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TO OUR MEMBER BANKS:

We are pleased to present the Annual Report of the 

Federal Reserve Bank of Richmond for 1966. The report features 

an analysis of "The Longest Prosperity," the period of economic 

expansion from 1961 to the present. Also included are the 

Bank's annual financial statements, a brief summary of the high­

lights of the year's operations, and a current list of officers and 

directors of our Richmond, Baltimore, and Charlotte offices.

On behalf of our directors and staff, we wish to thank 

you for the splendid cooperation and support you have extended 

to us throughout the past year.

Sincerely yours,

C h a irm a n  o f  the  B o a rd P re siden t
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T H E  L O N G E S T  P R O S P E R I T Y
STRATEGIC  ELEMENTS OF A  B U S IN E S S  E X P A N S I O N

T he  b u s in e s s  e x p a n s io n  w h ic h  b e ­

g a n  in  e a r ly  1961  h a s  p e rh a p s  been  

ob se rve d  m o re  c lo se ly  th a n  a n y  o the r 

in  h istory. In  e v e ry  p h a se  a n d  a t  

a ll le ve ls  it h a s  been  described, 

d ia g n o se d ,  a n a ly z e d ,  a p p ra ise d ,  a n d  

e va lu a te d .  T h is  is  not su rp r is in g  b e ­

ca u se  it h a s  b een  a  re m a rk a b le  p e r io d  

o f  p ro sp e rity . B y  the  m id d le  o f  1 9 6 6  

it h a d  a d d e d  n e a r ly  se ve n  m illion  to 

the  ra n k s  o f  jobho lde rs, ra ise d  in d u s ­

tr ia l p rod u c t io n  a n d  G N P  b y  a b o u t  a  

ha lf, a lm o st  d o u b le d  co rp o ra te  profits, 

a n d  b oo ste d  p e r cap ita  p e rso n a l in ­

com e  b y  a lm o st  a  th ird. C h a r t  I sh o w s

the  stro n g  a n d  s te a d y  g ro w th  o f  G N P  

in  both  cu rren t a n d  co n sta n t d o lla rs.  

Per c ap ita  d isp o sa b le  p e r so n a l in ­

com e in  con stan t d o lla r s  ro se  b y  m ore  

th a n  a  fifth  w h ile  net p r iv a te  d eb t 

w a s  in c re a s in g  b y  s o m e w h a t  m ore  

th a n  a  ha lf.

Th is  p e r io d  h a s  b ee n — b y  a  w id e  

m a r g in — the lo nge st e x p a n s io n  in  o u r  

peace tim e  h istory. Fo r a  tim e it g a v e  

p rom ise  o f  b e in g  the id e a l e x p a n s io n  

— on e  w h ic h  a ffo rd e d  su b stan t ia l,  

b a la n c e d  e conom ic  g ro w th  w ith o u t 

i n f l a t i o n .  But in  late 1 9 6 5  a n d  

t h r o u g h o u t  1966 , g r o w in g  in f la ­

t io n a ry  p re ssu re s  m a d e  it n e ce ssa ry  

to in vo k e  the  stro n ge st  a n t i - in f la ­

t io n a ry  m e a su re s  u sed  in  a  g e n e ra ­

tion. A t  th is w r it in g  the  e x p a n s io n
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con tinue s a lth o u g h  the  re stra in ts a re  

b it in g  in  so m e  sectors. It is still u n ­

certa in  w hethe r, w h e n , a n d  h o w  the 

in f la t io n a ry  fo rces g e n e ra lly  ca n  be 

cu rbed  w i t h o u t  p r e c i p i t a t i n g  a  

d a m a g in g  recession.

B e cau se  o f the c lose  ra n g e  a t w h ich  

the e x p a n s io n  h a s  been  fo llo w e d  a n d  

the g re a t  deta il in  w h ic h  it h a s  been  

a n a ly ze d ,  the trees h a v e  rece ived  

m ost o f the a ttention  a t  the e xp e n se  

o f the forest. The  p re sen t m a y  be  a n  

a p p ro p r ia te  tim e to ta ke  a  lo n ge r 

lo ok  a t the w h o le  pe riod , g a in  som e  

perspective , a n d  note  som e  o f  the 

la rg e r  re la t io n sh ip s. In  fu tu re  yea rs, 

th is lo n g  p e r io d  w ill u n d o u b te d ly  be

the subject o f m a n y  e labo ra te , co m ­

p re h en s ive , a n d  soph ist ica ted  stud ies. 

T h is  report cou ld  not a im  a t such  a  

s tu d y  e ve n  if the  tim e w e re  a p ­

p rop ria te . The  m uch  m ore  m odest 

g o a l is to m a k e  a  s u m m a ry  re v ie w  o f 

the p a st  s ix  y e a rs ,  to  p o in t ou t the 

m a jo r o r  cha racte rist ic  deve lop m en ts, 

to note, if p o ssib le , the fac to rs  w h ic h  

ca u se d  the e x p a n s io n  to ge t ou t o f 

contro l, a n d  to trace  the  po licy  m o ve s  

w h ic h  w e re  m a d e  first  to stim u late  

a n d  la ter to re stra in  e x p a n s io n .

C h a r t  I
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A P A N O R A M IC V IEW

i

Econom ic  d eve lop m e n ts  a re  c lo se ly  

in terre lated, a n d  if they  a re  p re sen ted  

in  true perspective  th e y  sh o u ld  be  d is ­

cu ssed  in  the context o f  a  la rg e  p a n o ­

ra m ic  v ie w  o f  the  e conom y. Th is 

section  attem pts to d e v e lo p  su ch  a  

v ie w , c o ve r in g  the p e r io d  from  the 

first q u a rte r  o f  1961  to  the  se cond  

q u a rte r  o f  1966 . Later sections g iv e  

m o re  deta ils.

For conven ience , the  w h o le  tim e 

s p a n  is d iv id e d  in to  su b p e rio d s.  There  

is  n o  en tire ly  sa t is fa c to ry  w a y  o f  

d o in g  th is  fo r  a ll sectors o f  the 

e co n o m y  a lth o u g h ,  w ith  so m e  lo g ica l 

supp o rt, th ree  su b p e r io d s  m a y  be  

m a rk e d  out. The  first  ru n s  fro m  the 

sta rt in g  p o in t in  the  first  q u a rte r  o f  

1961  th ro u g h  the  se con d  q u a rte r  o f

1964 . The  se cond  co ve rs  the  y e a r  

f ro m  m id -1 9 6 4  to m id -1 9 6 5 ,  w h ile  the  

th ird  co ve rs  the fo llo w in g  ye a r.  The  

lo g ic  fo r  the  d iv is io n  is  g iv e n  a s  e ach  

p e r io d  is d iscu ssed . T h ro u g h o u t  the 

study, q u a rte r ly  d a ta  a re  u sed  a n d  in 

n e a r ly  a ll ca se s  the cha rts  s h o w  c u m u ­

la t ive  p e rce n tage  c h a n g e s  b y  q u a rte rs  

fro m  the s ta rt in g  point, w h ic h  w a s  the 

tro u g h  o f  the  1 960 -61  recession . T h is  

m ethod  w a s  cho sen  a s  a  m id d le  cou rse  

be tw een  p re se n t in g  a b so lu te  d a ta , 

w h ic h  in  m a n y  ca se s w o u ld  u n d e r- 

e m p h a s ize  ch a n ge , a n d  quarte r-to - 

q u a rte r  p e rce n tage  ch a n g e s ,  w h ic h

w o u ld  o v e re m p h a s iz e  it. A n o th e r  a d ­

v a n t a g e  is th a t it fac ilita te s co m ­

p a r iso n  o f  o n e  se rie s w ith  a n o th e r  a n d  

o f  o n e  e x p a n s io n  w ith  anothe r.

B A C K G R O U N D
S o m e  h isto rica l b a c k g ro u n d  is h e lp ­

fu l in  e v a lu a t in g  th is e x p a n s io n .  For 

th is p u rp o se , the b e h a v io r  o f  the  in ­

d e x  o f in d u str ia l p rod u c t io n  is  u sed  

a s  a  p ro x y  fo r  the  b e h a v io r  o f  the 

e c o n o m y  a s  a  w h o le . T w o  peacetim e  

p e r io d s  o f  a p p ro x im a te ly  2 0  y e a r s  

e ach  a re  con sid e red , e ach  sta rt in g  

w ith  the first  q u a rte r  a fte r the e n d  o f  

a  m a jo r w a r .  T h e  f irst  co ve rs  the 

y e a r s  fro m  1 9 1 9  to  1 9 3 9  a n d  the 

se cond  ru n s  from  the  e n d  o f  1 9 4 5  to 

m id -1 9 6 6 .  C h a r t  II c o m p a re s  these  

period s, w ith  the  e a r lie r  p e r io d  in  the 

bottom  p a n e l a n d  the  la ter p e r io d  a t  

the  top.

A s  the  bottom  p a n e l sh o w s,  the 

trend  line  o f  the  in te rw a r  y e a r s  w a s  

qu ite  flat. T h is  w a s  d u e  in  la rg e  p a rt 

to the 5 0  p e r cent d ro p  be tw een  1 9 2 9  

a n d  1933 , the  s lu g g is h  re co ve ry  in 

1 93 4 -35 , a n d  a  se con d  la rg e  d ro p  in  

1 93 7 -38 . The  a v e r a g e  a n n u a l g ro w th  

w a s  o n ly  1.4 p e r cent bu t the  total 

rise  fro m  the  lo w  p o in t o f  e a r ly  1 9 1 9  

to the h ig h  p e a k  a t the  e n d  o f  1 9 3 9  

w a s  8 4  p e r cent. In  s h a r p  contrast, 

the  p o s tw a r  p e r io d  sh o w e d  a n  a n n u a l 

g ro w th  ra te  o f  4 .3  p e r cent, three  

tim es the p re w a r  rate, a n d  posted  a  

total g a in  o f  171 p e r cent. The  p re ­

w a r  p e r io d , o f  course , w o u ld  h a v e  

m a d e  a  m uch  better reco rd  excep t 

fo r  the  lo n g  a n d  d e e p  d e p re ss io n  o f  

the  thirties.

T he  e c o n o m y 's  p e r fo rm a n ce  since  

e a r ly  1961  constitutes the  m ost re ­

m a rk a b le  fe a tu re  o f  the p o s tw a r  

pe riod . S ta r t in g  a fte r 15 y e a r s  o f  

qu ite  ra p id  g ro w th , in du str ia l p ro d u c ­

tion  " t o o k  o f f "  in  the  first  q u a rte r  o f  

1961  a n d  o v e r  the  next f iv e  a n d  a  

h a lf  y e a r s  m a in ta in e d  a  g ro w th  rate  

o f  6 .9  p e r  cent p e r  y e a r— a  rate  a l ­

m ost tw o  th ird s  a b o v e  tha t o f  the 

p re v io u s  15  y e a r s  a n d  f iv e  tim es the 

p re w a r  rate. Fu rtherm ore , a fte r  the 

first  y e a r,  the g ro w th  acce le rated  a s  

the p e r io d  a d v a n c e d ,  r is in g  b y  7 .8  

p e r cent in  1 9 6 4 -6 5  a n d  9.2  p e r  cent 

in  1 9 6 5 -6 6 .  The  sm o o th  a n d  s te a d y  

e x p a n s io n  o n  a  q u a r te r ly  b a s is  le n d s  

a d d it io n a l s ig n if ic a n c e  to the p e r­

fo rm an ce . W h ile  the re  w e re  a  fe w  

dec line s in  m o n t h l y  f ig u re s, the 

q u a r t e r l y  a v e r a g e s  m o v e d  u p  

w ith o u t  a  b re ak .

THE S T A R T I N G  P O I N T
W h ile  the  f ir st  q u a rte r  o f  1961  

m a rk e d  the tro u g h  o f  the 1 960 -61  re ­

cession , it w a s  a  v e r y  s h a l lo w  t ro u g h  

— the sh a llo w e st  o f  the p o s tw a r  pe riod . 

From  the  p e a k  in  the  se cond  q u a rte r  

o f 1 9 6 0  to the  f irst  q u a rte r  o f 1961 , 

G N P ,  c iv il ia n  e m p lo ym e n t, a n d  w h o le ­

sa le  p rice s s h o w e d  v i r t u a l l y  n o  

ch a n ge . The re  w e re  sm a ll d ec line s in  

in d u str ia l p roduction , in ven to rie s, a n d  

m a n u fa c tu re r s ' u n fille d  o rde rs, but the 

d ro p s  w e re  qu ite  m odest. A s  fu rth e r
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e v id ence  o f  the m ild n e ss  o f  the  re ­

cession, se ve ra l m a jo r  se rie s re g is ­

tered  sm a ll in creases. The se  in c lu d e d  

co n su m e r prices, e xp en d itu re s  fo r  n e w  

construction, a n d  p e rso n a l incom e. 

F a rm  in com e  a n d  p e rso n a l interest 

rece ipts ro se  a p p re c ia b ly .  The  co m ­

p a ra t iv e  sta b ility  o f  p e rso n a l in com e  

ind ica ted  tha t the " re c e s s io n "  w a s  

h a rd ly  m ore  th a n  a  b rie f p a u se  in 

the u p w a rd  cou rse  o f  the  e conom y.

T w o  m a jo r in d ica to rs  sh o w e d  s u b ­

stan tia l c h a n g e s .  C o rp o ra te  p ro fits  

d ro p p e d  b y  12.2  p e r cent, w h ic h  w a s  

not u n u su a l fo r  th is vo la t ile  se rie s in 

a  p e r io d  o f  s la c k  bu sine ss. M o re  im ­

p o rtan t w a s  the  rise  in  the n u m b e r  o f 

u n e m p lo y e d  fro m  3.7  m illion  to 4 .9  

m illion , o r  m ore  th a n  3 0  p e r cent. 

The  rate  o f  u n e m p lo ym e n t ro se  from  

5 .3  pe r cent to 6 .8  pe r cent. Tota l e m ­

p lo ym e n t re m a in e d  fa ir ly  s te a d y  n e a r  

6 7  m illion , a n d  the  sh a rp  rise  in  u n ­

e m p lo ym e n t w a s  ca u se d  v e ry  la rg e ly  

b y  a n  in c re a se  o f  on e  m illion  in  the 

c iv il ia n  la b o r  force. Th is in c rea se  in  

n in e  m on th s  w a s  m uch  la rg e r  th a n  

the  a v e ra g e  annual in c re a se  in the 

p re ce d in g  ten ye a rs .

F iscal p o lic y  w a s  a  re s tra in in g  

fo rce  d u r in g  the  e a r ly  p a rt  o f  the  re ­

cession. For the c a le n d a r  y e a r  1 96 0 , 

the Fede ra l ca sh  b u d g e t  p ro d u ce d  a  

su rp lu s  o f  $ 3 .6  b illion , fo l lo w in g  a  

la rg e  defic it o f  $ 8 .0  b illion  in  1959 . 

For the p e a k  se con d  q u a rte r  o f  I9 6 0 ,  

the su rp lu s  (unad ju sted ) w a s  $ 4 .5  b il­

lion; th is d ec lined  ra p id ly  a n d  b y  the 

first q u a rte r  o f  1961  there  w a s  a  

deficit o f $ 2 .3  b illion .

M o n e ta ry  p o lic y  w a s  e a se d  e ve n  

b e fo re  the p e a k  w a s  re ach e d  in M a y

1 960 , a n d  b y  Ju n e  free  re se rve s  a p ­

p ea red . B y  the first  q u a rte r  o f  1961 

these  a m o u n te d  to a b o u t  $ 5 0 0  m il­

lion. S t im u la te d  b y  these  m ove s, the  

m o n e y  s u p p ly  in c re a sed  a n d  b a n k  

cred it rose. Interest ra tes fell, bu t not 

a s  m uch  a s  in  e a r lie r  recessions. Long  

ra te s fe ll o n ly  sligh tly , w h ile  ra tes on  

sh o rt  T re a su ry  b ills  d ro p p e d  b y  a b o u t  

a  fou rth . The  Federa l R e se rve  System  

d id  not s u p p ly  re se rve s  a s  g e n e ro u s ly  

a s  it m ig h t  h a v e  d o n e  o th e rw ise  a n d  

it to o k  spe c ia l step s to put a  f lo o r  

u n d e r  short-te rm  interest rates, both  

in  a n  e ffo rt to d is c o u ra g e  the f lo w  o f  

fu n d s  a b ro a d .

In su m m a ry ,  it w a s  a  v e r y  b rie f a n d  

v e r y  m ild  recession. In m ost a re a s  

a c t iv ity  s la cke ne d  o r  le ve led  o ff fo r  

a  b rie f tim e but there  w a s  n o  e m ­

b a r ra s s in g  a ccu m u la t io n  o f  in v e n ­

to rie s n o r  a n y  s ig n if ic a n t  f in a n c ia l 

d istress. There  w a s  n o  p rob le m  o f  

a d ju s t in g  b u s in e ss  o r  in d iv id u a l d eb ts 

a n d  the e c o n o m y  w a s  in  a  stro n g  a n d  

h e a lth y  cond it io n  to  re su m e  the a d ­

v a n c e  w h e n  the tro u g h  w a s  p a s se d  

in F e b ru a ry  1961.

THE FIRST P H A S E
The  p e r io d  cho sen  to rep re sen t the 

first  p h a se  o f th is e x p a n s io n  co ve rs  

a p p ro x im a te ly  three  a n d  a  h a lf  y e a r s  

— fro m  e a r ly  1961 to the m id d le  o f

1964 . It is so m e w h a t  lo n g e r  th a n  

the  a v e ra g e  o f  p re v io u s  e x p a n s io n s  

in  the p o s tw a r  ye a rs .  It w a s  cho sen  

p r im a r ily  b ecau se  it co ve rs  a n  e x ­

tend ed  s p a n  o f  su b s ta n t ia l g ro w th  

w ith  s tab le  w h o le sa le  prices. In  m a n y  

respects the  e x p a n s io n  d u r in g  th is 

p h a se  w a s  s im ila r  to tha t in  o the r u p ­

sw in g s ,  bu t there  w e re  a  n u m b e r o f 

im p o rta n t  d iffe rences, som e  o r  a ll 

o f  w h ic h  m a y  a ccount fo r  the  u n ­

u su a l length  a n d  m a g n i t u d e  o f 

th is e x p a n s io n .

Well-Balanced G ro w th  P e rh a p s  the 

m ost s ig n if ic a n t  g e n e ra l characteristic  

o f th is p h a se  w a s  a  sm ooth , steady, 

a n d  w e ll-b a la n c e d  g row th . So m e  

sectors d id  e xp e r ie n ce  a  s la c k e n in g  o f 

g ro w th  in  the  la st h a lf  o f  1962 , but 

o th e rw ise  the e x p a n s io n  p roceeded  at 

a  re la t ive ly  s te a d y  pace. In ven to rie s 

w e re  he ld  in c lose  contro l a n d  u su a l ly  

g r e w  less r a p id ly  th a n  sa le s, w h ile  

m an u fac tu re rs7 u n f i l l e d  o rd e rs  in ­

crea sed  o n ly  m od e ra te ly . E x p e n d i­

tures fo r  n e w  p la n t  a n d  e q u ip m e n t re ­

m a in e d  m od e ra te  in  1961 a n d  1 96 2  

but in  e a r ly  1 9 6 3  sta rted  a  lo n g  

a n d  s te a d y  rise. N o  m a jo r  in d u stry  

su ffe red  a n y  s u b s t a n t i a l  reve rse  

a n d  n on e  w a s  st im u la te d  in to  a  

sp ecu la t ive  boom .

The  a u to m o b ile  in d u stry  w a s  in  the 

fo re fron t o f  the  e x p a n s io n  a n d  p ro ­

v id e d  m uch  o f  the  im p e tu s  fo r  the u p ­

sw in g .  A t  tim es it a p p e a re d  to be 

o p e ra t in g  a t a n  u n su s ta in a b le  pace  a s  

the p rod uctio n  o f  p a s se n g e r  ca rs rose  

from  5 .5  m illio n  in  1961  to 7 .7  m il­

lion  in  1964 . But sa le s  kep t pace  a n d  

there  w a s  n o  in ve n to ry  p rob lem . 

To m a n y  o b se rve rs  it seem ed  that 

the m a rke t w a s  in sa t ia b le  a s  n e w  

sa le s  reco rd s w e re  set a n d  b roke n  

re gu la r ly .

O n  the  othe r h a n d , re s iden tia l co n ­

struction  d id  no t s h o w  the  v ita lity  it 

h a d  d isp la y e d  in  the  1 9 5 0 's .  In  p re ­

v io u s  cycles, h o u s in g  h a d  fre q u e n tly  

m o ve d  con tra -cyc lica lly , r is in g  in  re ­

ce ssion  y e a r s  b e c a u se  o f  lo w  interest 

ra tes a n d  a b u n d a n t  c red it a n d  then 

b e in g  ch o ke d  o f f  in re co ve ry  a s  r is in g  

d e m a n d  fo r  cred it ra ise d  ra tes a n d  

shu t o f f  the  f lo w  o f  fu n d s. W h ile  in ­

terest ra tes re m a in e d  s ta b le  a n d  fu n d s  

w e re  re a d ily  a v a ila b le ,  h o u s in g  n e ve r­

the less re sp o n d e d  o n ly  s lu g g is h ly  a n d
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p e a k e d  ou t in  e a r ly  1 964 . C h a rt  III 

s h o w s  the m ove m e n ts  in  e xp e n d itu re s  

fo r  n o n fa rm  re siden tia l construction  

a n d  in  h o u s in g  starts. P e rh a p s  c o n ­

su m e rs  h a d  re ach e d  a  s ta g e  w h e re  

th e y  w a n te d  m a n y  m o re  a u to m o b ile s  

a n d  o n ly  a  little m ore  h ou s in g .

A s  in  m ost recoveries, d eb t in  its 

v a r io u s  fo rm s  in c rea sed  fa ste r  th a n  

e conom ic  activ ity. F rom  the  e n d  o f

1 9 6 0  to the  e n d  o f  1 9 6 3  net p r iva te  

deb t g re w  a t a  rate  som e  4 0  p e r cent 

fa ste r  th a n  G N P ,  w h ile  the  co n su m e r 

a n d  m o rtg a g e  deb t o f  in d iv id u a ls  w a s  

r is in g  a t a  rate  m ore  th a n  on e  a n d  a  

h a lf  tim es a s  fa s t  a s  d is p o sa b le  p e r­

so n a l incom e.

It is not fe a s ib le  to  a ttem pt to g iv e  

he re  a  d e f in it ive  e x p la n a t io n  fo r  th is 

m od e ra te  a n d  b a la n c e d  g ro w th ,  but 

a  fe w  re a so n s  m a y  be  su gge ste d . 

First w a s  the m ild n e ss  o f  the  1 960 -61  

recession. There  h a d  b een  n o  v io le n t 

dec line  o r  w id e sp re a d  read ju stm en t 

su ch  a s  often  st im u la te s a  s h a rp  

b ou n ce  back. In  pa rticu la r, sh o rt­

term  interest ra tes h a d  not d ro p p e d  to 

v e r y  lo w  levels. S e co n d  w a s  the 

p e r io d  o f  p rice  sta b ility  w h ic h  h a d  

p r e v a i l e d  since  e a r ly  1 958 . O n e  

w h o le  cycle, a lth o u g h  a  sh o rt one , 

h a d  p a s se d  w ith  p ra c tica lly  n o  c h a n g e  

in  w h o le sa le  prices. T h is  d id  m uch  to 

d isp e l the  in f la t io n a ry  p sy c h o lo g y  o f  

the  1 9 5 0 's  a n d  to create  a  c lim ate  o f  

p rice  e xp ec ta t io n s  m o re  fa v o r a b le  to 

sta b le  g ro w th .  Th ird , the re  w a s  a

co n sid e ra b le  m a rg in  o f u n u se d  p ro ­

d u c in g  cap ac ity  in  the e conom y. A c  

co rd in g  to on e  m easu re , m a n u fa c tu r­

in g  p lan ts  w e re  o p e ra t in g  a t  less th an  

8 0  p e r cent o f  c a p ac ity  in  e a r ly  1961 . 

The  cu sh ion  p ro v id e d  b y  th is re se rve  

cap ac ity  d id  m uch  to  d is c o u ra g e  a  

sc ra m b le  to p lace  orde rs, a ccum u la te  

invento rie s, a n d  b id  u p  prices. Better

te chn ique s o f  in ve n to ry  control a lso  

con tribu ted  to  th is result. F ina lly , 

f isca l a n d  m o n e ta ry  policies p u rsu e d  

d u r in g  these  y e a r s  m a d e  im portan t 

con trib u tio n s  to o rd e r ly  g row th .

C h a rt  III

PRIVATE NONFARM CONSTRUCTION AN D  HOUSING STARTS
C um . % C h a n g e
F rom  T ro u g h  ________________________________ Thous,
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Source : U. S. D e p a rtm e n t  o f  Com m erce.
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Stable Prices and Interest Rates The
re m a rk a b le  sta b ility  o f  w h o le sa le  

prices w h ic h  h a d  b e g u n  in  1 9 5 8  

continued  t h r o u g h o u t  th is p hase . 

A c tua lly , the  g e n e r a l  in d e x  w a s  

s lig h t ly  lo w e r  in  m id -1 9 6 4  th a n  it h a d  

been  in  the f irst  q u a rte r  o f  1961 . 

Th is lo n g  p e r io d  o f  p rice  s ta b ility  w a s  

the m ore  re m a rk a b le  in  v ie w  o f  the 

v ig o r  o f  the  e x p a n s io n  be tw een  1961 

a n d  1964 . Further, a ll m a jo r co m ­

ponents o f  the  w h o l e s a l e  in d e x  

sh o w e d  a b o u t  the  s a m e  pattern, s o  the 

s tab ility  o f  the  g e n e ra l in d e x  w a s  not 

a ch ie ve d  b y  d iv e rg e n t  m ove m e n ts  o f  

the  com ponen ts. C o n su m e r  p rices 

m ove d  u p  a t  a  ra te  o f  1.2 to 1.3 p e r 

cent p e r y e a r,  d u e  ch ie fly  to the  lo n g  

se cu la r rise  in  the  p rice s o f  se rvices. 

Prices o f  co n su m e r d u ra b le  g o o d s  ro se  

qu ite  s lo w ly ,  a t  a n  a n n u a l ra te  o f  

a b o u t  0 .5  p e r cent.

In terest ra tes w e re  u n u su a lly  stab le  

fo r  a  p e r io d  o f  e x p a n s io n ,  a s  ca n  be  

seen  fro m  C h a r t  IV . Long-te rm  rates 

w e re  e sp e c ia lly  steady, s h o w in g  no  

su sta in e d  u p w a rd  trend. S e v e ra l fa c ­

tors a ccoun ted  fo r  the  stab ility . Rates 

h a d  d ec lined  o n ly  m od e ra te ly  in  the  

sh o rt  rece ssion  o f  1 96 0 -61 . S a v in g s  

w e re  h ig h  a n d  w e re  su ffic ien t to m eet 

the  d e m a n d s  on  the cap ita l m arke ts. 

M o n e ta r y  a n d  fisca l policies, re p ­

re sented  in  p a rt b y  "O p e ra t io n  T w ist ,"  

a ttem pted  to keep  short-term  interest 

ra tes u p  fo r  b a lan c e  o f  p a y m e n ts  

p u rp o se s  w h ile  m a in ta in in g  lo w  lo n g ­

term  ra te s to stim u late  the  dom estic  

e conom y. In  co m b in a t io n  these  fac to rs  

p ro d u ce d  three  y e a r s  o f  re m a rk a b ly  

s ta b le  interest rates.

Corporate Profits and Capital Outlays
The  b e h a v io r  o f  c o rp o ra te  p ro fits  w a s  

a n  o u t s ta n d in g  fe a tu re  o f  th is  p h a se  

a n d  o f  the  w h o le  e x p a n s io n  period . 

C h a r t  V  co m p a re s  p ro fits  a fte r ta xe s  

in  th is e x p a n s io n  w ith  a  com posite  o f  

the ir b e h a v io r  in  the  fo u r  p re ce d in g  

p o s tw a r  e x p a n s io n s .  T yp ica lly , tho se  

e a r lie r  u p sw in g s  h a d  s h o w n  sh a rp  

r ise s in  p ro fits  la s t in g  o n ly  a  y e a r  o r  

a  little m ore, fo llo w e d  b y  a  le ve lin g  

o ff o r  a  decline. T h is  tim e  p ro fits  ro se  

c o n s id e ra b ly  m o re  s lo w ly  bu t a ls o  

m ore  s te a d ily  a n d  the  u p w a rd  m o v e ­

m en t con tinued  m uch  lo nge r. B y  the 

e n d  o f  the first  p h a se , a fte r-ta x  p ro fits 

h a d  risen  b y  m o re  th a n  5 0  p e r  cent 

a n d  b y  the  m id d le  o f  1 9 6 6  th e y  h a d  

a lm o st  d ou b le d .

C o rp o ra te  p ro fits  a re  d iscu sse d  in  

som e  deta il in a  la ter section, s o  o n ly  

a  fe w  p o in ts  a re  noted  here. T hey  

w e re  s ig n if ic a n t  both  a s  c a u se  a n d  

effect. S e v e ra l fa c to rs con tribu ted  to 

the ir s u b s t a n t i a l  g ro w th :  (1) the  

s te a d ily  r is in g  v o lu m e  o f  e conom ic  

activ ity; (2) s te a d y  o r  s l ig h t ly  dec lin ­

in g  un it la b o r  costs; a n d  (3) lo w e r  

ta xa t io n . S o a r in g  p ro fits  w e re  a n  im ­

p o rtan t fac to r in  the  e x p a n s io n  a s  

th e y  p ro v id e d  both  a  s tro n g  incentive  

a n d  a  la rg e  a m o u n t  o f  fu n d s  to 

st im u la te  la rg e  p ro g ra m s  o f  cap ita l 

ou t la y s. S t e a d y  in terest ra te s  a n d  the 

r e a d y  a v a ila b il it y  o f  in ve stm e n t fu n d s  

w e re  im p o rta n t co n tr ib u tin g  fac to rs 

in  the  in ve stm e nt b o o m  w h ic h  d e ­

v e lo p e d  a fte r the  e a r ly  p a r t  o f  1 9 6 3  

to  becom e  a  d o m in a n t  fe a tu re  o f  

the  e x p a n s io n .

C h a r t  IV  

Cum . %  C h a n g e
INTEREST RATES

Source : B o a rd  o f  G o v e rn o r s  o f  the  Fede ra l R e se rve  Sy stem .
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F isca l a n d  M o n e ta r y  Po lic ie s Both 

fisca l a n d  m o n e ta ry  po lic ie s p la y e d  

im p o rtan t ro le s in  p ro m o t in g  b a lan c e d  

e conom ic  g ro w th  d u r in g  th is first 

p hase . F iscal p o lic y  con tribu ted  in  the 

o p e n in g  m on th s  th ro u g h  a  n u m b e r  o f 

la rg e  n e w  e xp e n d itu re  p ro g ra m s .  The 

c lo s in g  m on th s  s a w  the enactm en t o f 

on e  o f  the la rg e s t  red uctio n s  in  in d i­

v id u a l a n d  co rp o ra te  in com e  ta xe s  in  

o u r  h istory. In  b e tw een  w e re  the  s u b ­

stan tia l lib e ra liza t io n  o f  d ep rec ia tio n  

a llo w a n c e s  a n d  the  enactm en t o f  the 

in ve stm ent ta x  credit, both  in  1962 . 

The  g e n e ra l p u rp o se  o f  a ll these  m e a ­

su re s  w a s  to  ra ise  the  rate o f  econom ic  

g ro w th  a n d  reduce  u n e m p lo ym e n t. 

Federa l ca sh  p a y m e n ts  ro se  s te a d ily  

from  $ 99 .5  b illio n  in  fisca l 1961  to 

$ 1 2 0 .3  b illion  in  fisca l 1964 , w h ile  

ca sh  receipts m ou n te d  from  $ 9 7 .2  b il­

lion  to $ 1 1 5 .5  b illion . O n  a  se a so n a lly  

a d ju sted  bas is , there  w a s  a  ca sh  

defic it e ach  q u arte r, r a n g in g  b etw een  

$0 .7  b illion  a n d  $2.1 b illion . The 

total deficit fo r  the  13  q u a rte rs  w a s  

$ 1 7 .4  b illion.

The g e n e ra l p o s it ion  o f  m o n e ta ry  

p o licy  th ro u g h o u t  the  p e r io d  w a s  

e a s y  but the d e g re e  o f  e a se  dec lined  

a fte r 1963 . The  co n stra in t w h ic h  p re ­

ven ted  m ore  e a se  w a s  the la rg e  deficit 

in  o u r  b a la n c e  o f  p a y m e n ts  a n d  the 

d e s ire  to p re ve n t d om est ic  short-te rm  

interest rates fro m  g o in g  s o  lo w  a s  

to e n c o u ra g e  the m o ve m e n t o f  fu n d s  

a b ro a d .  T h ro u g h o u t  1961  the  d is ­

count rate  w a s  3 p e r cent, free  re ­

se rve s  a v e ra g e d  so m e w h a t  m o re  th a n  

$ 4 0 0  m illion , a n d  the th ree -m onth  

T re a su ry  b ill ra te  flu c tua ted  a ro u n d  

2Va pe r cent. In  the  first  h a lf  o f  1 9 6 4  

free  re se rve s a v e ra g e d  a b o u t  $ 1 2 0  

m illion, the d isco u n t ra te  w a s  3 V2 per 

cent, a n d  the T re a su ry  b ill ra te  w a s

n e a r  tha t level. The  d iscoun t rate  w a s  

ra ise d  in  Ju ly  1963 , a lm o st en tire ly  

b ecau se  o f c o n sid e ra t io n s  a ffe c tin g  

the b a lan c e  o f  p aym en ts.

M a jo r  P ro b le m s A lth o u g h  the first 

p h a se  w a s  a  p e r iod  o f su b stan t ia l 

g ro w th  a n d  p ro sperity , tw o  m a jo r 

p ro b le m s persisted . The  first  w a s  the 

la rg e  a n d  co n t in u in g  defic it in  the  

b a la n c e  o f  p aym e n ts. T h is  p rob le m  is 

d iscu sse d  in  a  later section. The

second  m a jo r p rob lem  w a s  u n e m p lo y ­

m ent. In e a r ly  1961  the n u m b e r o f  

u n e m p lo ye d , s e a s o n a l l y  adjusted , 

flu c tua ted  close  to fiv e  m illion  o r 

a b o u t  7  p e r cent o f  the  la b o r  force. 

B y  the  se con d  q u a rte r  o f  1 96 2  it h a d  

d ro p p e d  to a b o u t  fo u r  m illion , o r  5 .6  

p e r cent, a n d  then  re m a in e d  in  tha t 

g e n e ra l r a n g e  fo r  a b o u t  tw o  ye a rs.

C h a r t  V

C um . %  C h a n g e  
From  T ro u g h

CORPORATE PROFITS AFTER TAXES
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The stu b bo rn  re fu sa l o f  the se  f ig u re s  

to decline  a s  e conom ic  ac t iv ity  ro se  

g a v e  rise  to  a  g r o w in g  conce rn  a n d  

to political p re ssu re s  fo r  action.

THE S E C O N D  P H A S E
The second  p h a se  co ve re d  the  y e a r  

fro m  the m id d le  o f  1 9 6 4  to the  m id d le  

o f  1965 . In  th is  p h a se  e co n om ic  a c ­

tiv ity  m o ve d  a h e a d  a t  a  s o m e w h a t  

m ore  live ly  pace, w ith  so m e  e m e rg in g

s ig n s  o f im b a lan ce . Total c iv ilia n  e m ­

p lo ym e n t ro se  b y  2 .6  p e r cent, w h ile  

the  c iv il ia n  la b o r  fo rce  in c re a sed  b y  

less th a n  2  p e r cent; p e rso n a l in com e  

w a s  up  b y  7 .2  p e r cent; a n d  in du str ia l 

p rod uct io n  w a s  h ig h e r  b y  8.0  pe r cent. 

U n e m p lo ym e n t  f in a lly  b e g a n  to d e ­

cline, d ro p p in g  from  a b o u t  fo u r  m il­

lion  to n e a r  th ree  a n d  a  h a lf  m illion, 

o r  from  5 .4  to  4 .6  p e r cent o f  the 

la b o r  force.

Exce ss D e m a n d  A p p e a r s  Th is w a s  a  

y e a r  o f  in c ip ien t in fla tion . The  stim u li 

w e re  se ve ra l.  The  m o n e y  s u p p ly  a n d  

b a n k  cred it g r e w  at a  fa ste r  pace. 

S p e n d in g  fo r  cap ita l o u t la y s  a c ­

ce lerated, r is in g  b y  16  p e r cent. 

C a p a c ity  u tiliza t ion  a p p ro a c h e d  the 

op t im u m  level a n d  la b o r  sh o rta g e s  

d e ve lo p e d  in  som e  sectors. In  the 

f isca l a re a , the  fu ll effects o f  the la rg e  

ta x  cut o f  1 9 6 4  w e re  rea lized  a n d  a  

n u m b e r  o f  e xc ise  ta xe s  w e re  e lim i­

n a ted  o r  su b sta n t ia lly  reduced. A  

la rg e  n u m b e r  o f  n e w  Fede ra l e x ­

p en d itu re  p ro g ra m s  in  the  w e lfa re , 

e d u ca t io n a l,  a n d  d eve lop m e n ta l a re a s  

w e re  in itia ted  a n d  som e  o ld  on e s  

w e re  e x p a n d e d .  These  in c lud ed  soc ia l 

se cu rity  benefits, M e d ica re , h o u s in g  

a n d  u rb a n  deve lopm en t, a id s  to e d u ­

cation, m a n p o w e r  a n d  t ra in in g  p ro ­

g ra m s ,  A p p a la c h ia n  re g io n a l d e v e lo p ­

m ent, a n d  others.

Ev ide n ce  o f  g r o w in g  in f la t io n a ry  

p re ssu re s  e m e rg e d  w ith  in c re a s in g  

f re q u e n c y  a s  the y e a r  p ro g re sse d . 

M a n u fa c tu re r s ' n e w  o rd e rs  con tinued  

the ir ra p id  b u t u n e ve n  g row th . U n ­

fille d  o rd e rs— a  s ig n if ic a n t  m e a su re  o f  

e xce ss d e m a n d — tu rned  s h a r p ly  u p ­

w a r d  a b o u t  the  m id d le  o f  1 9 6 4  a n d  

in ve n to rie s  b e g a n  a  d ist inctly  fa ste r  

rise  a b o u t  the  sa m e  time. M o v e m e n t s  

in  these  se rie s a re  sh o w n  in  C h a r t  V I.  

W h o le sa le  p rice s a ls o  b e g a n  to c lim b  

a t  the m id d le  o f  1964 . In  retrospect, 

it is c lea r th a t the a cce le rat ion  o f 

a g g r e g a t e  d e m a n d  in  th is second  

p h a se , co u p le d  w ith  the  p ro g re ss iv e  

reduction  in  id le  c a p ac ity  a n d  u n e m ­

p loym en t, la id  the g r o u n d w o rk  fo r  the 

in fla t io n  w h ic h  becam e  in c re a s in g ly  

e v id e n t  in  the  fo llo w in g  phase . 

So u rc e s  o f  F in a n c in g  D e sp ite  the fac t 

tha t re s ide n tia l construction  in  th is 

se cond  p h a se  w a s  a p p r o x i m a t e l y  

s ta t io n a ry , g r o s s  p r iva te  in ve stm ent 

ro se  a t  a  v ig o ro u s  13  p e r cent rate. 

The  in c re a se  ca m e  m a in ly  in  n on re si- 

d en t ia l construction, p ro d u ce r  d u r a ­

b les, a n d  in ven to rie s. M o s t  o f  these

Chart VI M A N U FA CTU R ER S' IN V E N TO R IES  A N D  O R D ERS
C um . % C h a n g e  
From  T ro u g h
6 0 1----------------------------------------------------------------------------------------------------

— 1 ol_________ I_________ I_________ I_________ I_________ I______
1961 1 9 6 2  1 9 6 3  1 9 6 4  1 9 6 5  1 9 6 6  

Source: U. S. D e p a rtm e n t o f  C om m erce.
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o u t la y s  w e re  f in a n c e d  b y  n o n f in a n c ia l 

co rp o ra t io n s  a n d  d u r in g  th is p e r io d  

there  occurred  a  s ig n if ic a n t  c h a n g e  in 

f in a n c in g  m ethod s. A s  C h a r t  V I I  

sh ow s, from  1961 to late 1 9 6 4  g ro s s  

s a v in g s  o f  c o rp o ra t io n s  (re ta ined  e a rn ­

in g s  p lu s  d ep re c ia tio n ) w e re  a b o u t  

e q u a l to b u s in e ss  cap ita l e xp end itu re s. 

A fte r  that, h ow e ve r, cap ita l e x p e n d i­

tu re s o u tra n  g r o s s  s a v in g s  a n d  co r­

p o ra t io n s  h a d  to  turn  in c re a s in g ly  to 

the cap ita l m a rke t a n d  to b a n k s  fo r  

fu n d s. A s  a  result, c o rp o ra t io n s  in ­

c rea se d  the ir u se  o f  e x te rn a l sou rce s 

o f f in a n c in g  fro m  som e  $ 1 9  b illio n  in

1 9 6 3  to $31 b illion  in  1965. The  in ­

c rea se  in  b a n k  f in a n c in g  w a s  from  

$ 2 .8  b illion  to $ 8 .6  b illion.

D e m a n d  fo r  f u n d s  from  other 

souce s w a s  in c re a s in g  a lso, a n d  w h ile  

p e rso n a l s a v in g s  w e re  ris in g , they  

w e re  not g r o w in g  a s  ra p id ly  a s  d e ­

m an d . It so o n  b ecam e  e v id e n t tha t 

u n le ss  b a n k  cred it w a s  in c re a sed  a t 

a n  e ve r  fa ste r  pace, interest rates 

m ust rise. In  b rief, the e co n o m y  h a d  

a c q u ire d  a  c o n s id e ra b le  m om entum  

in the  fo rm  o f a  la rg e  p ro g ra m  of 

cap ita l o u t la y s  a n d  a  m ou n t in g  b a c k ­

lo g  o f  u n filled  o rde rs. To  f in a n c e  

r is in g  in ven to rie s, la rg e r  cap ita l o u t­

lays, a n d  o the r cap ita l needs, m ore  

fu n d s  w e re  re q u ire d  th a n  w e re  s u p ­

p lied  b y  s a v in g s .  B a n k  credit co ve red  

the deficit.

Price Pressures and Monetary Policy
The exce ss d e m a n d  exerted  its effects 

on  prices. W h o le sa le  prices b ro k e  

the ir lo n g  s ta b ility  a n d  m o ve d  u p  fo r  

a  rise  o f  2 .8  p e r cent in  on e  ye a r.

The  rise  w a s  concentrated  la rg e ly  in 

f a rm  p roducts a n d  p rocessed  fo o d s  

w h ic h  ro se  b y  6 .6  p e r cent; in d u str ia l 

co m m od itie s  w e re  u p  o n ly  1.6 per 

cent. C o n su m e r  p rices in c re a sed  the ir 

ra te  o f  a d va n ce ,  r is in g  b y  2 .0  p e r cent 

c o m p a re d  to  1.3 p e r cent in  the  p re ­

v io u s  yea r.

In  the  fa ce  o f  these  price p re ssu re s, 

m o n e ta ry  p o licy  w a s  a d ju sted  p ro ­

g re s s iv e ly  to w a rd  less e a se  th ro u g h ­

ou t th is period . Free re se rve s d ec lined  

s te a d ily  a n d  n e a r  the e n d  o f  the 

p e r io d  net b o rro w e d  re se rve s  a p ­

p ea re d . The  d iscoun t rate w a s  ra ise d

in N o v e m b e r  1964 , v e ry  la rg e ly  fo r 

b a lan c e  o f p a y m e n ts  con side ra tion s. 

S h o rt ly  a fte r th is m ove, se ve ra l com ­

m erc ia l b a n k s  a n n o u n c e d  in c rea se s  in 

the ir p rim e  rates but re sc inded  their 

a ct ion s u n d e r  co n s id e ra b le  pressure. 

The  m a in te n a n ce  o f  the  p r im e  rate at 

4 Vi p e r cent a t a  tim e  w h e n  m arke t 

ra tes h a d  m o ve d  m uch  h ig h e r  tended  

to ch a n n e l cred it d e m a n d s  in to the 

b a n k s  a n d  a w a y  from  the cap ita l 

m a rke t a n d  th u s  to offset the restra int 

on  in ve stm ent that m a y  h a ve  been 

exerted  b y  the h ig h e r  rates.

C h a r t  V I I  C O R P O R A T E  N O N F IN A N C IA L  B U SIN E SS

$  Bil.

Sou rce : B o a rd  o f  G o v e rn o r s  o f  the  Fede ra l R e se rve  System . 
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THE T H IRD  P H A S E
Th is p h a se  co ve rs  the  p e r io d  from  

m id -1 9 6 5  to m id -1 9 6 6 ,  a  y e a r  in  

w h ic h  in fla t io n  e m e rg e d  a s  a  m a jo r 

p rob lem . The  e c o n o m y  re sp o n d e d  a s  

it a lw a y s  d oe s  w h e n  it is  o p e ra t in g  

u n d e r  the  in flu e n ce  o f  in f la t io n a ry

fo rces a n d  is a p p ro a c h in g ,  but h a s  

not reached , the u p p e r  lim it o f  p ro - 

ductive  capac ity . T a b le  1 s h o w s  h o w  

som e  o f  the m a jo r se g m e n ts  o f  the 

e co n o m y  b e h a v e d  c o m p a re d  to  the ir 

action  in  the  p re v io u s  ye a r.

Changes in a Boom Period The 

c iv il ia n  la b o r  fo rce  sh o w e d  n o  in ­

c rea se  in  its g ro w th  rate, p a rt ly  b e ­

ca u se  o f  la rg e r  n u m b e rs  e n te r in g  the

a rm e d  forces. Tota l c iv il ia n  e m p lo y ­

m ent g r e w  s lig h t ly  faster, w h ile  both  

p ay ro ll a n d  fa c to ry  e m p lo ym e n t g r e w  

a t c o n s id e ra b ly  fa ste r  rates. Th is 

latter w a s  p o s s ib le  p a rt ly  b ecau se  o f  

a  s h a rp  d ro p  in  fa rm  em p loym en t, 

w h ich  d ec lin ed  b y  10.5  p e r cent in  

1 96 5 -66 . T h is  rep re sen ted  the co n ­

tin u a tio n  o f  a  trend  w h ic h  h a d  been  

g o in g  on  fo r  a  lo n g  tim e a n d  w h ic h  

h a s  cau se d , o v e r  the  ye a rs ,  a  la rg e  

c h a n g e  in  the  structure  o f  e m p lo ym e n t 

in  the  e co n om y. The  in c rea se  in  

fa c to ry  e m p lo y m e n t w a s  the  m ore  re ­

m a rk a b le  in  ligh t  o f  the  g re a t  a d ­

v a n c e s  in  a u to m a t io n .

In d u str ia l p rod u c t io n  g re w  e ve n  

fa ste r  in  1 9 6 5 -6 6  th a n  in  the p re ced ­

in g  ye a r,  r is in g  a t  a  ra te  o f  9 .5  p e r 

cent. The  in c re a se  w a s  ge n e ra l,  but 

w a s  e sp e c ia lly  s t ro n g  in  b u sin e ss  

e qu ipm ent. D e fe n se  e q u ip m e n t b e g a n  

a  v e ry  sh a rp  rise  in  e a r ly  1965 . G a in s  

in  fo od , fue l, a n d  o th e r c o n su m e r 

s tap le s w e re  c o n s i d e r a b l y  m ore

Table 1 A N N U A L  RATES O F C H A N G E

Se r ie s

C iv il ia n  la b o r  fo rce  

Total c iv il ia n  e m p lo ym e n t 

P a y ro ll e m p lo y m e n t  

F acto ry  e m p lo ym e n t 

N u m b e r  u n e m p lo y e d  

In d u str ia l p rod u c t io n  

P e rso n a l in com e  

Retail sa le s  

W h o le sa le  p rice s 

C o n su m e r  p rices

Source : B o a rd  o f  G o v e rn o r s  o f the  Fede ra l 

R e se rve  Sy stem , U. S. D e pa rtm e n t 

o f  C om m e rc e  a n d  U. S. D e p a rt­
m ent o f  Labor.

C h a rt  V I I I

P R O D U C T IO N  O F  EQ U IPM EN T A N D  C O N SU M ER  G O O D S  
Cum . %  C h a n g e  
From  T ro u g h  
7 0

6 0

5 0

4 0

3 0

20

10

0

-10

Source : B o a rd  o f G o v e rn o r s  o f  the  Fede ra l Re se rve  System .
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m odest. The  d iv e rge n ce  b etw een  b u s i­

ness e q u ip m e n t a n d  co n su m e r g o o d s  

w a s  strik in g , a s  is sh o w n  in  C h a rt  

V III.  The  g a p  betw een  the tw o  ca te ­

go r ie s  h a d  been  w id e n in g  fo r  so m e  

tim e a s  cap ita l o u t la y s  m ounted , but 

it a s su m e d  s tr ik in g  p rop o rt io n s  in  

1 9 6 5 -6 6  a s  the ou tpu t o f  e q u ip m e n t 

ro se  b y  17.2  p e r cent w h ile  p ro d u c ­

tion  o f  co n su m e r g o o d s  g a in e d  o n ly

5.6  pe r cent.

P e rso n a l in com e  not o n ly  con tinued  

to rise  but in c rea sed  its rate  o f  g a in  

to 8.5  p e r cent. Retail sa le s  m o ve d  

a b o u t  in  step, r is in g  b y  8.7 p e r cent. 

Fee ling  the im pact o f  in fla tion , m a n u ­

fa c tu re rs  stepped  u p  the ir n e w  o rd e rs  

b y  11.8  p e r cent o v e r  the p e r io d  w h ile  

sh ip m e n ts  ro se  o n ly  10.3  p e r cent. 

In ve n to r ie s  m o u n t e d  a l o n g  w ith  

o rde rs, g a in in g  11.5  pe r cent. U n ­

filled  o rd e rs  m o ve d  u p  from  $ 6 0 .6  

b illion  to $ 7 4 .8  b illion , a n  in c re a se  o f 

2 3 .4  p e r  cent, o r  a b o u t  tw ice  the ra te  

o f  g ro w th  o f  o rd e rs  a n d  sh ipm en ts.

A s  u su a l ly  h a p p e n s  w h e n  the 

e c o n o m y  is o p e ra t in g  u n d e r  p re ssu re , 

prices m o ve d  up. The  2 .5  p e r cent in -

O F SELEC TED  E C O N O M IC  SERIES

Ju n e  1 96 4 - Ju n e  1 96 5 -
Ju n e  196 5 Ju n e  1 9 6 6

1.9 1.9

2.6 2 .7

3.9 5.3

4.2 6 .4

- 1 0 . 3 - 1 3 . 4

8.1 9 .5

7.2 8.5

7.1 8.7

2.8 2.8

2.0 2.5

crease  in  w h o l e s a l e  prices w a s  

a c tu a lly  a  little less th a n  the 2.8  per 

cent in c rea se  o f  the p re v io u s  y e a r  but 

the c h a n g e  in  the b e h a v io r  o f  the co m ­

p onen ts w a s  s ig n if ica n t.  In 1 9 6 4 -6 5  

the g re a te r  p art o f the  a d v a n c e  w a s  

in fa rm  p roducts a n d  food s, w h ic h  

rose  b y  6 .6  per cent; in  1 9 6 5 -6 6  tho se  

g r o u p s  w e re  u p  b y  o n ly  4.1 pe r cent. 

A s  s h o w n  in  C h a r t  IX , p rices o f  in ­

d u str ia l co m m od itie s  reve rsed  th is 

pattern, r is in g  first  b y  1.6 per cent 

a n d  then  b y  2.3  p e r cent. C o n su m e r 

p rice s a ls o  m o ve d  u p  at a  fa ste r pace, 

r is in g  b y  2 .5  p e r cent in  1 9 6 5 -6 6  

a g a in s t  2 .0  p e r cent in  1 964 -65 . Food  

a n d  se rv ice s  s h o w e d  the g reatest a d ­

va n c e s  w h ile  p rice s o f d u ra b le  com ­

m od it ie s w e re  v ir tu a lly  u n c h a n g e d  in 

both  ye a rs.

C h a r t  IX  

C um . %  C h a n g e  
From  T ro u g h

PRICES

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

1 'i , * I’i * J ' •# , '’V- ?  m ' . * ' -V ' ” 4 V.* * V. /  i  \ # . ‘ * v ’ • )  ̂ '•\ ’ * j' ; ! ‘
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Sources of Imbalance In  retrospect, 

w e  can  see  h o w  im b a la n c e  d e ve lop e d  

in the e co n om y. A t  the  m id d le  o f

1 96 5  the e c o n o m y  w a s  o p e ra t in g  a t a  

h ig h  level, a p p ro a c h in g  the  op t im u m  

rate. U n e m p lo y m e n t  w a s  lo w  a n d  

la b o r  s h o rta g e s  w e re  sp re a d in g .  A  

la rg e  a n d  g r o w in g  p ro g ra m  o f cap ita l 

in ve stm ent w a s  u n d e r  w a y .  E x p e n d i­

tures fo r  n e w  p la n t a n d  equ ipm en t, 

w h ich  h a d  sta rted  a  s h a r p  rise  in

1963, co n tin u e d  a n d  ga th e re d  speed, 

a s  can  b e  se en  fro m  C h a r t  X . A s  a  

p rop o rtion  o f  G N P  th e y  exceeded  8 

per cent, w h ic h  is o ften  re g a rd e d  a s  

a  s ig n  o f  o v e rh e a t in g .  In  J u ly  o u r  

V ie t N a m  p ro g ra m  w a s  s h a rp ly  in ­

creased, w ith  a  d o u b lin g  o f  the 

m on th ly  d ra ft  ca ll a n d  h ig h e r  d e fen se  

outlays. N o  re ve n u e  m e a su re s  w e re  

a d o p te d  to  m eet the a d d e d  e x p e n d i­

tures. In de e d , a  su b sta n t ia l reduction  

in exc ise  ta x e s  h a d  just g o n e  in to e f­

fect. M o re o v e r ,  in c re a se d  soc ia l se ­

curity  benefits, re troactive  to J a n u a r y

1965, b ec am e  e ffective  in  Se p te m b e r 

w h ile  in c re a se s  in  p a y ro ll ta xe s  to 

cove r them  d id  not sta rt until J a n u ­

a r y  1966. Be fo re  the  e n d  o f  1 96 5

m ilita ry  a n d  c iv il se rv ice  p a y  sca le s  

w e re  ra ise d  a n d  a  n u m b e r  o f  n e w  e x ­

pen d itu re  p ro g ra m s  w e re  started. The  

b u d g e t  fo r  fisca l 1967 , p re sen ted  in  

J a n u a r y  1 966 , p ro p o se d  o n ly  lim ited  

a n d  te m p o ra ry  f isca l restraint, d e ­

p e n d in g  m a in ly  o n  acce le ra t in g  ta x  

p a y m e n ts  d a te s  a n d  the sa le  o f  a sse ts  

o r  p a rt ic ip a t io n s  b y  Fede ra l a ge n c ie s.

The  Fede ra l c a sh  b u d g e t  o p e ra te d  

w ith  la rg e  deficits in  the last tw o  

q u a rte rs  o f  1 9 6 5  a n d  the  first q u a rte r  

o f  1966 . In  the se con d  q u a rte r  o f 

1 9 6 6  the  fu ll e ffects o f  the acce le rated  

ta x  p a y m e n ts  a n d  the  sa le  o f  a sse ts  

w e re  fe lt a n d  the  su rp lu s  in  the  ca sh  

b u d g e t  so a re d  to o v e r  $ 1 0  b il lio n —  

p ro b a b ly  the  la rg e st  q u a rte r ly  s u rp lu s  

in  h isto ry. T h is  w a s  la rg e ly  a  tem ­

p o ra ry , n o n re c u rr in g  d e ve lo p m e n t but 

it w a s  a  s ig n if ic a n t  fa c to r in  c a u s in g  

som e  e a s in g  o f  in f la t io n a ry  p re ssu re s. 

G ro w th  ra te s o f e conom ic  ac t iv ity  d e ­

c lined  a n d  prices ro se  m ore  s low ly . 

Monetary Policy in the Third Phase 
In  the  se con d  h a lf  o f  1965 , m o n e y  a n d  

cred it p o lic y  b ecam e  p ro g re ss iv e ly  

firm er. In  D e ce m b e r the  d iscoun t rate  

w a s  ra ise d  from  4  to 4 .5  p e r cent, the 

first d isco u n t rate  act ion  in  the cu r­

rent e x p a n s io n  d ictated  p r im a r ily  b y  

dom est ic  con sid e ra tion s. T h is  in c re a se  

cam e  a t a  tim e w h e n  w id e n in g  d is ­

p a r it ie s  b e tw een  m arke t ra te s a n d  k e y  

in stitu tiona l r a t e s  w e r e  c r e a t i n g  

se r io u s  d isto rt ion s  in  the  f lo w  o f  fu n d s  

th ro u g h  the  n a t io n 's  m o n e y  a n d  

cap ita l m arkets.

The d iscoun t rate  c h a n g e  w a s  not 

fo llo w e d  im m e d ia te ly  b y  a n y  re d u c ­

tion  in  re se rve  o r  cred it a v a ila b ilit y .  

The  Fede ra l Re se rve  Sy ste m  p ro v id e d  

n e w  re se rve s lib e ra lly  in  o rd e r  to  f a ­

cilitate a n  o rd e r ly  ad ju stm e n t to  the 

n e w  rate  level. A s  a  result, the  m o n e y  

su p p ly ,  b a n k  credit, a n d  re la ted  se rie s 

g r e w  fo r  a  tim e a t  u n u su a l ly  ra p id  

rates. B y  late sp r in g ,  h o w e v e r ,  

m o n e y  a n d  credit e x p a n s io n  h a d  been  

b ro u g h t  u n d e r  firm  contro l a n d  the 

e ffects o f m o n e ta ry  re stra in t b e g a n  to 

m an ife st  them se lve s. R e in fo rc in g  the 

effects o f the la rg e  se con d  q u a rte r  

su rp lu s  in  the Fede ra l ca sh  b udge t, 

t igh t m o n e y  w a s  a ls o  a  m a jo r fa c to r  

con trib u tin g  to the e c o n o m y 's  reduced  

rate  o f  g ro w th  in  the  s p r in g  q uarte r. 

Second Half, 1966— A  New Phase? 
A fte r  the  second  q u a rte r  o f  1 9 6 6  the 

e co n o m y  m o ve d  in to  w h a t  a p p e a re d  

to be  a n o th e r p h a se . D e fe n se  s p e n d ­

in g  con tinued  to acce le rate  a n d  the 

b oo m  in b u sin e ss  in ve stm ent p ro ­

ceeded  u n a b a te d . The  rate  o f  b u s i­

ne ss a d v a n c e  p ic ke d  u p  a g a in ,  a l ­

th o u g h  it con tinued  to fa ll sh o rt  o f  the  

fe ve r ish  first  q u a rte r  pace. B y  m id ­

su m m e r it w a s  c le a r tha t the  lo n g  e x ­

p a n s io n  h a d  f in a l ly  g e n e ra te d  a  

s ig n if ic a n t  i n f l a t i o n ,  w ith  a ll its 

c o ro lla ry  p rob lem s.

T he  effects o f  t ig h t  m o n e y  w e re  in ­

c re a s in g ly  o b v io u s  in  the  th ird  q uarte r. 

Interest ra tes m o ve d  s te a d ily  u p w a rd ,  

re a c h in g  the  h ig h e st  le ve ls  s in ce  the 

1 9 2 0 's .  C on stru ction  s p e n d in g  w e n t  

in to a  ta ilsp in  a s  m o r t g a g e  m o n e y  b e ­

cam e  v e r y  scarce. R e siden tia l b u ild ­

in g  fe ll o f f  sh a rp ly .  A u to m o b ile  sa le s  

a n d  p rod u c t io n  s lo w e d  s ig n if ic a n tly .  

Prices, w h ile  c o n t in u in g  to m o ve  u p  

g e n e ra lly ,  b e g a n  to b e h a v e  m o re  e r­

ra t ic a lly  a n d  d ec line s sh o w e d  u p  in 

a  fe w  s ig n if ic a n t  a re a s.
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For the entire  th ird  quarte r, m o n e ­

ta ry  p o licy  a lo n e  bo re  the  b run t o f 

the  a n t i- in f la t io n a ry  effort. But it 

so o n  b ecam e  c lea r tha t se r io u s  r isk s  

w e re  in vo lv e d  in  th is course. T igh t 

m o n e y  a n d  h ig h  interest ra tes h a v e  

no  effect on  Fede ra l s p e n d in g  a n d  

p ro b a b ly  little o n  s p e n d in g  b y  state 

a n d  local go ve rn m e n ts . S im ila r ly ,  

b u s in e ss  in ve stm ent p la n s  a re  o f  a  

re la t ive ly  lo n g -ru n  n a tu re  a n d  ou t­

la y s  c a n n o t  be  q u ic k ly  cu rta iled  in 

re sp o n se  to t ig h t m oney . Y e t the g o v ­

e rnm en t sector a n d  the  b u s in e ss  in ­

ve stm en t secto r p ro v id e d  m uch  o f  the 

im p e tu s  fo r  the  acce le ra t in g  ad va n ce . 

M o re o ve r,  b y  m id su m m e r t igh t m o n e y  

a n d  r is in g  in terest ra te s h a d  g e n ­

e ra ted  e xp ec ta tio n s  w h ic h  p o se d  a  

th reat to the  sm o o th  fu n c t io n in g  o f 

the  cap ita l m arkets. In c re a s in g ly  it 

w a s  noted  th a t too  m uch  re liance  on  

m o n e ta ry  p o lic y  w a s  p ro d u c in g  se ve re  

d is lo ca t io n s  in  the  e conom y.

A g a in s t  th is b a c k g ro u n d ,  C o n g re ss  

in  O c to b e r enacted  le g is la t io n  to s u s ­

p en d  fo r  18  m on th s  the  7  pe r cent in ­

ve stm ent ta x  cred it a n d  tw o  fo rm u la e  

p ro v id in g  acce le rated  d ep re c ia tio n  a l ­

low ance s. W h e th e r  o r  not th is fisca l 

m e a su re  w ill p ro v id e  su ffic ien t a d ­

d it io n a l re stra in t on  the  b oom  is, a t  

the  p re sen t w r it in g ,  p rob lem atica l.

Th is a p p a re n t  d isp o s it io n  o f  the  A d ­

m in istra t io n  to e m p lo y  e ffective  fisca l 

p o lic y  step s to cu rb  the  b o o m  e x e r ­

c ised  a  s a lu ta ry  effect on  m a rke t  e x ­

p ecta tion s in  m uch  o f  the se cond  ha lf.

C h a r t  X  EXPENDITURES FOR NEW  PLANT AND  EQUIPMENT
C u m . %  C h a n g e
F rom  T ro u g h  %  o f  G N P

1961  1 9 6 2  1 9 6 3  1 9 6 4  1 9 6 5  1 9 6 6

So u rce : U. S. D e p a rtm e n t o f  C om m erce ,
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EMPLOYMENT AND PRODUCTION

T w o  m a jo r m e a su re s  o f  the  p e r­

fo rm a n ce  o f  a n  e c o n o m y  a re  the  e m ­

p lo ym e n t it a f fo rd s  a n d  the  a m o u n t  

o f  g o o d s  a n d  se rv ice s  it p roduce s. 

Both  m e a su re s  m o v e d  w e ll in to  n e w  

h ig h  g ro u n d  in the  p re sen t e x p a n s io n .  

T h is  section  c o n s id e rs  b r ie f ly  som e  

fu rth e r a spects o f  e m p lo y m e n t a n d  

output.

C iv il ia n  L a b o r  Force D u r in g  th is  e x ­

p a n s io n  the  c iv il ia n  la b o r  fo rce  g r e w  

fro m  7 1 .7  m illion  to 7 6 .7  m illion , fo r  

a  total in c rea se  o f  7  p e r cent, o r  a n  

a n n u a l a v e ra g e  o f  a b o u t  1 .25  per 

cent. The  total p o p u la t io n  in c re a sed  

s lig h t ly  m ore, 7 .6  p e r  cent, bu t the 

a n n u a l g ro w th  ra te  d ec lin ed  s te a d ily  

a n d  fell to n e a r  1 p e r  cent b y  1 965 .

A s  ca n  be  seen  fro m  C h a r t  X I,  the  

la b o r  fo rce  c h a n g e d  little d u r in g  1961  

a n d  1962 . The  tota l g ro w th  fo r  the  

tw o  y e a r s  w a s  o n ly  a b o u t  0.8  m illion . 

T he  m a jo r re a so n  fo r  th is  w a s  p ro b ­

a b ly  the  lo w  b irth  ra te s d u r in g  the 

latter y e a r s  o f  W o r ld  W a r  II. The 

b a b ie s  o f  tho se  y e a r s  a r r iv e d  a t 

"c iv i l ia n  w o rk in g  a g e "  in  1961  a n d

1 9 6 2  a n d  the ir n u m b e rs  w e re  not 

m uch  la rg e r  th a n  the  n u m b e rs  o f  

tho se  le a v in g  the  la b o r  force. A fte r

1962 , h ow e ve r, so m e th in g  like  1.3 

m illion  p eo p le  p e r y e a r  w e re  a d d e d

to the la b o r  force. The  g ro w th  s lo w e d  

so m e w h a t  in  late  1 9 6 5  a n d  e a r ly  

1 966 , p a rt ly  b e c au se  o f  the in c re a s in g  

n u m b e rs  g o in g  in to  the  a rm e d  forces. 

E m p lo ym e n t a n d  U n e m p lo y m e n t  The 

total n u m b e r  e m p lo y e d  in c re a se d  

from  66 .8  m illio n  to  7 3 .7  m illion  

d u r in g  th is  e x p a n s io n .  T h is  w a s  a n  

in c re a se  o f  6 .9  m illion , o r  10.3  per 

cent, a n d  w a s  a b o u t  e q u a l to the  net 

g a in  d u r in g  the  w h o le  d ec ad e  o f  the 

1 9 5 0 's .  S in ce  the  n u m b e r o f  fa rm  

w o rk e rs  d ec lined  a b o u t  1.5 m illion, 

the  n u m b e r  o f  n o n fa rm  w o rk e rs  in ­

c rea se d  b y  8 .4  m i l l i o n .  C h a r t  X I  

s h o w s  in c re a se s  in  e m p lo y m e n t re g u ­

la r ly  m o v in g  a h e a d  o f  the rise  in  the 

la b o r  fo rce  a fte r the  f irst  y e a r. A s  a  

result, u n e m p lo y m e n t  w a s  reduced  

b y  n e a r ly  tw o  m illion , o r a b o u t  4 0  

p e r cent.

The  n u m b e r  o f  u n e m p lo y e d  in  e a r ly  

1961  w a s  c lose  to  f iv e  m illion , o r  7  

p e r cent o f  the la b o r  force. D u r in g  the 

f irst  y e a r  o f the  e x p a n s io n  the  n u m ­

b e r fe ll b y  a b o u t  a  m illion , b r in g in g  

the  rate  d o w n  to  5 .6  p e r cent. But 

then  the  im p ro ve m e n t  ha lted , a n d  fo r  

m ore  th a n  tw o  y e a r s  the  n u m b e r 

o f  u n e m p lo y e d  flu c tua ted  n a r ro w ly  

a ro u n d  the  fo u r  m illio n  m a rk  a n d  the 

rate  o f  u n e m p lo y e d  m o ve d  betw een

5.6  a n d  5 .8  p e r  cent. S in ce  n e a r ly  a ll 

o the r e lem ents o f  the e c o n o m y  w e re  

m o v in g  u p  s tro n g ly ,  th is  se em e d  in ­

consistent. A s  it p e rsisted  it g a v e  rise

to m ore  a n d  m o re  concern  a n d , a lo n g  

w ith  the  b a la n c e  o f  p a ym e n ts , cam e  

to d o m in a te  m uch  o f  e conom ic  po licy. 

E ffo rts to so lv e  th is s tu b b o rn  p rob le m  

resu lted  in  f isca l a n d  m o n e ta ry  p o lic y  

m o ve s  w h ic h  e ve n tu a lly  ge n e ra te d  

m uch  o f  the in f la t io n a ry  p re ssu re  o f

1 9 6 5  a n d  1 966 . O n  a  p re lim in a ry  

a n a ly s is ,  f o u r  fa c to rs  seem  to h a v e  

h e lp ed  to m a in ta in  u n e m p lo y m e n t  on  

a  h ig h  p la teau .

A f te r  the m id d le  o f  1 9 6 2  the c iv il ia n  

la b o r  fo rce  g r e w  m ore  ra p id ly ,  r is in g  

b y  m ore  th a n  a  m illion  e ach  ye a r. 

The  g ro w th  ra te  o f  the e c o n o m y  w a s  

su ff ic ien t to reduce  u n e m p lo y m e n t so  

lo n g  a s  the  la b o r  fo rce  g r e w  s lo w ly  

bu t not fa st  e n o u g h  to  d o  s o  w h e n  

the la b o r  fo rce  w a s  g r o w in g  a t  a  rate  

o f  m o re  th a n  a  m illion  p e r y e a r.

A  se con d  fa c to r  w a s  the  m od e ra te  

leve l o f  ca p ita l investm ent, w h ic h  is 

the sou rce  o f  m ost n e w  jobs. The  e x ­

p a n s io n  sta rted  w ith  a  co n s id e ra b le  

m a rg in  o f  u n u se d  capac ity , a n d  there  

w a s  n o  s tro n g  inducem en t fo r  b u s i­

ne ss  f irm s  to  e x p a n d  ca p ita l o u t la y s  

until m ost o f  th is  c a p ac ity  w a s  b ro u g h t  

in to  use. C a p ita l in ve stm e n t d id  not 

b e g in  o n  a  la rg e  sca le  until 1 963 . 

O n e  d e v e lo p m e n t w h ic h  p ro b a b ly  d e ­

la y e d  its sta rt w a s  the  sh a r p  dec line  

in  stock  p rice s in  the  se con d  q u a rte r  

o f  1962 , w h ic h  w a s  fo llo w e d  b y  

a  d istinct s lo w in g  o f  g ro w th  rates 

in  se ve ra l i m p o r t a n t  secto rs o f  

the  e c o n o m y  in  the se cond  h a lf  o f 

tha t y e a r.

A s  a n o th e r  factor, C o n g re s s  in  1961  

ra ise d  the  m in im u m  w a g e  fro m  $ 1 .0 0  

to $ 1 .2 5  p e r  h o u r  a n d  e x te n d e d  its
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co ve ra g e .  The  p ro v is io n s  w e n t  in to 

effect a t d iffe re n t tim es, r a n g in g  u p  

to fo u r  y e a rs .  The  in c rea se  w a s  u p ­

w a r d  o f 2 5  p e r cent fo r  som e  o f tho se  

n e w ly  cove red . The se  m o ve s  a ffected  

a ls o  the w a g e s  o f  m a n y  in w a g e  

b racke ts  just a b o v e  the m in im um . 

U n le ss  it is a s su m e d  that the  d e m a n d  

fo r  la b o r  is e n tire ly  in d e p e n d e n t  o f 

the w a g e s  at w h ic h  it can  be  h ired, 

these  in c re a se s  m ust h a v e  h a d  a  re ­

s t ra in in g  effect o n  the n u m b e r  o f 

p eo p le  e m p lo y e d  a s  the e co n o m y  

g re w . A t  the s a m e  tim e it qu ite  

lik e ly  s t im u la ted  the d e m a n d  fo r  m ore  

au tom atic , la b o r - s a v in g  m a c h in e ry  

a n d  equ ip m en t, w h ich , in  turn, re ­

q u ire d  m ore  ca p ita l investm ent. That 

w a s  a  fa c to r in the  in ve stm ent p ro ­

g ra m  d iscu sse d  a b o ve .  But tim e w a s  

re q u ire d  to p lan , fin ance , a n d  act iva te  

a n  in ve stm e nt p ro g ra m , a n d  in  the 

in te rim  the d e m a n d  fo r la b o r  la g g e d  

b e lo w  w h a t  it w o u ld  h a v e  been  w ith ­

ou t the in c re a se  in  the m in im um  

w a g e .  Th is is in d ica ted  e m p ir ic a lly  

b y  the fact tha t u n e m p lo ym e n t in 

tho se  g r o u p s  w h ic h  a re  m a rg in a l w ith  

respect to the m in im u m  w a g e ,  m a in ly  

te e n a g e rs  a n d  n on w h ite s, h a s  co n ­

s isten tly  been  s ig n if ic a n t ly  h ig h e r  th a n  

in  o th e r g ro u p s.

C h a r t  X I

CIVILIAN LABOR FORCE, EMPLOYMENT, UNEMPLOYMENT
C u m . %  C h a n g e  (S e a so n a lly  A d ju ste d )
From  T ro u g h  
20
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C iv i l ia n  E m p lo ym e n t

C iv i l ia n  L a b o r  Force
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\  F a rm  E m p lo ym e n t

%  -  '
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_L X
1961  1 9 6 2  1 9 6 3  1 9 6 4  

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

1 9 6 5 1 9 6 6
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C h a r t  XII NONAGRICULTURAL PAYROLL EMPLOYMENT
C um . %  C h a n g e  
From  T ro u g h
301-------------------------------------------------------------------------------------------------

—  5 1____________ |____________ |____________ |____________ |----------------- 1------------
1961  1 9 6 2  1 9 6 3  1 9 6 4  1 9 6 5  1 9 6 6  

Sou rce : U. S . D e p a rtm e n t o f  Labo r.

F ina lly , the  se c u la r  dec line  in  fa rm  

e m p lo y m e n t  h a s  con tribu ted  to the 

u n e m p lo y m e n t  p rob le m . A f te r  d ec lin ­

in g  fo r  m a n y  y e a rs ,  fa rm  e m p lo ym e n t 

fe ll fu rth e r— fro m  5 .7  m illion  in  e a r ly  

1961 to 4 .3  m illio n  in  the second  

q u a rte r  o f  1 966 . F rom  a n  a n n u a l d e ­

cline  o f  4 .5  p e r  cent in  1 96 1 -65 , it 

p lu n g e d  to  10 .5  p e r cent in  1 96 5 -66 . 

In  the fa c e  o f  th is re m a rk a b le  red uc ­

tion, total fa rm  p rod u c t io n  w a s  not 

o n ly  m a in ta in e d  but in crea sed . The  

in d e x  o f  total fa rm  p rod u c t io n  rose  

from  1 07  in  1961  to 1 1 5  in  1965 . Th is 

fe a t w a s  a cco m p lish ed , o f  course, o n ly  

b y  e x te n s ive  c h a n g e s  in  fa rm  size, 

equ ip m en t, te chn ique s, p la n t va rie tie s, 

a n d  c ro p p in g  patterns. Th is re v o lu ­

tion  in fa rm  te c h n o lo g y  re lea sed  at 

least 1.5 m illio n  w o rk e r s  fo r  e m p lo y ­

m ent e lse w h e re  in  the e conom y. 

Employment Patterns Except fo r  a g r i ­

culture, n e a r ly  a ll sectors o f  the 

e co n o m y  sh o w e d  in c re a se s  in  e m p lo y ­

m ent. R e la tive ly , a s  C h a r t  X I I  sh ow s, 

c iv il ia n  g o v e rn m e n t  e m p lo y m e n t  led 

the list w ith  a n  in c re a se  o f  2 7 .5  pe r 

cent, fro m  8.5  m illion  to  10.8  m illion . 

T h is  in c re a se  w a s  e q u a l to a p p ro x i ­

m a te ly  o n e  fo u rth  o f  the  total g a in  in  

n o n a g r ic u ltu ra l e m p lo y m e n t .  State  

a n d  loca l g o ve rn m e n ts,  w ith  a n  in ­

crease  o f  2 .0  m illion , o r  3 2 .5  p e r cent, 

a ccoun ted  fo r  the  g re a te r  p a rt  o f the 

in c re a se  in  the  p u b lic  sector. M u c h  o f  

the  in c re a se  in  e m p lo y m e n t  b y  the 

Fede ra l G o v e rn m e n t  cam e  in  the first 

tw o  q u a rte rs  o f  1966 .

P e rh a p s  the  sh a rp e s t  b re a k  w ith  

p a st  p a tte rn s o f  e m p lo y m e n t occurred  

in  m a n u fa c tu r in g .  A f te r  s h o w in g  o n ly  

a  w e a k  a n d  e rra tic  u p w a rd  trend  fo r  

15  ye a rs ,  fa c to ry  e m p lo y m e n t rose  b y  

2 .9  m illion , o r  18.1 p e r cent, in  th is 

e x p a n s io n .  T h is  w a s  su b sta n t ia lly
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g re a te r  th a n  the total in c rea se  b e ­

tw een  1 9 4 6  a n d  1960 . D u ra b le  g o o d s  

in d u str ie s  accoun ted  fo r  7 7  p e r cent, 

o r 2 .2  m illion , o f  the  recent rise, w h ile  

the re m a in in g  2 3  p e r cent, o r  0 .7  m il­

lion, w a s  in  n o n d u ra b le  g o o d s  in ­

dustrie s. D e sp ite  its g re a t  increase, 

h o w e ve r, m a n u fa c tu r in g 's  s h a re  o f 

total n o n fa rm  p a y ro ll e m p lo y m e n t  d e ­

c lined  s ligh tly , a s  T a b le  2  sh ow s.

E lse w h e re  in  the  e conom y, the 

re s id u a l c a te g o ry  o f  f in ance , se rvices, 

a n d  m i s c e l l a n e o u s  sh o w e d  g a in s  

se cond  o n ly  to  those  in  the  g o v e rn ­

m ent sector, w ith  a  rise  o f  2 .4  m illion , 

o r  2 3 .4  p e r cent. A lth o u g h  it in v o lv e d  

a  re la t iv e ly  sm a ll n u m b e r o f  w o rke rs,  

contract construction  h a d  a n  in c rea se  

o f  17 .5  p e r cent, re p re sen t in g  a  little 

less th a n  a  h a lf  m illion  w o rke rs .  This, 

h o w e ve r, w a s  a fte r a  s h a rp  d ro p  in 

the  se con d  q u a rte r  o f  1966 . E m p lo y ­

m ent in  w h o le sa le  a n d  retail t ra d e  

g r e w  b y  som e  1.9 m illion , bu t th is 

constituted  a  g ro w th  s o m e w h a t  b e lo w  

the a v e ra g e .

In d u st r ia l P rod u c t io n  In d u str ia l p ro ­

duction  ro se  b y  12  p e r cent in  the  

first  y e a r  o f  re co ve ry  bu t re g iste red  

little a d d it io n a l g a in  in  the  se cond  

h a lf  o f  1962 . T he rea fte r the rise  w a s  

re su m e d  a t a  pace  w h ic h  acce le rated  

fro m  a n  a n n u a l rate  n e a r  4  p e r cent 

to on e  o f  a b o u t  9  pe r cent. The  total 

in c re a se  to the  se cond  q u a rte r  o f  1 9 6 6  

w a s  4 9 .6  p e r cent, o r  a  little m ore  

th a n  the  4 5  p e r cent g a in  re a lize d  in 

the entire  d e c a d e  fro m  1 9 5 0  to  1960 .

M a n u fa c tu r in g  a c c o u n t s  fo r  a n  

o v e rw h e lm in g  p a rt  (o ve r 8 6  p e r cent)

o f  the in d e x  o f  in d u str ia l p roduction . 

It is pertinent, the refore, to ta ke  a  

c lose r lo ok  a t  m a n u fa c tu r in g  p ro d u c ­

tion. In  the  c o m p a r iso n  w h ic h  fo l­

low s, the statistica l b a se  u se d  in 

m e a su r in g  g ro w th  in  the  p re sen t e x ­

p a n s io n  is sh ifted  fro m  the  first 

q u a rte r  o f 1961  to the  a n n u a l  a v e ra g e  

fo r  1960 . The  re a so n  is tha t d u ra b le

g o o d s  p rod u c t io n  w a s  ra the r s h a rp ly  

d e p re sse d  in  the  first q u a rte r  o f  1961 , 

a n d  the  u se  o f  tha t pe r iod  a s  a  b a se  

w o u ld  u n d u ly  d istort som e  o f  the 

co m p a riso n s.

T ab le  2  DISTRIBUTION OF NONFARM PAYROLL EMPLOYMENT
1961 1 9 6 6

First Q u a rte r Se co n d Q u a rte r

N u m b e r Per N u m b e r Per
(000 ) C ent (000 ) C ent

Total 5 3 ,4 6 5 100 .0 6 3 ,6 1 7 100 .0

M a n u fa c tu r in g 1 6 ,1 2 0 30.2 19,031 29 .9

D u ra b le s 8 ,9 0 6 16.7 1 1 ,1 3 6 17.5

N o n d u ra b le s 7 ,2 1 4 13.5 7 ,8 9 5 12.4

N o n m a n u fa c tu r in g  (p riva te ) 2 8 ,8 8 8 54 .0 3 3 ,8 0 2 53.1

M in in g 6 7 8 1.3 6 1 8 1.0

C on tract construction 2 ,8 0 0 5.2 3 ,2 9 0 5.2

T ra n sp o rta t io n  a n d  p u b lic  utilities 3 ,9 0 7 7.3 4 ,1 3 0 6.5

W h o le sa le  a n d  reta il t ra d e 1 1 ,298 21.1 1 3 ,170 20 .7

F inance, in su rance , rea l e state 2 ,7 0 4 5.1 3 ,078 4.8

Se rv ice  a n d  m isce llan e o u s 7,501 14.0 9 ,5 1 6 15.0

G o ve rn m e n t 8 ,45 7 15.8 10 ,7 8 4 17.0

Federa l 2 ,2 2 9 4.2 2 ,532 4.0

State  a n d  local 6 ,2 2 9 11.7 8 ,252 13.0

Sou rce : U. S. D e p a rtm e n t o f  Labor.
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T ab le  3  s h o w s  the  in c re a se s  in  p ro ­

duction  fo r  se lected co m p on e n ts  o f in ­

d u str ia l p rod u c t io n  fo r  the 1 9 5 0 -1 9 6 0  

decad e  a n d  fo r  the  p re sen t e x p a n s io n .  

C h a n g e s  in  e m p lo y m e n t a ls o  a re  

sh o w n  fo r  th ree  m a jo r  com ponents. 

Three  a spects o f  the  d a ta  a re  w o r th y  

o f  note. First, the  in c re a se s  in  p ro d u c ­

tion  in the p re sen t e x p a n s io n  a re  o f  

the sa m e  o rd e r  o f  m a g n itu d e  a s  the  

in c re a se s  fo r  the  entire  p re v io u s  

decade. Se cond , g a in s  in  p rod uction  

w e re  se ve ra l tim es the  g ro w th  in  e m ­

p loym e n t in  both  pe r iod s, bu t the  d if ­

fe rence  w a s  so m e w h a t  le ss in  the  

se cond  period , su g g e s t in g  a  s lo w e r  

g ro w th  in  p roductiv ity . In  n o n d u ra b le  

lines, p rod u c t io n  in c re a sed  1 7  tim es 

a s  m uch  a s  e m p l o y m e n t  be tw een  

1 9 5 0  a n d  I9 6 0 ,  but less th a n  f iv e  

t im es a s  m uch  since  1960 . T h ird , the  

f ig u re  fo r  the  p rod uction  o f  m oto r 

v e h ic le s  a n d  p a rts  fo r  the  p re sen t 

p e r io d  is m is le a d in g .  A s  C h a r t  X I I I  

sh o w s,  until the e n d  o f  1 9 6 5  g a in s  in  

th is c o m p o n e n t w e re  g re a te r  th a n

m ost others, excep t fo r  the  d ro p  in  the  

fou rth  q u a rte r  o f  1 9 6 4  c a u se d  b y  

strikes. For m uch  o f  the  tim e they  

ra n  a h e a d  o f  g a in s  in  b o th  a ll m a n u ­

fa c tu r in g  a n d  d u ra b le  g o o d s .  The 

le ve lin g  o f f  in  late  1 9 6 5  a n d  the  d e ­

cline  in  e a r ly  1 9 6 6  b ro u g h t  it to a  

leve l o n ly  a  little a b o v e  tha t fo r  n o n ­

d u ra b le  g o o d s.

A  b r ie f a n a ly s is  o f  the  m ove m e n ts  

o f the  m a jo r co m p o n e n ts  o f  m a n u ­

fa c tu r in g  p rod u c t io n  m a y  g iv e  som e  

in d ica t io n  o f  w h e n  a n d  w h e re  im ­

b a la n c e s  d e v e lo p e d  in  the  in d u str ia l 

sector o f the  e co n om y. W h ile  re la tive  

in c re a se s  d u r in g  the  1 9 5 0 -1 9 6 0  d ec ­

a d e  ca n n o t be  re g a rd e d  a s  n o rm s o r  

s ta n d a rd s ,  the  f ig u re s  m a y  h a v e  som e  

v a lu e  a s  a  b a s is  o f  co m p a r iso n .  A s  

T a b le  3  sh o w s,  e ach  o f  the  m a jo r 

co m p on e n ts  m o ve d  u p  in  the  p re v io u s  

d ec ad e  b y  a m o u n ts  not f a r  fro m  4 5  

p e r cent. M a c h in e r y  d id  s o m e w h a t  

better, but m o to r ve h ic le s  la g g e d  f a r  

beh ind . D u r in g  1961  a n d  e a r ly  1 9 6 2  

d isto rt ion s p ro d u ce d  b y  the  recession  

w e re  corrected a n d  the  ra te s o f  g a in  

o f the  v a r io u s  c o m p o n e n t s  co n ­

ve rg e d ,  a s  ca n  be  se en  in  C h a r t  X III.  

Thereafter, fo r  a b o u t  tw o  y e a rs ,  a ll 

se ries a d v a n c e d  a t  su b s ta n t ia lly  the  

sa m e  rate. B e g in n in g  in  e a r ly  1 9 6 4  

the rates b e g a n  to  d iv e rg e  a n d  co n ­

tinued  to d o  so  a t  a cce le ra t in g  rates, 

except fo r  m oto r veh ic le s, th ro u g h

1 9 6 5  a n d  1966 .

T a b le  3  PER CENT CHANGES IN SELECTED COMPONENTS 
OF INDUSTRIAL PRODUCTION AND  EMPLOYMENT

1 9 5 0  to  1 9 6 0  1 9 6 0  to  2 n d  Q  1 9 6 6

In d u str ia l In d u str ia l
P roduct ion  E m p lo y m e n t P roduction  E m p lo ym e n t

Total p rod u c t io n 45.1 4 2 .8

A l l  m a n u fa c tu r in g 4 3 .7 10.2 4 4 .8 13.3

D u ra b le  g o o d s 4 6 .4 16.9 51 .3 17.7

N o n d u ra b le  g o o d s 44.1 2 .6 36 .5 7 .6

M o to r  ve h ic le s  a n d  p a rts 25.1 38 .4

M a c h in e ry 5 2 .4 63 .0

Note: C h a n g e s  com pu ted  from a v e ra g e s  o f m o n th ly  data .

Source: B o a rd  o f G o v e rn o rs  o f the  Fede ra l R e se rve  Sy stem  a n d  U. S. D e pa rt-
m ent o f  Labor.
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In  the  first q u a rte r  o f  1 9 6 4  there  

w e re  o n ly  in s ig n if ic a n t  d iffe rence s 

b etw eeh  the cu m u la t ive  g ro w th  rates 

o f  p rod uction  in  a ll m a n u fa c tu r in g ,  

d u ra b le  go o d s ,  a n d  n o n d u r a b l e  

g o o d s, but m a c h in e ry  sh o w e d  a  s u b ­

sta n t ia lly  g re a te r  g ro w th  a fte r the 

m id d le  o f 1963 . B y  the  s e c o n d  

q u a rte r  o f 1 966 , h o w e ve r,  d u ra b le  

g o o d s  h a d  a d v a n c e d  15  p e r  cent

m ore, a n d  m a c h in e ry  41 p e r cent 

m ore, th a n  a ll m a n u fa c tu r in g ,  w h ile  

n o n d u ra b le s  h a d  fa lle n  b e h in d  b y  19  

pe r cent. D u ra b le  g o o d s  w o u ld  h a v e  

sh o w n  a n  e ve n  g re a te r  g a in  excep t 

fo r  the  dec line  in  a u to m o b ile  p ro d u c ­

tion  in  1 966 . It m a y  not h a v e  been

en tire ly  co inc iden ta l that th is d iv e r ­

ge n ce  in  g ro w th  rates becam e  p ro ­

n ou n ced  a t  a b o u t  the sa m e  tim e the 

w h o l e s a l e  p rice  in d e x  b e g a n  to 

m o ve  up.

c h a r t  X I I I  PRODUCTION OF MANUFACTURED G O O DS
C u m . %  C h a n g e  
fro m  1 9 6 0  A v e r a g e
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CORPORATE PROFITS

The b e h a v io r  o f  c o rp o ra te  p ro fits 

h a s  been one  o f  the o u t s ta n d in g ,  a n d  

p ro b a b ly  on e  o f  the m ost d yn am ic , 

deve lop m e n ts  o f the p re sen t e x p a n ­

sion. A  b rie f lo ok  a t the  b e h a v io r  o f 

p ro fits in the e a r lie r  p o s tw a r  y e a rs  

w ill a ffo rd  som e  pe rspect ive  fo r  a n  

e va lu a t io n  o f  the ir recent p e r fo rm ­

ance . In th is d isc u ss io n  profits w ill 

m e a n  p ro fits a fte r ta xe s  u n le ss  a  d if ­

fe rent m e a n in g  is ind ica ted .

C o rp o ra te  p ro fits  a re  in h e re n tly  

vo la tile  a n d  fluctuate  w id e ly  d u r in g  

the course  o f  a  b u s in e ss  cycle. Th is 

w a s  e spe c ia lly  true  in  the  15  y e a r s  

be fo re  1961 , w h e n  p ro fits  o ften  d e ­

c lined  even  in  p e r io d s  o f  b u s in e s s  e x ­

p an s io n . In  the  4 0  q u a rte rs  fro m  the 

e n d  o f 1 9 5 0  to the  e n d  o f  I9 6 0 ,  

p rofits d ec lined  in  18  a lt h o u g h  G N P  

dec lined  in  o n ly  e igh t.

The ge n e ra l cyc lica l patte rn  be fo re  

1961 w a s  a  s h a rp  rise  in  p ro fits  d u r ­

in g  the first y e a r  o r s o  o f  recovery, 

fo llo w e d  b y  a n  ir re g u la r  d ec line  d u r ­

in g  the rest o f  the  e x p a n s io n .  T h is  is 

s h o w n  c lea rly  in  C h a r t  V . O v e r  the 

y e a r s  th is patte rn  p ro d u ce d  a  s lo w  

a n d  ir re g u la r  se cu la r  g ro w th .  In  1 9 4 9  

p rofits a m o u n te d  to  $ 1 8 .5  b illion . B y

1960 , w h ic h  h a d  a  po sition  in  the 

cycle a p p ro x im a te ly  c o m p a ra b le  to

1949 , th e y  h a d  risen  to $ 2 6 .7  b illion. 

Th is w a s  a  total in c rea se  o f 4 4  pe r 

cent a n d  w a s  e q u a l to a n  a n n u a l 

g ro w th  ra te  o f  2 .8  p e r cent. D u r in g  

the sa m e  p e r io d  G N P  g r e w  b y  9 6  per 

cent a n d  p e rso n a l in com e  b y  9 3  per 

cent. A s  a  m a rg in  o f  sa le s, p rofits 

before taxes were 8.3 cents per dollar 

in 1949 , ro se  to  n e a r ly  12 cents in

1950 , a n d  then  dec lined  ir re g u la r ly  

to b e lo w  7  cents in  1 9 5 8  a n d  1960 . 

A s  a  re tu rn  on  net w o rth , p rofits o f  

la rg e  c o rp o ra t io n s  a s  com p iled  b y  the 

First N a t io n a l C ity  B a n k  o f  N e w  Y o rk  

d ec lined  ra th e r s te a d ily  fro m  11 per 

cent in  1 9 4 9  to 9.1 p e r cent in  1960 . 

In  b rief, co rp o ra te  p ro fits  d u r in g  th is 

p e r io d  flu c tua ted  ir re g u la r ly  but d e ­

c lined  s ig n if ic a n t ly  in  re la tion  to G N P ,  

p e rso n a l incom e, sa le s, a n d  net w orth .

S in ce  1 9 6 0  the  trend  o f  p ro fits h a s  

been  su b s ta n t ia lly  d iffe rent. C o m ­

p a re d  w ith  e a r lie r  u p sw in g s ,  they  

g r e w  m o re  s lo w ly  in  the  e a r ly  m on th s 

o f  th is e x p a n s io n ,  bu t then  acce le rated  

a n d  h a v e  con tin u e d  u p w a rd  fo r  a  

m u c h  l o n g e r  p e r io d .  In  t h e  2 1  

q u a rte rs  a fte r the  first  q u a rte r  o f

1961 , th e y  w e re  u n c h a n g e d  in  tw o, 

sh o w e d  sm a ll d ec line s in  tw o, a n d  

ro se  in  17. B y  y e a rs ,  the  p e rcen tage  

increases, b e g in n in g  w ith  1961 , w ere : 

1.9, 14.7, 6.1, 16.9, a n d  15.0. O v e r

the  p e r io d  a s  a  w ho le , to the m id d le  

o f  1966 , p r o f i t s  a p p r o x i m a t e l y  

d o u b le d , a  g ro w th  so m e w h a t  m ore  

th a n  tw ice  tha t o f  G N P  a n d  p e rso n a l 

incom e. A s  a  m a rg in  o f  sa le s, th e y  

ro se  fro m  less th an  se ve n  cents pe r 

d o lla r  in  e a r ly  1961  to n e a r ly  ten 

cents in  the  first p a rt  o f  1966 . A s  a  

re tu rn  on  net w orth , p ro fits w e re  u p  

fro m  8 .7  p e r cent in  1961  to 11.1 p e r 

cent in  1965 . In re la tion  to G N P  they  

ro se  fro m  5.2  to 6.5  p e r cent. T h u s 

the  tre n d s w h ic h  h a d  p re va ile d  in  

the  1 9 5 0 's  w e re  re ve rsed  in  th is 

e x p a n s io n .

B e ca u se  o f  the s lo w  a n d  ir re g u la r  

g ro w th  o f  p ro fits  be tw een  1 9 5 0  a n d  

1960 , it m a y  be  in structive  to  lo o k  a t  

p ro fits  o v e r  a  lo n g e r  pe riod . F rom  

1 9 5 0  to  the  se cond  q u a rte r  o f  1966 , 

the  in c re a se s  w ere : G N P ,  1 5 7  p e r 

cent; p e rso n a l incom e, 1 52  p e r cent; 

a n d  co rp o ra te  p rofits, 9 6  p e r cent. 

T h u s  o v e r  the  w h o le  s p a n  o f  m ore  

th a n  15  y e a r s  p rofits in c re a sed  b y  less 

th a n  tw o  th ird s  a s  m uch  a s  the o the r 

tw o  v a r ia b le s .
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The  lo ng , ste ady , a n d  v ig o ro u s  

g ro w th  o f  p ro fits  in  the  p re sent e x ­

p a n s io n  w a s  the  re su lt o f  a  n u m b e r  

o f factors. First, a n d  p e rh a p s  m ost 

im p o rtan tly , it w a s  the n a tu ra l cyc lica l 

reaction  o f  p ro fits  to  a  p ro lo n g e d  

p e r iod  o f  b u s in e ss  e x p a n s i o n .  A  

s te a d ily  r is in g  v o lu m e  o f  b u sin e ss  

sh o u ld  n o rm a lly  p rod u ce  a  su b sta n t ia l 

in c rea se  in  p rofits. In  a d d it io n , co r­

p o ra t io n s  w e re  p ro d u c in g  a  so m e w h a t  

la rg e r  p ro p o rt io n  o f  the  total n a ­

t iona l p roduct. Se co n d , un it la b o r  

costs in  m a n u fa c tu r in g  he ld  s te a d y  o r  

dec lined  s o m e w h a t  o v e r  a lm o st the 

w h o le  pe riod . In  e a r lie r  e x p a n s io n s  

th is typ e  o f  d e v e lo p m e n t u su a l ly  

m a rke d  the  first  y e a r  o r  s o  o f  the e x ­

p a n s io n  a n d  then  w a s  reversed . Th is

tim e w a g e  i n c r e a s e s  w e re  m ore  

m od e ra te  a n d  w e re  a p p ro x im a te ly  

o ffse t b y  a  s te a d ily  g r o w in g  p ro ­

ductiv ity. Th ird , co rp o ra t io n s  re a lize d  

la rg e r  p ro fits  fro m  fo re ig n  o p e ra t io n s, 

a n  a m o u n t  n o w  e stim ated  b y  on e  

a u th o r ity  a t m ore  th a n  $ 3  b illion  

p e r ye a r.

A  f in a l im p o rta n t fa c to r in  the  

g ro w th  o f  p ro fits  a fte r ta x e s  w a s  ta x  

reduction. D u r in g  W o r ld  W a r  II the 

p e a k  ra te  a p p lic a b le  to m ost co r­

p o ra te  p ro fits  w a s  4 0  p e r cent but 

m a n y  co rp o ra t io n s  w e re  subject to  a n  

e xce ss p ro fits  tax. The  p e a k  rate  w a s  

reduced  to 3 8  p e r cent a fte r the  w a r  

but w a s  ra ise d  to 5 2  pe r cent d u r in g  

the K o re a n  W a r  a n d  a g a in  a n  exce ss 

p ro fits  ta x  w a s  le v ied  fo r  a  sh o rt 

tim e. The  re g u la r  co rp o ra te  ta x  rates 

w e re  not lo w e re d  in  the ta x  reduction  

o f  1954 , but p ro v is io n s  fo r  acce le rated  

d ep re c ia t io n  w e re  enacted  in  tha t 

year. Thus in 1960 the regular cor­

p o ra te  ta x  ra te s w e re  so m e w h a t  

a b o v e  tho se  in  effect d u r in g  W o r ld  

W a r  II. In  1 9 6 2  d ep re c ia t io n  sc h e d ­

u le s fo r  t a x  p u rp o se s  w e re  lib e ra lize d  

c o n s id e ra b ly  a n d  c o rp o ra t io n s  w e re  

g ra n te d  a  ta x  credit, e q u a l in  m ost 

ca se s to 7  p e r cent, fo r  n e w  in ve st­

m ent in  p ro d u c in g  facilities. A s  a  p art 

o f  the  g e n e ra l ta x  reduction  o f  1964 , 

the ta x  rate  on  co rp o ra te  in com e  w a s  

reduced, in  tw o  steps, from  5 2  to 4 8  

pe r cent. It h a s  been  e stim ated  tha t 

in 1 9 6 5  these  three  m e a su re s  sa v e d  

co rp o ra t io n s  m ore  th an  $ 6  b illion.

The  stro n g  g ro w th  o f p ro fits  w a s  

c a u se  a s  w e ll a s  effect. W h e n  it b e ­

cam e  e v id en t tha t p ro fits w e re  not 

g o in g  to repea t the ir fo rm e r ro lle r­

coa ste r patte rn  a n d  w h e n  C o n g re s s  

sh o w e d  a  defin ite  in tention  to reduce  

the ta x  lo ad  on  co rp o ra t io n s, co n ­

fid e n ce  a n d  op t im ism  rose  in the  b u s i­

ne ss com m un ity . In  particu la r, a s  p ro ­

duction  a p p ro a c h e d  the o p t im u m  level 

in on e  in d u stry  a fte r ano the r, b u s i­

n e ssm e n  w e re  e n c o u ra g e d  to e m b a rk  

on  a m b it io u s  p ro g ra m s  o f  cap ita l o u t­

lays. T h is  w a s  a ll the m ore  true  b e ­

ca u se  re ta ined  e a rn in g s  a n d  d e p re c ia ­

tion  a llo w a n c e s  p ro v id e d  m uch  o f the 

fu n d s  needed  to f in a n c e  the ou tlay s, 

at least in  the e a r ly  stage s.
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DOMESTIC  INVESTMENT

W h ile  in ve stm ent h a s  been  a n  im ­

portan t sou rce  o f  stre n g th  in  th is  b u s i­

ne ss e x p a n s io n ,  its t im in g  a n d  co m ­

position  h a v e  d iffe re d  s ig n if ic a n t ly  

from  e a rlie r  p o s tw a r  experience . 

H o u s in g  In  p re v io u s  p o s tw a r  cycles, 

re s iden tia l construction  activ ity, a s  

m e a su re d  b y  h o u s in g  starts, ro se  

s h a rp ly  in  the  rece ssion  a n d  e a r ly  re ­

co ve ry  p e r iod s, p e a k in g  ou t a b o u t  s ix  

m on th s a fte r the tro u g h  in  g e n e ra l 

b u sin e ss  activ ity. S ta rts  g e n e ra lly  d e ­

clined  th ro u g h o u t  the rest o f  the  e x ­

p a n s io n  p hase , p ro v id in g  a  p a rt ia l 

o ffse t to othe r e x p a n s iv e  factors. In  

th is e x p a n s io n  h o u s in g  sta rts b e h a v e d  

qu ite  d iffe rently. The re  w a s  n o  d is ­

ce rn ib le  u p tu rn  b e fo re  the  g e n e ra l 

re co ve ry  g o t  u n d e r  w a y ,  a n d  the u p ­

sw in g  w h ic h  f in a lly  cam e  w a s  qu ite  

m ild. It la sted  fo r  a p p ro x im a te ly  

three ye a rs ,  h ow e ve r, p e a k in g  in  

J a n u a r y  1964 .

W h ile  n o  precise  e x p la n a t io n  o f  

th is d iffe ren t b e h a v io r  is  p o ssib le , a  

p a rtia l e x p la n a t io n  m a y  be  a  dec line  

in  the u n d e r ly in g  d e m a n d  fo r  h o u s in g  

a n d  a  d iffe ren t m o n e ta ry  po licy. W ith  

the tre m e n d o u s  b a c k lo g  o f d e m a n d  

h a v in g  been  w o rk e d  o ff in  the  1 9 5 0 's ,  

h o u s in g  ac t iv ity  in  the  e a r ly  1 9 6 0 's  

d id  not s u rg e  fo rw a rd  a s  m o n e y  b e ­

cam e  e a sy . In contrast to e a r lie r  e x ­

perience, m o n e ta ry  p o lic y  in  th is 

latest e x p a n s io n  re m a in e d  e a s y  fo r  

a  lo n g  tim e, a n d  th is p ro b a b ly  c o n ­

tributed  to the  p ro lo n g e d  rise  in  h o u s ­

in g  activ ity, d esp ite  w e a k e r  u n d e r­

ly in g  d e m a n d .  The  latter fa c to r  

f in a lly  o u tw e ig h e d  the  st im u lu s  o f  

e a sy  m o n e y  a n d  h o u s in g  sta rts b e g a n

d rift in g  d o w n  fro m  a n  a n n u a l  ra te  o f  

a b o u t  1.6 m illion  un its  in  e a r ly  1 9 6 4  

to a b o u t  1.5 m illion  un its in  e a r ly  

1966 . S in ce  tha t tim e  a  s h a rp  rise  in 

m o rtg a g e  y ie ld s  a n d  reduced  a v a i la ­

b ility  o f m o r tg a g e  cred it h a v e  co n ­

tr ibu ted  to  a  p re c ip itou s  d rop .

The  co m p osit io n  o f  re s iden tia l c o n ­

struction  h a s  a ls o  b een  d iffe re n t in 

th is e x p a n s io n .  S in g le  f a m ily  d w e ll­

in g s  d ec lined  in  re la t ive  im portance , 

w h ile  a  v ir tu a l b o o m  occu rred  in 

a p a rtm e n t  construction. M u lt ifa m ily  

sta rts a s  a  fra c tio n  o f  the total ro se  

from  21 p e r cent in  1 9 6 0  to 3 7  pe r 

cent in  1963 , bu t dec lined  s o m e w h a t  

later.

In ve n to r ie s  In ve n to ry  in ve stm ent a lso  

h a s  d iffe re d  from  e a rlie r  cyc lica l p a t­

terns. In  e a r lie r  e x p a n s io n s  in v e n ­

torie s ro se  s h a rp ly  fro m  a b o u t  the b e ­

g in n in g  o f  g e n e ra l re co ve ry  until 

a b o u t  m id w a y  o f  the  e x p a n s io n ,  w h e n  

a  m a rk e d  fa llo f f  in  the  rate  o f  a c ­

cu m u la t ion  occurred . In  th is e x p a n ­

sion , i n v e n t o r y  i n v e s t m e n t  rose  

s h a r p ly  in  the  f irst  y e a r  o f  recovery, 

then  le ve led  o f f  a n d  re m a in e d  o n  a  

p la te a u  until the  latter p a rt  o f  1964 .

The  s lo w e r  ra te  o f  a ccu m u la t io n  

d u r in g  m ost o f  th is e x p a n s io n  h a s  

been  d u e  to both  se c u la r  a n d  cyc lica l 

factors. O n  the se c u la r  side, the  g r o w ­

in g  u se  o f  c o m p u te r-b a se d  m e th od s o f 

in ve n to ry  contro l h a s  e n a b le d  b u s i­

ne ssm e n  to  op e ra te  w ith  red uced  in ­

ve n to rie s  re la t ive  to sa le s. A t  the 

sa m e  tim e, the cyc lica l fa c to rs  e n ­

c o u ra g in g  a ccu m u la t io n  h a v e  been  

w e a k e r. Until 1 9 6 4  p rice s w e re  stab le  

a n d  exce ss c a p a c ity  perm itted  p rom p t 

d e liv e ry  o f o rde rs. T he se  cond it io n s  

b e g a n  c h a n g in g  in  1 9 6 4  a n d  fo r  the 

p a st  tw o  y e a r s  in v e n to ry  a c c u m u la ­

tion  h a s  p roceeded  a t  a  d ist inc tly  

fa ste r pace.

It h a s  b een  c u s to m a ry  to  a s su m e  

that the re la t ive ly  lo w  ra t io  o f in v e n ­

tories to sa le s, in  both  m a n u fa c tu r in g  

a n d  trade , is a n  in d ica t io n  tha t in ­

ve n to r ie s  a re  not e xce ss ive  a n d  a re  

in  a  stab le  e q u ilib r iu m . The op t im u m  

re la t io n sh ip  here, h ow e ve r, h a s  p ro b ­

a b ly  b een  c h a n g e d  s ig n if ic a n t ly  b y  

the se cu la r  trend  to w a rd  better m eth ­

od s  o f  in ve n to ry  contro l. In  v ie w  o f 

this, a  le ve lin g  o ff o r  a  s lig h t  u p tu rn  

in in ve n to ry -sa le s  ra t io s m ig h t  h a v e  

a  s ig n if ic a n c e  e q u a l to m uch  sh a rp e r  

u p tu rn s  in e a r lie r  e x p a n s io n s .

P lan t a n d  E q u ip m e n t The lo n g  a n d  

a cce le ra t in g  g ro w th  in  e xp e n d itu re s  

fo r  p la n t  a n d  e q u ip m e n t h a s  been  a  

d o m in a n t  fe a tu re  o f  th is e x p a n s io n  

since  e a r ly  1963 . O n  the a v e ra g e ,  

these  e x p e n d itu re s  h a v e  in c re a sed  a t 

a  ra te  o f  n e a r ly  $ 1 .8  b illion  p e r 

q u a rte r  since  the  first  q u a rte r  o f 1 963 , 

f a r  g re a te r  th a n  the  $ 1 .0  b illion  

a v e r a g e  q u a r te r ly  in c rea se  in  the 

1 9 5 4 -5 7  e x p a n s io n ,  a n d  m ore  th a n  

tw ice  the a v e r a g e  in c re a se s  in  the 

1 9 5 8 -6 0  a n d  the  1 9 4 9 -5 3  period s. 

T h e y  c lim be d  fro m  6 .5  p e r cent o f  

G N P  in  the se cond  q u a rte r  o f  1961  to 

s lig h t ly  m o re  th a n  8 pe r cent in  e a r ly  

1966 , the h ig h e st  ra t io  s ince  1 95 6 -57 .

In  the  first tw o  y e a r s  o f  the p re sen t 

e x p a n s io n  these  ou t la y s, s h o w n  in  

C h a r t  X ,  w e re  concentrated  h e a v ily  o n  

m o d e rn iz a t io n , but a fte r the m id d le  

o f 1 9 6 3  th e y  w e re  d evo te d  in c re a s­

in g ly  to e n la rg in g  capac ity . F rom  a n  

a n n u a l ra te  o f  $ 3 7  b illion  in  the first 

q u a rte r  o f 1963 , th e y  rose  to a  level 

o f $ 6 0  b illion  in  the second  q u a rte r  o f  

1966 , a  total in c re a se  o f 61 p e r cent. 

O v e r  the p a st  th ree  y e a r s  the a n n u a l
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in c re a se  h a s  ra n g e d  fro m  14  to 17  

p e r cent. T h is  g ro w th  h a s  put g re a t  

p re ssu re  on  the ca p ac ity  o f m a c h in e ry  

a n d  e q u ip m e n t p roduce rs, w h o  in  tu rn  

h a v e  h a d  to e x p a n d  the ir fac ilit ies. 

T he ir e x p e n d i t u r e s  fo r  p la n t a n d  

e q u ip m e n t  in c re a sed  19  p e r cent in

1964 , 3 3  p e r cent in  1 965 , a n d  a n  

e stim ated  31 p e r cent in  1966 .

P lan t a n d  e q u ip m e n t e x p e n d itu re s  

a re  s ig n if ic a n t  fo r  se ve ra l re a son s. 

Like  a ll fo rm s  o f cap ita l fo rm a tion , 

th e y  a re  in  the first  in stance  e x ­

p a n s io n a ry .  S o  lo n g  a s  the re  is a  re ­

se rve  o f  p ro d u c in g  c a p a c ity  in  the 

e conom y, th is is a  h e a lth y  d e v e lo p ­

m ent a n d  contributes to w a rd  fu lle r  

e m p lo y m e n t a n d  p r o d u c t io n ,  but 

w h e n  d e m a n d  is p u sh in g  c lose  to c a ­

p ac ity  it can  g e n e ra te  s t ro n g  in f la ­

t io n a ry  p re ssu re s. A lso ,  th e y  in vo lv e  

a  lo n g  le ad  time, o r  " t u rn a ro u n d  

t im e ." W h e n  la rg e  p ro g ra m s  h a v e  

b een  p la n n e d  a n d  sta rted  it is  v e r y  

d ifficu lt a n d  costly  to ha lt them  b e fo re  

com p le tion . C o rp o ra t io n s  w ith  la rg e  

s p e n d in g  p ro g ra m s  w e ll a d v a n c e d  a re  

often  p re p a re d  to b id  v e r y  h ig h  ra tes 

to ge t the n e ce ssa ry  fu n d s  to com p le te  

them . T he ir d e m a n d  fo r  fu n d s  in  the 

fa ce  o f s t ro n g  m o n e ta ry  re stra in ts  can  

p rod u ce  se r io u s  d is lo ca t io n s  in m o n e y  

a n d  cap ita l m arkets.

F ina lly , cap ita l o u t la y s  a re  h ig h ly  

cyclica l. O n  the b a s is  o f  p a st  e x ­

perience, a n n u a l in c re a se s  o f  14  to  

17  p e r cent ca n n o t be  su sta in e d  fo r  

a n y  e x te n d e d  p e r iod  o f  y e a rs .  In  

p re v io u s  p o s tw a r  e x p a n s io n s ,  a d d i ­

tion s to c a p ac ity  o u tra n  d e m a n d  fo r  

f in a l ou tpu t soo n  a fte r e x p e n d itu re s  

on  p lan t a n d  e q u ip m e n t b e g a n  m o v ­

in g  up. D e c lin in g  ca p a c ity  u tiliza t ion  

rates s ig n a le d  ove r in ve stm e n t re la tive

to f in a l d e m a n d  a n d  cu tbacks in  p lan t 

a n d  e q u ip m e n t e xp en d itu re s  fo llo w ed  

a fte r a  co n s id e ra b le  la g . O v e r  m ost 

o f th is e x p a n s io n ,  cap ac ity  e x p a n s io n  

h a s  been  m ore  in  line w ith  d em an d , 

a n d  u tiliza t ion  rates h a v e  e d g e d  u p ­

w a rd .  For the past se ve ra l quarte rs, 

how e ve r, u tiliza tion  rates h a ve  re­

m a in e d  on  a  h ig h  p lateau.

Financing Corporate Investment S ince  

W o r ld  W a r  II, co rp o ra t ion s  in th is 

coun try  h a v e  ob ta in e d  a  m ajo rity  o f 

the ir in ve stm ent fu n d s  from  in te rna l 

sources; tha t is, from  the ir ca sh  f lo w  

w h ich  is c o m p o se d  a lm ost entire ly  o f 

re ta ined  e a rn in g s  a n d  dep rec ia tion  

a llo w a n ce s. O n ly  m a rg in a l a m o u n ts  

h a v e  h a d  to be  f in a n ce d  b y  b o rro w in g  

in  the ca p ita l m arke t o r  a t com m ercia l 

b an k s. Like a ll m a rg in a l figu re s, th is 

e x te rna l f in a n c in g  ha s tended  to flu c ­

tuate w id e ly .  It h a s  g r o w n  sh a rp ly  in 

the p a st tw o  y e a r s  a n d  the reb y  con ­

tributed  su b s ta n t ia lly  to the p re ssu re  

on  cap ita l m arke ts  a n d  he lped  to p ro ­

duce  h ig h  in terest rates.

In  e a r lie r  e x p a n s io n s  co rp o ra t ion s  

w e re  fo rced  to resort to e xte rna l f i­

n a n c in g  fa ir ly  e a r ly  in  the u p sw in g .  

The re a so n  w a s  that p rofits u su a lly  

fa d e d  ou t e a rly , before  cap ita l ou t­

lays, w h ic h  u su a l ly  la g  b eh in d  other 

b u s in e ss  activ ities, sta rted  u p w a rd . 

T hu s b y  the  tim e cap ita l sp e n d in g  

p ro g ra m s  g o t  u n d e r  w a y ,  re ta ined  

e a rn in g s  w e re  d ec lin in g  a n d  b o rro w ­

in g  w a s  nece ssa ry . Th is in c re a s in g  

d ep e n d e n ce  on  ou ts ide  b o rro w in g ,  at 

r is in g  ra tes o f interest, fa ir ly  e a r ly  in 

the u p sw in g  tended  to d a m p e n  the 

in ve stm ent sp e n d in g  a n d  keep  it 

w ith in  lim its.

In th is e x p a n s io n  it w a s  d ifferent. 

Reta ined  e a rn in g s  g re w  o ve r a  lo n ge r 

period , a n d  a t  the sa m e  tim e d e ­

p rec ia tion  a llo w a n c e s  w e re  s ig n if i­

c an tly  lib e ra lized . The u se  o f  in te rna l

fu n d s  b y  n o n f in a n c ia l c o rp o ra t io n s  

m o ve d  u p  fro m  $ 3 5 .6  b illion  in  1961  

to  $ 5 1 .0  b illion  in  1964 , w h ile  e x ­

te rn a l fu n d s  u sed  re m a in e d  s te a d y  a t  

s lig h t ly  b e lo w  $ 1 9  b illion . A s  a  p ro ­

po rt ion  o f  total fu n d s  used, e x te rn a l 

fu n d s  d ro p p e d  from  3 5  to 2 7  pe r 

cent. But b y  1 9 6 5  o u t la y s  w e re  f a r  

o u t s t r ip p in g  ca sh  f lo w s  a n d  the u se  o f  

e x te rn a l fu n d s  in c re a sed  sh a rp ly  from  

$ 1 8 .6  b illio n  to $ 3 3 .4  b illio n — a n  in ­

crea se  o f  8 0  p e r  cent. In tha t y e a r  

e x te rn a l fu n d s  rep re sen ted  3 8  per 

cent o f total in ve stm ent fu n d s. A  

la rg e  p a rt  o f  th is  in c rea se  w a s  a c ­

coun ted  fo r  b y  b a n k  lo an s, w h ic h  ro se  

b y  $ 6 .5  b illion , o r  1 90  p e r cent. T h is  

sp u rt  in  b a n k  le n d in g  w a s  d u e  in  

co n s id e ra b le  p a rt  to the  fac t th a t the  

b a n k  p r im e  rate  re m a in e d  fo r  n e a r ly  

the w h o le  y e a r  a t  4 .5  p e r cent w h ile  

m a rke t  ra te s w e re  r is in g , in  m a n y  

ca se s  to w e ll b e y o n d  4 .5  pe r cent. 

The  la rg e  in c rea se  in  b a n k  lo a n s  w a s  

a  m a jo r fa c to r  co n trib u tin g  to the 10  

p e r cent in c re a se  in  b a n k  cred it in  

1 9 6 5 — the  la rg e st  in c rea se  sin ce  W o r ld  

W a r  II.

C o r p o r a t i o n s  con tinued  to re ly  

h e a v ily  o n  e x te rn a l f in a n c in g  in 1966 . 

A t  a n n u a l  ra tes the f ig u re s  fo r  the 

first  h a lf  w e re  $ 3 5 .4  b illion , h ig h e r  

th a n  the  f ig u re  fo r  the w h o le  o f  1 9 6 5  

but s o m e w h a t  b e lo w  that fo r  the 

fo u rth  q u a r te r  o f  tha t ye a r. C o rp o ra te  

b o r r o w in g  m o v e d  m ore  h e a v ily  in to  

the  ca p ita l m arket, h ow e ve r, a n d  the 

g ro w th  o f  b a n k  lo a n s  d ro p p e d  s h a rp ly  

from  3 5 .9  pe r cent o f the total to 2 8 .0  

pe r cent. Th is h e lp ed  to h o ld  d o w n  

the g ro w th  o f  b a n k  cred it to a n  a n ­

n u a l ra te  o f  8 .6  p e r cent fo r  the first 

s ix  m o n th s  o f  1966 .
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F I SCAL  P OL I C Y

C h a rt  X IV

FEDERAL CASH TRANSACTIONS WITH THE PUBLIC
^ gH (Se a so n a lly  Ad ju sted )

- 2

- 3

- 4 _L

Fisca l p o licy  h a s  s u b s ta n t ia lly  in ­

f lu en c ed  econom ic  d e ve lo p m e n ts  d u r ­

in g  th is e x p a n s io n .  O n  the e x p e n d i­

ture  s ide , th ree  typ e s  o f  e xp e n d itu re s  

h a v e  g r o w n  ra p id ly :  tho se  fo r  d e ­

fen se , tho se  fo r  soc ia l se cu rity  a n d  the 

o ld e r w e lfa re  p ro g ra m s,  a n d  tho se  fo r  

n e w  w e lfa re  a n d  d e v e lo p m e n t p ro ­

g ra m s .  C h a rt  X IV  s h o w s  the q u a rte r ly  

c h a n g e s  in  ca sh  p a y m e n ts  a n d  the 

a m o u n ts  o f  the q u a r te r ly  defic its o r 

su rp lu se s.

O n  the re v e n u e  s ide , tw o  in n o v a ­

tion s fe a tu re d  the  period . First, tw o  

im p o rta n t m e a su re s  w e re  d e s ig n e d  

sp e c if ic a lly  to reduce  b u s in e ss  taxes. 

Se cond , there  w a s  a  m a jo r reduction  

in  in com e  ta x e s  a t a  tim e  w h e n  b u s i­

ne ss w a s  e x p a n d in g  a n d  the b u d g e t  

w a s  still s h o w in g  a  s iz a b le  deficit. 

O th e r  s ig n if ic a n t  d e ve lo p m e n ts  in  the 

f isc a l a re a  in c lud ed  the m o v in g  u p  o f  

ce rta in  ta x  p a y m e n t dates, a  g re a te r  

u se  o f re v o lv in g  fu n d s, a n d  la rg e r  

sa le s  o f  a sse ts  b y  Fede ra l a ge n c ie s.  

Receipts, Payments, and Deficits T a b le  

4  g iv e s  a  s u m m a ry  sta tem ent o f  the 

F e de ra l ca sh  b u d g e t  fo r  the fisca l 

y e a r s  1961  to 1966 . Rece ipts a n d  

p a y m e n ts  e ach  in c re a sed  b y  3 8  pe r 

cent, bu t p a y m e n ts  a re  un de rsta te d  

b e c a u se  o f  the  sa le s  o f  a sse ts  w h ile  

rece ip ts a re  ove rsta ted  b e c au se  o f  the 

acce le ra t ion  o f  ta x  p a y m e n ts  in  1 96 6 . 

Re flecting  the la rg e  co rp o ra te  profits, 

rece ipts from  the co rp o ra te  in com e  ta x

1961 1 9 6 2  1 9 6 3  1 9 6 4  1 9 6 5  1 9 6 6  

Sou rce : B u re a u  o f  the  B u d g e t a n d  U. S. T re a su ry  D epa rtm ent.
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sh o w e d  the la rg e s t  increase. D esp ite  

the V ie t  N a m  W a r ,  n a t io n a l d e fen se  

e xp e n d itu re s  ro se  p ro p o rt io n a te ly  less 

th an  the total a n d  d ec lined  in re la tive  

im portance . P aym e n ts  in  the  g e n e ra l 

a re a s  o f  hea lth , education , w e lfa re , 

a n d  la b o r  e xp e r ie n ce d  the  la rg e s t  in ­

crease, r is in g  b y  $7.1 b illion , o r  2 4  

p e r cent, in  fisca l 1966 .

The  la rg e  g e n e ra l ta x  reduction  o f  

1 9 6 4  o n ly  s lo w e d , a n d  d id  not stop, 

the in c rea se  in  receipts. Receipts from  

in d iv id u a l in com e  ta x e s  w e re  a p ­

p ro x im a te ly  u n c h a n g e d  fo r  o n e  yea r, 

but there  w a s  n o  d isce rn ib le  effect on  

re ve n u e  fro m  the  co rp o ra te  in com e  

tax. In  1 9 6 6  rece ipts fro m  both 

sou rce s  sh o w e d  la rg e  in c re a se s  to the 

h igh e st  to ta ls o n  record.

Defic its in  the  ca sh  b u dge t, sh o w n  

in  T a b le  4  a n d  C h a r t  X IV ,  w e re  

re g iste red  in  e v e ry  q u a r te r  but tw o  

a n d  u su a l ly  ra n g e d  w e ll o v e r  $1 b il­

lion. O n  a  f isca l y e a r  b a s is , a n n u a l 

defic its ra n g e d  be tw e e n  $2 .3  b illion  

a n d  $5 .8  b illion . The  e x p a n s io n a ry  

effect o f  the defic it w a s  e sp e c ia lly  im ­

po rtan t a n d  trou b le som e  in  the  last 

h a lf  o f  1 9 6 5  a n d  the  first  q u a r te r  o f  

1966 . O n  a  se a s o n a l ly  ad ju sted  b a s is  

the ca sh  b u d g e t  w a s  a p p ro x im a te ly  

in  b a lan c e  in  the  first  h a lf  o f  1965 . 

But in  the se cond  h a lf  the  V ie t  N a m  

W a r  w a s  e sca la te d  sh a rp ly ,  so c ia l se ­

cu rity  bene fits  w e re  in c rea sed , a n d  

m ilita ry  a n d  c iv il se rv ice  p a y  sca le s 

w e re  ra ised . A f te r  se a so n a l a d ju st­

m ent the  defic it fo r  the h a lf  w a s  $ 3 .9  

b illion  a n d  the  "n e t  fisca l s t im u lu s "  

a s  e stim ated  b y  the  P re sid e n t 's  C ounc il

T ab le  4  FEDERAL CASH RECEIPTS FROM AND  
PAYMENTS TO THE PUBLIC

F isca l Y e a r s  1 9 6 1 -

1961 1 962  1 9 6 3  1 9 6 4 ~ 1 9 6 5  1 9 6 6  1 9 6 6

(b illio n s  o f  d o lla rs)  %  C h a n g e

R ECE IPTS

In d iv id u a l in com e  tax 41.3 45 .6 4 7 .6 4 8 .7 48 .8 5 5 .4 +  3 4 .0

C o rp o ra t io n  in com e  tax 21.0 20.5 2 1 .6 23 .5 25.5 30.1 +  4 3 .5

O th e r  rece ipts 35 .0 35.8 4 0 .6 43 .3 4 5 .4 4 8 .9 +  3 9 .9

Tota l rece ipts 97.2 101 .9 109 .7 115 .5 119 .7 134 .4 +  38.2

P A Y M E N T S

N a t io n a l d e fe n se 47 .7 51 .5 5 3 .4 54 .5 50 .8 5 8 .4 +  2 2 .5

Educa tion , health , 
la b o r, a n d  w e lfa re 23.3 25 .0 2 6 .9 2 8 .6 29 .8 3 6 .9 +  5 8 .2

O th e r  p a y m e n ts 28 .5 31.2 3 3 .4 37 .2 41 .8 4 2 .3 +  4 8 .2

Tota l p a y m e n ts 99 .5 107.7 1 13 .8 120 .3 122 .4 1 37 .6 +  38 .2

E X C E SS  O F  P A Y M E N T S 2.3 5.8 4.1 4.8 2.7 3.2

Per C e n t D istr ib u t io n

In d iv id u a l in com e  tax 42.5 44 .8 4 3 .4 42 .2 40 .8 41 .2

C o rp o ra t io n  in com e  tax 21 .6 20.1 19.6 2 0 .3 21 .3 2 2 .4

O th e r  rece ipts 35.9 35.1 37 .0 37 .5 37 .9 3 6 .4

Tota l rece ipts 100.0 100.0 1 00 .0 100 .0 100 .0 1 00 .0

N a t io n a l d e fe n se 47 .9 47 .8 4 7 .0 45 .3 41 .5 4 2 .5

Ed uca tion , hea lth , 
la b o r, a n d  w e lfa re 23.4 23.2 23 .6 23 .8 24 .3 2 6 .8

O th e r  p a y m e n ts 28.7 29.0 2 9 .4 3 0 .9 34.2 3 0 .7

Tota l p a y m e n ts 100 .0 100 .0 1 00 .0 100 .0 100 .0 1 00 .0

Sou rce : B u re a u  o f  the B u d g e t a n d  U. S. T re a su ry  D epa rtm ent.
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o f  Econom ic  A d v is e r s  w a s  "a b o u t  $7  

b il l io n . "  The  trend  con tin u e d  in the 

first  q u a rte r  o f  1 9 6 6  w h e n  the  se a so n ­

a l ly  ad ju sted  defic it w a s  $ 3 .2  b illion. 

C o m in g  a t a  tim e  w h e n  the  e co n o m y  

w a s  o p e ra t in g  n e a r  op t im u m  cap ac ity  

these  deficits g e n e ra te d  s t ro n g  in f la ­

t io n a ry  p re ssu re s.

Tax Reductions A  p ro m in e n t  fe a tu re  

o f  ta x  p o lic y  s in ce  1961  h a s  been  the 

red uction  o f  ta x e s  on  o r g a n iz e d  b u s i­

ness, b y  both  spec ific  a n d  ge n e ra l 

m ea su re s.  R e p re sen ta tive s  o f  b u s i­

ne ss h a d  lo n g  c o m p la in e d  a b o u t  in ­

a d e q u a te  d ep re c ia t io n  a llo w a n c e s  fo r  

ta x  p u rpo se s. The se  in a d e q u a c ie s  

w e re  a ccen tuated  b y  the  sh a r p  price 

r ise s a fte r W o r ld  W a r  II a n d  b y  the 

ra p id  pace  o f  te c h no lo g ica l c h a n g e  

w h ic h  sp e e d e d  ob so le scence . N e w  d e ­

p re c ia tion  g u id e l in e s  issu e d  b y  the 

T re a su ry  D e p a rtm e n t in  1 9 6 2  s u b ­

s ta n t ia lly  in c re a sed  the a llo w a n ce s, 

p ro d u c in g  a n  a n n u a l t a x  s a v in g s  to 

co rp o ra t io n s  e stim a ted  a t  the  tim e o f 

$ 1 .5  b illion.

To  st im u late  n e w  ca p ita l in ve st­

m ent fu rth e r a s  a  m e a n s  to  create  ne w  

jobs, C o n g re s s  in  1 9 6 2  a m e n d e d  the 

ta x  la w  to a l lo w  a  cred it a g a in s t  the 

in com e  ta x  e q u a l to  a  p o rt ion  o f  the 

new investment in qualified personal 
property (thus exclud ing real estate). 

T he  a m o u n t  o f  the  cred it w a s  7  per 

cent in  m ost ca se s; p u b lic  utilities w e re  

a llo w e d  3 p e r cent. A t  the 1 9 6 2  level 

o f  in ve stm ent the  a n n u a l  t a x  s a v in g  

w a s  e stim ated  a t a  little m o re  th an  

$1 b illion ; b y  1 9 6 6  the  e stim ated  

a m o u n t  h a d  risen  to a b o u t  $ 2  b illion.

These m ea su re s  stim u la ted  in ve stm ent 

in three w a y s .  First, b y  in c re a s in g  

co rporate  e a rn in g s  th e y  p rom oted  

optim ism  a n d  con fidence. Second, the 

investm ent ta x  cred it p ro v id e d  a  

spec ia l b o n u s  fo r  m a k in g  investm ents. 

F ina lly, they  p ro v id e d  the m ean s, in 

the fo rm  o f  re ta in e d  e a rn in g s ,  to f i ­

nance  a  su b sta n t ia l p a rt  o f  the costs 

o f  the investm ents.

In a d d it io n  to these  tw o  specific  

m easures, C o n g re s s  in  1 9 6 4  enacted  

a  ge n e ra l a n d  su b s ta n t ia l reduction  in 

both in d iv id u a l a n d  co rp o ra te  incom e 

taxes. It b ec am e  e ffective  in  tw o  

steps, the la rg e r  on e  in  1 9 6 4  a n d  the 

other in 1965 . The  reduction  took  the 

fo rm  m a in ly  o f  lo w e r  ra te s on  a ll ta x  

brackets; the  cuts w e re  e sp e c ia lly  

la rg e  on  the  v e r y  h ig h  ra tes a p p l i ­

cab le  to the top  b rackets. The  rate  on  

m ost co rp o ra te  in com e  w a s  reduced, 

in tw o  steps, from  5 2  to 4 8  p e r cent. 

A t  1 9 6 4  in com e  levels, it w a s  esti­

m ated  that ta x  s a v in g s  w o u ld  a m o u n t  

to a b o u t $11  b illion  fo r  in d iv id u a ls  

a n d  $3  b illion  fo r  co rp o ra t ion s. Th is 

reduction  g a v e  a n o th e r  b oo st to co r­

pora te  p rofits a n d  a ls o  a d d e d  s u b ­

stan tia lly  to co n su m e r d e m a n d .

The f in a l ta x  reduction, a p p ly in g  

to a  n u m b e r o f  e xc ise  taxe s, cam e  in

1965. The total reduction  w a s  a b o u t  

$ 4 .6  b illion, to ta ke  effect in  se ve ra l 

s ta ge s  e x te n d in g  to  1969 . The  first 

tw o  stage s, e ffective  in  Ju n e  1 9 6 5  a n d  

J a n u a r y  1966 , p ro v id e d  cuts o f  $ 1 .7 5  

b illion  each. E a r ly  in  1 966 , h ow e ve r, 

C o n g re ss  p a r t ia lly  re sto red  the  cuts in 

tw o  o f  the taxe s.

Estim ates o f  the  total ta x  s a v in g s  

a ccom p lished  b y  these  se ve ra l m e a s ­

ures, m ad e  a s  o f  the  tim e  the v a r io u s  

acts w ere  p a sse d , a m o u n t  to  a b o u t  

$21 b illion  p e r y e a r. But le ve ls  o f  

incom e a n d  in ve stm e nt h a v e  risen  

co n s id e ra b ly  in  the  interim , a n d  the 

a n n u a l s a v in g s  a t  1 9 6 6  le ve ls  o f  

incom e a n d  in ve stm e nt w o u ld  be  

su b sta n t ia lly  h igh e r.

W h ile  these  reduction s w e re  b e in g  

m ad e , e m p lo ym e n t ta xe s  w e re  r is in g  

ra p id ly  to co ve r the costs o f the  e x ­

p a n d in g  soc ia l security  p ro g ra m . C o l­

lections o f  e m p lo ym e n t ta xe s  ro se  

from  $ 1 2 .4  b illio n  in  fisca l 1961 to 

$ 1 6 .9  b illion  in  fisca l 1965 . O n  J a n u ­

a r y  1, 1966 , rate  in c re a se s  becam e  e f­

fective  e stim ated  to p rod u ce  a d d i ­

t io n a l re ve n u e s  o f  $ 6  b illion  p e r yea r. 

C o lle c tions in  f isca l 1 9 6 6  w e re  $ 2 0  

b illion  a n d  w e re  e stim ated  a t  $ 24 .3  

b illio n  in  f isca l 1967 . Thus, a  s u b ­

stan tia l p a rt  o f  the s a v in g s  on  in com e  

a n d  e xc ise  ta x e s  w a s  o ffse t b y  in ­

c rea se s  in  e m p lo ym e n t taxes. 

Budgetary Practices T he  b u d g e t  fo r  

fisca l 1 9 6 7  m a d e  e x te n s ive  u se  o f 

b u d g e ta r y  p ractices w h ic h  a ffected  

the  stated  a m o u n ts  o f  rece ipts a n d / o r  

e xp en d itu re s. T he se  p ractices w e re  

not new , bu t th e y  w e re  u sed  m ore  

w id e ly  in  the  1 9 6 7  b u d g e t  th a n  b e ­

fo re . T h e y  a re  the  acce le ration  o f  ta x  

p a y m e n t  date s, the u se  o f  re v o lv in g  

fu n d s, a n d  the  sa le  o f  G o ve rn m e n t-  

o w n e d  a sse ts  o r  p a rt ic ip a t ion s  in  tho se  

assets.

The  acce le ra t ion  o f  a  ta x  p a y m e n t 

d a te  d o e s  not c h a n g e  the u lt im ate  ta x  

lia b ility  o f  a  ta x p a y e r,  o r the a m o u n t  

o f  ta x e s  e ve n tu a l ly  collected b y  the 

G o ve rn m e n t.  It m ere ly  a d v a n c e s  the 

tim e w h e n  the  p a y m e n t  is  m ade , a n d  

th u s  is, in  a  sense, a  b o r r o w in g  from  

the future. The  1 9 6 7  b u d g e t  p ro ­

v id e d  th ree  fo rm s  o f  acce le ration : 

g r a d u a te d  w ith h o ld in g  o n  in d iv id u a l 

in com e  taxe s, se m im o n th ly  in ste ad  o f  

m o n th ly  d e p o s it  o f  w ith h e ld  ta x e s  b y  

e m p lo ye rs,  a n d  e a rlie r  d a te s  fo r  p a y ­

m en t o f  c o r p o r a t e  in com e  taxe s. 

M u c h  o f  the  im p a c t o f  a cce le rated  

p a y m e n ts  c a m e  in  the  se cond  q u a rte r
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o f 1 9 6 6  w h e n  ca sh  rece ipts ( u n a d ­

justed) ju m p e d  s h a rp ly  to  $46.1  b il­

lion, to p rod u ce  a  su rp lu s  fo r  the 

q u a rte r  o f  $10.1  b illion . O n  a  s e a ­

s o n a lly  ad ju sted  b a s is ,  rece ipts w e re  

$ 3 9 .6  b illio n  a n d  the  su rp lu s  $ 3 .8  

b illion.

The  1 9 6 7  b u d g e t  m a d e  e x te n s ive  

u se  o f  the  sa le  o f  a sse ts a n d  p a r ­

t ic ip a tion s  in  a ssets. In  a  sa le  o f  a n  

asset, a  Fede ra l a g e n c y  o r  d e p a rt ­

m ent se lls to  the  p u b lic  m o rtg a g e s ,  

notes, o r o the r s im ila r  a sse ts  w h ic h  it 

h o ld s  in  its portfo lio . The  p roceed s o f  

such  a  sa le  a re  not coun ted  a s  a  re ­

ce ipt but a s  a  reduction  o f  e x p e n d i­

tures. T h o se  p roceed s can  then  be  

sp e n t o r  re lo a n e d  w ith o u t  s h o w in g  a n  

in c re a se  in  e x p e n d i t u r e s .  Thus, 

b u d g e t  to ta ls fo r  both  rece ipts a n d  e x ­

p en d itu re s  a re  he ld  d o w n . Further, if 

the  a g e n c y  in v o lv e d  n o rm a lly  d r a w s  

its fu n d s  from  the T re a su ry , a  sa le  o f  

a sse ts  pe rm its  it to e n g a g e  in  a d d i ­

t io n a l op e ra t io n s  w ith o u t  u s in g  T re a s ­

u ry  fu n d s ,  w h ic h  w o u ld  ca u se  fu rth e r 

b o r r o w in g  b y  the T re a su ry  a n d  p u sh  

the total d eb t c lo se r to  its sta tu to ry  

ce iling. The  sa le  o f  p a rt ic ip a t ion s  in  

a sse ts  h a s  e sse n t ia lly  the sa m e  effect 

a s  a  sa le  o f  assets. A  Fede ra l a g e n c y ,  

in effect, b o rro w s  fro m  the  pub lic , 

p le d g in g  a sse ts  w h ic h  it h o ld s  a s  co l­

lateral. D eb ts in cu rred  b y  Fede ra l 

a g e n c ie s  a re  not subject to the sta tu ­

to ry  ce ilin g  o n  Fede ra l indeb tedne ss.

Fiscal Policy and Money and Capital 
Markets B u d g e ta ry  deficits a n d  su r ­

p lu se s  a ffect the total d e m a n d  fo r  

cred it a n d  hence  interest rates, a n d  

w ith in  lim its fisca l p o licy  ca n  be 

m a n a g e d  to p rod uce  d esired  interest 

rate  effects. O v e r  m ost o f the current 

e x p a n s io n ,  the Federa l G o ve rn m e n t 

h a s  been  a  la rg e  net b o rro w e r in  the 

m arket, m ostly  in  the short-te rm  end, 

a n d  ch ie fly  th ro u g h  the sa le  o f  T re a s ­

u ry  bills. T h is  tended  to concentrate  

the  u p w a rd  rate  p re ssu re s in  the sh o rt­

term  a re a  a n d  a w a y  from  the lo n g ­

term  a re a , w h ic h  w a s  consistent w ith  

the p ro g ra m  to reduce  the deficit in 

o u r  b a la n c e  o f  p a y m e n t s .  D ebt 

m a n a g e m e n t  op e ra tio n s  w e re  a lso  

h a n d le d  w ith  th is e n d  in v iew , 

a lth o u g h  the a d v a n c e  r e f u n d i n g  

te chn iq ue  w a s  often e m p lo ye d  to 

a c h ie ve  som e  le n g th e n in g  o f a v e ra g e  

m aturitie s.

B y  the se cond  h a lf  o f  1965 , in ­

c rea se s  in  the T re a su ry 's  d e m a n d s  on  

the m a rke t w e re  su p e r im p o se d  u p on  

a  sw o lle n  d e m a n d  from  the p riva te  

sector a n d  from  state a n d  local g o v ­

ernm ents. A s  a  result, interest rates 

ca m e  u n d e r  s tro n g  u p w a rd  p re ssu re  

desp ite  co n tin u in g  in c rea se s  in  b a n k  

re se rve s  a n d  b a n k  credit. B y  the f in a l 

q u a rte r  o f 1 9 6 5  rates w e re  r is in g  in  

a ll sectors o f  the m on e y  a n d  cap ita l 

m arkets.

M a rk e t s  in 1 9 6 6  w e re  affected  

a ls o  b y  h e a v y  b o rro w in g  b y  Federa l 

a ge n c ie s.  From  J a n u a r y  th ro u gh  

June , Fede ra l a ge n c ie s  so ld  o v e r  $11 

b illio n  o f  n e w  ob liga t io n s, in c lu d in g  

la rg e  a m o u n ts  o f  p a rtic ip a t ion  cer­

tificates. O f  th is total, $5.1 b illion  

rep re sen ted  net n e w  b o rro w in g .  C o m ­

in g  at a  tim e w h e n  the m arke ts  w e re  

a lre a d y  h e a v ily  conge sted  w ith  co r­

po ra te  a n d  m un ic ip a l o f fe r in g s  a n d  a  

p o lic y  o f m o n e ta ry  restra int w a s  in 

effect, these  o ffe r in g s  he lp ed  pu sh  

m a rke t ra tes to record  h ig h  levels.

B ecau se  these  a g e n c y  issu e s  often  

ca rr ie d  y ie ld s  w e ll a b o v e  6  p e r cent, 

th e y  d ive rted  fu n d s  fro m  o th e r im ­

po rtan t m a rke t  sectors a n d  con tribu ted  

to  the extrem e  str in g e n c y  tha t d e ­

ve lo p e d  in  the  m o rtg a g e  m arket. 

M o re o ve r ,  the p ro sp ec t o f  c o n tin u in g  

la rg e  a g e n c y  d e m a n d s  w a s  p ro b a b ly  

a n  im p o rta n t fa c to r  p ro m o t in g  m a r ­

ket e xp ec ta t io n s  o f  fu rth e r rate  rises.

The  co m b in a t io n  o f  b u r g e o n i n g  

cred it d e m a n d s  a n d  a  t igh t m o n e y  

p o lic y  p ro d u ce d  se r io u s  stra in s  on  

m o n e y  a n d  ca p ita l m arke ts  in  A u g u s t  

a n d  Sep tem be r. The  conviction  g re w  

tha t m o n e ta ry  p o lic y  a lo n e  cou ld  not 

be  coun ted  on  to  con ta in  the  b u s in e ss  

b oom , w ith o u t  r is k in g  se r io u s  d is lo c a ­

tio n s in  the  m o n e y  a n d  cap ita l m a r ­

kets. F iscal ac t io n  w a s  n eeded  to  s u p ­

port m o n e ta ry  restraint. In  e a r ly  S e p ­

te m be r the  A d m in is t ra t io n  a n n o u n c e d  

a  th ree fo ld  p ro g ra m  to s lo w  the  sp i- 

r a lin g  d e m a n d  fo r  credit. First, the 

T re a su ry  a n n o u n c e d  te m p o ra ry  p ost­

p on e m e n t o f  the  sa le  o f  p a rt ic ip a t io n s  

b y  the  Fede ra l a g e n c ie s  a n d  lim ita ­

tion  o f  a g e n c y  b o r r o w in g s  to re f i­

n a n c in g  needs. Se cond , the P re siden t 

o rd e re d  a  cu tback  in  Fede ra l n o n d e ­

fe n se  sp e n d in g .  F ina lly , the A d m in is ­

tra tion  a sk e d  C o n g re s s  to re sc ind  tem ­

p o ra r ily  the 7  p e r cent in ve stm e nt ta x  

cred it a n d  tho se  p ro v is io n s  o f  a c ­

ce le rated  d ep re c ia t io n  a p p ly in g  to 

rea l estate. P a s s a g e  o f  the  requested  

le g is la t io n  w a s  d e la y e d  until e a r ly  

O c to b e r but the  m a rke t reacted  im ­

m ed ia te ly . The  cap ita l m a rke t took  

on  a  s h a rp ly  s t ro n g e r  tone  a n d  it w a s  

so o n  c lea r tha t the  s te a d y  up tre n d  o f 

in terest ra te s h a d  been  ha lted , a t 

lea st te m p o ra r ily .
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MONETARY  POLICY

1960-1963: Active Ease M o n e ta ry  

p o lic y  in  the  p a s t  s ix  y e a r s  h a s  run  

the g a m u t  fro m  e a sy  to  v e r y  tight. 

S ta r t in g  in  M a r c h  I9 6 0 ,  the  Federa l 

Re se rve  m a d e  re se rve s  m o re  free ly  

a v a ila b le .  Be fo re  the e n d  o f  the  y e a r  

net free  re se rve s  ro se  to o v e r  $ 5 0 0  

m illion  a n d  re m a in e d  n e a r  th a t f ig u re  

th ro u g h o u t  1 961 . C re d it  e x p a n s io n  

w a s  s t im u la ted  fu rth e r in  J a n u a r y

1 9 6 2  w h e n  R e g u l a t i o n  Q  w a s  

a m e n d e d  to  pe rm it b a n k s  to p a y  

h ig h e r  ra tes on  tim e a n d  s a v in g s  d e ­

posits excep t th o se  w ith  m atu ritie s o f 

s ix  m on th s  o r  less. T h is  e n a b le d  b a n k s  

to com pete  m o re  v ig o ro u s ly  fo r  the 

s a v in g s  o f  in d iv id u a ls .  It a ls o  fa c ili­

tated  the m a rk e t in g  o f  n e g o t ia b le  cer­

tificates o f  deposit, w h ic h  b y  A u g u s t  

1 9 6 6  sw e lle d  in  v o lu m e  to m ore  th a n  

$ 1 8  b illion . A n  a d d it io n a l in cen tive  to 

so lic it tim e a n d  s a v in g s  d ep o s its  w a s  

p ro v id e d  in  O c to b e r 1 9 6 2  b y  a  reduc­

tion  in  re se rve  re q u ire m e n ts  on  such 

d ep o s its  fro m  5  to 4  p e r cent. 

1963-1964: Restrained Ease In  e a r ly

1 9 6 3  the first  s ig n s  o f  a  d ep a rtu re  

from  the ac t ive  e a se  o f a lm o st  three 

y e a r s  b e g a n  to a p p e a r .  N e t free  re­

se rve s  b e g a n  to  fa ll, a n d  b o r ro w in g s  

a t Fede ra l R e se rve  B an ks, w h ic h  h a d  

been  sm a ll in  1961  a n d  1962 , ro se
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substan t ia lly . The  co n t in u in g  in c rea se  

in  b a n k  reserves, b a n k  credit, a n d  the 

m o n e y  su p p ly  ind ica ted  c learly , h o w ­

ever, that a n y  f irm in g  in  cred it w a s  

d u e  to a n  acce le ration  in  the  d e m a n d  

fo r  credit a n d  not to  a  reduction  in  

the su p p ly  o f  re se rves. Fede ra l Re­

se rve  credit su p p lie d  th ro u g h  o p e n  

m arke t o p e ra t io n s  con tinued  to  rise  

stead ily . Rese rve s m ig h t  h a v e  been  

su p p lie d  m o re  lib e ra lly , h o w e ve r, h a d  

it not been fo r  a  se r io u s  a n d  p e rs is ­

tent b a lan ce  o f  p a y m e n ts  defic it a n d  

the u rgen t need  fo r  a d d it io n a l m e a s ­

u re s to d ea l w ith  it, a s  e x p la in e d  

e lsew here . For tha t re a so n  the  s u p ­

p ly  o f re se rve s w a s  in c re a se d  a t  a  

s lo w e r  pace  th a n  the  d e m a n d  a n d  

interest rates rose. The  g r a d u a l  

t ig h te n in g  w h ic h  e n su e d  w a s  re in ­

fo rced  b y  a n  in c re a se  in  the  d isco u n t 

rate  from  3 to 3Vfe p e r cent in  J u ly

1963. A t  the sa m e  tim e, R e g u la t io n  Q  

w a s  rev ised  to perm it h ig h e r  ra te s on  

a ll tim e dep o sits  w ith  m atu ritie s o f 

less th an  on e  yea r.

In N o v e m b e r  1 9 6 4  the  d iscoun t 

rate w a s  ra ise d  from  3Vfe to 4  pe r cent, 

b u t a g a in  the c h a n g e  w a s  d u e  a l ­

m ost entire ly  to b a la n c e  o f  p a y m e n ts  

p re ssu re s a n d  w a s  not in te n d ed  to 

re stra in  dom estic  e con om ic  g row th . 

The  m ove  fo llo w e d  a  rise  in  both  o f ­

fic ia l a n d  m a rke t ra tes in  London . 

The  p u rp o se  o f the in c re a se  w a s  to 

m a in ta in  dom estic  short-te rm  ra te s in  

line  w ith  fo re ig n  rates. The  Fede ra l 

R ese rve  con tinued  to s u p p ly  re se rve s 

su ffic ient to a llo w  fo r  the  e x p a n s io n  

o f  the e co n om y  a t a  m od e ra te  pace, 

a n d  interest rate  m ove m e n ts  w e re  

re lated  p r im a r ily  to i n t e r n a t i o n a l  

deve lopm ents.

Growth of Time Deposits The e x ­

p a n s io n a ry  po lic ie s w h ic h  b e g a n  in 

1 9 6 0  b o re  fru it  in the fo rm  o f a n  u n ­

p receden ted  d ep o s it  e x p a n s io n  o ve r 

the next f iv e  ye a rs .  Tota l b a n k  d e ­

posits, w h ic h  ro se  little in  1 9 5 9  a n d  

1960 , in c re a sed  b y  m o re  th a n  $ 1 0 0  

b illion , o r  n e a r ly  5 0  p e r cent, b y  the 

e n d  o f  1965 . R e m a rka b ly ,  a b o u t  

three fo u rth s  o f  th is p h e n o m e n a l in ­

crea se  w a s  in  tim e  a n d  s a v in g s  d e ­

posits, w h ic h  m ore  th a n  d ou b le d . The 

e x p lo s iv e  g ro w th  in  tim e  d eposits  

m a rk e d  a  n e w  attitude  to w a rd  such  

deposits. B a n k s  fo u n d  tha t they  cou ld  

sell n e g o t ia b le  certificates o f  dep o s it  

in  the m o n e y  m arket. The  success o f  

these  in strum ents led to a  p ro life ra ­

tion  o f  s im ila r  dev ices, both  n e go ti­

a b le  a n d  n on n e g o t ia b le ,  fo r  sa le  to 

in d iv id u a l d ep o s ito rs  a s  w e ll a s  to in ­

stitutions. B a n k s  b ecam e  qu ite  a g ­

g re s s iv e  in  the  com petition  fo r  n e w  

d ep o s its  to p ro v id e  fu n d s  w h ic h  cou ld  

be  u sed  p ro f ita b ly  in  the  lo a n  a n d  se ­

cu rity  m arkets.

The  c o m p a ra t iv e ly  s lo w  rate o f 

g ro w th  o f  d e m a n d  d ep o s its  w a s  u n ­

u su a l fo r  a  p e r io d  o f  su ch  ra p id  e x ­

p an s io n . C h a r t  X V  sh o w s  tha t g ro s s  

n a t io n a l p roduct, e ve n  w h e n  m e a s ­

u red  in  co n stan t d o lla rs,  g r e w  m ore  

r a p id ly  th a n  the  m o n e y  su p p ly . M a n y  

h o lde rs  o f  d e m a n d  deposits, in ­

f luenced  p e rh a p s  b y  r is in g  interest 

ra te s on  tim e  d ep o s its  a n d  othe r e a rn ­

in g  asse ts, tr im m ed  the ir d eposits  

s h a r p ly  in  o rd e r  to kee p  fu n d s  fu lly  

invested . A s  a  result, m o n e y  w a s
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u sed  m uch  m ore  in ten sive ly . It ca n  be  

seen  in  C h a r t  X V  tha t m o n e y  activ ity, 

w h ic h  is the  co n ve n tio n a l m o n e y  s u p ­

p ly  w ith  the  d e m a n d  d e p o s it  co m ­

pon e n t m u ltip lied  b y  a n  in d e x  o f  

ve loc ity  fo r  centers ou ts id e  N e w  Y o rk  

C ity, b e g a n  to ou tpace  G N P  e a r ly  in

1 9 6 3  a n d  h a s  c lim bed  m ore  ra p id ly  

e ve r  since.

N o t  a ll b a n k s  w e lcom e d  the  sh ift 

in  the co m p o sit io n  o f  d eposits. S o m e  

fo u n d  them se lve s d r a w n  in to  the  in 

tense  com petition  fo r  d ep o s its  a g a in  

the ir w ill,  a n d  m a n y  o f  them  fe lt thj 

a n y  in c rea se  in  total d ep o s its  w a s  

la rg e  e n o u g h  to o ffse t the  increa  

cost o f  the r is in g  tim e d e p o s i  

N eve rthe le ss, a t  m ost b a n k s  tim e  a  

s a v in g s  dep o sits  g r e w  in  re la t ive  i 

p o rtan ce  a n d  a t som e  b a n k s  th e y  ro s 

w e ll a b o v e  d e m a n d  deposits. 

1965-1966: The Need for Restraint 
Late in  1 9 6 4  the  e c o n o m y  b e g a n  to 

s h o w  s ig n s  o f  o v e rh e a t in g .  O n e  o f  

the  first  s ig n s  o f  friction  w a s  a n  in ­

crea se  in  w h o le sa le  prices, w h ic h  h a d  

re m a in e d  stab le  fo r  s ix  y e a r s  bu t b e ­

g a n  a  de fin ite  rise  a s  1 9 6 4  d re w  

a  close. C o n su m e r  prices, w h ic h  h 

a d v a n c e d  s te a d ily  but not ra p i 

th ro u g h o u t  the e x p a n s io n ,  b e g a n  

c lim b  fa s te r  in  1965 . Se rv ice s, re 

a n d  " f o o d  a w a y  from  h o m e "  w e re  th 

item s on  w h ic h  p rice s ro se  m ost' 

ra p id ly .  B y  1 9 6 6  the in c re a se s  be  

cam e  la rg e r  a n d  m ore  ge n e ra l.
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M o n e ta ry  p o lic y  h a d  b e g u n  to m ove  

to w a rd  restra int, h o w e ve r, be fore  the 

price  p re ssu re s  o f  1 9 6 5  becam e  a p ­

parent. O n  F e b ru a ry  2, the  O p e n  

M a r k e t  Com m ittee, p r im a r i ly  becau se  

o f  recent s h a r p  in c re a se s  in  cap ita l 

o u tflow s, m o d if ie d  its p o lic y  b y  m o v ­

in g  g r a d u a l ly  to w a rd  s l ig h t ly  firm e r 

m o n e y  m a rke t cond it io n s. T h is  m ove  

w a s  soo n  reflected  in  a  s h a r p  increase  

in  b o r r o w in g  from  Fede ra l Reserve  

B a n k s  a n d  a  s u sta in e d  net b o rro w e d  

re se rve  p o s it ion  fo r  m e m b e r b a n k s  fo r  

the first tim e  s in ce  e a r ly  1960 .

In  the fa ce  o f  stro n g  lo an  d e m a n d  

eve n  this s lig h t  t ig h te n in g  p u t co n ­

s id e ra b le  u p w a rd  p re ssu re  on  m arke t 

interest rates, but b a n k  ra te s re ­

m a in e d  stab le , a s  can  be  seen  in  

C h a rt  X V I.  T h u s  the  effects o f  the 

restrictive p o lic y  w e re  not tran sm itted  

to b a n k  b o rro w e rs  w h e re  th e y  w o u ld  

h a v e  exerted  the ir m a x im u m  re stra in t 

on  both  in fla t io n  a n d  the o u t f lo w  o f  

fu n d s. In  fact, the  sta b ility  o f  b a n k

ra te s in the face  o f the  ra p id ly  g r o w ­

in g  d e m a n d  fo r  cred it p ro b a b ly  h a d  

the  effect o f  s p e e d in g  u p  the g ro w th  

o f  the  m o n e y  s u p p ly  a n d  b a n k  credit. 

The  b a n k s 7 p rim e  rate  w a s  b e lo w  the 

ra te  a t  w h ic h  m ost co rp o ra t io n s  cou ld  

sell n e w  bond s. T h is  d ive rted  d e m a n d  

a w a y  fro m  the cap ita l m a rke t  a n d  in ­

c rea sed  the  d e m a n d  fo r  b a n k  lo an s. 

B a n k s  u su a l ly  m et th is d e m a n d , the re ­

b y  in c re a s in g  the ir re q u ire d  re se rves. 

T he  O p e n  M a rk e t  C om m ittee  u su a l ly  

sets its short-te rm  m o n e ta ry  p o lic y  

g o a l in  te rm s o f  spe c if ie d  con d it io n s  

in  the m o n e y  m arket. A  ra p id  rise  in  

b a n k  lo a n s  a n d  d e p o s its  tend s to 

t igh ten  cond it io n s  m ore  th a n  the S y s ­

te m 's  g o a l ca lls fo r  a n d  the Sy ste m  

su p p lie s  a d d it io n a l re se rve s, thus, in  

effect, v a l id a t in g  the a c t io n s  o f  the 

com m erc ia l b an k s.  In  th is w a y  a  

s h a rp  rise  in  the d e m a n d  fo r  b a n k  

cred it ca lls  forth, in  the  sh o rt  run, a n  

au to m a t ic  in c rea se  in  re se rve s  in stead  

o f  p ro v id in g  a n  a u to m a t ic  b ra k e  on  

the  e x p a n s io n  o f  b a n k  credit.
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The s ta b ility  in b a n k  ra te s in  late

1 9 6 4  a n d  e a r ly  1 9 6 5  m a y  be  a t ­

tribu ted  to tw o  factors. First, co n ­

s id e ra b le  p re ssu re  w a s  exe rted  o n  

the fe w  b a n k s  w h ic h  a n n o u n c e d  rate  

in c rea se s  a n d  tho se  m o ve s  w e re  re ­

sc inded. Se cond , in  sp ite  o f  the  d is ­

count ra te  increase, m ost b a n k s  still 

cou ld  ge t su ff ic ien t re se rve s  to e n a b le  

them  to e x p a n d  lo a n s  a t p re v a il in g  

interest rates. Tota l R e se rve  B a n k  

credit su p p lie d  con tin u e d  to rise  a t  a  

ra p id  pace, a n d  b a n k s  fo u n d  it u n ­

n e ce ssa ry  to ra t io n  cred it b y  m e a n s  

o f interest rate  in creases.

In  the  se cond  h a lf  o f  1965 , h o w ­

ever, the  d e m a n d  fo r  b a n k  cred it 

m oun ted  a t  a n  acce le ra ted  pace, a n d  

m arke t ra te s ro se  re la t ive  to b a n k  

rates. B y  late 1965 , b a n k  ra tes w e re  

so  f a r  out o f  line  w ith  o the r ra tes that 

w h e n  the b re a k th ro u g h  f in a l ly  oc­

curred, a  v e r y  steep  rise  to ok  p lace. 

O v e r  the next fe w  m on th s  the  p rim e  

rate  w a s  ra ised , in  fo u r  steps, from  

416 to 6 p e r  cent.

A  f irm  cred it p o lic y  w a s  fo llo w e d  

b y  the Fede ra l R e se rve  th ro u g h o u t  

m ost o f 1965 , but it w a s  not until D e ­

cem be r tha t the  d isco u n t ra te  w a s  

ra ised . The  h ig h e r  d isco u n t ra te  d id  

not in itse lf b r in g  a b o u t  tig h te r m on e y , 

h ow eve r. O n  the  con tra ry , in  the  

p e r iod  i m m e d i a t e l y  fo l lo w in g  the 

increase, the Fede ra l R e se rve  p ro ­

v id e d  a n  a b u n d a n c e  o f  r e s e r v e s  

th ro u g h  op e n  m a rke t  o p e ra t io n s  in 

o rd e r to sm ooth  the  tran sit io n  to  a  

h ig h e r  level o f ra te s a n d  re a ssu re  a  

n e rv o u s  m arket.

E a r ly  in  1 96 6 , how eve r, a s  the d e ­

m a n d  fo r  cred it continued  to increase  

a t a  sp e c ta cu la r  pace, the Sy stem  in ­

crea se d  its restrictive policies. A s  the 

vo lu m e  o f  re se rve s  su pp lie d  in creased  

m o re  s lo w ly  th a n  the b u rg e o n in g  d e ­

m a n d , b a n k s  tr im m ed  the ir exce ss re ­

se rve s  o r  b o r ro w e d  a t  the d iscoun t 

w in d o w  a n d  net b o rrow e d  re se rve s 

fo r  a ll m e m b e r b a n k s  rose  ra p id ly  to  

leve ls a p p ro a c h in g  those  o f  1 9 5 9  a n d  

e a r ly  1960 .

Restrictions on  credit e x p a n s io n  in ­

ten sified  com petition  fo r  the a v a ila b le  

s u p p ly  o f fu n d s, a n d  interest rates 

ro se  to reco rd  le ve ls  a s  b o rrow e rs  b id  

a g a in s t  e a ch  other. G o ve rn m e n ts  a s  

w e ll a s  p r iva te  b o rro w e rs  com peted  

fo r  fu n d s .  G o ve rn m e n ts  ra ised  in ­

terest ra te s o n  the ir ob liga t io n s, a n d  

Fede ra l G o ve rn m e n t  a ge n c ie s  m a d e  

la rg e  sa le s  o f  p artic ip a t ion s a t  a t­

tractive  y ie ld s.

Th rift in st itu tion s ge n e ra lly  su ffe red  

in  the  com petition  fo r  fund s. The 

g ro w th  rate  o f  s a v in g s  dep o sits  a t 

co m m e rc ia l b a n k s ,  a fte r c lim b in g  

s te a d ily  sin ce  1960 , s l o w e d  su b ­

stan tia lly . S a v in g s  a t m utua l s a v in g s  

b a n k s  a n d  s a v in g s  a n d  lo a n  a s so c ia ­

tion s sh o w e d  a n  e ve n  s low e r g ro w th  

a n d  in  a  fe w  m onth s dec lined  in 

a b so lu te  a m o u n ts .  M o re  attractive  

co rp o ra te  securities, state  a n d  local 

g o v e r n m e n t  issues, a n d  Federa l 

a g e n c y  issu e s  pu lled  fu n d s  ou t o f 

the th rift in st itu tions o r lu red  a w a y  

poten tia l deposits.

T he se  d e ve lo p m e n ts  a d d e d  u p  to  a  

se ve re  sq u e e ze  o n  the  m a rke t  fo r  

m o r t g a g e  fu n d s  in  the  s p r in g  o f  1966 . 

The  e n su in g  d ifficu lt ie s  fo r  potentia l 

h o m e  b u ild e rs  o r  b u y e r s  a n d  fo r  the  

con struction  in d u stry  led  to a  n u m b e r  

o f  m e a su re s  d e s ig n e d  to ch a n n e l 

a d d it io n a l fu n d s  in to  the m o rtg a g e  

m arke t.

In  a d d it io n , C o n g re s s  enacted  le g is ­

la t io n  to  p e rm it Fede ra l re g u la to ry  

age n c ie s,  in  se tting  ce ilin g s  o n  interest 

ra te s to be  p a id  on  tim e  deposits, to 

set d iffe re n t ra te s b a se d  o n  s ize  o f  

dep osits. Im m e d ia te ly  the  B o a rd  o f  

G o v e rn o rs ,  the  Fede ra l D e p o s it  In ­

su ra n c e  C o rp o ra t io n ,  a n d  the  Fede ra l 

H o m e  Loan  B a n k  B o a rd  acted  to  set 

ra te s w h ic h  g a v e  th rift in st itu tion s a  

sm a ll a d v a n t a g e  o v e r  c o m m e r c i a l  

b a n k s  in  the  ra tes th e y  cou ld  p a y  on  

d e p o s its  u p  to $ 1 0 0 ,0 0 0 .  T h is  w a s  

e xpec ted  to  lim it the  v e r y  kee n  co m ­

petition  w h ic h  h a d  d e v e lo p e d  in  th is 

a re a ,  a n d  reduce  the  d ra in  o f  fu n d s  

fro m  the  thrift institutions.
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BALANCE OF PAYMENTS

A  c o n t in u in g  la rg e  defic it in  the 

U n ited  Sta te s b a la n c e  o f  in te rn a t io n a l 

p a ym e n ts  h a s  a ffected  both  p o licy

a n d  d e ve lop m e n ts  in  th is  e x p a n s io n .  

The size  o f  the defic it d e p e n d s  on  h o w  

it is m ea su re d . C h a r t  X V I I  s h o w s  the 

deficits in  recent y e a r s  m e a su re d  b y  

the tw o  m ethod s p re se n t ly  e m p lo y e d

b y  the  D e p a rtm e n t o f  C om m erce , the 

liq u id ity  b a s is  a n d  the o ffic ia l re se rve  

tra n sa c t io n s  b as is . O n  the o ffic ia l re ­

se rve  tra n sa c t io n s  b asis, the defic it is 

m e a su re d  b y  the c h a n g e  in  U. S. o f ­

fic ia l re se rve  a sse ts (go ld , conve rt ib le  

fo re ig n  cu rrencies, a n d  g o ld  tranche  

p osit ion  a t the In te rn a t io n a l M o n e ta ry  

Fund) a n d  c h a n g e s  in  liq u id  a n d  

ce rta in  n o n liq u id  liab ilit ie s  to fo re ig n  

official a g e n c ie s .  O n  the  liq u id ity  

b asis, the  defic it reflects c h a n g e s  in  

U. S. o ffic ia l re se rve  a sse ts a n d  in  

liq u id  liab ilit ie s  to  a ll fo re ign e rs ,  both  

official and  private.
A lth o u g h  the b a lan c e  o f  p a y m e n ts  

on  a  liq u id ity  b a s is  h a s  s h o w n  a  

defic it in  e v e ry  y e a r  but on e  since

1950 , these  deficits d id  not becom e  

e sp e c ia lly  se r io u s  until 1 958 . From  

1 9 5 8  th ro u g h  1960 , the defic its o n  a  

liq u id ity  b a s is  a v e ra g e d  a b o u t  $ 3 .7  

b illion  p e r  y e a r.  In  the next fo u r  

y e a r s  they  w e re  sm a lle r, r a n g in g  b e ­

tw een  $ 2 .2  b illion  a n d  $2 .8  b illion , 

but a  co n s id e ra b le  p a rt  o f the  re d u c ­

tion  w a s  a ttr ib u tab le  to  spe c ia l G o v ­

e rn m en t tran sact ion s. The defic it d e ­

c lined  to $ 1 .3  b illion  in  1 9 6 5  a n d  ra n  

a t a b o u t  the sa m e  a n n u a l ra te  in  the  

first h a lf  o f  1966 . G o ld  lo sse s w e re  

v e r y  la rg e  fro m  1 9 5 8  th ro u g h  1 96 2 , 

a n d  a s  tim e w e n t  o n  it b e c am e  in ­

c re a s in g ly  c le a r tha t m o re  d irect 

act ion  w a s  re q u ire d  to reduce  the 

s ize  o f  these  defic its a n d  curta il o u r  

g o ld  losses.

The  tra d it io n a l p re sc rip tion  fo r  a  

persisten t b a lan c e  o f p a ym e n ts  deficit 

is b a se d  on  the id e a  tha t deficits a r ise  

ou t o f  e x ce ss ive  d e m a n d  p re ssu re s  in

C h a r t  X V I I
U. S. GOLD STOCK AND BALANCE OF PAYMENTS

* A s  o f  e n d  o f  q uarte r.
* * Q u a r t e r ly  d a ta  o n  se a so n a lly  ad ju sted  a n n u a l b a s is . 
Sou rce : U. S. D e p a rtm e n t o f  Com m erce.
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the e conom y. U n d e r  such  cond it ion s 

t ig h t m oney , h ig h  in terest rates, a n d  

a  restrictive  fisca l p o lic y  a re  a p ­

p ro p ria te  fo r  both  dom estic  a n d  in ter­

n a t io n a l p u rp o se s. But excess d e ­

m a n d  d id  not e x ist d u r in g  the first 

se ve ra l y e a r s  o f  the e x p a n s io n .  C o n ­

sequen tly , the  c la ss ica l p re sc rip tion  

w a s  not fo llo w e d  in  the  a ttack  on  the 

b a la n c e  o f  p a y m e n ts  p rob lem . A n  

attem pt w a s  m a d e  to keep  short-term  

interest ra te s u p  fo r  b a la n c e  o f  p a y ­

m ents p u rp o se s  w h ile  m a in ta in in g  lo w  

lo ng -te rm  ra te s fo r  the  bene fit o f  the 

dom estic  e c o n o m y ,  the  so -c a l le d  

"O p e ra t io n  T w ist ."

Early  A ttem pts to R 
E a r ly  e ffo rts  to im p ro v  

b a la n c e  in c lu d e d  atte 

d o lla r  costs o f  o ve rse  

pend itu

a n d  lo a n s ^ k  fo re ig n e r  

p en d itu re s  

b illion  in  19So^| 

o f  a b o u t  $3.

196 0 . E ffo rts

uce Deficit
the  p aym e n ts  

ts to  reduce  

m ilita ry  ex-

i w e r e J f3 .4  

rate  

a n d  

o u t la y

con sisted  p r im a r ily  o f in c re a sed  m ili­

ta r y  p rocu re m e n t in  the  Un ited  State s 

a n d  attem pts to  p e rsu a d e  U. S. a llie s  

to  p u rc h a se  m ore  m ilita ry  e q u ip m e n t 

here. Little w a s  a ch ie ved  in  re d u c in g  

fo re ig n  m il ita ry  expend itu re s, but a n ­

n u a l m il ita ry  sa le s  rose  a b o u t  $ 3 5 0  

m illion  fro m  1 9 5 8  to 1963. U. S. G o v ­

e rn m en t g ra n t s  a n d  cap ita l o u tflow s  

a c tu a lly  in c re a sed  from  $3.1 b illion

in  1 9 5 8  to  a b o u t  $ 4 .2 5  b illio n  in  1 9 6 4  

a n d  1 965 , a s  C h a r t  X V I I I  sh o w s.  

M u c h  o f  the  in c re a se  w a s  in  the  fo rm  

o f  lo an s, a n d  a n  in c re a s in g  p o rt ion  

o f  d e v e lo p m e n t a id  w a s  tied  d irec tly  

to the  p u rc h a se  o f  U. S. g o o d s  

a n d  se rv ice s.

- 1 0

C h a rt  X V I I I

MAJOR ITEMS IN U. S. BALANCE OF PAYMENTS
$  Bil. (Q u a rte r ly  D a ta  on  S e a so n a lly  A d ju ste d  A n n u a l  B a sis )

8

P riva te  C a p ita l O u t f lo w ]

JL _L X JL ± J-
1 9 6 0  1961 1 9 6 2  1 9 6 3  1 9 6 4  1 9 6 5  1 9 6 6  
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These  m e a su re s  m a d e  little, if a n y , 

net con trib u tio n  to w a rd  e lim in a t in g  

the b a la n c e  o f  p a y m e n ts  deficit. A t ­

tention  w a s  d irected  next to w a rd  re ­

d u c in g  the o u t f lo w  o f  p r iva te  cap ita l 

w h ic h  h a d  risen  fro m  a n  a n n u a l 

a v e ra g e  o f  $ 2 .7  b illio n  in  1 9 5 8 -5 9  to 

$ 3 .8  b illio n  in  1 96 0 -62 . It m ove d  

e ve n  h ig h e r  in  e a r ly  1963 . A lth o u g h  

d irect in ve stm e n t w a s  the  m ost im ­

p o rtan t item  in  th is f lo w , n e w  issue s 

o f  fo re ig n  securitie s in  th is co u n try  b e ­

cam e  a n  in c re a s in g ly  im p o rta n t com ­

ponent. In  a n  e ffo rt to  ha lt th is la rg e  

ou t f lo w  o f  cap ita l, P re siden t K e n n e d y  

p ro p o se d  a n  " in te re st  e q u a liza t io n  

t a x "  o n  the p u rc h a se  o f  fo re ig n  se ­

curities b y  A m e r ic a n s .  A t  a b o u t  the 

sa m e  tim e  d isco u n t rates a t Federa l 

Re se rve  B a n k s  w e re  ra ise d  fro m  3  to 

3Vfe p e r  cent.

Interest E q u a liz a t io n  T a x  T h is  p ro ­

po sa l w a s  a d v a n c e d  in  J u ly  1 963 , but 

m ore  than  a  y e a r  p a s se d  b e fo re  it 

b ecam e  law . The re  w a s  u n ce rta in ty  

a s  to w h a t  the p ro v is io n s  o f  the  la w  

w o u ld  be, h ow e ve r, a n d  since  the p ro ­

v is io n s  w e re  to be  e ffective  a s  o f J u ly  

19, 1963, the p ro p o sa l h a d  a n  im ­

m ed ia te  im p act o n  cap ita l flow s. 

F o re ign  securities n e w ly  issu e d  in  the 

Un ited  State s fe ll v e r y  sh a rp ly ,  but 

th is w a s  p a r t ia lly  o ffse t b y  a  ra p id  

e x p a n s io n  o f  lo ng -te rm  b a n k  loans, 

a  su b stan t ia l p o rt ion  o f  w h ic h  p ro b ­

a b ly  rep resented  a  sub stitu tion  of 

b a n k  credit fo r  b o n d  f in a n c in g .

The  law , f in a l ly  enacted  in  e a r ly  

Sep tem b e r 1964 , re q u ire d  A m e r ic a n s  

b u y in g  securitie s fro m  fo re ig n e rs  to 

p a y  a  ta x  o f  15  p e r cent on  stocks a n d  

a  ta x  ra n g in g  u p  to 15  p e r cent on  

deb t securities w ith  m atu rit ie s  b e yo n d  

three years. Se cu rit ie s  o f  u n d e rd e ­

ve lop ed  coun trie s w e re  not co ve red  

a n d  those  o f  coun trie s h e a v ily  d e ­

penden t u p o n  U n ited  State s cap ita l 

cou ld  be e xe m p te d  b y  the  P resident. 

C a n a d a  w a s  g ra n te d  a n  e xe m p tio n  

u n d e r th is p ro v is io n . B a n k  lo a n s  w e re  

a ls o  exem pt, but the P re sid en t w a s  

em p ow e re d  to e x te n d  the ta x  to b a n k  

lo a n s  w ith  m atu rit ie s  in  e xce ss  o f  

o n e  y e a r  if in  h is  ju d gm e n t b a n k  

cred it w a s  b e in g  substitu ted  fo r  se ­

cu rity  issues.

P a s sa g e  o f  the  le g is la t io n  re m oved  

u n c e r t a i n t i e s  a n d  ca u se d  fu rthe r 

ch a n g e s  in  cap ita l f low s. In  the  fou rth  

q u a rte r  o f  1964 , there  w e re  a lm o st  

no  n e w  issu e s  o f  ta x a b le  securities, 

but e xem pt issue s, e sp e c ia lly  C a ­

n a d ia n ,  ro se  sh a rp ly ,  re fle cting  the 

b a c k lo g  that h a d  b u ilt  up . B a n k  lo a n s  

a n d  accep tance  cred its a ls o  ro se  

sh a rp ly ,  e s p e c i a l l y  to J a p a n  a n d  

countries o f  W e ste rn  Europe.

A d d it io n a l M e a s u re s  o f  Re stra in t in

1 9 6 4  I n t e r n a t i o n a l  c o n sid e ra t ion s  

p rom p te d  se ve ra l c h a n g e s  in  m o n e ­

ta ry  p o licy  in  the se cond  h a lf  o f  1964. 

L a rg e  deficits in  the  se con d  a n d  th ird  

q u a rte rs  in d u c e d  a  s lig h t ly  f irm e r 

policy, a n d  from  m id -A u g u s t  until late 

N o v e m b e r  the  m o n e y  m a rke t w a s  

kep t u n d e r  a  little m ore  p re ssu re . The 

p o u n d  ste rlin g  c a m e  u n d e r  in tense  

p re ssu re  a n d  in  N o v e m b e r  the B a n k  

o f  E n g la n d  ra ise d  its d iscoun t rate  

fro m  5  to 7  p e r cent, fo llo w in g  w h ic h  

Fede ra l Re se rve  B a n k s  ra ise d  the ir d is ­

coun t ra tes fro m  3 Vi to 4  p e r cent. 

In  a d d it io n , the Fede ra l Re se rve  s u p ­

p lied  la rg e  a m o u n ts  o f  re se rve s  to 

m eet s tro n g  se a so n a l d e m a n d s  a n d  to 

re a ssu re  a n  unsettled  m o n e y  m arket. 

V o lu n ta ry  F o re ig n  C re d it  Re stra in t In  

the la st q u a r te r  o f  1 9 6 4  a n d  the first 

tw o  m on th s  o f  1965 , there  w a s  a  

ra p id  e x p a n s io n  in  long -te rm  b a n k  

lo a n s  to coun trie s a ffected  b y  the  in ­

terest e q u a liz a t io n  tax . O n  F e b ru a ry  

10, P re siden t J o h n so n  ou tlined  to C o n ­

g re s s  a  p ro g ra m  d e s ig n e d  to dea l 

w ith  th is in c re a s in g ly  se r io u s  p rob lem . 

A m o n g  other th in g s,  th is p ro g ra m  e x ­

tended  the in terest e q u a liz a t io n  ta x  

to b a n k  lo a n s  w ith  m atu ritie s  o f  m ore  

th a n  o n e  ye a r,  excep t lo a n s  to  b o r ­

ro w e rs  in  less d e v e lo p e d  coun trie s a n d  

lo a n s  to f in a n c e  exports. The  ta x  on  

deb t securitie s w a s  b ro a d e n e d  to  in ­

c lude  tho se  w ith  m atu rit ie s  o f  m ore  

th a n  one  ye a r.  In  a d d it io n , the  P re si­

dent p ro p o se d  a  v o lu n ta r y  fo re ig n  

cred it re stra in t p ro g ra m .
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T h is  p ro g ra m  ca lled  on  com m erc ia l 

b a n k s ,  n o n b a n k  f in a n c ia l institutions, 

a n d  n o n f in a n c ia l b u sin e ss  conce rn s to 

reduce  v o l u n t a r i l y  the  o u t f lo w  o f 

cap ita l. B a n k s  a n d  other f in a n c ia l in ­

stitu tions w e re  a sk e d  to fo llo w  ce rta in  

g u id e l in e s  in  the ir fo re ig n  le n d in g  a n d  

in ve stin g . B a n k s  w e re  a s k e d  to lim it 

the ir o u t s ta n d in g  cred its to fo re ig n e rs  

in  1 9 6 5  to 1 0 5  p e r cent o f  the  a m o u n t  

o u t s ta n d in g  a t the  e n d  o f  1 96 4 . C e il­

in g s  fo r  1 9 6 6  w e re  the 1 9 6 5  ta rge t 

p lu s  1 p e r cent e ach  q uarte r. A  re ­

la ted  p ro g ra m  w a s  a p p lie d  to  fo re ig n  

cred its a n d  in ve stm ents o f  n o n b a n k  

f in a n c ia l institutions. A b o u t  5 0 0  la rg e  

n o n f in a n c ia l c o rp o ra t io n s  w e re  a sk e d  

to  set u p  a  b a la n c e  o f  p a y m e n ts  fo r

1 9 6 4  w h ic h  w o u ld  reflect th e ir  fo re ig n  

o p e ra t io n s  a n d  then  co n s id e r w a y s  to 

im p ro v e  the  b a la n c e  b y  15  to  2 0  p e r 

cent in  1965 .

T he  v o lu n ta ry  fo re ig n  cred it re ­

stra in t p ro g ra m  h a d  a n  im m ed ia te  

a n d  p ro n o u n ce d  effect on  the  ou tflow  

o f  cap ita l. The  total p riva te  cap ita l 

ou t f lo w  in 1 9 6 5  w a s  o n ly  $ 3 .7  b illion, 

o f  w h ic h  $ 1 .6  b illion  w a s  in  the first 

quarte r, c o m p a re d  w ith  $ 6 .5  b illion  in

1 964 . In the la st three q u a rte rs  o f

1 965 , c la im s o f  U. S. b a n k s  on  

fo re ig n e r s  declined b y  a b o u t  $ 5 4 0  

million a s com pared with an  increase 
o f  $ 1 .8  b i l l i o n  in the last three 

q u a rte rs  o f  1 9 6 4  (all f ig u re s  se a ­

s o n a lly  ad justed ). D irect investm ents, 

h o w e ve r, w e re  a lm o st $1 b i l l i o n  

g re a te r  in  1 9 6 5  th a n  in  1 964 . U n ­

fo rtunate ly , p a rt  o f  the  su b stan t ia l 

im p ro ve m e n t in  the  cap ita l accoun t 

w a s  o ffse t b y  a  dec line  in  the  trade  

su rp lu s.

General Credit Restraint In  1 96 5  the 

Fede ra l Re se rve  Sy stem  reduced  fu r ­

the r the a v a ila b il it y  o f  re se rve s to the 

b a n k in g  system . Loan  d e m a n d  re ­

m a in e d  s tro n g  a n d  in the second  h a lf  

o f  the  y e a r  the  p re ssu re s on  the 

e c o n o m y  a n d  the  b a n k in g  system  in ­

c rea se d  sh a rp ly ,  ra is in g  p rices a n d  in ­

terest rates. To  d a m p e n  in f la t io n a ry  

p re ssu re s  a n d  to correct d isto rtion s in 

the  structure  o f  interest rates, the Fed ­

e ra l Re se rve  d iscoun t rate  w a s  ra ised  

fro m  4  to 4Va p e r  cent in  e a r ly  D e ­

ce m be r 1965 . A t  the sa m e  tim e  the 

ra te  ce ilin g  o n  tim e d ep o s its  w a s  

ra ise d  to 5  V2 p e r  cent. The  tre­

m e n d o u s  d e m a n d  fo r  cred it w a s  re ­

flected  in  i n c r e a s i n g  t igh tne ss in  

m o n e y  a n d  cred it m arkets, a n d  in ­

terest ra tes ro se  to the h igh e st  levels 

in  som e  4 5  ye a rs.

T he  in c re a s in g  p re ssu re  o n  the  re ­

se rve  p o s it io n s  o f  com m erc ia l b a n k s  

s t ro n g ly  r e i n f o r c e d  the  v o lu n ta ry  

fo re ig n  cred it re stra in t p ro g ra m  a n d  

b ro u g h t  a b o u t  a  s ig n if ic a n t  reduction  

in  the  o u t f lo w  o f  b a n k  cred it in  the 

first  three  q u a r te rs  o f  1 966 . But the 

ra p id  e x p a n s io n  in  the  d o m e s t i c  

e c o n o m y  b ro u g h t  a b o u t  a  s h a rp  in ­

c rea se  in  im p o rts  a n d  red uced  the 

t ra d e  su rp lu s.  Thu s, fo r  the  first  tim e 

d u r in g  the  cu rren t e x p a n s io n ,  d o ­

m estic e co n om ic  co n d it io n s  c a m e  to re ­

se m b le  th o se  tra d it io n a lly  a sso c ia te d  

w ith  a  b a la n c e  o f  p a y m e n ts  deficit, 

a n d  the  c la ss ica l p re sc rip t ion  o f  t ig h t  

m o n e y  a n d  restrictive  fisca l p o lic y  b e ­

cam e  a p p ro p r ia te  both  fo r  d om estic  

a n d  b a la n c e  o f  p a y m e n ts  rea son s.
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PROBLEMS OF PROSPERITY

In c rea sed  e con om ic  act iv ity  fo llo w ­

in g  the ta x  cuts o f  1 9 6 4  a n d  1 9 6 5  a n d  

the e sca la tion  o f  the V ie t  N a m  W a r  

p ro g re ss iv e ly  red uced  the e co n o m y 's  

m a rg in  o f  u n u se d  resources. A fte r 

Ju n e  1 9 6 4  the u n e m p lo y m e n t rate, 

w h ic h  h a d  a v e ra g e d  so m e w h a t  m ore  

th a n  5.5  p e r cent fo r  18  m onths, 

d ro p p e d  sh a rp ly ,  re a c h in g  4  pe r cent 

b y  the end  o f  1965 . S im u ltan e ou sly ,  

the  rate o f  c a p a c ity  u tiliza tion  in 

m a n u fa c tu r in g  m o v e d  u p  a n d  b y  D e ­

cem be r 1 9 6 5  w a s  e stim ated  a t 91 per 

cent, a  leve l w id e ly  re g a rd e d  a s  

op tim a l. Reports  o f  la b o r  bottlenecks 

m u ltip lied  a n d  u p w a rd  p re ssu re  on  

w a g e s  in c rea sed . B u s in e ss  o u t la y s  

fo r  n e w  p lan t a n d  equ ip m e n t, a lre a d y  

a t  u n u su a lly  h ig h  levels, w e re  fu rther 

acce lerated. B y  su m m e r  1965 , the 

e co n o m y  c le a r ly  w a s  in  the  m id st o f 

the g rea te st in ve stm e n t b o o m  since  

W o r ld  W a r  II.

A s  1 9 6 5  p ro g re sse d ,  the u n e m p lo y ­

m ent a n d  s lo w  g ro w th  p rob le m s re­

ceded  in to  the  b a c k g ro u n d .  The  q u e s ­

tion  o f w h e th e r  the u n e m p lo ym e n t 

rate  w a s  too  h ig h  g a v e  w a y  to the 

qu e st io n  o f  w h a t  u n e m p lo y m e n t rate 

rep re sen ted  the  m in im u m  b e low  

w h ic h  the r isk  o f  se r io u s  in fla t io n  be ­

cam e  u n a cce p ta b le  a s  a  m atte r o f  

p u b lic  policy. The  Fede ra l b u d g e t  w a s  

in c re a s in g ly  e v a lu a te d  in  te rm s o f 

" f is c a l s t im u lu s "  p ro v id e d  ra th e r th an

"f is c a l d r a g "  exerted. N e w  p rob le m s 

w e re  e m e rg in g ;  a n d  e conom ic  o b ­

se rve rs  w e re  co m in g  fa ce  to fa ce  w ith  

the fact tha t h ig h  level p ro sperity , 

fo r  a ll its enchantm ent, a ls o  h a s  its 

p itfalls.

Problems of an Expanding Economy
The p rob le m s o f  a n  e x p a n d i n g  

e con om y  a re  like ly  to center a ro u n d  

the re la t io n sh ip  betw een  the  g ro w th  

rates o f m o n e y  e xp e n d itu re s  a n d  the 

ou tpu t o f g o o d s  a n d  se rv ice s; tha t is, 

betw een total d e m a n d  a n d  total s u p ­

p ly  in the econom y. Tota l d e m a n d  

can  e x p a n d  ra p id ly  w ith o u t  c rea t in g  

p rob lem s if total s u p p ly  is in c re a s in g  

a t the sa m e  pace  w ith ou t u n d u e  in ­

crease s in cost. In the sh o rt  run, in ­

crea se s in  total s u p p ly  d e p e n d  on  the 

a v a ila b il it y  o f  b a s ic  p rod u c t ive  re ­

sources. S o  lo n g  a s  a  su b sta n t ia l poo l 

o f u n e m p lo yed , q u a lif ie d  lab o r, p ro ­

duction  fac ilities, a n d  the  n e ce ssa ry  

m ate ria ls  e x ist in  the e conom y, s u p ­

p lie s can  be e x p a n d e d  ra p id ly .  But 

once p r o d u c t i o n  rates h a v e  been  

stepped  u p  to the po in t o f  a b so rb in g  

the p re v io u s ly  u n e m p lo y e d  resources, 

the rate o f in c re a se  in  total su p p lie s  

o f  g o o d s  a n d  se rv ice s w ill ta p e r  off. 

U n le ss there is a  c o rre sp o n d in g  ta p e r­

in g  in  the g ro w th  o f  total sp e n d in g ,  

a n  excess o f  d e m a n d  w ill d e v e lo p  in 

the econom y.

It is re a so n a b ly  clear, in  retrospect, 

that the g ro w th  o f dom estic  s p e n d in g  

b e g a n  to ou tstrip  the g ro w th  o f  o u t­

put b y  a  s ig n if ic a n t  a m o u n t  so m e  tim e 

in  1965. Prices b e g a n  to a d v a n c e  a t 

a n  acce le rated  pace, a n d  la b o r  m a rk ­

ets tigh tened  sh a rp ly  a s  the  u n e m ­

p loym en t rate  fe ll to the  low e st level

since  the K o re a n  W a r.  In terest ra tes 

a d v a n c e d  m ore  s teep ly  in  the  latter 

h a lf  o f  the ye a r. Im p o rts  g a in e d  

ra p id ly  on  e xp o rts  a n d  the la rg e  trade  

su rp lu s  w h ic h  th is co u n try  h a d  lo n g  

en joyed  w a s  w h ittled  s te a d ily  a w a y .

The  p rob le m s o c ca s io n e d  b y  these  

trend s d id  not becom e  s ig n if ic a n t ly  

acu te  in  1 9 6 5  to catch p o p u la r  a t ­

tention. But a s  s p e n d in g  con tinued  to 

ou tpace  p rod uction  in  1966 , the  r is in g  

cost o f l iv in g  a n d  e ve r  t ig h te r m o n e y  

becam e  co m m o n p la ce  top ics o f  co n ­

ve rsa t io n . The  d ra m a t ic  b re a k d o w n  

o f  the w a g e -p r ic e  " g u id e p o s t s "  a t ­

tracted w id e sp re a d  attention. The  

s te a d y  dec line  o f the  tra d e  su rp lu s  

a n d  con tinued  g o ld  lo sse s touched  o ff 

re n e w ed  concern  o v e r  the  streng th  o f 

the d o lla r  a n d  the fu tu re  o f  the  in te r­

na t io na l p a y m e n ts  system . In  b rief, 

a s  1 9 6 6  p ro g re sse d  the  p ro b le m s  o f  

a n  e co n o m y  e x p a n d in g  too  ra p id ly  

becam e  o b v io u s  p rob le m s, e ve n  a t the 

p o p u la r  level.

Rates of Increase in Spending and Pro­
ducing In  e ach  o f  the  s ix  y e a r s  of 

the  cu rrent u p sw in g ,  total s p e n d in g  

a s  m e a su re d  b y  G N P  in  cu rrent d o l­

la rs  g r e w  fa ste r  th an  rea l ou tpu t a s  

m e a su re d  b y  G N P  in  co n stan t do lla rs. 

M o re o ve r,  in  e ach  y e a r  the con stan t 

d o lla r  m e a su re  la g g e d  in c re a s in g ly  

b e h in d  the cu rrent d o lla r  f ig u re .  From

1 9 6 0  to 1 9 6 4  the in c re a se  in  G N P  in 

con stan t d o lla r s  w a s  a b o u t  on e  fou rth  

less th a n  the in c re a se  in  current 

d o lla rs. In  1 9 6 5  it w a s  a b o u t  a  

th ird  less. For the f irst  th ree  q u a rte rs  

o f  1 9 6 6  it w a s  lo w e r b y  m o re  th a n  

a  ha lf.
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Prices a n d  C o sts  The  y e a r s  1 9 6 1 -6 4  

w e re  re la t ive ly  free  o f  p rice  p re ssu re s. 

The  co n su m e r p rice  in d e x  ro se  1 to

1.5 p e r cent in  e ach  yea r, w ith  the 

in c re a se s  co n fin e d  la rg e ly  to  the  se rv ­

ices com ponent. W h o le sa le  p rices 

first  b e g a n  to m o ve  u p  in  the la st h a lf  

o f  1 9 6 4  but the in d e x  fo r  the  y e a r  

w a s  s lig h t ly  b e lo w  its 1 9 6 0  level.

In  1 9 6 5  a ll p rice  in d e x e s  reg iste red  

su b sta n t ia lly  g re a te r  g a in s  th a n  in 

a n y  o f  the p re ce d in g  fo u r  y e a rs .  The 

c o n su m e r in d e x  a d v a n c e d  2 .0  per 

cent, w h ile  the w h o le sa le  in d e x  ro se  

n e a r ly  3 .5  p e r cent. A l l  com p on e n ts  

o f  the w h o le sa le  in d e x  g a in e d  s u b ­

stan tia lly , but fa rm  p roducts a n d  p ro ­

cessed  fo o d s  ro se  a t  a  c o n s id e ra b ly  

fa ste r  p ace  th a n  in d u str ia l m ate ria ls  

a n d  p ro d u ce r f in ish e d  go o d s .  The  u p ­

w a r d  m ove m e n t q u ic ke n e d  in  1966 . 

For the first th ree  q u a rte rs  both  co n ­

su m e r a n d  w h o le sa le  in d e x e s  ro se  a t 

a n  a v e ra g e  a n n u a l rate  in  exce ss o f

3.5  p e r cent, a lth o u g h  the  rise  in  

w h o le sa le  p rices s lo w e d  in  the  th ird  

q uarte r. B y  con tra st w ith  the 1 9 6 5  

m ovem ent, m ost o f  the  1 9 6 6  in c rea se s 

in  the w h o le sa le  in d e x  centered  in  the 

in d u str ia l m a te r ia ls  a n d  the p rod u ce r 

f in ish e d  g o o d s  com ponents.

M a n y  o f  the  w h o le sa le  p rice s re p ­

resent, o f  course , p rod u c t io n  cost item s 

in  m a n y  s ta g e s  o f  p rod uct io n  a n d  

th u s  in c re a se s  in  these  p rices affect 

e ithe r the p r ic in g  o r  the p rod uctio n

po lic ie s o f  these  p roducers. T h ro u g h ­

ou t 1 9 6 5  a n d  1 9 6 6  p roduce rs in ­

c re a s in g ly  co m p la in e d  o f  r is in g  costs, 

w h ile  o rg a n iz e d  la b o r  a rg u e d  that 

r is in g  co n su m e r prices necessitated 

h ig h e r  w a g e s .  In  m a n y  crucia l in ­

d u st r ia l a re a s  w a g e  in c rea se s  e x ­

ceeded  the A d m in is t ra t io n 's  g u id e -  

posts, w h ic h  a re  g e a re d  to estim ated  

p rod u c t iv ity  increases, a n d  th is a d d e d  

fu rth e r u p w a rd  p re ssu re  on  p ro d u c ­

tion  costs. Th is in teraction  o f w a g e s  

a n d  p rice s in  a  re la t io n sh ip  u n d e r 

w h ic h  each  tend s to p u sh  the other 

u p w a rd ,  c o m m o n ly  referred  to a s  the 

w a g e -p r ic e  sp ira l,  becom es one  o f the 

tho rn ie st p ro b le m s  in a n  e x p a n d in g  

e conom y. W h ile  the m utua l u p w a rd  

p re ssu re s  d id  not a s su m e  u n m a n a g e ­

a b le  p ro p o rt io n s  in  1966, the bas ic  

in g re d ie n ts  o f a  w ag e -p r ic e  sp ira l 

w e re  c le a r ly  p re sen t in the econom y. 

The Labor Markets and Full Employ­
ment A  fe a tu re  o f  basic  s ig n ifican ce  

in  the cu rren t e x p a n s io n  h a s  been  the 

u n u su a l ly  la rg e  increase  in the  n a ­

t io n 's  la b o r  force. Th is ra p id  g ro w th  

o f  the  m a n p o w e r  poo l a d d e d  to the 

d ifficu lty  o f  re d u c in g  u n e m p lo ym e n t 

in  the  e a r ly  y e a r s  o f the u p sw in g .  

But a s  the rate  o f  sp e n d in g  acce ler­

a ted  in  1 9 6 4  a n d  1 96 5  the n e w  

w o rk e r s  b ecam e  o f  v ita l im portance  

in  a d d in g  to the  e co n om y 's  output. 

W ith o u t  them , the  acce lerated  sp e n d ­

in g  in  1 9 6 4 -6 5  w o u ld  h a v e  gen e ra te d  

in f la t io n a ry  p re ssu re s  a t  a  co n sid e r­

a b ly  e a r lie r  date.

E n h a n ce d  b y  the  increased  m ilita ry  

b u ild u p , the e x p a n s io n  in  1 965  a n d  

1 9 6 6  crea ted  la b o r  r e q u i r e m e n t s  

g re a te r  th a n  cou ld  be m et ou t o f  net

a d d it io n s  to the  la b o r  fo rce. B y  the 

m id d le  o f  1 9 6 5  the u n e m p lo y m e n t 

ra te  h a d  b een  cut to 4 .5  p e r  cent a n d  

w a s  d ec lin in g . The rate  w a s  c o n ­

s id e ra b ly  lo w e r  fo r  e xp e r ie n ce d  w a g e  

a n d  s a la r y  w o rk e r s  a n d  in  a  g r o w in g  

n u m b e r o f  m arke ts  it b ecam e  in c re a s­

in g ly  d ifficu lt  fo r  p rod u ce rs  to  m eet 

th e ir  la b o r  requ irem ents. In  brief, 

la b o r,  a n d  e sp e c ia lly  sk ille d  labo r, 

w a s  in a n  in c re a s in g ly  fa v o ra b le  

se lle rs ' m a rke t th ro u g h o u t  1 9 6 5  a n d

1966 .

The  e ve r-t igh te n in g  la b o r  m arke t 

tu rn e d  a ttention  once  m o re  to the 

q u e st io n  o f  w h e n , a s  a  p ractica l m a t­

ter, fu ll e m p lo ym e n t o f  the  la b o r  

fo rce  h a s  been  a ch ie ve d . In  a  free  

society, there  w ill a lw a y s  be  a  m a rg in  

o f  w o rk e r s  w h o  a re  u n e m p lo y e d  b y  

choice: tho se  m o v in g  on  to better jobs, 

tho se  w h o  le a ve  a  job  v o lu n ta r ily  in 

the  h o p e  o f  f in d in g  a  better one, etc. 

T he  q u e st io n  o f  the  m in im u m  s ize  o f 

th is m a rg in  is  o f  fu n d a m e n ta l im ­

p o rtan ce  fo r  the  p o lic y  m a k e r  b ecau se  

a n y  a ttem pt to p u sh  e m p lo ym e n t 

b e y o n d  th is m a rg in  th ro u g h  m o n e ta ry  

a n d  fisca l act ion  w ill a lm o st  in e v ita b ly  

crea te  in f la t io n a ry  p re ssu re . Y e t on  

th is q u e st io n  the re  is n o  ge n e ra l 

a g re e m en t. S o m e  a r g u e  tha t it is 5  

p e r cent o f  the  la b o r  fo rce, w h ile  

o the rs con tend  th a t the  f ig u re  can  

b e  p u sh e d  d o w n  to 4  p e r  cent o r 

e ve n  3  p e r cent w ith o u t se r io u s  risk  

o f  in fla t ion .
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The  e m p irica l reco rd  o n  th is q u e s ­

tion  is not a lto ge th e r clear. Ye t in  the 

cu rrent e x p a n s io n ,  the  reco rd  a p p e a rs  

to ind ica te  so m e  in ve rse  re la t io n sh ip  

b etw een  price  m o ve m e n ts  a n d  u n e m ­

p lo ym e n t ra te s w h e n  the  latter d ro p s  

b e lo w  5  p e r cent. A s  s h o w n  in  C h a rt  

X IX ,  w h o le sa le  p rice s w e re  a lm ost 

com p le te ly  s ta b le  in  the  y e a r s  1960 - 

64, w h e n  the  u n e m p lo y m e n t  rate  w a s  

5  p e r cent o r  h igh e r.  A s  the  latter 

ra te  a p p ro a c h e d  5  p e r cent in  late 

1964 , the w h o le sa le  in d e x  b e g a n  to 

m o ve  u p w a rd .  M o re o v e r ,  the  steep 

d ec line  in  the  u n e m p lo y m e n t  rate to 

4  p e r cent a n d  lo w e r ,  w a s  a c ­

c o m p a n ie d  b y  a  su sta in e d  rise  in 

w h o le sa le  prices.

It is p o ssib le , o f course , to m a k e  

too m uch o f  th is record. The  m in im a l 

m a rg in  o f  u n e m p lo y m e n t consistent 

w ith  price sta b ility  d e p e n d s  on  a  g re a t 

va r ie ty  o f  factors, m a n y  o f w h ic h  a re  

not e a s ily  m e a su ra b le .  The  sk ills  a n d  

a sp ira t io n s  o f  the  la b o r  fo rce  a n d  in ­

stitutiona l fa c to rs  th a t b e a r  on  p e r­

so n a l incentives, a s  w e ll a s  o n  o p ­

portun itie s o f  in d iv id u a ls  to a cq u ire  

n e w  skills, a ll p la y  a  ro le  in  dete r­

m in in g  th is level, a n d  there  is n o th in g  

m a g ic  a b o u t  a  5  p e r cent o r  4  p e r 

cent o r 3  p e r cent f ig u re .  But it is 

c lea r that su sta in e d  b u s in e ss  e x p a n ­

sio n  can  be  th reatened  b y  efforts.

w h e th e r th e y  be  o f  the  p r i v a t e  

e co n o m y  o r  o f  the p o lic y  m ake rs, to 

"o v e r e m p lo y "  the la b o r  force.

Tight M oney  and  Cred it M arke ts  
Econom ic  h isto r ia n s  w ill n o  d o u b t  

cha racte rize  1 9 6 6  a s  a  y e a r  o f  b u s i­

ne ss b oom , r is in g  prices, a n d  tigh t 

la b o r  m arke ts. But the  y e a r  p ro b a b ly  

w ill be  re m em b e red  ch ie fly  a s  a  y e a r  

o f  h ig h  in terest ra tes a n d  t igh t m oney . 

In terest ra te s a c ro ss  the  b o a rd  ro se  

to the h ig h e s t  leve ls s ince  the  1 9 2 0 's .  

M o r t g a g e  m o n e y  w a s  a t  a  p re m iu m  

a n d  y ie ld s  o f  6  p e r cent o r  h ig h e r  

w e re  c o m m o n p la ce  on  Fede ra l a g e n c y  

issues. E ven  the 9 0 -d a y  o b lig a t io n s  o f  

the T re a su ry  a p p ro a c h e d  the  6  p e r 

cent level on  se ve ra l occasion s. T he  

p rim e  ra te  o f  com m erc ia l b a n k s  w a s  

h ike d  to  6  p e r cent, the  h ig h e st  leve l 

in  the h isto ry  o f tha t rate.

Yet t ig h t m o n e y  m a y  be  m ore  a  

sym p to m  th a n  a  d ise a se ; a n d  it ca n  

be  sym p to m a t ic  o f a  b a s ic  a ilm ent, the 

a p p ro p r ia te  p re sc rip t ion  fo r  w h ic h  is 

n o  s im p le  m atter. The  t ig h t m o n e y  

s itua tion  o f  1 9 6 6  a p p e a r s  to  fa ll in  

th is c lass. T h a t it w a s  a  resu lt o f  e x ­

cess d e m a n d  in  the  e c o n o m y  is c le a r 

from  the  d ata . T h ro u g h  the  sp r in g ,  

su m m e r, a n d  a u tu m n  the  m o n e y  

s u p p ly  a n d  the v o lu m e  o f  lo a n  fu n d s  

g r e w  a t  a  p ace  o n ly  s lig h t ly  b e lo w  

the  ra p id  1 9 6 5  rate  a n d  a t a  co n ­

s id e ra b ly  fa ste r  pace  th a n  in  the  e a sy  

m o n e y  p e r io d  o f  1 96 1 -63 . O v e r  the 

first three  q u a rte rs  o f  1966 , the m o n e y  

s u p p ly  g r e w  a t a n  a n n u a l ra te  o f  just 

o v e r  4  p e r cent, c o m p a re d  w ith  4.8  

p e r cent in  1 9 6 5  a n d  less th a n  3  p e r 

cent in  1 96 1 -63 . For total lo a n s  a n d  

in ve stm ents o f  com m erc ia l b a n k s  the 

rate  o f  in c re a se  w a s  9  p e r cent, c o m ­

p a re d  w ith  10.2  pe r cent in  1 9 6 5  a n d  

4  pe r cent in  1 96 1 -63 .

The  h ig h  interest ra te s a n d  the 

cred it s t r in g e n c y  tha t d e v e lo p e d  d e ­

sp ite  these  la rg e  in c re a se s  in  m o n e y  

a n d  cred it b e sp e a k  a  g re a t  su rg e  in

c h a r t  XIX WHOLESALE PRICES AND UNEMPLOYMENT
1 9 5 7 - 1 9 5 9 = 1 0 0  P e rC e n t
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t

-  3

_L ± JL
1961  1 9 6 2  1 9 6 3  1 9 6 4

Source : U. S. D e p a rtm e n t o f Labor.
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the d e m a n d  fo r  fu n d s .  T ha t d e m a n d  

g re w  ou t o f  the acce le rated  ra te  o f  

s p e n d in g  b y  co n sum ers, bu sine sse s, 

a n d  g o ve rn m e n t  a n d  rep re sen ted  e f­

fo rts o n  the ir p a rt  to  ra ise  the fu n d s  

n e ce ssa ry  to  f in a n c e  e n la rg e d  sp e n d ­

in g  p lan s. The  h ig h  interest rates 

w e re  s im p ly  the  m a rke t 's  reflection  o f  

the fac t tha t the  s a v in g s  o f  the p ub lic  

a n d  the n e w  cred it created  b y  the 

b a n k in g  sy stem  w e re  not su ffic ien t to 

m eet a ll the se  d e m a n d s  a n d  tha t 

som e  ra t io n in g  w a s  requ ired .

The  t ig h t m o n e y  "p r o b le m "  o b ­

v io u s ly  w o u ld  h a v e  been  a lle v ia te d  if 

the s u p p ly  o f  lo a n  fu n d s  h a d  g r o w n  

fa st  e n o u g h .  H ig h e r  ra tes sh o u ld  

w o rk  in  th is d irec tion  b y  ra is in g  the  

re w a rd  fo r  sa v in g s .  But if the  d e ­

m a n d  con tinue s  to  ou tp a c e  the  fu n d s  

o ffe red , u p w a rd  p re ssu re  o n  ra tes ca n  

be  a lle v ia te d  o n ly  b y  in c re a s in g  the 

a m o u n t  o f  n e w  b a n k  cred it created. 

Th is w o u ld  in c re a se  both  the vo lu m e  

o f  cred it e x te n d e d  to  b o rro w e rs  a n d  

the m o n e y  h o ld in g s  o f  the  p u b lic  a n d  

w o u ld  a lm o st  ce rta in ly  le ad  to a  

fu rth e r in c re a se  in  sp e n d in g .  The  

s ig n if ic a n t  q u e st io n  in  1 9 6 6  w a s  

w h e th e r a  h ig h e r  ra te  o f  s p e n d in g  

cou ld  h a v e  been  m atched  b y  a  co m ­

p a ra b le  i n c r e a s e  in  o u t p u t .  T h e  

t ig h te n in g  o f  la b o r  m a rke ts  a n d  the 

acce le ra t ion  o f  p rice  rise s in  1 9 6 6  a re  

stro n g  e v id e n c e  tha t m o re  sp e n d in g  

cou ld  no t h a v e  b ee n  m atched  b y  a  

c o m p a ra b le  in c re a se  in  rea l output, 

but in ste a d  w o u ld  h a v e  led to la rg e r  

p rice  in c re a se s  a n d  a  fa ste r  rate  o f  

g ro w th  in  cred it d e m a n d s.

T igh t m o n e y  in  1 9 6 6  created  se r io u s  

p ro b le m s fo r  la rg e  g r o u p s  in  the 

e conom y. A s p ir in g  h om e  ow n e rs, the  

construction  i n d u s t r y ,  a n d  ce rta in  

k in d s  o f  f in a n c ia l in stitu tions w e re  

e sp e c ia lly  affected. But the  e c o n o m y 's  

g e n e ra l d ile m m a  in  1 9 6 6  in vo lv e d  a  

cho ice  be tw e e n  these  t igh t m o n e y  

p ro b le m s o n  the on e  h a n d  a n d  in ­

f la t io n  on  the other. D u r in g  1 9 6 6  

som e  act ion s w e re  ta ke n  to  a lle v ia te  

the p ro b le m s w h ic h  t igh t m o n e y  m a d e

fo r  so m e  g ro u p s.  F u n d a m e n t a l l y  

these  p rob le m s resu lted  from  s h a rp  

c h a n g e s  in  cred it f lo w s  th ro u g h  the 

n a t io n 's  f in a n c ia l m arkets. Becau se  o f 

le ga l lim ita tion s on  som e  interest rates 

a n d  othe r m a rke t im perfections, a  

g e n e ra l t ig h te n in g  o f cred it u su a lly  

m e a n s  tha t som e  m arke t rates m ove  

u p  fa ste r  th a n  others. C red it w ill 

n a tu ra l ly  f lo w  to those  m arke ts p a y ­

in g  the  g re a te r return a n d  som e  

m a rke ts  w il l a c c o rd in g ly  be  sta rve d  o f 

fu n d s  m ore  q u ic k ly  than  others. A t ­

tem pts to red re ss som e  o f  the  effects 

o f  t ig h t  m o n e y  on  credit f lo w s  in  1 9 6 6  

h a v e  been  d iscu ssed  in  e a r lie r  sec­

tions. In  a d d it ion , the Federa l R ese rve  

took  act ion  d e s ig n e d  to reduce  the 

re la t ive  a m o u n ts  o f b a n k  cred it g o in g  

in to b u s in e ss  loans.

B a sica lly ,  h ow eve r, the p rob lem  o f 

tig h t m o n e y  in 1 9 6 6  w a s  a  p rob lem  

o f  g e n e ra l o v e rsp e n d in g  b y  co n ­

sum e rs, bu sine sse s, a n d  go ve rnm en t, 

ta k e n  in  the  a g g re g a te .  O n ly  a  re ­

duction  in  th is a g g re g a te  ra te  o f  

s p e n d in g  cou ld  e lim ina te  the d ilem m a  

o f  h a v in g  to choose  betw een  tigh t 

m o n e y  a n d  in fla tion .

The Declining Trade Surplus R is in g  

prices, t igh t la b o r  m arkets, a n d  t igh t 

m o n e y  a lso  created  se riou s  p rob le m s 

fo r  the  po s it ion  o f the d o lla r  a b r o a d  

a n d  p o se d  a  se riou s  th reat to  co n ­

tin u e d  dom estic  p rosperity. In  1 9 6 6  

there  w a s  a  s h a rp  in crease  in  th is 

c o u n try 's  im p o rts  a n d  o n ly  a  re la t ive ly  

sm a ll g a in  in  its exports. The  result 

w a s  a  s ig n if ic a n t  decline  in  th is 

co u n try 's  trade  su rp lu s  w h ich , in  turn, 

a rre sted  the p ro g re ss  m ad e  since  1 9 6 3  

to w a rd  e lim in a t in g  the deficit in the 

U. S. b a la n c e  o f  paym ents.

U su a lly ,  in  a  ra p id ly  e x p a n d in g  

e c o n o m y  im p o r t s  i n c r e a s e  m o r e  

ra p id ly  th a n  exports. In the current 

e x p a n s io n ,  how e ve r, e xp o rt g ro w th  

g e n e ra lly  kep t pace  w ith  im port g a in s  

until 1965 . A c tu a lly , the su rp lu s  o f  

e xp o rts  o v e r  im ports in  1 9 6 4  w a s  a

reco rd  $ 6 .7  b illion , o v e r  $1 b illion  

g re a te r  th a n  in  1 961 . But in  1 9 6 5  im ­

ports g r e w  b y  n e a r ly  $ 3  b illion  w h ile  

e xp o rts  in c re a sed  o n ly  a b o u t  $1 b il­

lion, re d u c in g  the  su rp lu s  to $ 4 .8  b il­

lion. The  sa m e  tre n d s con tinued  in

1 9 6 6  a n d  b y  the  th ird  q u a rte r  the 

su rp lu s  o n  a n  a n n u a l  ra te  b a s is  w a s  

o n ly  $ 2 .8  b illion , o r  a b o u t  h a lf  its 

v a lu e  in  1964 .

T h is  d ec line  in  the  trade  su rp lu s  

h a n d ic a p p e d  the  c o u n try 's  e ffo rts to 

e lim in a te  its b a la n c e  o f  p a y m e n ts  

deficit, w h ic h  h a d  b een  reduced  from  

$ 4  b illio n  in  1961  to o n ly  a b o u t  $ 1 .5  

b illio n  in  1 965 . A t  th is w r it in g  the 

p ro sp ec t is  tha t 1 9 6 6  w ill s h o w  a  

defic it o n  a  liq u id ity  b a s is  o f  a b o u t  

$ 2 .5  b illion .

F o re ign  co n fid en ce  in  the  d o lla r  re ­

m a in e d  s tro n g  in  1 9 6 6  desp ite  the  

w e a k e n in g  in  the  tra d e  s u r p l u s .  

N on e th e le ss, the  w o r s e n in g  o f  the 

o v e ra ll U. S. p a y m e n t s  p o sit ion  

c o u p le d  w ith  the  c o n tin u in g  d if f i­

cu ltie s o f  the  B ritish  p o u n d  p o se d  im ­

p o rta n t p ro b le m s o f  con fidence  in  the  

e x is t in g  i n t e r n a t i o n a l  f in a n c e  m e ­

ch an ism , w h ic h  rests h e a v ily  o n  the 

d o lla r  a n d  the p o u n d . T he se  p ro b ­

lem s, in  turn, h a v e  a n  im p o rta n t b e a r ­

in g  on  the a b ilit y  o f  the e x ist in g  p a y ­

m ents sy stem  to  a cco m m od a te  co n ­

t in u e d  g ro w th  in  fo re ig n  tra d e  a n d  

in ve stm ent, w h ic h , in  the ir turn, b e a r  

h e a v ily  o n  the  co n tin u a t io n  o f  p ro s ­

pe r ity  in  the  entire  free  w o rld . M o re ­

o v e r  the  w o r s e n in g  o f  the U. S. 

p o s it ion  a l s o  a p p e a r s  t o  h a v e  

cast a  d a m p e r  o n  i n t e r n a t i o n a l  

n e go t ia t io n s  to  re fo rm  the in te rn a ­

tio n a l p a y m e n ts  m e c h an ism  w ith  a  

v ie w  to a v o id in g  the  d e ve lo p m e n t o f  

p u re ly  f in a n c ia l o b sta c le s  to t ra d e  a n d  

in ve stm e n t e x p a n s io n .
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H o w e v e r  the cu rren t b u sin e ss  e x ­

p a n s io n  m a y  eventuate , it is c lea r 

that it w il l c o m m a n d  the  c lose  stu d y  

o f e con om ists  a n d  e conom ic  h isto r ia n s  

fo r  m a n y  ye a rs .  It is o f  h istoric  d i­

m e n s io n s  in  length, b read th , a n d  

he ight, a n d  in  its de ta il it w ill p ro b ­

a b ly  p re sen t a n  u n p a ra lle le d  o p ­

p o rtu n ity  to e v a lu a te  the  success o f  

spec ific  p o lic y  a p p lic a t io n s  in  o v e r ­

c o m in g  cyc lica l tendenc ie s in  bu sin e ss  

activ ity. F rom  the s ta n d p o in t  o f  the 

h isto ry  o f  e conom ic  po licy, the period  

is  d o u b ly  in te re stin g  in  tha t it co n ­

fron ted  s im u lta n e o u s ly  p rob le m s o f 

both  d om est ic  a n d  i n t e r n a t i o n a l  

stab ility .

A t  the  cu rrent juncture  it is, o f 

course, p re m a tu re  to o ffe r  a  d e fin it ive  

a sse ssm en t. Y e t ce rta in  fe a tu re s  o f 

the p e r io d  a lre a d y  s ta n d  ou t in  relief. 

First is the  re m a rk a b le  sta b ility  a n d  

extent o f  the a d v a n c e  in  its first fo u r  

ye a rs.  F rom  e a r ly  1961  to the e n d  

o f  1964 , G N P  g r e w  b y  o v e r  on e  

fo u rth  w h ile  in d u str ia l p rod uction  in ­

c rea se d  b y  n e a r ly  o n e  th ird. So m e  

fo u r  m illion  n e w  jobs w e re  created  in 

the fa ce  o f  ra p id  im p ro ve m e n t in 

te ch no lo gy , m uch  o f  it o f  the la b o r- 

s a v in g  va r ie ty . C o r p o r a t e  p rofits

rose  b y  a b o u t  6 0  p e r cent, p ro v id in g  

both the incentive  a n d  the  m e a n s  

fo r  e ff ic ie n c y - im p ro v in g  investm ent. 

W a g e s  ro se  s te a d ily  but p rod uctiv ity  

g a in s  kept pace  a n d  w ith  m oney, 

credit, a n d  total s p e n d in g  g r o w in g  

com m e n su ra te ly  w ith  output, the a d ­

va n ce  w a s  a ch ie ve d  w ith  little u p ­

w a rd  p re ssu re  on  p rices o r  interest 

rates. M o s t  o f  the  u p w a rd  rate  a d ­

justm ents w e re  in  the short-te rm  a re a ; 

lo n g  rates w e re  a c tu a lly  so m e w h a t  

lo w e r in  1 9 6 4  th a n  in  1961 .

The e c o n o m y 's  p e r fo rm a n ce  from

1961 to 1 9 6 4  w a s  p e rh a p s  a s  re ­

m a rk a b le  a s  in  a n y  fo u r -y e a r  p e r iod  

o f  th is co u n try 's  h istory. E u ro p e a n  

ob se rve rs, g r o w n  accu stom ed  to a p ­

p ly in g  the term  "e c o n o m ic  m ira c le " 

to E u rop e a n  p o s tw a r  recove ry , in ­

c re a s in g ly  p o in ted  ou t the e conom ic  

m irac le  o f  U. S. e conom ic  g ro w th  w ith ­

out in fla t ion  in  the 1 9 6 0 's .  S im ila r ly ,  

o b se rve rs  a t hom e  w e re  e m b o ld e n e d  

to ta lk  a b o u t  the ob so le scence  o f the 

b u sine ss cycle a n d  fo re ca ste rs  sh o w e d  

little hesita tion  in  p rojecting  the  a d ­

va n ce  w e ll b e y o n d  the ou te r lim its 

su gge ste d  b y  experience . C o n fid e n ce  

in  the a b ility  o f  p o licy  m a k e rs  to ta ilo r 

p o licy  m ea su re s  to  fit the  req u irem en ts 

o f a n  e v e r -a d v a n c in g  e c o n o m y  w a s  

p ro b a b ly  a t  a  h ig h  point.

T h ro u g h o u t  the p e r io d  1 96 1 -64 , 

m on e ta ry  a n d  fisca l po lic ie s w e re  

c lose ly  co o rd in a te d  to  b r in g  a b o u t  

th is h a p p y  end. The  p ro b le m s co n ­

fronted  w e re  those  o f  u n d e ru t iliza t io n  

o f resources a t  h o m e  a n d  b a la n c e  o f  

p aym e n ts  d ise q u ilib r iu m  in  the in ter­

na tio na l sphere . M o n e y  a n d  cred it 

p o licy  re m a in e d  e a sy  a n d  re se rve s

w e re  su p p lie d  to  su p p o rt  s te a d y  

m o n e ta ry  e x p a n s io n .  M e a su re s  w e re  

ta ke n  to keep  short-te rm  rates u p  fo r  

b a lan c e  o f p a y m e n ts  re a so n s  but 

long-te rm  ra te s w e re  d e lib e ra te ly  he ld  

d o w n  to e n c o u ra g e  dom estic  in ve st­

m ent. O n  the  f isca l side, in ve stm ent 

in cen tive s w e re  p ro v id e d  th ro u g h  

m ore  g e n e ro u s  d ep re c ia t io n  ru le s a n d  

th ro u g h  in ve stm ent ta x  cred its to  b u s i­

ness. Then  in  1 9 6 4  a n d  1 9 6 5  cam e  

the m a s s iv e  ta x  cuts tha t p ro v id e d  a  

m a jo r n e w  st im u lu s  to e x p a n s io n .

A t  som e  p o in t  in  1965 , the rate  o f  

s p e n d in g  b e g a n  to  d iv e rg e  m ore  

s h a rp ly  a w a y  fro m  the rate  o f o u t­

put g row th . S o m e  o v e rh e a t in g  w a s  

e v id e n t in  the first  q uarte r, bu t th is 

w a s  w id e ly  a ttribu ted  to the im pact 

o f  the a u to m o b ile  strike  o f  late 1964 . 

W h e n  th is effect w o re  off, how eve r, 

it b ecam e  o b v io u s  tha t the o ve rh e a t­

in g  w a s  d u e  to m o re  fu n d a m e n ta l 

causes. The  la rg e  ta x  cuts o f  1 96 4 - 

6 5  w e re  fo llo w e d  b y  g re a t  in c rea se s 

in  c o n su m e r ou t la y s. B u s in e ss  s p e n d ­

in g  fo r  n e w  p la n t a n d  e q u ip m e n t  w a s  

r a p id ly  a s su m in g  b oo m  p roportion s. 

Then  in  e a r ly  1 9 6 5  b e g a n  a  step -by- 

step  e sca la tion  o f the  V ie t  N a m  W a r,  

e ach  step  in v o lv in g  la rg e  in c rea se s in  

d e fe n se  ou tla y s. P a ra lle lin g  these  

a u g m e n te d  d e fe n se  e x p e n d i t u r e s ,  

C o n g re ss  p a s se d  in  e a r ly  1 96 5  a  se ries 

o f  n e w  a n d  e x p e n s iv e  w e lfa re  a n d  

d e ve lo p m e n t m ea su re s. The  co inc i­

dence  o f  e n la rg e d  o u t la y s  b y  co n ­

sum e rs, bu sin e sse s, a n d  go ve rn m e n t, 

c o m in g  a t a  tim e w h e n  the  m a rg in  o f
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u n u se d  re sou rce s w a s  r a p id ly  d w in ­

d lin g , led  to a n  acce le rat ion  in  the  rate 

o f  s p e n d in g  tha t cou ld  not be  m atched  

b y  ou tpu t g a in s  e ve n  in  the  fa c e  o f 

im p ro v in g  te c h n o lo gy  a n d  a  g r o w in g  

la b o r  force. The  b a la n c e d  g ro w th  o f 

the p re ce d in g  fo u r  y e a r s  h a d  qu ite  

de f in ite ly  been  in terrupted .

P rec ise ly  w h e n  the p rob le m  o f re ­

sou rce s u n d e ru tiliza t io n  w a s  tra n s ­

fo rm e d  in to  a  p rob le m  o f re sou rce s 

o ve ru t iliza t io n  is  p rob lem a tica l. T h a t 

a n  acce le rat ion  in  the rate  o f  a d v a n c e  

o f  m ost im p o rta n t  b u s in e ss  in d ica to rs  

to ok  p la ce  in  e a r ly  1 9 6 5  is e v id e n t 

fro m  the  charts in  the p re ce d in g  sec­

t io n s o f  th is report. In  a n y  event, 

fro m  e a r ly  1 9 6 5  th ro u g h  m ost o f

1 96 6 , la b o r  m arke ts  tigh te n e d  p ro ­

g re s s iv e ly  a n d  o rd e r  b a c k lo g s  p iled  

up. P re ssu re  on  both  costs a n d  p rice s 

b ec am e  in c re a s in g ly  o b v io u s.  W h ile  

m o n e y  a n d  cred it con tinued  to e x p a n d  

a t  a b o u t  the  sa m e  rate  a s  in 1964 , 

e v e r -e n la rg in g  cred it d e m a n d s  p u sh e d  

m a rke t interest rates s te a d ily  h igh e r. 

B y  the  la st q u a rte r  o f  1 9 6 5  it w a s  

o b v io u s  tha t the  d isp a ra te  m ove m e n t 

o f  rates, e sp e c ia lly  o f  m a rke t  ra tes 

re la t ive  to in stitu tiona l rates, w a s  d is ­

to rt ing  the  f lo w  o f  fu n d s  th ro u g h  the 

cap ita l m arke ts. A t  a b o u t  the  s a m e  

tim e, the  sh a r p  up trend  o f  im p o rts  

re la t ive  to  e xp o rts  p o se d  a  se r io u s  

th reat to con tinued  p ro g re ss  in  s o lv in g

the b a lan c e  o f p a ym e n ts  p rob lem . In 

brief, it a p p e a r s  in  retrospect that 

b y  m id - 1 9 6 5  the  e c o n o m y  w a s  

o p e ra t in g  a t  o r  n e a r  to op tim um  

c a p ac ity  a n d  tha t the h ig h e r  rate o f  

s p e n d i n g  b e y o n d  that tim e in ­

c re a s in g ly  encounte red  p rob le m s o f  

ove re m p lo ym e n t.

Po licy  m a k in g  in  a n  op en  society is 

subject to im p o rta n t political a n d  

soc ia l con stra in ts  w h ic h  v a r y  w ith  the 

n a tu re  o f the p rob le m s confronted. 

Dem ocra tic  societies tend to be  m ore  

c o n g e n ia l to po lic ie s d e s ig n e d  to e n ­

c o u ra g e  the fu lle r  u se  o f resources 

th a n  to those  re q u ire d  to re stra in  

ove ru tiliza tion . The  fo rm e r policies 

seek  to stim ulate, w h ile  the latter 

n e ce ssa r ily  a im  a t d a m p e n in g ,  sp e n d ­

in g . To  reduce  the  rate  o f increase  in 

sp e n d in g ,  it is n e ce ssa ry  to d o  such  

th in g s  a s  ra ise  taxes, reduce  g o v e rn ­

m ent sp e n d in g ,  a n d  s lo w  d o w n  the 

g ro w th  rates o f  the m o n e y  su p p ly  a n d  

b a n k  credit. T a x  in c rea ses a n d  re ­

d uctions in  g o ve rn m e n t sp e n d in g  are, 

in  the ir nature, u n p o p u la r  a n d  a re  

lik e ly  to a ro u se  political opposition . 

In  the fa ce  o f a  g r o w in g  p riva te  d e ­

m a n d , h e a v ie r  g o ve rn m e n t b o rro w in g  

a n d  a  reduced  rate  o f le n d in g  b y  the 

b a n k in g  system  w ill a lm ost in e v ita b ly  

be  a c c o m p a n ie d  b y  tigh t m o n e y  a n d  

h ig h  a n d  r is in g  interest rates, w h ich , 

in  turn, b e a r  h e a v ily  on  la rg e  g ro u p s  

o f  b o rro w e rs  a n d  a re  like ly  to be  o n ly  

s lig h t ly  less u n p o p u la r  th a n  ta x  in ­

creases. M o re o ve r ,  both  fisca l a n d  

m o n e ta ry  m e a su re s  a re  like ly  to ra ise  

se r io u s  q u e st io n s  o f  soc ia l e q u ity  since  

it is not c lea r tha t the ir in c idence  a f ­

fects a ll g ro u p s  e qua lly .

O n  the  o the r h a n d , a  ra p id ly  g r o w ­

in g  rate  o f  s p e n d in g  is lik e ly  to g e n ­

erate, a t  lea st fo r  a  tim e, a  p o p u la r  

a ir  o f  e u p h o r ia .  T igh t la b o r  m arke ts  

e n h a n c e  the a b il it y  o f  w o rk e rs  to f in d  

job s a n d  to  secu re  p a y  ra ise s; m o re ­

over, th e y  p ro v id e  a  c lim ate  c o n g e n ia l 

to the ob jective s o f  o rg a n iz e d  labo r. 

E a s y  m o n e y  a n d  lo w  interest costs fit 

w e ll n o t o n ly  w ith  the  e x p a n s io n  p la n s  

o f  b u s in e s se s  bu t a ls o  w ith  the a im s  

o f  the  o r d in a r y  h o m e  o w n e r  a n d  the  

con sum er. H ig h  ra tes o f  g o ve rn m e n t  

s p e n d in g  p le a se  p u b lic  o ff ic ia ls  a n d  

o the r d irect bene fic ia r ie s, a n d  a re  

o ften a  sou rce  o f  sa tisfa c tion  to  

s iz a b le  e l e m e n t s  in the  b u s in e ss  

com m un ity .

In a n y  event, the  p ro b le m s c o n ­

fro n t in g  the p o lic y  m a k e r  in  a  ra p id ly  

e x p a n d in g  e c o n o m y  a re  not en tire ly  

e conom ic  p rob le m s. T h e y  c o n t a i n  

la rg e  po lit ica l a n d  soc ia l co m p on e n ts  

w h ic h  p o se  a  se r io u s  con stra in t on  the  

p o lic y  m a k e r 's  a b ilit y  to a d a p t  r a ­

t io n a l so lu t ion s. The  po lit ica l a n d  

soc ia l e lem ents in  the  o v e ra ll p rob lem  

sh o u ld  be  in c lu d e d  a s  a n  im p o rta n t 

p a rt  o f  the  c h a lle n g e  o f  m a in ta in in g  

s t a b i l i t y  in  a  f u l l  e m p l o y m e n t  

e conom y. T h e y  c le a r ly  p la y e d  a n  im ­

p o rtan t ro le  in  d e te rm in in g  both  the  

characte rist ic s  a n d  the  t im in g  o f  

m o n e ta ry  a n d  f isc a l p o lic y  m e a su re s  

in  1 9 6 5  a n d  1 966 .
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HIGHLIGHTS OF 1966

EARNINGS AND  
CAPITAL ACCOUNTS

N et e a rn in g s  b e fo re  p a y m e n t s  

to  t h e  U n i t e d  S t a t e s  T r e a s u r y  

r o s e  $ 2 6 ,3 3 9 ,0 5 2 .9 0  t o  a  r e c o r d  

$ 1 1 5 ,5 2 5 ,6 2 8 .9 9  in  1 966 . M e m b e r  

b a n k s  in  the Fifth D istrict rece ived  

sta tu to ry  d iv id e n d s  o f  6  p e r cent pe r 

a n n u m , to ta lin g  $ 1 ,7 4 7 ,4 3 7 .8 8 ,  a n d  

$ 11 2 ,2 9 4 ,9 4 1 .1 1  w a s  p a id  to  the 

T re a su ry  a s  in terest o n  Fede ra l Re­

se rve  notes.

C a p ita l stock  ro se  $ 1 ,4 8 3 ,2 5 0 .0 0  

to $ 2 9 ,5 7 5 ,7 0 0 .0 0  a n d  the  su rp lu s  a c ­

coun t w a s  in c re a se d  $ 1 ,4 8 3 ,2 5 0 .0 0  

to $ 2 9 ,5 7 5 ,7 0 0 .0 0 .

CHECK COLLECTION
The  n u m b e r  o f  checks p rocessed  

con tinue s to c lim b  e a ch  ye a r. D u r in g

1 9 6 6  the  in c re a se  w a s  11 p e r cent 

o v e r  the p re v io u s  ye a r.

In  a n  e ffo rt to  fu rth e r im p ro ve  the 

check  collection  sy stem  w e  h a v e  a r ­

ra n g e d  w ith  A m e r ic a n  C o u r ie r  C o r ­

p o ra t io n  fo r  m oto r c a rr ie r  tran sp o rt  

o f  o u tg o in g  ca sh  item s to v ir tu a lly  a ll 

b a n k s  in  the  Fifth District. T h is  service, 

w h ic h  w il l be  in it ia ted  e a r ly  in 1967 , 

w ill a s su re  m o re  p ro m p t d e liv e ry  o f  

o u r  ca sh  letters a n d  re su lt in  a  reduc­

tion  in both  collection  tim e  a n d  float.

The  in sta lla t io n  o f  n e w  e lectronic 

check h a n d l in g  e q u ip m e n t  w a s  com ­

p leted  a t  the  B a lt im o re  a n d  Charlo tte  

o ffice s d u r in g  the  ye a r.  Ba ltim ore  

a cq u ire d  tw o  IB M  " 3 6 0 "  system s, a n d  

C harlo tte  in sta lle d  tw o  IB M  " 1 9 7 9 "  

co n f ig u ra t io n s.  A t  R ich m on d  a n  o rde r 

w a s  p la ced  in  J u ly  fo r  th ree  B u rro u g h s  

" 3 0 0 "  sy ste m s to  be  in sta lled  in the 

s p r in g  o f  1967 .

In  a  fu r th e r e ffo rt to stream line  

check co llection  o p e ra t io n s  a ll b a n k s  

in  the Fifth D istrict w e re  notified  on  

A u g u s t  8, 1 966 , tha t a s  o f  Se p te m ­

ber 1, 1 96 7 , Fede ra l R e se rve  B a n k s  

w ill d isco n tin u e  h a n d l in g  a s  ca sh  item s 

a n y  checks tha t a re  not in sc ribed  in 

m ag n e t ic  in k  w ith  ro u t in g  sym b o l-  

tran sit  n u m b e rs  o f  d ra w e e  bank s.

THE COIN SITUATION
D u r in g  the latter p art o f  1966 , co in s  

other th a n  h a lf  d o lla r s  w e re  in  s u f ­

fic ient su p p ly .  A n  a ll-o u t e ffo rt b y  the 

Bu re au  o f  the M in t  p rod u ce d  a b o u t  

9  b illion  p ieces o f  co in  in  1 9 6 6  co m ­

p a re d  w ith  o n ly  3 .4  b illion  p ieces 

in  1962.

FUNCTIONAL COST ANALYSIS
D u r in g  the fa ll o f 1 9 6 6  the  B a n k  

in itiated  a  Functiona l C ost A n a ly s i s  

P ro g ra m  fo r  m em be r b a n k s .  T h is  is 

a  s im p lifie d  cost a c co u n tin g  se rv ice  

d e s ig n e d  to p rod u ce  cost a n d  e a rn in g s  

f ig u re s  fo r  the le n d in g , i n v e s t i n g ,  

deposit, cap ita l fu n d s, trust, sa fe  

deposit, a n d  com pute r se rv ice  fu n c ­

tions o f  e ach  p a rt ic ip a t in g  b a n k  a n d  

f ig u re s  fo r  s im ila r  b a n k s  w ith  w h ic h  

the  in d iv id u a l b a n k  is co m p a re d . The  

p a rt ic ip a t in g  b a n k s  collect the  d a ta  

a n d  fo rw a rd  them  to  the  R e se rve  

Bank, w h ic h  in  tu rn  p re p a re s  the 

f in ish ed  reports. O r ie n ta t io n  se ss io n s  

w e re  he ld  in  R ichm ond , Ba ltim ore , 

Charlotte , a n d  R o a n o k e  fo r  m e m b e r 

b a n k s  in terested  in  the p ro g ra m .

NEW CULPEPER FACILITY
In late Se p te m b e r construction  w a s  

b e g u n  o n  a  C o m m u n ica t io n s  a n d  

Records Center, w ith  com p le tion  a n ­

tic ipated  in  16  m onths. The  b u ild in g ,  

la rg e ly  u n d e rg ro u n d ,  w ill be  located  

on  a  16 -acre  site n e a r  C u lpe p e r, 

V irg in ia .

NEW MEMBER BANKS
Three n e w ly  fo rm e d  Fifth D istrict 

b a n k s  ente red  the Fede ra l Re se rve  

Sy stem  d u r in g  the ye a r, a n d  tw o  fo r ­

m er n o n m e m b e r b a n k s  conve rted  to 

System  m em be rsh ip . The  Se co n d  N a ­

tiona l B ank , R ichm ond , V ir g in ia ;  The  

B lueville  B a n k  o f G ra fto n , G ra fto n , 

W e st V ir g in ia ;  a n d  The  V a l le y  N a ­

tiona l B a n k  o f  H un tin g ton , H u n t in g ton , 

W e st V irg in ia ,  w e re  the m e m b e r 

b a n k s  o p e n in g  fo r  the first tim e  in

1966 . The  W il l ia m sb u rg  State  B ank , 

K ingstree, So u th  C a ro lin a ,  conve rted  

to a  n a t io na l cha rte r a n d  jo ined  the 

System , a n d  the  Jo h n so n v il le  State  

B an k , Jo h n so n v ille ,  So u th  C a ro lin a ,  

b ecam e  a  state  m em ber.

CHANGES IN DIRECTORS
In  the fa ll o f  1 9 6 6  Fifth D istrict 

m e m b e r b a n k s  elected on e  C la s s  A  

a n d  on e  C la s s  B d irec to r to th re e -ye a r 

te rm s on  the B o a rd  o f  D irectors a t  the 

H e a d  O ffice . Robert C. B ake r, P re si­

d en t a n d  C h a irm a n  o f  the B oa rd , 

A m e r ic a n  Se cu rity  a n d  T ru st C o m ­

p a n y ,  W a sh in g to n ,  D. C., w a s  elected 

a  C la s s  A  d irector, su cce e d in g  Robert 

T. M a r sh ,  Jr., H o n o ra ry  C h a ir m a n  o f  

the  B oa rd , First &  M e rc h a n ts  N a t io n a l 

B a n k , R ichm ond , V ir g in ia .  Elected a s  

a  C la s s  B d irecto r w a s  T h a d d e u s  

Street, President, C a ro l in a  S h ip p in g  

C o m p a n y ,  C h a rle ston , So u th  C a ro lin a ,  

w h o  succeeds Robe rt E. L. Jo h n son , 

fo rm e r C h a i r m a n  o f  the  B oa rd , 

W o o d w a r d  &  Lothrop, Inc., W a s h in g ­

ton, D. C.

The  B o a rd  o f  G o v e rn o r s  a p p o in te d  

Robert W . L a w so n , Jr., S e n io r  Partner, 

C h a r le sto n  O ffice , Step toe  &  Jo h n so n , 

C h a rle ston , W e st  V irg in ia ,  to  a  three- 

y e a r  term  a s  a  C la s s  C  d irec to r a t  the  

H e a d  O ffice . M r .  L a w so n  fills  the 

v a c a n c y  on  the B o a rd  ca u se d  b y  the 

e x p ira t io n  o f  the  term  o f W ill ia m  H. 

G rie r, President, Rock  H ill P rin tin g  a n d  

F in ish in g  C o m p a n y ,  Rock  Hill, Sou th  

C a ro lin a .  The  B o a rd  o f  G o v e rn o rs  

a ls o  d e s ig n a te d  W ils o n  H. E lk ins, 

P resident, U n ive rs ity  o f  M a r y la n d ,  

C o lle g e  P ark , M a r y la n d ,  a s  D e p u ty  

C h a irm a n  o f  the B o a rd  o f  D irectors, a  

p o s it ion  p re v io u s ly  he ld  b y  M r .  G rie r.

The  R ich m on d  B o a rd  o f  D irectors 

a p p o in te d  C. C. C a m e ro n , C h a irm a n  

o f  the B oa rd , First U n io n  N a t io n a l 

B a n k  o f  N o rth  C a ro lin a ,  Charlo tte , 

N o rth  C a ro lin a ,  to  fill a  v a c a n c y  on  

the  B o a rd  o f  the  C h a rlo tte  B ran ch  

occa s io n e d  b y  the re s ig n a t io n  o f  C a rl 

G . M c C ra w ,  fo rm e r C h a irm a n  o f  First
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Summary of Operations

U n io n  N a t io n a l B a n k  o f  N o rth  C a r o ­

lina . The  R ich m on d  B o a rd  o f  D i­

rectors a ls o  a p p o i n t e d  J. W illis  

C an tey , P resident, C it izen s &  So u th e rn  

N a t io n a l B a n k  o f  So u th  C a ro lin a ,  C o ­

lu m b ia , So u th  C a ro lin a ,  to  a  three- 

y e a r  term  o n  the B o a rd  o f  the  C h a r ­

lotte B ranch . M r .  C a n te y  succeeds W . 

W . M c Ea ch e rn , C h a irm a n ,  The  So u th  

C a ro l in a  N a t io n a l B a n k ,  G re en v ille , 

S o u th  C a ro lin a .

FEDERAL ADVISORY COUNCIL
The  B o a rd  o f  D irectors se lected J. 

H a rv ie  W ilk in so n ,  Jr., C h a irm a n  o f 

the B oa rd , S tate -P lan te rs B a n k  o f  

C om m e rce  &  Trusts, R ichm ond , V i r ­

g in ia ,  to se rve  a s  the m e m b e r o f  the 

Fede ra l A d v is o r y  C ou n c il re p re sen t in g  

the Fifth Fede ra l R e se rve  D istrict fo r  

the y e a r  1967 . M r .  W ilk in so n  su c ­

ceeds J o h n  F. W a t lin g to n ,  Jr., P re si­

dent, W a c h o v ia  B a n k  &  T rust C o m ­

p a n y ,  W in sto n -Sa le m , N o rth  C a ro lin a .

CHANGES IN OFFICIAL STAFF
R o ge r P. S ch a d , A s s is t a n t  G e n e ra l 

A u d ito r,  re s ig n e d  e ffective  A u g u s t  1, 

a n d  Jo se p h  M . N o w la n ,  V ice  P re siden t 

a n d  C a sh ie r,  retired  on  Se p te m b e r 1.

Effective  Se p te m b e r 1, H a rm o n  H. 

H a y m e s  a n d  A u b r e y  N . S n e ll in g s  

w e re  elected to the  p o s it ion  o f  A s ­

s istan t V ice  P re siden t in  the  Re search  

D epartm ent, a n d  W ill ia m  F. U p sh a w  

jo ined  the B a n k  a s  A s s is t a n t  G e n e ra l 

C oun se l. O n  O c tob e r 1, J o h n  C. H o ri- 

g a n ,  fo rm e r ly  C h ie f  E xa m in e r, w a s  

a p p o in te d  A ss is ta n t  G e n e ra l A u d ito r,  

a n d  L lo yd  W . Bostian , Jr., w a s  elected 

E x a m in in g  O ffice r. A t  the  e n d  o f  D e ­

cem ber, H. E rnest Ford, A s s is t a n t  V ice  

President, w a s  p rom ote d  to C a sh ie r;  

J. L a n d e r A llin ,  Jr., w a s  a d v a n c e d  to 

A s s is ta n t  V ic e  President; a n d  A n d re w  

L. T ilton w a s  elected A s s is ta n t  C a sh ie r.  

M r .  A l l in 's  d u tie s a re  in  the M o n e y ,  

P rin tin g  a n d  Su p p lie s ,  a n d  B u ild in g  

a n d  Eq u ip m e n t D epa rtm ents, a n d  M r .  

T ilton  is a s s ig n e d  to the  T ran s it  

D epartm ent.

1 9 6 6
C H E C K  C L E A R IN G  &  C O L LE C T IO N  

D o lla r  a m o u n t

C om m e rc ia l b a n k  ch e ck s*  .................  1 2 2 ,4 5 5 ,8 5 0 ,0 0 0

G o ve rn m e n t  c h e c k s * *  .......................  1 0 ,4 5 8 ,4 7 8 ,0 0 0

O th e r  item s .......................................  8 3 1 ,0 4 3 ,0 0 0

N u m b e r  o f  item s

C om m e rc ia l b a n k  check s* .................  3 8 5 ,8 4 4 ,0 0 0

G o ve rn m e n t  c h e c k s * *  .......................  5 9 ,0 9 7 ,0 0 0

O th e r  item s .......................................  4 ,8 5 1 ,0 0 0

C U R R E N C Y  &  C O IN

C u rre n cy  d isb u rse d — D o lla r  a m o u n t .......  2 ,4 7 0 ,3 8 7 ,4 4 5

C o in  d isb u rse d — D o lla r  a m o u n t  ...........  1 0 8 ,1 7 1 ,4 4 5

D o lla r  a m o u n t  o f  cu rrency  w ith ­
d r a w n  fo r  destruction  .........................  1 ,0 1 6 ,2 3 0 ,0 5 2

D o lla r  a m o u n t  o f  cu rrency  b u rned  .......  4 7 9 ,3 3 7 ,6 0 0

D a ily  a v e ra g e  o f  cu rrency  b u rned  .......

D o lla r  a m o u n t  ...................................  1 ,8 9 4 ,61 5

N u m b e r ...............................................  6 6 4 ,4 3 5

D IS C O U N T  &  C R ED IT  

D o lla r  a m o u n t

Tota l lo a n s  m a d e  d u r in g  y e a r ...........  4 ,7 4 4 ,1 7 3 ,0 0 0

D a ily  a v e ra g e  lo a n s  o u t s t a n d in g .......  2 9 ,3 3 0 ,2 1 6

N u m b e r  o f  b a n k s  b o rro w in g
d u r in g  the  y e a r  ...................................  1 20

F IS C A L  A G E N C Y  A C T IV IT IE S

M a rk e ta b le  securitie s d e live red  
o r  red eem ed

D o lla r  a m o u n t  ................................... 7 ,6 5 3 ,3 1 0 ,1 8 2

N u m b e r ...............................................  198 ,431

C o u p o n s  redeem ed

D o lla r  a m o u n t  ................................... 1 0 6 ,2 0 8 ,8 8 0

N u m b e r ............................................... 3 7 2 ,8 4 0

S a v in g s  b o n d  issue s (in c lud in g  re issue)

D o lla r  a m o u n t  ................................... 3 8 5 ,7 3 3 ,0 9 2

N u m b e r ...............................................  8 ,8 2 7 ,4 5 9

S a v in g s  b o n d  redem ption s

D o lla r  a m o u n t  ................................... 4 54 ,2 1 6 ,0 0 1

N u m b e r ...............................................  9 ,1 9 5 ,4 6 2

D e p o s ita ry  rece ipts fo r  w ithhe ld  ta xe s

D o lla r  a m o u n t  ...................................  3 ,2 5 3 ,6 0 1 ,4 0 2

N u m b e r ...............................................  9 3 7 ,3 6 7

T R A N SF E R S  O F  F U N D S

D o lla r  a m o u n t  ...................................  1 8 7 ,2 5 6 ,2 0 2 ,9 4 3

N u m b e r ...............................................  3 0 6 ,8 3 5

* Excluding checks on this Bank
** Includes postal money orders

1 9 6 5

1 0 8 ,6 8 3 ,0 0 6 ,0 0 0

9 ,4 6 8 ,1 5 8 ,0 0 0

7 0 1 .1 9 1 .0 0 0

3 3 9 .6 9 8 .0 0 0  

5 9 ,4 2 3 ,0 0 0

4 ,3 1 2 ,0 0 0

2 ,2 9 3 ,7 5 9 ,3 2 0

6 9 ,1 2 1 ,6 0 5

8 3 4 ,7 7 1 ,4 0 0

5 9 ,9 4 8 ,4 0 0

2 3 6 ,0 1 7

1 8 0 ,6 6 7

4 ,6 1 0 ,8 3 6 ,6 6 7

2 4 ,9 6 9 ,6 6 9

9 5

8 ,2 7 6 ,8 8 0 ,6 6 8

1 7 4 ,5 9 3

1 0 0 ,1 0 9 ,8 6 0

3 7 1 ,7 6 3

3 4 8 ,9 1 0 ,3 7 2

8 ,4 1 8 ,4 4 9

4 1 8 ,4 7 8 ,2 3 6

8 ,7 2 6 ,8 5 7

2 ,50 1 ,01 7 ,1 21

8 5 9 ,1 0 8

1 5 9 ,0 3 9 ,4 7 0 ,2 9 5

2 8 3 ,6 1 9
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COMPARATIVE

Condition
D e cem b e r 31 , 1 9 6 6  D ecem b e r 31, 1 96 5

G o ld  certificate  a ccoun t .............................................
R edem ption  fu n d  fo r  Fede ra l Reserve  notes .....................

.......  $ 1 ,0 4 3 ,5 4 9 ,1 5 7 .2 7

..........  1 5 7 ,2 7 3 ,3 5 2 .0 0

$ 1 ,0 1 2 ,4 8 6 ,4 3 6 .6 6

1 4 2 ,5 1 2 ,5 5 0 .0 0

Tota l G o ld  Certificate  Reserves .................................... ..........  1 ,2 0 0 ,82 2 ,5 09 .2 7 1 ,15 4 ,9 9 8 ,9 8 6 .6 6

Fede ra l R e se rve  notes o f  other Federa l R ese rve  B a n k s  ............

D iscoun ts a n d  a d v a n c e s ..............................................................

..........  8 6 ,9 8 8 ,5 8 3 .0 0

..........  1 5 ,8 4 6 ,1 1 9 .6 0

..........  4 ,0 0 0 ,0 0 0 .0 0

1 0 2 ,0 1 0 ,1 4 9 .0 0

8 ,77 3 ,82 3 .5 2

2 ,6 5 0 ,0 0 0 .0 0

U. S. G o v e rn m e n t  securities:

..........  8 5 5 ,1 7 5 ,0 0 0 .0 0

..........  3 1 5 ,2 3 1 ,0 0 0 .0 0

6 4 3 ,6 8 6 ,0 0 0 .0 0

..........  1 ,54 3 ,32 7 ,0 00 .0 0

..........  4 4 9 ,1 0 0 ,0 0 0 .0 0

1 ,75 6 ,01 5 ,0 00 .0 0

4 6 3 ,2 5 4 ,0 0 0 .0 0

Tota l U. S. G o ve rn m e n t Securities ........................ ..........  3 ,1 6 2 ,8 3 3 ,0 0 0 .0 0 2 ,86 2 ,9 5 5 ,0 0 0 .0 0

T ota l L oa n s  a n d  Securities ................................. ..........  3 ,1 6 6 ,8 3 3 ,0 0 0 .0 0 2 ,8 6 5 ,6 0 5 ,0 0 0 .0 0

C a sh  item s in  p roce ss o f  collection ................................. ..........  8 1 1 ,1 4 5 ,0 8 2 .4 4

5 ,514 ,769 .21  

..........  6 8 ,1 6 7 ,2 5 8 .6 3

6 9 9 ,6 2 5 ,0 4 8 .5 9

4 ,7 3 6 ,3 0 9 .2 7

5 3 ,5 2 0 ,6 7 3 .8 0

T O T A L  A S S E T S ................................................................ ..........  $ 5 ,3 5 5 ,3 1 7 ,3 2 2 .1 5 $ 4 ,8 8 9 ,2 6 9 ,9 9 0 .8 4

LIABILITIES:
Fede ra l R e se rve  notes ........................................................................... $ 3 ,6 8 0 ,4 0 8 ,1 5 1 .0 0  $ 3 ,3 8 8 ,3 0 0 ,6 1 6 .0 0

Deposits:
M e m b e r  b a n k — re se rve  accounts .......................................................  9 6 1 ,6 5 4 ,8 9 8 .4 9  8 2 4 ,9 1 5 ,0 7 0 .6 6

U. S. T re a su re r— g e n e ra l a ccount .....................................................  5 6 9 ,6 3 7 .2 3  6 8 ,8 3 0 ,6 3 2 .6 4
Fo re ign  ............................................................................................ 8 ,1 6 0 ,0 0 0 .0 0  7 ,5 0 0 ,0 0 0 .0 0

Q th e r  ..............................................................................................  1 4 ,5 2 0 ,3 5 0 .6 4  1 2 ,7 4 9 ,8 0 7 .26

Tota l D e p o s its  ........................................................................... 9 8 4 ,9 0 4 ,8 8 6 .3 6  9 1 3 ,9 9 5 ,5 1 0 .5 6

D e fe rred  a v a ila b il it y  c a sh  item s ...........................................................  6 14 ,5 23 ,8 49 .6 1  5 1 8 ,0 5 2 ,2 1 5 .2 7

O th e r liab ilit ie s  ..................................................................................... ....... 1 6 ,3 2 9 ,0 3 5 .1 8  12 ,736 ,749 .01

T O T A L  L IA B IL IT IE S  ..................................................................... 5 ,2 9 6 ,1 6 5 ,9 2 2 .1 5  4 ,8 3 3 ,0 8 5 ,0 9 0 .8 4

CAPITAL ACCOUNTS:
C a p ita l p a id  i n ....................................................................................... 2 9 ,5 7 5 ,7 0 0 .0 0  2 8 ,0 9 2 ,4 5 0 .0 0

S u rp lu s  ...................................................................................................  2 9 ,5 7 5 ,7 0 0 .0 0  2 8 ,0 9 2 ,4 5 0 .0 0

T O T A L  L IA B IL IT IE S  A N D  C A P IT A L  A C C O U N T S  .......................  $ 5 ,3 5 5 ,3 1 7 ,3 2 2 .1 5  $ 4 ,8 8 9 ,2 6 9 ,9 9 0 .8 4

C o n t in g e n t  lia b ility  on  acceptances p u rcha sed  fo r  fo re ig n  
co rre sp o n d e n ts  .............................................................. 9,781,800.00 $ 7,180,000.00
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STATEMENTS

Earnings and Expenses
E A R N IN G S : 1 9 6 6 1 9 6 5

D iscoun ts a n d  a d v a n c e s  ........................ $  1 ,3 5 3 ,10 3 .8 3 $  1 ,0 4 8 ,5 9 1 .0 4
Interest o n  U. S. G o v e rn m e n t  securitie s ................................. 1 2 9 ,4 2 8 ,4 8 1 .0 5 1 0 3 ,1 2 0 ,7 6 0 .2 2
F o re ign  cu rrenc ie s ................................................ 1 ,1 2 0 ,75 6 .8 9 6 9 9 ,2 1 0 .8 2
O th e r  e a r n i n g s .................................................... 3 0 ,2 0 7 .6 9 2 0 ,5 3 8 .0 4

Tota l C u rre n t  E a rn in g s  ........................................................... 1 3 1 ,9 3 2 ,5 4 9 .4 6 1 04 ,8 89 ,1 00 .1 2

E X P E N SE S :

O p e ra t in g  e xp e n se s  ( in c lu d in g  d ep re c ia tio n  o n  b a n k  p rem ises) a fte r 
d ed u c t in g  re im b u rse m e n ts  rece ived  fo r  certa in  Fiscal A g e n c y  a n d
othe r e xp e n se s  ................................................................................. 13 ,721 ,308 .51 1 2 ,8 4 4 ,8 1 1 .25

A sse ssm e n ts  fo r e xp e n se s  o f B o a rd  o f  G o v e r n o r s ........................... 4 6 2 ,0 0 0 .0 0 4 2 8 ,9 0 0 .0 0
C ost o f  Fede ra l Re se rve  c u r r e n c y ....................................................... 2 ,1 2 8 ,8 7 9 .5 9 2 ,5 2 1 ,5 2 2 .6 5

N ET  E X P E N S E S ........................................................................... 1 6 ,3 1 2 ,1 8 8 .10 1 5 ,7 9 5 ,2 3 3 .90

C U R R E N T  N ET  E A R N IN G S  ......................................................... 1 1 5 ,6 2 0 ,3 6 1 .3 6 8 9 ,0 9 3 ,8 6 6 .2 2

A d d it io n s  to  C u rre n t N e t E a rn in g s  ....................................................... 8 0 ,3 2 9 .7 2 9 7 ,8 6 0 .4 7

D educ tion s F rom  C u rre n t N e t E a rn in g s :

Loss on  sa le s  o f U. S. G o ve rn m e n t securitie s (net) ........................... 1 73 ,2 4 4 .9 4 8 40 .2 7
A l l  othe r ............................................................................................. 1 ,817 .15 4 ,31 0 .33

Total D educ tion s ....................................................................... 1 75 ,0 62 .0 9 5 ,1 5 0 .6 0

N ET  A D D IT IO N S  O R  D E D U C T IO N S  ........................................... -  9 4 ,7 3 2 .3 7 9 2 ,7 0 9 .8 7

N ET  E A R N IN G S  B EFO R E  P A Y M E N T S  T O  U. S. T R E A SU R Y $ 1 1 5 ,5 2 5 ,6 2 8 .9 9 $  8 9 ,1 8 6 ,5 7 6 .0 9

D iv id e n d s  p a i d ................................................................................... $  1 ,74 7 ,43 7 .8 8 $  1 ,629 ,632 .11
P aym e n ts  to U. S. T re a su ry  (interest o n  Federa l Re se rve  n o t e s ) ....... 1 1 2 ,2 94 ,9 41 .1 1 8 5 ,6 0 3 ,8 9 3 .9 8
T ra n sfe rre d  to su rp lu s  ............................................................ .......... 1 ,4 8 3 ,2 5 0 .0 0 1 ,95 3 ,0 5 0 .0 0

T O T A L  ....................................................................................... $ 1 1 5 ,5 2 5 ,6 2 8 .9 9 $  8 9 ,1 8 6 ,5 7 6 .0 9

SURPLUS ACCOUNT

B a la n ce  a t  c lose  o f  p re v io u s  y e a r  ................................................... $  2 8 ,0 9 2 ,4 5 0 .0 0 $  2 6 ,1 3 9 ,4 0 0 .0 0
A d d it io n  accoun t o f p rofits fo r  y e a r  ............................................... 1 ,4 8 3 ,25 0 .0 0 1 ,95 3 ,05 0 .0 0

B A L A N C E  A T  C L O S E  O F  C U R R E N T  Y E A R  ................................. $  2 9 ,5 7 5 ,7 0 0 .0 0 $  2 8 ,0 9 2 ,4 5 0 .0 0

CAPITAL STOCK ACCOUNT

(R ep re sen t in g  a m o u n t  p a id  in, w h ic h  is 5 0 %  o f  a m o u n t  subscribed )

B a lan ce  a t close  o f  p re v io u s  y e a r ........................................................... $ 2 8 ,0 9 2 ,4 5 0 .0 0 $  2 6 ,1 3 9 ,4 0 0 .0 0
Issu e d  d u r in g  the  y e a r ........................................................................... 1 ,57 0 ,45 0 .0 0 1 ,97 8 ,20 0 .0 0

2 9 ,6 6 2 ,9 0 0 .0 0 2 8 ,1 1 7 ,6 0 0 .0 0
C ance lled  d u r in g  the y e a r ....................................................................... 8 7 ,2 0 0 .0 0 2 5 ,1 5 0 .0 0

B A L A N C E  A T  C L O S E  O F  C U R R E N T  Y E A R  ............................... $ 2 9 ,5 7 5 ,7 0 0 .0 0 $  2 8 ,0 9 2 ,4 5 0 .0 0
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FEDERAL RESERVE
Directors (DECEMBER 31, 1966)

E D W IN  H Y D E  

W IL S O N  H. E L K IN S

CLASS A
G E O R G E  B L A N T O N ,  JR.

W IL L IA M  A .  D A V IS  

R O B E R T  T. M A R S H ,  JR.

CLASS B
R O B E R T  R IC H A R D S O N  C O K E R

R O B E R T  E. L. J O H N S O N

C H A R L E S  D. L Y O N

CLASS C
W IL S O N  H. E L K IN S

W IL L IA M  H. G R IE R

E D W IN  H Y D E

C h a irm a n  o f  the  B o a rd  a n d  Fede ra l R e se rve  A g e n t  

D e pu ty  C h a irm a n  o f  the  B o a rd

President, First N a t io n a l B a n k
She lb y , N o rth  C a ro l in a
(Term  exp ire s  D e ce m b e r 31 , 1 96 7 )

President, Peop le s B a n k  o f  M u lle n s
M u lle n s, W e st V ir g in ia
(Term  e xp ire s  D e cem b e r 31 , 1968 )

H o n o ra ry  C h a irm a n  o f  the  B oa rd , First &  M e rc h a n ts  N a t io n a l B a n k
R ichm ond, V ir g in ia
(Term  e xp ired  D e cem b e r 3 1 , 1966 )

Succeeded  by: Robert C. B a k e r
P re siden t a n d  C h a irm a n  o f the  B o a rd  
A m e r ic a n  Se cu rity  a n d  Trust C o m p a n y  
W a sh in g to n ,  D. C.
(Term  e x p ire s  D e cem b e r 31, 1 96 9 )

President, C o k e r 's  P e d ig re e d  Se e d  C o m p a n y
Hartsv ille , So u th  C a ro l in a
(Term  e xp ire s  D e cem b e r 31 , 1967 )

Form er C h a irm a n  o f  the  B o a rd  (Retired), W o o d w a rd  &  Lothrop, Inc. 
W a sh in g to n ,  D. C.
(Term  e xp ired  D e cem b e r 31 , 1 966 )

Succeeded  by: T h a d d e u s  Street
President, C a ro l in a  S h ip p in g  C o m p a n y
C h a r le sto n , So u th  C a ro l in a
(Term  e x p ire s  D e cem b e r 31, 1 969 )

President, The  Potom ac  E d iso n  C o m p a n y
H age rstow n , M a r y la n d
(Term  e xp ire s  D e ce m b e r 3 1 , 1 96 8 )

President, U n ive rs ity  o f  M a r y la n d
C o lle ge  Park, M a r y la n d
(Term  e xp ire s  D e ce m b e r 31 , 1 968 )

President, Rock  H ill P r in t in g  &  F in ish in g  C o m p a n y
Rock Hill, So u th  C a ro l in a
(Term  e xp ired  D e ce m b e r 31, 1966 )

Succeeded  by: Robert W .  La w so n , Jr.
S e n io r  Partner, C h a r le sto n  O ffice , Step toe  &  J o h n so n
C h a r le sto n , W e st  V ir g in ia
(Term  e x p ire s  D e ce m b e r 31, 1 9 6 9 )

President, M il le r  &  R h o a d s, Inc.
R ichm ond , V ir g in ia
(Term  e xp ire s  D e ce m b e r 31 , 1967 )

MEMBER FEDERAL ADVISORY COUNCIL
J O H N  F. W A T L IN G T O N ,  JR. President, W a c h o v ia  B a n k  a n d  T rust C o m p a n y

W in ston -Sa le m , N o rth  C a ro l in a  
(Term  e xp ired  D e ce m b e r 31 , 1966 )

Succeeded  by: J. H a rv ie  W ilk in so n ,  Jr.
C h a irm a n  o f  the  B o a rd
Sta te -P lan te rs B a n k  o f  C om m e rce  &  Trusts
R ichm ond , V ir g in ia
(Term  e x p ire s  D ecem b e r 31 , 1967 )
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BANK OF R ICHM OND
Officers

E D W A R D  A .  W A Y N E ,  Pre sident 

A U B R E Y  N . HEFLIN , First V ice  P re sident

R O B E R T  P. B L A C K , V ice  P re sident

J. G O R D O N  D IC K E R S O N ,  JR., V ice  P re siden t

W E L F O R D  S. F A R M E R , V ic e  P re siden t a n d  G e n e ra l C ou n se l

D O N A L D  F. H A G N E R ,  V ice  P re siden t

E D M U N D  F. M A C  D O N A L D ,  V ice  P re siden t

U P T O N  S. M A R T IN ,  V ice  P re siden t

J. L A N D E R  A L L IN ,  JR., A s s is ta n t  V ice  P re sident 

C L IF F O R D  B. B E A V E R S ,  A s s is ta n t  V ice  P re siden t 

J O H N  G . D E IT R IC K , A s s is ta n t  V ice  P re siden t 

W IL L IA M  C. G L O V E R , A s s is ta n t  V ice  P re siden t 

W IL L IA M  B. H A R R IS O N ,  III, A s s is t a n t  V ice  P re siden t 

H A R M O N  H. H A Y M E S ,  A s s is ta n t  V ic e  P re siden t

E D W A R D  L. B EN N ETT , E x a m in in g  O ff ic e r  

L L O Y D  W . B O S T IA N ,  JR., E x a m in in g  O ffic e r  

J O H N  E. F R IE N D , A s s is ta n t  C a sh ie r  

R O B E R T  L. M ILLER , A s s is ta n t  C a sh ie r

J O H N  L. N O S K E R ,  V ice  P re siden t

J A M E S  P A R T H E M O S ,  V ic e  P re siden t

B. U. R A T C H FO R D , V ice  P re siden t a n d  S e n io r  A d v is e r

R A Y M O N D  E. S A N D E R S ,  JR., V ice  P re siden t

JO S E P H  F. V IVER ETTE, V ic e  P re siden t

H. ER N EST  FO R D , C a sh ie r

J IM M IE  R. M O N H O L L O N ,  A s s is t a n t  V ic e  P re sident 

A R T H U R  V . M Y E R S ,  JR., A s s is t a n t  V ice  P re siden t 

V . E. P R EG EA N T , III, A s s is t a n t  V ice  P re sid e n t a n d  Se c re ta ry  

A U B R E Y  N . S N E L L IN G S , A s s is t a n t  V ice  P re siden t 

W IL L IA M  F. U P S H A W , A s s is t a n t  G e n e ra l C ou n se l

C H ESTER  D. PORTER, JR., E x a m in in g  O ff ic e r  

R. H E N R Y  S M A R T ,  E x a m in in g  O ffice r  

A N D R E W  L. T ILTO N , A s s is ta n t  C a sh ie r  

J A C K  H. W Y A T T , A s s is ta n t  C a sh ie r

G . H A R O L D  S N E A D ,  G e n e ra l A u d ito r  

J O H N  C. H O R IG A N ,  A s s ista n t  G e n e ra l A u d ito r

BALTIMORE BRANCH CHARLOTTE BRANCH
D O N A L D  F. H A G N E R ,  V ic e  P re siden t

A .  A .  ST E W A R T , JR., C a sh ie r

B. F. A R M S T R O N G ,  A s s is ta n t  C a sh ie r  

E. R IG G S  J O N E S ,  JR., A s s is ta n t  C a sh ie r  

G E R A L D  L. W IL S O N ,  A s s is ta n t  C a sh ie r

E D M U N D  F. M A C  D O N A L D ,  V ice  P re siden t 

ST U A R T  P. F ISH B U R N E , V ic e  P re siden t a n d  C a sh ie r  

W IN F R E D  W . KELLER, A s s is t a n t  C a sh ie r  

FRED  C. K R U EG ER , JR., A s s is t a n t  C a sh ie r  

E. C L IN T O N  M O N D Y ,  A s s is ta n t  C a sh ie r
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Directors (DECEMBER 31, 1966)

BALTIMORE BRANCH
J O S E P H  B. B R O W N E  

E. W A Y N E  C O R R IN  

L E O N A R D  C. C R EW E , JR. 

A R N O L D  J. KLEFF, JR. 

A D R IA N  L. M c C A R D E L L  

M A R T IN  P IR IB E K  

J O H N  P. S IP PE L

President, U n ion  T rust C o m p a n y  o f  M a r y la n d
Baltim ore, M a r y la n d
(Term  e x p ire s  D ecem b e r 31, 1 96 8 )

President, C o n so lid a te d  G a s  S u p p ly  C o rp o ra t io n
C la rk sb u rg ,  W e st V ir g in ia
(Term  e xp ire s  D e cem b e r 31, 1 968 )

C h a irm a n  o f the B oa rd , M a r y la n d  Sp e c ia lty  W ire , Inc.
C ockeysv ille , M a r y la n d
(Term  e xp ire s  D ecem b e r 31, 1 96 7 )

M a n a g e r ,  A m e r ic a n  S m e lt in g  a n d  R e f in in g  C o m p a n y
Baltim ore, M a r y la n d
(Term  e xp ire s  D ecem b e r 31 , 1 96 9 )

President, First N a t io n a l B a n k  o f  M a r y la n d
Baltim ore, M a r y la n d
(Term e xp ire s  D e cem b e r 31, 1 96 7 )

Executive  V ice  President, The  F irst N a t io n a l B a n k  o f  M o r g a n t o w n  
M o rg a n to w n ,  W e st  V ir g in ia  
(Term e xp ire s  D e cem b e r 31, 1 96 7 )

President, The  C it izen s N a t io n a l B a n k  
Laurel, M a r y la n d
(Term  e xp ire s  D ecem b e r 31, 1 96 9 )

CHARLOTTE BRANCH

W A L L A C E  W . B R A W L E Y  

C. C. C A M E R O N  

J O H N  L. F R A LE Y  

W . W . M c E A C H E R N

W IL L IA M  B. M c G U IR E  

J A M E S  A .  M O R R IS

G . H A R O L D  M Y R IC K

President, N a t io n a l B a n k  o f C om m e rc e  o f  S p a r t a n b u rg  (O rg a n iz in g )  
S p a rta n b u rg ,  So u th  C a ro l in a  
(Term  exp ire s  D e cem b e r 31, 1 967 )

C h a irm a n  o f  the B oa rd , First U n io n  N a t io n a l B a n k  o f  N o rth  C a ro l in a
Charlotte, N o rth  C a ro l in a
(Term  e xp ire s  D ecem b e r 31, 1 967 )

Executive  V ice  President, C a ro l in a  F re igh t C a rr ie rs  C o rp o ra t io n
C herryv ille , N o rth  C a ro l in a
(Term  e xp ire s  D e cem b e r 31, 1968 )

C h a irm a n  a n d  C h ie f Execu tive  O ffice r, The So u th  C a ro l in a  N a t io n a l B a n k
G reenv ille , So u th  C a ro l in a
(Term  e xp ire d  D e cem b e r 31, 1 96 6 )

Succeeded  by: J. W ill is  C a n te y
President, The  C it ize n s  &  So u th e rn  N a t io n a l 

B a n k  o f So u th  C a ro l in a  
C o lu m b ia ,  So u th  C a ro l in a  
(Term  e x p ire s  D e ce m b e r 31 , 1 96 9 )

President, D u k e  P o w e r C o m p a n y  
Charlotte, N o rth  C a ro l in a  
(Term  e xp ire s  D ecem b e r 31 , 1 967 )

V ice  President, D iv is io n  o f A d v a n c e d  S tu d ie s  a n d  Research, U n ive rs ity  
o f Sou th  C a ro l in a  

C o lu m b ia , So u th  C a ro l in a  
(Term  e xp ire s  D e cem b e r 31 , 1 96 9 )

President a n d  T rust O ffice r, F irst N a t io n a l B a n k
Lincolnton, N o rth  C a ro l in a
(Term  e xp ire s  D e cem b e r 31 , 1 968 )
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