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THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON

Novembez 25, 1365

MEMORANDUM FOR TIIZ PRISIDENT

Sabject: The Eccuomic Cutlook

N

In the nexl few weeks wo will be working iotensively, clong with
Budget Burcau and Treasury, ot ouy fcrecast of the ecoromy for 1966 as
a whole. We will firat complete our detalled assessment of the outlook
for private demand. Then, as you azrive at decisicns regarding the Fiscal
Year 1567 Budger, these will be incorporated in our forecast ¢f the
Frodable path of ecunumic activity during the second half of the year. The
purpoze of this mamsrzandum is to surmamarises our sreliminary view of the

prospects tiroush the firct half, as background {or your budgetary decisions.

Y e have alveady sent you our ascessment of the price cutlook, and
the Cabinet Salznce of Fayraents Committes will be reportiay in that fisld.
Coasequenily, tils memorandun oonceniraties on GNP and its components,
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Cuz ¢eztimnate in Jauuary regzrescented onc of the more optimistic '\

views at that timae. But privote demand has showan even more strength
than we anticizaied, pariiculzsly in the arcas of consumer and business
canital spendins. We were counting oa these elements to contribute most

to contiaucd vigorous expansicn, snd they have more than lived up to
exsectations.

Cuntinued exnansicnary fiscal policies have boosted consumers?
incorzes througa socizal insurance Senefits aad lower excise taxes, and
havo helzed to keep comsumer sponding moving ahead in an unprecedented
way. Fedoral surchases for defonzs have been expanding during the course
of this year, but they ran below cxgectations in the first half. Hence, for
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the year 23 a whole, they do mot sccount aignificantly for the mcre-thane
anticipated zaias in econowmic activity.

2. The £i2:2% nalf of 1358

As we zee it ow, the first half of calondar 1985 fa likely to gencrate
further well- 2aced advance, at apprexicmately the same stealy rate 23 ia
tha past 1o years. Frown: $677-1/2 Lillicn in the thizd guarter, GNP can
be expecicd to arcreach $715 hillion in the secend guarier of 1965, con-
tinuing the avorage gain of $id-pius bidlllon a quarier, Corrccted for price

change, thisv ia a "poalt growth rate above 4-3/2% a year.

Inventery Inveatment ie likely o be lowex than this vear, reflectiag
the adjustment i;z stcel, There 12 no basis ior c*’wccz.ng homebuilding to
revive from iic *1 :n=ish ppee. Dul conswmer ssandinz and business fixed
investomaant shiou .:mmue to rise stronzly. Private serveys confirm the
pTospILIB o w.;a in Lo business {nvesiment 2rea, with capacily growing

about in line with demand.  Anrd both current retail sales and surveys of
buying intenticns show that coasumer ddmand ramaing buvyant.

Fiscal colicy will coatinus to sunpert cxpansicn, aithowgh the Budget
will be gomsawihnt iess stimulntive in the first half of next year than
curzently in view of the forthecoming rise ia payrell taxes.

3. Uneertzintios for the near toron

Ia the noxt few weslks, we will have the vesuits of Commerce surveys
-of beth businzus capitel sgendiny and inventory wlans. Those will provide.
fraportant mew iaformation en nozt year's sutlosk. Lccnomic developments
in the closing weeks ef 1995 should help to claridy bow much and bhow long
steel foventery liguidation willicontinue o hold down activily in masufacturiag
fndustzy. As you well know, the thming and pace of the defense bulldeup
cannet ba gavged cxactly a3t this time but tkis uscertainty is not of major
proportions for the poricd betwoon now and mid-1966.

i

4. Emrloycent and O'nem;:loyment

We have wmade a bigger dent ia unemploymont this year than we had
dared kope for. Neveriholess, the gratifying deciine in unemployment to
4. 3% is being interpreted nervousiy by someo obsezvers as a possible
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hlening laboz markets. The labor market is indeed In much
setter bzlance o "*y, bus §¢ is not tight. In fact, it is striking how lsclated
aud relatively lasignificant the ins stances ef labor shortage are.

Aunti=noverty wrogramyg like the Job Corpza and Nelghberhood Youth
Cor;s buve created jobs for sciae of the least readily employable people
w:a are sut of work. Ia reraoving poosle {Tum the tail end of the hiring line,

azy have signiiicanily redeced uncoipleyment without infringing on the

zupnly of the most x;mpio‘;'abl s additional labor available to business firms.

Vith the sentinued expansion of such programs and the advancing
A, o~ ’

prasperity tuct we lorecee for the ceusowmy, ;._,za:..u:s} progress in unemgloy-
wens should ca:zai ¢ in the first haif of acxt year. At the same tize,
Lmpreved Job opsoriuaitica may encourage mole woemen to joia the labor

d 3t miay wrnout t.z..t sormo business firmse have already partly

anticinated z}:fzir 350 bleing needs. For these peascns, it woeld be
. ~3

concivde that eves cur iaterlm 4. $% anemploymcent target is
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ainiainivy the .'zccz;tivca for exnansion of business

; ; - 5;.
iovastmeont. | We cce no rasson to expzed the consumer ¢ loge hiz entausiasm
Soz Limproved iiving slandard W 3‘. eve that ccminaed expansion at an

[ied
anprenTisto HECL R atizinabla. E:;. t will take caroiul fiscal plaan*af- in

acjusting civilian prugraas and defornse Teguirsments to produce an over-all

budzet siimulus that s adzounts but ot excessive.

Too smalla oud
tte cegacmy forwa
ecomomy alveady cleo
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ol wenld favite fieea! dyag: one too large could propel
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Cur detalicd work ia the next fow weoks will tzy to define the rango
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batween these tvwo limite.,
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Table l.--Consumer Prices, 1961-65

(1957-59=100)

All Nonfood |
Period { tems Food com- Services
- modities

1961 siveacese ceeseenasas 104.2 102.6 102.0 108.8
1962 teeeennconanannanns ces 105.4 103.6 102.8 110.9
1963 teevecncncns ceeee . . 106.7 105.1 103.5 113.0
1964 ....0uve tecessrearenns 108.1 106.4 104.4 115.2
1964: January ceeeeeees 107.7 105.8 104.3 114.2
February ..... cesaaas 107.6 106.0 104.1 114.3

March .ecveeeas ceceas 107.7 105.7 104.3 114.5

April .. cesecaa . 107.8 105.7 104.3 114.8

May eeeececocnns . . 107.8 105.5 104.3 114.9

June cestestssssaane 108.0 106.2 104.3 115.1

July ceeees ceeene 108.3 107.2 104.3 115.3
AUgUSE tivveeennn . 108.2 106.9 104.2 115.4
September ...eee.. “es 108.4 107.2 104.3 115.5
October .vevieeeeaness 108.5 106.9 104.6 115.7
November «..eee.. oo 108.7 106.8 104.8 116.0
December +....... ceee 108.8 106.9 104.9 116.2

1965: January eeeceses ceeee 108.9 106.6 104.9 116.6
February seeeeeescees 108.9 106.6 104.7 116.9

March s.veeeieevennns . 109.0 106.9 104.8 117.0

April ....veee ceeens 109.3 107.3 105.0 117.3

May o.... cececseeans 109.6 107.9 105.2 117.5

June ..... ceene .o 110.1 110.1 105.1 117.6

July c.vvene ceesecaae 110.2 110.9 104.7 117.8
August ceeeevacns . 110.0 110.1 104.7 117.9
September «.ceeseeoen 110.2 109.7 104.9 118.5
October v.ivveveeennnn 110.4 109.7 105.3 118.7

Source: Department of Labor (BLS).
Etltgplj[}/zf(readsfeorr.s':tliﬁiifiiorg/ Cﬂw LBJ UBRARY
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Table 2.--Wholesale Prices, 1961-65

(1957-59=100)

All . Industrial commodities
Farm Proc- -
Period com= prod- essed All fn- Non-
mo§1~ ucts foods | dustrials ferrous
ties metals
1961 sevvennnn . e ceeenen .o 100.3 96.0 100.7 100.8 100.4
1962 co.iiinn Ceterec e et 100.6 97.7 101.2 100.8 99.2
1963 ....... Cecevevesesanas . . 100.3 95.7 101.1 100.7 99.1
1964 ..vveven. Ceeereteann ceeeenne . 100.5 94.3 101.0 101.2 105.9
1964: JANUATY eeeseereecescccanns 101.0 96.3 102.5 101.3 101.4
February ..eeeeeeeeeen. . 100.5 94.5 100.9 101.2 101.7
March seeeeeceeeceneannenns 100.4 95.2 100.5 101.1 102.8
B o5 o 1 R . 100.3 94.4 100.4 101.1 104.0
MaY eeeenvennnnenn ceeettenns 100.1 93.7 99.4 101.1 103.9
JUNE eeveeennesnnennans ceee 100.0 93.2 100.2 100.9 104.0
JULY teeenvenececnncnns . 100.4 94.1 101.2 101.1 104.4
AUgUSE tiveernennnn ceeeanes 100.3 93.6 101.0 101.1 105.8
September ......... oo . 100.7 95.7 102.2 101.1 107.0
OCtODEr sveeerernesneconesns 100.8 93.8 101.7 101.5 110.4
November «....veeeneraaans . 100.7 94.0 100.9 101.6 112.0
December ....... secsesonnas 100.7 92.7 100.8 101.8 113.0
1965: JAnUarY eeececececccnsennns 101.0 93.0 102.2 101.9 111.5
February eeececeeess cevoes . 101.2 94.5 102.1 101.9 111.8
March ceeeeeneeeeennnnenns . 101.3 95.4 101.8 102.0 112.3
April ...eieenn... Ceteeaaae 101.7 97.6 102.3 102.1 113.4
MEBY eeseescecsneasscsnnsnns 102.1 98.4 103.3 102.3 115.2
June .eeeeeecennens . . 102.8 10023 106.1 102.5 116.2
JULY ceeneenceocnacanannnns 102.9 100.0 106.6 102.5 115.5
AUGUSL tieeevnneeeeennnnnns 102.9 99.1 106.7 102.7 116.5
September ....... seeesaunns 103.0 99.5 106.7 102.7 117.0
October seeeeeeeereneennn .o 103.1 99.5 107.0 102.8 117.4
Source: Department of Labor (BLS).
Etltgplj[}/zf(readsfeorr.s':tliﬁiifiiorg/ cow La’ UBRARY

Federal Reserve Bank of St. Louis




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

Table 3.--Unit Labor Cost in Manufacturing,

1961-65
(1957-59=100)
Unit

Period labor

costl/

1961 teevnnn ceeeeaes ceseecencaaan . 100.4

1962 vivevnns Ceeieenabae cesteeea . 100.4

1963 civvennnnn celeenn ceessens ceeeaee 99.7

1964 ..... ceeseecsseanan ceeeticcsanas 99.6

1961: February ...... ces Ceeenean 102.4

1964: JANUALY coeevevcsscconcssoneans 99.3

February ..... cetececeens e 99.1

March .ececeaess PR Ceeeeeaan 99.7

April ........ ecseone ces 99.3

May ... cecaesana cetrecreneas 99.3

June ..... Ceeeneusesens ceeeees 100.0

JUlY teeedieiiiiiiieiennaneans 99.7

August ..., Ceeeeree e 99.5

September ...ieiieireriiionaas 100.3

October ...ceeeeee Cetececanans 101.2

November ...ceceeeececsncsncns 99.5

December ....... ceces e anas 98.9

1965: JaANUATY eeceececeoccsacsananans 98.9

February ...eeeeeeeeienrenenns 99.5

March .eeeeieenrerieerncannnnns 99.1

April ....veeeen Ceeceseceannes 99.8

May ceeeeeecocaccanas Cereenean 99.8

June .s..eeeean Ceesecscacaseanans 99.6

July ceceeeaens cecsccicssncens 98.8

August ......00.. cecenn ceeees . 99.8
September ...... e ectaaanas 100.8

October ....vveeenns ceeraecnes 100.6

1/ Monthly data seasonally adjusted.

Source:

Department of Commerce (Census).
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Table 4.--Straight-Time Hourly Earnings in Manufacturing,

1961-65
Straight-time

Period hourly
earnings

1961 .o.ovvnn.. .. O coes $2.25
1962 vviiienn, ceeeaans Creasesenennn .. 2.31
1963 civiieeenennnn Ceeersieetecacaennn . 2.37
1964 ......... ceeeees Ceereeeene ceeens 2.44
1965: JanuUary seeeecesces ceeteiesenaea 2.49
February ...eececeeecoasecsns .o 2.49

March ..iieveeeennnns Ceeeeeenes . 2.49

April ....... et eeere e . . 2.51

T 2.50

JUNE tiettiiiieierecoeneancnnnnns 2.51

July ..... ceeene ceeeeeranne e 2.51
August ....... ceees Ceeeeeeann 2.49
September ...ccvieeiecnonns ceen 2.52
October t.iieevieneenennnnnns .o 2.52

Source: Department of Labor (BLS).
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Table 4a.--Wage Adjustments Under Major Collective
Bargaining Agreements, 1963-65

First 9
Unit 1963 1964 months,
B 1965
Average wage rate change Cents
effective in first year per
of contract 1/ ,......... hour 7.6 8.9 11.0
% 3.1 3.2 4.2
Average yearly wage Cents
adjustment during per
contract period 2/ ...... hour 5.9 8.4 8.4
% 2.3 3.0 3.3

1/ Agreements covering 1,000 workers or more, excluding construction.
2/ Agreements covering 10,000 workers or more, excluding construction.

Source: Department of Labor (BLS).
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Table 5.--Manufacturing Operating

Rates, 1961-65

Period

Operating
rate
(percent)i/

3

1962 civevnnnnn. Ceeeereettteareees
D T
1964 ittt i i ittt

1965: I tiuiriennnnnennnenannnnnns
O

0 P

82
85
86
88

90
90
90

1/ Output as percent of capacity;
based on seasonally adjusted data.

quarterly rates

Sources: Federal Reserve and Council of Economic

Advisers.



Table 6.--Manufacturing Order Backlog, 1961-65

Ratio of unfilled

Period orders to shipments

- (months backlog)l/
1961: December ..eceeeecess 2.52
1962: December .......ece.. 2.44
1963:..December ...i.ieeeeennn 2.36
1964: December ...oeeeveen. 2.45
1964: January .eeceeececsss . 2.33
February ...cveeeenne. 2.39
March ccieieenennnnns 2.39
April ...ccoiiiiie.n 2.38
May ceevenenenens oo 2.39
JUNE cevessenannnnns . 2.46
July coiine... cesea 2.40
August .. ieeerienans 2.51
September ........... 2.50
October ceseeecececas 2.54
November ...eeeveo.nn 2.53
December .veeeeees. . 2.45
1965: January ....... ceeees 2.48
February ...cececesecs 2.53
March ¢.eeeenns ceeaes 2.46
April ....... seceasae 2.51
May vevevnnnnes ceeean 2.56
JUNE +sevvenennns .o 2.58
July ceceesecanas . 2.48
August .eeeeenn.. oo 2.57
September ........... 2.66

1/ Based on seasonally adjusted data.

Source: Department of Commerce (Census).

Digitized for FRASER COPY 1LBJ UBRARY

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



Table 7.--GNP,

1960-65

(s Billions):/

Real GNP 'Consumer | Business | Federal purchases
Period (1?58 GNP expendi- | fixed in- Total | Defense
prices) tures vestment
1960 veveiinnnn . . 487.8 503.8 325.2 48.4 53.5 44.9
190l tieiiiiiinneeean 497.3 520.1 335.2 47.0 57.4 47.8
1962 turiiiiiiiiennnnnns 530.0 560.3 355.1 51.7 63.4 51.6
1963 tiveieiiiennnnnnnns 550.0 589.2 373.8 54.3 64.4 50.8
1964 viveeeennns cesaenn 577.6 628.7 398.9 60.5 65.3 49.9
19647 T veevnneennnannns. 567.1 614.0 389.1 58.1 65.0 49.8
II teeeeaneees 575.9 624.2 396.0 58.9 67.0 51.7
8 582.6 634.8 404.6 61.6 64.9 49.5
IV co.ee ceeeenens 584.7 641.1 405.9 63.5 64.3 48.8
1965: I tiieiiennennnns 597.5 656.4 416.9 66.0 64.9 48.9
O 601.4 665.9 424 .4 66.4 65.9 49.4
III ceeeaeees 609.7 677.5 432.2 68.3 67.1 50.8
Percentage change
!t
1960-61 vivivnveennnnnnn 1.9 - 3.2
1961-62 veviviivnnnnnnns 6.6 | 7.7
1962-63 teviiiniannennen 3.8 5.2
1963-64 ...vvennn. ceeeen 5.0 6.7
1964-65 eSt.  seeeeennnn 5.0 6.9
;/ Quarterly data at seasonally adjusted annual rates.
Sources: Department of Commerce (OBE) and Council of Economic Advisers.
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Table 8.--Employment and Unemployment, 1961-65

(Thousands of persons)l/

Civilian T Unemploy-
Period labor Employ- Unemploy- | ont rate
force ment ment (percent)
1961 2/ civeerneecnencnnns cees 71.603 66,796 4,806 6.7
1962 @ttt 71,854 67,846 4,007 5.6
1963 seenns ceescessncsssanns ‘e 72,975 68,809 4,166 5.7
1064 e ieeeeocncesnasncans 74,233 70,357 3,876 5.2
1964: January eececeeceocecsss 73,654 69,568 4,086 5.5
February s..ceeeevenss . 73,819 69,842 3,977 5.4
March .cevevenninneens . 73,798 69,812 3,986 5.4
APTil veeenn.. e 74,507 70,486 4,021 5.4
MAY wevnnrenneennennns . 74,477 70,639 3,838 5.2
JUNE sevreereennnnnonns 74,305 70,345 3,960 5.3
JULY +evevnnnnnnnneenns 74,188 70,496 3,692 5.0
AuguUSEt ceeiiiiiiieneens 74,255 70,458 3,797 5.1
September ............. 74,280 70,465 3,815 5.1
October eeeeveceeonnens 74,259 70,379 3,880 5.2
November «....eeeveeees 74,409 70,755 3,654 4.9
December .......ce00e.. 74,706 71,004 3,702 5.0
1965: JanuUary ececeeeceseccoss 74,914 71,284 3,630 4.8
February eeeeceeeesss . 75,051 71,304 3,747 5.0
March ceeeveieeennns oo 74,944 71,440 3,504 4.7
April .siveeeieiiiinnns . 75,377 71,717 3,660 4.9
May eeeeeeeeenenneannnns 75,443 71,937 3,506 4.6
June ..... ceeans . . 75,676 72,118 3,558 4.7
July ceeeecieecnnnnnnne 76,181 72,766 3,415 4.5
AUGUSE vevnrerrnrenennn 75,772 72,397 3,375 4.5
September ............. 75,483 72,182 3,301 4.4
October ceeeeeesn cersss 75,778 72,486 3,292 4.3
1/ Monthly data seasonally adjusted.
2/ Not strictly comparable with subsequent data.
Source: Department of Labor (BLS).
b
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Table 9.--Corporate Profits, 1961-65

($ Billionst/)

Corporate | Corporate
Period profits profits
before after
taxes taxes
1961 tiviiiennnnn P 50.3 27.2 -
1962 tieiiierineenennnannns 55.4 31.2
1963 viviinnnnenenns cens . 58.6 32.6
1964 ceteteeen Ceeeeeans 64.8 37.2
1964: T tiiiieiennnnnennnas 64.0 36.7
0 . 64.5 37.0
O 65.3 37.5
IV ......... e & 0 8 ¢ 0 0 0 65.9 37'8
1965: T tiiiiiiinnnnenannne 73.1 44,0
) ceee 73.7 44.4 , o,
III ovvnnn.. e . 74.4 44.8 grel 199" “’"o/"
" |¢[63 57 /)

1/ Quarterly data at seasonally adjusted annual rates.

Source:

vp b2 £r— 190
v 119, L 146D

Department of Commerce (OBE).
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Table 10.--Employee Compensation, 1961-65

Compensation of

Period employees

($ Billions)l/
1961 ceevevenn ceceeccnnn cees 302.6
1962 ..evvee ceeeccnnne cose 323.6
1963 ..evve... cctecescn e ceseseas "341.0
1964 v iieieeeeeanens Ceceseccses 365.3
1964: I ...... cecereseanes ceians 355.1
0 cheens . 361.9
111 ...... cerecssaas . 369.0
IV fiiiiieteeieeeeecannas . 375.4
1965 I tiviiieneeneeeonennnns . 383.1
O cteetesaans 388.7

154 ST 395.2 gves (4061

Lg'()yo

1/ Quarterly data at seasonally adjusted annual rates.

Source:

Department of Commerce (OBE).

T —————h e
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Table ll.--Disposable Personal Income, 1961-65

Disposable personal income

1/

Period Total Real per capita
($ Billions)L/ ($, 1958 prices)=
1961 toviiiiiinnnnn 364.4 1,909
1962 tivieiinnnnnns 385.3 1,970
1963 tiviivennennnn 403.8 2,009
1964 ..., ciesee 435.8 2,116
1964: I ..ivveenn. 422.6 2,070
IT cevevenns 433.6 2,111
IIT ..evnnn 440.3 2,134
IV cooeeee . 446 .4 2,146
1965: I cevevnnnnn 451.9 2,159
IT veeennnn . 458.9 2,173
III . oo 471.3 2,218

1/ Quarterly data at seasonally adjusted annual rate.

Sources:
Economic Advisers.

Department of Commerce (OBE) and Council of
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