufacturing and trade firms added $51/2
• Merchandise trade was about in balance

billion to their stocks

• In third quarter: Balance on current and long-term capital was in deficit by $31/2 billion
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