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1969 OUTLOOK AND 1968 YEAR-END ECONOMIC REVIEW 

'T’he American economy achieved new records in income and production in 

1968 and will show further growth but at somewhat reduced rates in 1969» the 

U.S. Department of Commerce announced today in releasing a review of 1968 .

The physical volume of production (GNP corrected for price change) rose 
approximately 5 percent this year, as employment rose to almost 79 million 
persons and unemployment fell to 3-6 percent. The average American experi
enced a rise in income of 3 percent after allowing for higher taxes and higher 
prices. The balance of payments showed a distinct improvement over the 
previous year.

These accomplishments, however, were marred by strong inflationary 
pressures that brought prices to new peaks. The prices of goods and 
services included in the GNP rose throughout the year and averaged about 
4 percent over 19 6 7. Consumer prices showed a comparable rise. For both, 
these increases were the largest since 1951«

At yearend, the economy was continuing to move ahead rapidly and showed 
no abatement in the price rise. Private investment demand -- for new plant 
and equipment and residential building —  was particularly strong. To judge 
from such advance indicators as businessmen's anticipations, new orders, starts, 
ahd capital appropriations, it was likely that investment would continue to 
rise in the months ahead.

The picture for consumers was less clear. There is some indication that 
the rise in consumer spending has mitigated in recent months. Automobile sales, 
for example, have flattened out since the summer. Although only partial data 
for the month of December are as yet available, it appears that the influenza 
epidemic has had a noticeable effect on Christmas buying. In the next quarter 
or so, higher Social Security taxes and heavier-than-usual final tax payments 
on 1968 incomes will limit increases in consumer incomes. But even allowing 
for some dampening in consumption due to tax increases, GNP as a whole will 
continue to advance sizably as 1969 unfolds.
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The outlook for 1969 as a whole depends on many, factors that cannot yet 
be foreseen —  such as the Vietnam war, international economic developments, 
and the course of events in our large cities. At this juncture there is no 
reason to question that 1969 will be another year of substantial economic 
progress provided that the Federal Government pursues adequate fiscal, monetary, 
and other economic policies, and business and labor cooperate in moving toward 
stability and balanced economic growth. The rate of expansion in real GNP should 
be reduced from this year's 5 percent. This rate is far in excess of the 
A percent that is consistent with the long-term increase in our labor force and 
productivity. Although price stability cannot be expected in 1969, significant 
progress in this direction should be possible.

- 2 -

T



The U . S.  Economy i n  1968

In  1 9 6 8 ,  t h e  e i gh t h  s t r a i g h t  y e a r  o f  r i s i n g  e conom ic a c t i v i t y ,  t h e  

Am e r ican  economy w orke d a t  f u l l  e m ploym e nt .  In c r e a se d  demands i n  a l l  m a j or  

m a r k e t s,  e sp e c i a l l y  consum e r  m a r k e t s,  b r o u gh t  new r e c o r d s i n  p r o d u c t io n ,  

in com e s,  and e m ploym e nt ,  w h i le  unem ploym e nt  f e l l  t o  i t s  lo w e st  l e v e l  si n c e  

1 9 5 3 .  The y e a r  was a l so  one o f  im pr ove m e nt  i n  t h e  N a t i o n 's b a la n ce  o f  p a y 

m e nt s p o si t i o n  f o l l o w i n g  t h e  sh a r p  d e t e r i o r a t i o n  i n  1 9 6 7 .

The pr oble m  o f  e conom ic gr ow t h  w i t h  s t a b i l i t y ,  w h ich  became p r om in e n t  

i n  1 9 6 5 ,  r e m aine d i n  t h e  f o r e f r o n t  i n  1 9 6 8 .  The demands on t he  economy 

c o u ld  n o t  be s a t i s f i e d  a t  r e l a t i v e l y  st a b l e  p r i c e s,  and p r i c e  in c r e a se s con 

t i n u e d  u n a b a t e d .  In  a l a b o r  m ar k e t  t h a t  had l i t t l e  o v e r a l l  sl a c k  a t  t he  

b e gin n i n g o f  t h e  y e a r ,  t h e  added demands o f  1968  le d  t o  an a c c e l e r a t i o n  in  

w age r a t e  i n c r e a se s and f u r t h e r  pr onounce d a d van ce s in  l a b o r  c o st s p e r  u n i t  

o f  p r o d u c t io n .  P r i c e s in c r e a se d  more t h an  c o st s a s b u oy a n t  demand c o n d i t i o n s 

p e r m it t e d  an e x p a n sio n  i n  p r o f i t  m a r gin s,  w h ich  had c o n t r a c t e d  i n  1 9 6 7 .  

W h o le sa le  p r i c e s,  w h ich  had change d l i t t l e  i n  1 9 6 7 ,  w e re  up c o n si d e r a b l y  i n  

1 968  w h i l e  consum e r  p r i c e s c o n t in u e d  t o  c l i m b ,  sc o r i n g  t h e i r  l a r g e st  advance  

si n c e  t h e  Kor e an  w a r .  A r e c o v e r y  i n  f a r m  p r i c e s w as r e f l e c t e d  i n  p r i c e  i n 

c r e a se s in  w h o le sa le  and r e t a i l  m a r k e t s.

The a t t e m p t s t h a t  w ere  made t o  c o n t a in  t h e  e x p a n sio n  and i n f l a t i o n  met  

w it h  l i t t l e  su c c e ss,  a t  l e a st  i n  1 9 6 8 .  The P r e si d e n t 's c a l l  i n  A u gu st  1967  

f o r  a su r t a x  on p e r so n a l  and c o r p o r a t e  incom e s was n o t  e n a ct e d  i n t o  law  u n t i l  

June  1 9 6 8 ,  when i t  w as com bine d i n t o  a packa ge  c o n t a i n i n g l i m i t a t i o n s on 

F e d e r a l  e x p e n d i t u r e s.  T h u s,  d u r in g t h e  f i r s t  h a l f  o f  t h e  y e a r ,  t h e  bur de n  

o f  r e st r a i n t  f e l l  on m one t ar y p o l i c y ,  w h ich  b r o u gh t  some t i gh t e n i n g  o f  c r e d i t
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w i t h  a v i s i b l e  b u t  sm a l l  e f f e c t  on h o u sin g.  D u r in g t h e  summer,  a f t e r  t he  

f i s c a l  p ack a ge  became la w ,  m one t ar y p o l i c y  became l e ss r e st r i c t i v e  and c r e d i t  

c o n d i t i o n s e a se d  c o n si d e r a b l y .  How e ve r ,  i n  t h e  f a l l ,  when i t  became a p p a r e n t  

t h a t  consum e r  and b u si n e ss sp e n d in g w ere  n o t  slow in g^  c r e d i t  t i gh t e n i n g  was 

st e p p e d  up.  La t e  i n  1968 bot h  sh o r t -  and lo n g- t e r m  f i n a n c i n g  c o st s r e ach e d  

t h e i r  h i gh e st  l e v e l s i n  se v e r a l  d e ca d e s.

In  i t s  t r a n sa c t i o n s w i t h  f o r e i gn  c o u n t r i e s,  t h e  Am e r ican  economy a ch ie v e d  

m ixe d r e su l t s i n  1 9 6 8 .  The  o v e r a l l  b a la n c e  o f  paym e nt s p o si t i o n  was g r e a t l y  

im pr ove d f o l l o w i n g t h e  pr onounce d r i se  i n  t h e  d e f i c i t  i n  1 9 6 7 .  How e ve r ,  much 

o f  t h i s  w as a r e su l t  o f  u n e x p e ct e d ly  he avy p u r ch a se s by f o r e i gn e r s o f  U . S.

st o c k s and b o n d s.  The  m e r ch a n d ise  t r a d e  b a la n c e  p lu n ge d  t o  i t s  lo w e st  l e v e l  

i n  a lm o st  a de cade  a s im p o r t s r o se  much more t h an  e x p o r t s.  M or e ov e r ,  i n t e r 

n a t i o n a l  b u sin e ss i n  1968  w as a f f e c t e d  by a se r i e s o f  d i st u r b a n c e s t h a t  had  

w id e sp r e a d  r e p e r c u ssi o n s bot h  on t r a d e  and i n  f i n a n c i a l  m a r k e t s.

Do m e st ic  Bu sin e ss

A f t e r  a r i se  o f  5 - 1 / 2  p e r ce n t  i n  1 9 6 7 ,  t h e  N a t i o n 's o u t p u t  o f  good s and 

se r v i c e s (GNP)  r o se  9 p e r c e n t ,  o r  $70  b i l l i o n ,  t o  a t o t a l  o f  a p p r o x im a t e ly  

$860  b i l l i o n  i n  1 9 6 8 .  The 9 p e r ce n t  i n c r e a se  r e p r e se n t e d  a r i se  o f  a b o u t  

4 p e r ce n t  i n  p r i c e s and an i n c r e a se  o f  a b ou t  5 p e r c e n t  i n  p h y si c a l  volum e .

The p r i c e  r i se  was an a c c e l e r a t i o n  o v e r  t h e  i n c r e a se s o f  2 . 7  p e r ce n t  i n  1966  

and 3 p e r ce n t  i n  1 9 6 7 .  The i n c r e a se  i n  p h y si c a l  volum e  t h i s  y e a r  was a con 

si d e r a b l e  advance  o v e r  t h e  2 - 1 / 2  p e r ce n t  ga i n  r e g i st e r e d  i n  1967 b u t  f e l l  

sh o r t  o f  t h e  6 p e r ce n t  i n c r e a se s in  bot h  1965 and 1 9 6 6 .
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F i n a l  s a l e s — sa l e s t o  con su m e r s,  b u si n e ss,  gove r nm e nt  and f o r e i gn e r s—  

a ccou n t e d  f o r  a lm o st  a l l  o f  t h e  in c r e a se  i n  GNP,  si n c e  in v e n t o r y  in v e st m e n t  

was a p p r o x im a t e ly  t h e  same t h i s  y e a r  and l a s t . ( F i n a l  sa l e s and in v e n t o r y  

in v e st m e n t  c o n st i t u t e  t h e  w hole  o f  GNP. )  In  d o l l a r  t e r m s,  t h e  r i se  in  f i n a l  

sa l e s w as a r e co r d  and i n  p e r ce n t a ge  t e r m s w as l a s t  e x ce e de d in  1 9 5 1 .

Sp e a r h e a d in g t h e  1968 u psu r ge  i n  sa l e s w as an e x c e p t i o n a l l y  st r o n g  

advance  i n  consum e r  sp e n d in g,  w h ich  e xpande d a lm o st  a s much i n  t h e  se con d  

h a l f  o f  t h e  y e a r  a s i n  t h e  f i r s t  d e sp i t e  t h e  st e p - u p  i n  w i t h h o ld i n g t a x e s 

on p e r so n a l  incom e s st a r t i n g  i n  m i d - J u ly .  H e a v ie r  f lo w s o f  c r e d i t  t o  t h e  

h o u sin g m ar k e t  p e r m it t e d  r e si d e n t i a l  c o n st r u c t i o n  t o  show  i t s  b e st  ga in  i n  

many y e a r s. For  t h e  y e a r  a s a w h ole ,  b u sin e ss in v e st m e n t  i n  p l a n t  and e q u ip 

ment  im pr ove d o n ly  m o d e r a t e ly ,  b u t  t ow ar d y e a r e n d  i t  show ed si g n s o f  a ve r y  

su p st a n t i a l  p ick u p .  A l l  l e v e l s o f  gove r nm e nt  sp e n t  c o n si d e r a b l y  more t h i s  

y e a r ,  a l t h o u gh  d e f e n se  sp e n d in g show ed a d i s t i n c t  t a p e r i n g a f t e r  t he  f i r s t  

q u a r t e r .  Among t h e  GNP com pone nt s,  o n ly  n e t  e x p o r t s show ed a d e t e r i o r a t i o n  

com pare d w i t h  1 9 6 7 ,  a s an u n u su a l l y  l a r ge  r i se  i n  im p o r t s g r e a t l y  o u t st r i p p e d  

t h e  advance  i n  e x p o r t s.

Pe r so n a l  incom e and sp e n d in g

The l a r ge  r i se  i n  p r o d u c t io n  w as accom panie d by a com par ab le  r i se  i n  t h e  

f lo w  o f  incom e  t ©  i n d i v i d u a l s. P e r so n a l  incom e  w e nt  up $57  b i l l i o n  o r  9 p e r 

ce n t  t o  a t o t a l  o f  $686 b i l l i o n  a s a r e su l t  o f  ga i n s in  a l l  m a j or  t y p e s o f  

in com e s.  In c r e a se d  e m ploym ent  a n d — more im p o r t a n t — sh a r p l y  h i gh e r  r a t e s o f  

pay w ere  r e sp o n si b l e  f o r  an advance  o f  a lm o st  10 p e r ce n t  i n  wage and sa l a r y

d isb u r se m e n t s.  R i si n g  f ar m  p r i c e s le d  t o  an im pr ove m e nt  i n  far m  incom e  a f t e r

a d e cr e a se  i n  1 9 6 7 ,  w h i le  h i gh e r  i n t e r e st  r a t e s and c o r p o r a t e  p r o f i t s  l e d  t o  

i n c r e a se d  p e r so n a l  incom e f r om  i n t e r e st  and d i v i d e n d s.  T r a n sf e r  paym e nt s
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( w h ich  c o n si st  m a in ly  o f  so c i a l  i n su r a n c e  and v e t e r a n s' b e n e f i t s)  r o se  $7  

b i l l i o n  i n  1 9 6 8 ,  c h i e f l y  as a r e su l t  o f  in c r e a se d  So c i a l  Se c u r i t y  paym e nt s 

and c o n t in u e d  gr ow t h  i n  M e d ica r e .

T ax e s on p e r so n a l  incom e w ere  up $ 1 4  b i l l i o n  t o  a t o t a l  o f  $97  b i l l i o n .

The r i se  was u n u su a l l y  st e e p  be ca u se  o f  t h e  10 p e r ce n t  su r c h a r ge  im pose d a f t e r  

m id y e a r ,  w h ich  i s  e st im a t e d  t o  have  adde d $ 3 - 1 / 2  b i l l i o n  t o  c a le n d a r  y e a r  1968  

p e r so n a l  t a x e s.  The new t a x  l i m i t e d  t h e  ga in  i n  d i sp o sa b l e  p e r so n a l  incom e  

( in com e  a f t e r  t a x e s)  t o  a lm o st  8  p e r c e n t .  Eve n so ,  t h i s  was n e a r ly  a f u l l  

p e r ce n t a ge  p o i n t  more t h an  t h e  1967 ga i n  and a b ou t  a s much as t h e  i n c r e a se s 

in  1 9 6 5 - 6 6 .

Consum e rs w ere  i n  a v e r y  f r e e  sp e n d in g mood in  1 9 6 8 .  F or  t h e  f u l l  y e a r ,  

p e r so n a l  con su m pt ion  e x p e n d i t u r e s w ere  up more t h an  $40  b i l l i o n  o r  a lm o st  9 

p e r c e n t ,  a r e co r d  advance  i n  d o l l a r  t e r m s and a c o n sid e r a b le  st e p - u p  o v e r  t he  

5 . 7  p e r ce n t  r i se  f o r  1 9 6 7 .  Sp e n d in g on d u r a b le  go o d s,  w h ich  had in c r e a se d  

r e l a t i v e l y  l i t t l e  t h e  y e a r  b e f o r e ,  r o se  a p p r o x im a t e ly  15 p e r c e n t ,  i n  l a r ge  

p a r t  be ca u se  o f  boom ing a u t o m o b i le  sa l e s .  F o r  t h e  f u l l  y e a r ,  d e a le r s so l d  an 

e st im a t e d  8 - 3 / 4  m i l l i o n  d o m e st ic - t y p e  c a r s and 1 m i l l i o n  i m p o r t s;  t h e  c o r r e s

p o n d in g f i g u r e s f o r  l a s t  y e a r  w ere  7 . 6  m i l l i o n  d o m e st ic s and 0 . 8  m i l l i o n  i m p o t t s.  

Sp e n d in g on n o n d u r a b le s r o se  7 p e r ce n t  a f t e r  a v e r y  m ode st  ga in  i n  1 9 6 7 ,  w h i le  

se r v i c e s co n t in u e d  t o  i n c r e a se  som e w hat  more t h an  t h e i r  l o n g- r u n  upw ard t r e n d .

Sin c e  t h e  d o l l a r  i n c r e a se  i n  sp e n d in g was a s l a r ge  a s t h e  d o l l a r  r i se  in  

in com e ,  t h e  l e v e l  o f  sa v i n g  w as unchange d f r om  1 9 6 7 .  Bu t  be ca u se  d i sp o sa b l e  

incom e  w as h i gh e r  t h an  t h e  y e a r  b e f o r e ,  t h e  sa v i n g  r a t e  d e c l i n e d — fr om  a ve r y  

h igh  7 - 1 / 2  p e r ce n t  i n  1967 t o  a b ou t  6 - 3 / 4  p e r ce n t  i n  1 9 6 8 .  The  s h i f t  o cc u r r e d  

i n  t h e  se con d  h a l f  o f  1 9 6 8 — fr om  7 - 1 / 4  p e r ce n t  i n  t h e  f i r s t  t o  a p p r o x im a t e ly
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6 - 1 / 4  p e r ce n t  i n  t h e  se con d .  By r e d u c in g t h e i r  r a t e  o f  sa v i n g consum e r s o f f se t

much o f  t he  in t e n d e d  dam pe ning in f lu e n c e  o f  t h e  t a x  su r c h a r ge .

Bu sin e ss in v e st m e n t  and p r o f i t s

F or  t h e  se con d  y e a r  i n  a row b u sin e ss e x p e n d i t u r e s f o r  new p l a n t  and 

e quipm e nt  t u r n e d  i n  a v e r y  m ode st  p e r f or m a n ce .  The  4 - 1 / 2  p e r ce n t  ga i n  o ve r  

1967 w as o n l y  s l i g h t l y  more t h an  t h e  r i s e  i n  c a p i t a l  goods c o st s. A l l  o f  t h e  

i n c r e a se  w as c o n f in e d  t o  in v e st m e n t  by n on m a n u f a ct u r in g i n d u st r i e s,  p a r t i c u l a r l y

t h e  e l e c t r i c  and ga s u t i l i t i e s  and a i r l i n e s ,  w here  m aj or  e x p a n sio n  pr ogr am s 

w ere  u nde r w ay.  Ex p e n d it u r e s by m a n u f a c t u r in g f i r m s w ere ab ou t  unchange d a f t e r  

a d i p  i n  1 9 6 7 .

D e sp i t e  t h e  sm a ll  ga i n  f o r  t he  f u l l  y e a r ,  t h e r e  was a m arke d p ick u p  in  

sp e n d in g f r om  t h e  f i r s t  t o  t h e  se cond h a l f ,  and a fu n d am e nt a l  s h i f t  i n  t h e  

in v e st m e n t  c l i m a t e  l a t e  i n  t h e  y e a r .  The OBE-SEC su r v e y  con du ct e d  i n  November  

p o in t e d  t o  a v e r y  sh a r p  r i se  i n  e x p e n d i t u r e s i n  l a t e  196 8  t h a t  was e x pe ct e d  t o  

c a r r y  i n t o  t h e  f i r s t  h a l f  o f  1 9 6 9 - - f o r  b o t h  m a n u f a c t u r in g and n on m a n u f a ct u r in g 

f i r m s.  The su r v e y  a l so  i n d i c a t e d  t h a t  st a r t s  o f  new in v e st m e n t  p r o j e c t s by 

m a n u f a ct u r e r s show ed a pr onounce d sp u r t  i n  t h e  summer o f  1968 and t h a t  an  

i n c r e a si n g p r o p o r t io n  o f  m a n u f a ct u r e r s f e l t  t h e  need f o r  more c a p a c i t y .

The  b u oya n t  demand c o n d i t i o n s t h a t  p r e v a i l e d  i n  1968 p e r m it t e d  a w id e n in g 

i n  p r o f i t  m a r gin s,  and w i t h  volum e  h i gh e r ,  book p r o f i t s  b e f o r e  t a x e s showed a 

sh a r p  r i se  t h a t  more t h an  made up f o r  t h e  1967 r e d u c t io n .  Much o f  t h i s  r i se ,  

how e ve r ,  w as a b sor b e d  by t h e  su r t a x ,  so t h a t  t h e  advance  i n  a f t e r - t a x  p r o f i t s  

was m ode st .  D iv id e n d  paym e nt s r o se  n e a r ly  a s much a s a f t e r - t a x  p r o f i t s ;  

c o n se q u e n t ly ,  r e t a in e d  e a r n in gs w ere  l i t t l e  change d f r om  1967
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and r e m aine d c o n si d e r a b l y  u n de r  t h e  1966  l e v e l .  The co n t in u e d  r i se  i n  d e p r e c i 

a t i o n  p e r m it t e d  c o r p o r a t i o n s t o  e n j o y  a gr e a t e r  c a sh  f lo w  ( r e t a in e d  e a r n in gs 

p lu s d e p r e c i a t i o n )  t h an  i n  1 9 6 7 ,  a f a c t o r  t h a t  u n d ou b t e d ly  c o n t r i b u t e d  t o  t h e  

r e su r ge n ce  o f  in v e st m e n t  l a t e  i n  t h e  y e a r .

Bu sin e ssm e n  added a b o u t  as much t o  t h e i r  i n v e n t o r i e s i n  1968  as t h e y  d id  

i n  1 9 6 7 .  The c o u r se  o f  in v e n t o r y  in v e st m e n t  d u r in g t h e  y e a r  was i r r e g u l a r ,  

r e f l e c t i n g  v a r y i n g r a t e s o f  e x p a n sio n  i n  sa l e s,  e sp e c i a l l y  a t  r e t a i l ,  a s w e l l  

a s t h e  sp e c i a l  i n f l u e n c e s a f f e c t i n g  st e e l  and a u t o s.  St o c k p i l i n g  o f  st e e l  

a g a i n st  t h e  p o s s i b i l i t y  o f  a st e e l  st r i k e  a t  t he  end o f  J u l y  b o lst e r e d  i n 

v e n t o r y  in v e st m e n t  i n  t he  f i r s t  h a l f  o f  t h e  y e a r ;  w i t h  a st r i k e  a v e r t e d ,  st e e l  

consum e r s l i q u i d a t e d  st o c k s i n  t h e  se cond h a l f .  Au t o d e a le r s adde d h e a v i l y  t o  

t h e i r  st o c k s i n  t h e  f i r s t  h a l f  o f  1968  t o  make up f o r  t h e  d e f i c i e n c i e s cau se d  

by t h e  a u t o  s t r i k e  i n  l a t e  1 9 6 7 .

In  l a t e  1 9 6 8 ,  t o t a l  b u sin e ss st o c k s appe ar e d  t o  be  ge n e r a l l y  low e r  i n  

r e l a t i o n  t o  sa l e s t h an  a y e a r  e a r l i e r ,  b u t  t h e y  s t i l l  seemed somew hat  h igh  

gauge d a ga i n st  t h e  e x p e r ie n ce  o f  t h e  e a r l y  1 9 6 0 's.  I t  i s  p o ssi b l e  t h a t  e x 

p e c t a t i o n s o f  c o n t i n u in g i n f l a t i o n  w ere  c a u sin g bu sin e ssm e n  t o  h o ld  l a r g e r  

i n v e n t o r i e s t h an  t h e y  m igh t  u n d e r  l e ss i n f l a t i o n a r y  c o n d i t i o n s.

Eve r  sin c e  t h e  c r e d i t  squ e e z e  o f  1 9 6 6 ,  h o m e b u i ld in g has n ot  k e p t  pace  w i t h  

t h e  r e q u i r e m e n t s f o r  new h ou se h old  f o r m a t io n  and r e p la ce m e n t  demand.  V acan cy  

r a t e s have  f a l l e n  t o t h e  lo w e st  l e v e l  i n  10 y e a r s,  t h e  r i se  i n  r e n t s has a c c e l 

e r a t e d ,  and a si z a b l e  b a c k lo g demand f o r  h o u sin g l ia s b u i l t  u p .  T h i s y e a r ,  t h e  

h o m e b u i ld in g i n d u st r y  e x p e r ie n ce d  a c o n sid e r a b le  p ic k u p ,  e x t e n d in g t h e  advance  

t h a t  st a r t e d  i n  e a r l y  1 9 6 7 .  The e n la r ge d  f lo w  o f  c r e d i t  t o  c o n st r u c t i o n  and 

m or t gage  m ar k e t s was t h e  p r i n c i p a l  f a c t o r  a c t i v a t i n g  t h e  st r o n g u n d e r ly i n g  

demand.  O u t la y s f o r  r e si d e n t i a l  c o n st r u c t i o n  i n  1968  w ere  up a p p r o x im a t e ly  

o n e - f i f t h  o v e r  1 9 6 7 ,  f o l l o w i n g  d e c l i n e s o f  10 p e r ce n t  i n  1966  and 1 p e r ce n t
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i n  1 9 6 7 .  The im prove m e nt  r e f l e c t e d  a r i se  i n  h o u sin g st a r t s  f r om  1 . 3  m i l l i o n  

l a s t  y e a r  t o  a b ou t  1 - 1 / 2  m i l l i o n  t h i s y e a r .  A t i gh t e n i n g  o f  c r e d i t  d u r in g t h e  

e a r l y  p a r t  o f  t h e  y e a r  le d  t o  a t e m por ar y i n t e r r u p t i o n  i n  t h e  h o m e b u i ld in g 

r e c o v e r y ,  bu t  t h e  somew hat  e a si e r  c r e d i t  c o n d i t i o n s d u r in g t h e  summer and e a r l y  

f a l l  p e r m it t e d  a r e su m p t io n  o f  t h e  f o r w a r d  movement .

Gove rnm e nt  e x p e n d i t u r e s and r e c e i p t s

Pu r ch a se s o f  good s and se r v i c e s by F e d e r a l ,  St a t e  and l o c a l  gove r nm e nt s 

r o se  a p p r o x im a t e ly  $19 b i l l i o n  i n  1968 t o  r e ach  a t o t a l  o f  a lm o st  $200 b i l l i o n .  

T h i s r i se  accou n t e d  f o r  more t h an  25 p e r ce n t  o f  t h e  in c r e a se  i n  t o t a l  GNP i n  

1 9 6 8 ,  b u t  t h e  p r o p o r t io n  was much l e ss t h an  t h e  53 p e r ce n t  o f  1 9 6 7 ,  when p r i v a t e

demand w as l e ss b u oy a n t .  De fe nse  p u r ch a se s r o se  much l e ss t h a n  i n  e i t h e r  1966  

o r  1 9 6 7 ;  non de f e n se  p u r c h a se s,  on t h e  o t h e r  hand,  showed a c o n sid e r a b le  st e p - u p

p r i n c i p a l l y  be cau se  o f  l a r g e r  a g r i c u l t u r a l  p r i c e  su p p o r t s an d ,  t o  a l e sse r

e x t e n t ,  gove r nm e nt  pay r a i se s . St a t e  and l o c a l  p u r ch a se s r o se  ab ou t  i n  l i n e

w i t h  r e c e n t  annual  i n c r e a se s.

O t h e r  t y p e s o f  F e d e r a l  e x p e n d i t u r e s a l so  advance d i n  1 9 6 8 .  D e sp i t e  i n 

c r e a se s i n  So c i a l  Se c u r i t y  b e n e f i t s,  t r a n sf e r  paym e nt s r o se  somew hat  l e ss t h a n  

i n  1 9 6 7 ,  w h ich  was t h e  f i r s t  f u l l  y e a r  o f  o p e r a t io n  f o r  M e d ica r e .  R i si n g  

i n t e r e st  r a t e s cau se d  a f a st e r  r i se  i n  i n t e r e st  paym e nt s,  w h i l e  a st e p - u p  i n  

t h e  i n c r e a se  o f  g r a n t s- i n - a i d  r e f l e c t e d  more f u n d s f o r  h igh w a y s,  w e l f a r e  and 

o t h e r  p r o gr a m s.

F e d e r a l  r e c e i p t s show ed an u n u su a l  sp u r t  i n  1968 a s a r e su l t  o f  i n c r e a se d  

t a x e s and t he  h i gh e r  y i e l d s o f  e x i st i n g  t a x e s on sh a r p ly  h i gh e r  in com e s.  Ad 

d i t i o n s t o  r e c e i p t s w ere  e sp e c i a l l y  l a r ge  f o r  p e r so n a l  and c o r p o r a t e  t a x e s 

be cau se  o f  t he  su r t a x ,  b u t  a dvan ce s w ere  a l so  r e g i st e r e d  f o r  i n d i r e c t  b u sin e ss 

t a x e s and c o n t r i b u t i o n s f o r  so c i a l  i n su r a n c e .
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W it h a somew hat  slo w e r  gr ow t h  in  t o t a l  e x p e n d i t u r e s and a c o n sid e r a b le

i n c r e a se  i n  r e c e i p t s,  t h e  F e d e r a l  d e f i c i t  ( n a t i o n a l  incom e  a cco u n t s b a si s)  

nar r ow e d a s com pare d w i t h  196 7  b u t  w as s t i l l  l a r g e r  t h a n  i n  any y e a r  si n c e  

1 9 5 8 .  R i si n g  e conom ic a c t i v i t y  com bine d w i t h  t h e  t a x  i n c r e a se  ca u se d  a p r o 

nounce d r e d u c t io n  i n  t h e  d e f i c i t  f r om  t h e  f i r s t  t o  t h e  se con d  h a l f  o f  t h e  

y e a r - - f r o m  an an n u al  r a t e  o f  $ 9 - 1 / 2  b i l l i o n  t o  r o u gh ly  $2 b i l l i o n .

Em ploym e nt  and unem ploym e nt

The  e x p a n sio n  i n  p r o d u c t io n  b r o u gh t  e m ploym e nt  t o  a r e co r d  t o t a l  o f  

7 8 - 3 / 4  m i l l i o n  p e r so n s in  1 9 6 8 .  C i v i l i a n  e m ploym e nt  in c r e a se d  by 1 - 1 / 2  

m i l l i o n  p e r so n s w h i le  unem ploym e nt  d e cr e a se d  f r om  3 m i l l i o n  t o  2 . 8  m i l l i o n .

In  1 9 6 7 ,  when t h e  e x p a n sio n  i n  e conom ic a c t i v i t y  slow e d  down,  t h e  a v e r a ge  

l e v e l  o f  unem ploym e nt  r o se  s l i g h t l y ,  f o r  t h e  f i r s t  t im e  si n c e  1 9 6 3 .

The l a b o r  m ar ke t  i n  1968 w as v e r y  t i g h t ,  and a t  3 . 6  p e r ce n t  t h e  un

e m ploym e nt  r a t e  w as t h e  lo w e st  si n c e  t h e  Kor e an w a r .  Unem ploym ent  r a t e s 

moved down f o r  a l l  m a j or  gr o u p s o f  w o r k e r s.  The y co n t in u e d  t o  be e x t r e m e ly  

low  f o r  m a r r ie d  men ( 1 . 6  p e r c e n t )  b u t  r e m aine d f a r  above  t h e  ge n e r a l  a ve r a ge  

f o r  t e e n a ge r s ( 1 2 - 1 / 2  p e r c e n t ) .  A l t h o u gh  unem ploym e nt  r a t e s f o r  non w h it e  

w o r k e r s w ere  down n o t i c e a b l y  f r om  1 9 6 7 ,  t h e y  w ere  s t i l l  ab ou t  d ou b le  t h o se  

f o r  w h it e  p e r so n s.

Bot h  b lu e  c o l l a r  and w h i t e  c o l l a r  w or k e r s w ere  a b le  t o  w in  su b st a n t i a l  

i n c r e a se s i n  r a t e s o f  pay t h i s  y e a r . Ave r a ge  h o u r ly  e a r n in gs o f  n o n su p e r v iso r y  

w or k e r s i n  p r i v a t e  i n d u st r i e s r o se  more t h a n  6 p e r ce n t  o v e r  1 9 6 7 ,  as com pare d  

w i t h  ga i n s o f  4 . 5  and 4 . 7  p e r ce n t  i n  1966 and 1 9 6 7 .  The i n c r e a se s r e f l e c t e d  

r a i se s f o r  u n io n iz e d  and n o n u n io n iz e d  e m p loy e e s,  a s w e l l  a s a d van ce s due t o  

a b o o st  i n  t h e  Fe d e r a l  minimum w age .

- 8 -



R i si n g  o u t p u t  i n  1968  b r o u gh t  a ga i n  i n  p r o d u c t i v i t y  t h a t  w as a con 

si d e r a b l e  im pr ove m e nt  o v e r  t h e  sm a l l  advance  r e g i st e r e d  i n  1 9 6 7 ,  when t h e  

e x p a n sio n  i n  e conom ic a c t i v i t y  slow e d  down; how e ve r ,  t h e  i n c r e a se  i n  r a t e s 

o f  pay s t i l l  e x ce e de d t h e  ga in  i n  p r o d u c t i v i t y .  Co n se q u e n t ly ,  l a b o r  c o st s 

p e r  u n i t  o f  p r o d u c t io n  advance d si z a b l y  f o r  t h e  t h i r d  s t r a i g h t  y e a r ,  a l t h o u gh  

a p p a r e n t ly  n o t  a s much a s i n  1 9 6 7 .

P r i c e s

W id e sp r e ad  and su b st a n t i a l  p r i c e  in c r e a se s c h a r a c t e r i z e d  t h e  f u l l - e m p l o y 

ment  economy o f  1968 w i t h  p r i c e s u n d e r  p r e ssu r e  f r om  bot h  r i s i n g  demand and 

c o st s.  The  consum e r  p r i c e  in d e x  r o se  i n  e ach month and a v e r a ge d  4 . 1  p e r ce n t  

above  1 9 6 7 ,  t h e  l a r g e st  an n u a l  i n c r e a se  si n c e  t h e  e x t r e m e  r i se  d u r in g t he  

Kor e an  w ar  y e a r  o f  1 9 5 1 .  P r i c e s i n  w h o le sa le  m ar k e t s i n c r e a se d  2 - 1 / 2  p e r ce n t  

f r om  1967  t o  1 9 6 8 ,  a f t e r  l i t t l e  change  t h e  p r e c e d in g y e a r .  P r i c e s o f  i n d u s

t r i a l  and a g r i c u l t u r a l  com m odit ie s show e d n e a r - e q u a l  g a i n s,  i n  c o n t r a st  t o  

1967  when a m ode r at e  p r i c e  r i se  f o r  i n d u st r i a l  p r o d u c t s w as a bou t  o f f se t  by  

d e c l i n e s i n  f ar m  p r o d u c t s and f o o d s.

The  p r i c e  r i se  f o r  consum e r  goods w as d ou b le  t h a t  o f  1 9 6 7 ,  l a r g e l y  be 

ca u se  f o o d  p r i c e s in c r e a se d  3 - 1 / 2  p e r ce n t  as com pare d w i t h  a y e a r - e a r l i e r  i n 

c r e a se  o f  l e ss t h a n  1 p e r c e n t .  Among n on f ood  co m m o d i t i e s,  a p p a r e l  p r i c e s r o se  

5 - 1 / 2  p e r ce n t  w i t h  h i gh e r  t a gs on c l o t h i n g  and sh o e s,  and new c a r  p r i c e s w ere  

up a b o u t  2 . 7  p e r c e n t — t h e i r  m ost  su b st a n t i a l  advance  si n c e  1 9 5 9 .

As i n  o t h e r  r e c e n t  y e a r s,  t h e  r i se  i n  p r i c e s o f  consum e r  se r v i c e s ge n e r a l l y  

o u t st r i p p e d  t h e  ga i n s i n  t h e  p r i c e s o f  consum e r  go od s.  On an o v e r a l l  b a si s,  

se r v i c e  p r i c e s r o se  more t h a n  5 p e r ce n t  i n  196 8  w h i le  good s w e re  up l e ss t h an  

4  p e r c e n t .  The  r e sp e c t i v e  a dvan ce s i n  1967 w ere  4 . 4  p e r ce n t  and 1 . 8  p e r ce n t .
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Among t h e  se r v i c e s, t h e  l a r g e st  i n c r e a se s i n  1 9 6 8  w ere  f o r  m e d ica l  ca r e  

(m ore  t h a n  7 p e r c e n t )  and h o u se h o ld  se r v i c e s e x c lu d i n g r e n t  ( a lm o st  6 p e r c e n t ) .

The su b st a n t i a l  r i se  i n  p r i c e s f o r  m e d ica l  ca r e  t r a i l e d  t h e  8 . 7  p e r ce n t  y e a r -  

e a r l i e r  a dva n ce ,  b u t  t h e  advance  i n  h o u se h o ld  se r v i c e  p r i c e s— and o t h e r  se r v i c e

c a t e go r i e s as w e l l — e x ce e de d t h a t  o f  1 9 6 7 .

W h o le sa le  i n d u st r i a l  p r i c e s,  a f t e r  r i s i n g  sh a r p l y  e a r l y  i n  t h e  y e a r ,

change d l i t t l e  f r om  March t o  Au gu st  and t h e r e a f t e r  advan ce d  a t  a r a p i d  p a ce .

The r i se  o v e r  1967 was t h e  l a r g e st  i n  a de cade  and w as b r o a d ly  b a se d .  O f  t h e  

12 m aj or  i n d u st r i a l  c a t e go r i e s,  10 r e co r d e d  p r i c e  ad van ce s o v e r  1 9 6 7 — r a n gin g  

f r om  a m ode st  1 p e r ce n t  f o r  p u lp  and p a p e r  t o  12 p e r ce n t  f o r  lum be r  and wood 

p r o d u c t s.  Ex c e p t io n s w ere  c h e m i c a ls,  w h ich  w ere  a b o u t  un ch an ge d ,  and f u e l s,  

w h ich  d e c l in e d .  P r i c e s o f  f a r m  p r o d u c t s and p r o ce sse d  f o o d s r e v e r se d  t h e i r

1967 d e c l i n e  w i t h  i n c r e a se s i n  bot h  c r o p s and l i v e st o c k .

F i n a n c i a l  m ar k e t s

F i n a n c i a l  m ar k e t s i n  1968 w ere  st r a i n e d  by he avy demands f o r  c r e d i t .  

Co r p o r a t e  b u si n e ss,  a l t h o u gh  b o r r o w in g somew hat  l e ss t h an  t h e  r e co r d  am ount s 

i n  1 9 6 7 ,  r e m aine d g r e a t l y  de pe nde nt  on c r e d i t  m ar k e t s as t h e  r i se  i n  ca sh  f lo w

f a i l e d  t o  ke e p pace  w i t h  t h e  i n c r e a se  i n  in v e st m e n t  sp e n d in g.  St a t e  and l o c a l  

gove r n m e n t s,  on t h e  o t h e r  h a n d ,  i ssu e d  new se c u r i t i e s i n  u n pr e ce de n t e d  volum e ,  

w h i le  new i ssu e s by t h e  F e d e r a l  Gove rnm e nt  w e re  a t  t h e i r  h i gh e st  l e v e l  si n c e  

W or ld  War I I .

T he se  st r a i n s i n  c r e d i t  m a r k e t s w e re  a cce n t u a t e d  by a m one t ar y p o l i c y  t h a t  

v a r i e d  i n  i t s  r e st r i c t i v e n e ss a t  d i f f e r e n t  p e r io d s w i t h i n  t h e  y e a r .  The  

m one t ar y a u t h o r i t i e s moved gr a d u a l l y  t ow a r d  t i gh t e n i n g  e a r l y  i n  t h e  y e a r  and 

more a g gr e ssi v e l y  i n  t h e  sp r i n g ,  l e t  up n o t i c e a b l y  i n  J u l y  and A u gu st ,  t i gh t e n e d  

a ga in  i n  Se pt e m be r  and a p p a r e n t l y  more so  t ow a r d  t h e  e nd o f  t h e  y e a r .
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Alt h o u gh  c r e d i t  p o l i c y  w as r e st r i c t i v e  r e l a t i v e  t o  t h e  ve r y  he avy demands 

f o r  f u n d s i n  1 9 6 8 ,  i t  n o n e t h e le ss p e r m it t e d  an e x p a n sio n  i n  member bank r e se r v e s 

t h a t  p r o v id e d  an i n c r e a se  o f  n e a r ly  11 p e r ce n t  i n  com m e r cial bank c r e d i t .  T h i s 

was l i t t l e  d i f f e r e n t  f r om  t h e  i n c r e a se  i n  1967 when t h e  a u t h o r i t i e s w ere  f o l l o w 

i n g e x p a n siv e  c r e d i t  p o l i c i e s i n  a l e ss b u oy a n t  e conom y; i t  w as su b st a n t i a l l y  

l a r g e r  t h an  t h e  5 - 1 / 2  p e r ce n t  i n c r e a se  i n  1 9 6 6 ,  t h e  l a s t  e x p e r ie n ce  w i t h

c r e d i t  r e st r a i n t .  The p a t t e r n  o f  bank c r e d i t  e x p a n sio n  was uneve n d u r in g t h e  

y e a r ,  r i s i n g  a t  a 6 - 1 / 2  p e r ce n t  an n u a l r a t e  f r om  J a n u a r y  t o  J u n e ,  a c c e l e r a t i n g  

ve r y  sh a r p l y  t o  a 19 p e r ce n t  an n u a l  r a t e  i n  t h e  summer and t a p e r i n g t o  a r a t e  

l e ss t h an  h a l f  as l a r ge  i n  t he  r e c e n t  Oct obe r - De ce m be r  p e r io d .

The  gr ow t h  i n  t h e  money st o c k  and t im e  d e p o si t s w as a l so  st r o n g d u r in g  

1 9 6 8 .  The money st o c k  ( c u r r e n c y  and demand d e p o si t s)  in c r e a se d  n e a r ly  6 p e r ce n t  

t h i s  y e a r ,  a lm o st  as l a r ge  as t h e  i n c r e a se  i n  1 9 6 7 .  Grow t h i n  t h e  money st o c k  

w as v e r y  pr onounce d d u r in g t h e  f i r s t  h a l f  o f  t h e  y e a r ,  sla c k e n e d  n o t i c e a b l y  

i n  t h e  summer and e a r l y  f a l l ,  and p ic k e d  up a ga in  t ow ar d  t h e  y e a r 's  e nd.

T im e  d e p o si t s a t  com m e r cial  ban k s r o se  ab ou t  1 0 - 1 / 2  p e r ce n t  i n  1 9 6 8 ,  w h ich  

w as c o n si d e r a b l y  be low  t h e  16 p e r ce n t  advance  a y e a r  e a r l i e r .

F i n a n c in g c o st s i n  1968  w ere  a t  t h e i r  h i gh e st  an n u al  l e v e l  i n  se v e r a l  

d e ca d e s.  Lon g- t e r m  r a t e s,  w h ich  advance d i n  1 9 6 7 ,  r o se  f u r t h e r  t h i s  y e a r ;  

sh o r t - t e r m  r a t e s,  a f t e r  d e c l i n i n g  i n  1 9 6 7 ,  r o se  t o  new p e a k s.  I n t e r e st  r a t e s 

and bond y i e l d s e x h i b i t e d  e r r a t i c  p a t t e r n s d u r in g t h e  y e a r  a s t h e y  r e spon de d  

t o  t h e  uneve n im p act  o f  c r e d i t  r e st r a i n t ,  t o  t h e  go ld  c r i s i s  i n  t h e  sp r i n g ,  

t o  t h e  u n c e r t a i n t i e s a sso c i a t e d  w i t h  t h e  p a ssa ge  o f  t h e  p r ogr am  o f  f i s c a l  

r e st r a i n t ,  t o  a n t i c i p a t i o n s o f  co n t in u e d  i n f l a t i o n ,  and t o  t h e  s h i f t i n g  p r o sp e c t s 

f o r  pe ace  i n  V ie t n am .  On b a la n c e ,  f i n a n c i n g  c o st s r o se  o v e r  t h e  f i r s t  f i v e  m ont hs 

o f  1 9 6 8 ,  and by t h e  e nd o f  May,  had e x ce e de d t h e i r  h i gh s. F o l lo w in g t h e  p a ssa ge
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o f  t a x  l e g i s l a t i o n  and t h e  e n su in g r e l a x a t i o n  o f  c r e d i t  t i g h t n e ss,  f i n a n c i n g

c o st s f e l l  n o t i c e a b l y  t h r ou gh  midsummer b u t  w ere  a ga in  r i s i n g  i n  t h e  f a l l .  The  

e sc a l a t i o n  i n  f i n a n c i n g c o st s ga t h e r e d  momentum i n  De ce m ber  when com m e r cial  banks 

t w ic e  r a i se d  t h e i r  pr im e  r a t e s,  and t h e  Fe d,  r e v e r si n g i t s  m id - A u gu st  a c t i o n ,  

r a i se d  t h e  d isc o u n t  r a t e  t o  5 - 1 / 2  p e r ce n t .  By y e a r e n d ,  m ost  i n t e r e st  r a t e s and 

bond y i e l d s  w ere a t  t h e i r  h i gh e st  l e v e l s i n  se v e r a l  d e ca d e s.

In t e r n a t i o n a l  T r a n sa c t i o n s

A se r i e s o f  m aj or  d i st u r b a n c e s a f f e c t e d  i n t e r n a t i o n a l  f i n a n c i a l  t r a n sa c t i o n s 

and t h e  U . S.  b a la n c e  o f  paym e nt s i n  1 9 6 8 .

La t e  i n  1 9 6 7 ,  t he  B r i t i sh  pound was d e v a lu e d ,  a f t e r  r e p e a t e d  and i n t e n si v e  

e f f o r t s t o  su p p o r t  t h e  p r e v io u s e x ch an ge  r a t e  p r ove d  i n su f f i c i e n t .  The f a i l u r e  

t o  m a in t a in  t he  e x ch an ge  v a lu e  o f  t h e  pound a l so  h e igh t e n e d  d ou b t s among some  

f o r e i gn  f i n a n c i a l  i n t e r e st s a b o u t  t he  a b i l i t y  o f  U . S.  a u t h o r i t i e s t o  m a in t a in  

t h e  c u r r e n t  e x change  r a t e  and u n r e st r i c t e d  c o n v e r t i b i l i t y  o f  t he  d o l l a r  i n  

t e r m s o f  go ld  and o t h e r  c u r r e n c i e s.  I n d i r e c t l y ,  t h e  e x p e r ie n c e  w i t h  t he  pound 

and t h e  con ce r n  a b o u t  t h e  d o l l a r  r a i se d  q u e st i o n s a b o u t  t h e  f u t u r e  o f  t h e  i n t e r 

n a t i o n a l  m one t ar y  sy st e m  a s su c h ,  w h ich  t o  a l a r ge  e x t e n t  i s  b a se d  on t he  use  

by o t h e r  c o u n t r i e s o f  t h e se  c u r r e n c i e s a s i n t e r n a t i o n a l  r e se r v e s,  a s st a n d a r d s 

o f  v a lu e  i n  d e b t  o b l i g a t i o n s,  and i n  i n t e r n a t i o n a l  t r a n sa c t i o n s.

T he se  c o n si d e r a t i o n s,  t o ge t h e r  w i t h  an e x c e p t i o n a l l y  l a r ge  a d v e r se  b a la n c e  

i n  t h e  i n t e r n a t i o n a l  t r a n sa c t i o n s o f  t h e  U n i t e d  St a t e s ( p a r t l y  r e f l e c t i n g  he avy  

l i q u i d a t i o n s o f  d o l l a r  a sse t s by t h e  B r i t i sh  a u t h o r i t i e s)  r e su l t e d  i n  U . S.  go ld

l o sse s o f  o v e r  $1 b i l l i o n  d o l l a r s  in  t he  f o u r t h  q u a r t e r  o f  1 9 6 7 .

In  o r d e r  t o  im pr ove  t h e  b a la n c e  o f  p ay m e n t s,  t o  r e st o r e  c o n f id e n c e  i n  t he  

d o l l a r  and i n  t h e  i n t e r n a t i o n a l  m one t ar y  sy st e m ,  and t o  dampen t h e  l a r ge  f o r e i gn

demand f o r  go l d ,  t h e  P r e si d e n t  on J a n u a r y  1 ,  1 9 6 8 ,  announce d a b r oa d  pr ogr am .

T h i s pr ogr am  i n v o l v e d  t h e  r e p la ce m e n t  o f  t h e  v o lu n t a r y  l i m i t a t i o n s on c a p i t a l
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o u t f lo w s f o r  d i r e c t  in v e st m e n t s by com p u lsor y  c o n st r a i n t s,  f u r t h e r  r e s t r i c 

t i o n s on c a p i t a l  o u t f lo w s t h r ou gh  b a n k in g t r a n sa c t i o n s and on Gove rnm e nt  e x p e n d i 

t u r e s,  a r e d u c t io n  i n  e x p e n d i t u r e s f o r  f o r e i gn  t r a v e l ,  and a st e p - u p  o f  v a r io u s 

e f f o r t s  t o  i n c r e a se  r e c e i p t s f r om  e x p o r t s.

F o r e ign  p u r ch a se s o f  go ld  r e sum e d,  how e ve r ,  i n  t h e  f i r s t  q u a r t e r  o f  t he  

y e a r  and a c c e le r a t e d  sh a r p l y  i n  Ma r ch .  In  o r d e r  t o  p r e v e n t  l a r ge  d i v e r si o n s 

o f  go ld  f r om  o f f i c i a l  r e se r v e s i n t o  p r i v a t e  h a n d s,  t h e  r e p r e se n t a t i v e s o f  t he

m aj or  c o u n t r i e s e ngage d  i n  i n t e r n a t i o n a l  f i n a n c i a l  o p e r a t io n s a gr e e d  t o  s t a b i l i z e

t h e  t o t a l  o f  o f f i c i a l  go ld  r e se r v e s by l i m i t i n g  o f f i c i a l  go ld  t r a n sa c t i o n s t o  

t r a n sf e r s be t w ee n o f f i c i a l  a ge n c ie s o n l y .  The y a l so  d e c id e d  n ot  t o  in t e r v e n e  

i n  t h e  p r i v a t e  go l d  m a r k e t ,  b u t  t o  p e r m it  p r i v a t e  demand and su p p ly  ( i n c l u d i n g  

new p r o d u c t io n )  t o  d e t e r m in e  t h e  p r i c e  o f  go ld  t r a d e d  t h e r e .

The se p a r a t i o n  be t w ee n o f f i c i a l  and p r i v a t e  go l d  t r a n sa c t i o n s calm e d t he  

l a r g e - sc a l e  s h i f t s  o f  f u n d s bet w een t h e  m aj or  c u r r e n c i e s and go ld  i n  i n t e r 

n a t i o n a l  f i n a n c i a l  m a r k e t s.  How e ve r ,  t h e  ca lm  was sh o r t - l i v e d . In  t h e  sp r i n g ,

F r an ce  w as sw e pt  by so c i a l  u n r e st ,  and t h e  p r o gr e ss o f  t h e  U n i t e d  Kingdom  i n  

r e st o r i n g  a b a la n c e  o f  paym e nt s e q u i l i b r i u m  was f e l t  t o  be d i sa p p o i n t i n g l y  

slo w .

P r e ssu r e s a g a i n st  t h e  f r a n c  and t h e  pound co n t in u e d  d u r i n g t h e  summer.

T he y i n t e n si f i e d  g r e a t l y  i n  t h e  f a l l when l a r ge  am ounts o f  f u n d s w ere  w it h dr aw n  

f r om  Fr ance  and t h e  U n i t e d  Kingdom  and sh i f t e d  t o  Germany i n  a n t i c i p a t i o n  o f  

a ge n e r a l  r e a l ign m e n t  o f  c u r r e n cy  v a l u e s. T h i s r e a l ign m e n t  d id  n ot  t a k e  p l a c e ,

b u t  a d d i t i o n a l  m e asur e s w ere  t ak e n  by Fr ance  and t he  U n it e d  Kingdom  t o  im pr ove  

t h e i r  r e sp e c t i v e  b a la n c e s o f  pay m e n t s,  and by Germany t o  r e duce  h e r  l a r ge  

su r p l u s on m e r ch a n d ise  t r a d e .

- 13 -



Our  own b a la n c e  o f  paym e nt s r e f l e c t e d  p a r t l y  t h e se  de ve lopm e n t s and 

p a r t l y  d o m e st ic  p r e ssu r e s:  t h e  r a p i d  i n c r e a se s i n  d o m e st ic  dem and,  p a r t i c u l a r l y

i n  t h e  f i r s t  h a l f  o f  t h e  y e a r ,  and i n  d o m e st ic  c o st s o f  p r o d u c t io n  and p r i c e s.  

M e r ch a n d ise  t r a d e

The b a la n c e  on n o n m i l i t a r y  m e r ch a n d ise  t r a d e ,  w h ich  st a r t e d  t o  d r op  sh a r p l y  

i n  t h e  l a s t  q u a r t e r  o f  1 9 6 7 ,  d e c l in e d  t o  a b ou t  z e r o  i n  t h e  se con d q u a r t e r  o f  1 9 6 8 .  

Alt h o u gh  i t  r e co ve r e d  s l i g h t l y  i n  t h e  t h i r d  q u a r t e r ,  t h e  t r a d e  b a la n c e  r e m aine d  

f a r  low e r  t h an  i t  had been i n  r e c e n t  y e a r s.  Some o f  t h e  d e c l i n e  can  be a t t r i b u 

t e d  t o  l a r g e r  im p o r t s t o  com pe nsat e  f o r  a c t u a l  o r  a n t i c i p a t e d  sh o r t a ge s r e su l t 

i n g  f r om  s t r i k e s .  Som e,  h ow e ve r ,  r e f l e c t e d  more l a s t i n g  d e v e lo p m e n t s,  i n c l u d i n g  

a r i se  i n  d o m e st ic  demand f o r  v a r i o u s t y p e s o f  good s p r odu ce d  a b r o a d ,  and a  r i se  

i n  f o r e i gn  c a p a c i t y  t o  p r odu ce  and t o  com pe t e  i n  U . S.  m a r k e t s.

i f le r ch an dise  e x p o r t s b e n e f i t e d  f r om  a l a r ge  r i se  i n  d e l i v e r i e s o f  com m e r cial  

a i r c r a f t ,  b u t  w e re  a d v e r se ly  a f f e c t e d  by t h e  st a gn a t i o n  i n  f o r e i gn  demand f o r  

a g r i c u l t u r a l  p r o d u c t s.  A c c e l e r a t i o n  in  b u si n e ss a c t i v i t y  i n  some o f  t h e  l e a d i n g  

i n d u st r i a l  c o u n t r i e s,  w h ich  be gan  l a t e  i n  1 9 6 7 ,  d i d  n o t  a f f e c t  U . S.  e x p o r t s 

u n t i l  t h e  se con d q u a r t e r  o f  1 9 6 8 .

C a p i t a l  t r a n sa c t i o n s

The sh a r p  d e c l i n e  f r om  1967  t o  1968 i n  t he  m e r ch a n d ise  t r a d e  b a la n c e  w as 

l a r g e l y  o f f se t  by an u n pr e ce d e n t e d  dr op i n  t h e  n e t  o u t f lo w  o f  c a p i t a l  t h r ou gh

p r i v a t e  t r a n sa c t i o n s.  Da t a  on t h e se  t r a n sa c t i o n s ar e  a v a i l a b l e  o n l y  f o r  t h e  

f i r s t  t h r e e  q u a r t e r s o f  1 9 6 8 ,  and do n ot  r e f l e c t  p o ssi b l e  y e a r e n d  s h i f t s  con n e c 

t e d  w i t h  t h e  o p e r a t io n s o f  t h e  f o r e i gn  d i r e c t  in v e st m e n t  p r ogr am .

St a r t i n g  i n  1 9 6 7 ,  e sp e c i a l l y  a f t e r  t h e  m id d le  o f  t h e  y e a r ,  f o r e i gn e r s i n 

c r e a se d  t h e i r  p u r ch a se s o f  U . S.  st o c k s.  The  r i se  co n t in u e d  i n  196 8  r e a c h in g
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a t o t a l  o f  $ 1 . 2  b i l l i o n  i n  t he  f i r s t  t h r e e  q u a r t e r s. In  a d d i t i o n ,  f o r e i gn e r s 

sh a r p ly  in c r e a se d  p u r ch a se s o f  bonds i ssu e d  by U . S.  c o r p o r a t i o n s t o  f in a n c e

t h e i r  f o r e i gn  in v e st m e n t s.  In  t h e  f i r s t  t h r e e  q u a r t e r s o f  1 9 6 8 ,  su ch  p u r ch a se s 

am ount ed t o  more t h an  $ 1 . 6  b i l l i o n  as com pare d w i t h  a b o u t  $450  m i l l i o n  i n  a l l  

o f  1 9 6 7 .  M ost  o f  t h e  bonds i ssu e d  t h i s  y e a r  a r e  c o n v e r t i b l e  i n t o  st o c k s.  The  

l a r ge  in c r e a se  i n  bond sa l e s by U . S.  c o r p o r a t i o n s can  be a t t r i b u t e d  t o  t he

r e st r i c t i o n s on c a p i t a l  o u t f lo w s u n d e r  t h e  J a n u a r y  1 p r ogr am .

The u psu r ge  i n  f o r e i gn  in v e st m e n t s i n  U . S.  se c u r i t i e s c o i n c i d e d  w i t h  

gr ow in g u n c e r t a i n t i e s,  i n i t i t a l l y  o v e r  in v e st m e n t s i n  a sse t s de nom inat e d  in  

st e r l i n g  and l a t e r  o v e r  t h o se  de nom inat e d in  Fr e nch f r a n c s.  I t  may have  r e 

f l e c t e d  a l so  e conom ic and p o l i t i c a l  de ve lopm e n t s t h a t  i n c r e a se d  t h e  a t t r a c t i v e 

n e ss o f  in v e st m e n t s i n  U . S.  c o r p o r a t e  e q u i t y  o r  c o n v e r t i b l e  se c u r i t i e s r e l a t i v e

t o  in v e st m e n t s i n  o t h e r  c o u n t r i e s.

Some o f  t h e  i n c r e a se  i n  f o r e i gn  in v e st m e n t s i n  U . S.  se c u r i t i e s may r e f l e c t ,  

how e ve r ,  de ve lopm e n t s t h a t  w i l l  c o n t in u e  e ve n a f t e r  t h e  f i n a n c i a l  u p h e a v a ls 

o f  1968 have  su b si d e d .  Among t h e se  de ve lopm e n t s i s  t h e  gr ow t h  i n  i n t e r n a t i o n a l  

c a p i t a l  m ar k e t s i n  Eu r op e ;  a change  i n  f i n a n c i a l  in v e st m e n t  p a t t e r n s a b r oad  

t ow ar d  i n c r e a se d  h o l d i n gs o f  e q u i t i e s,  e i t h e r  d i r e c t l y  o r  t h r ou gh  in t e r m e d ia r y  

f i n a n c i a l  o r ga n i z a t i o n s;  and a gr e a t e r  d e si r e  by f o r e i gn  i n v e st o r s f o r  p o r t f o l i o

d i v e r s i f i c a t i o n .

T r a n sf e r s o f  c a p i t a l  f r om  t h e  U n i t e d  St a t e s t o  f o r e i gn  r e si d e n t s w ere  

c l o se  t o  $4  b i l l i o n  d u r in g t h e  f i r s t  t h r e e  q u a r t e r s o f  1 9 6 8 .  T h i s co r r e sp o n d s 

t o  an a n n u al  r a t e  o f  $ 5 . 2  b i l l i o n ,  w h ich  w as r o u gh ly  e q u a l  t o  t he  c a p i t a l  t r a n s 

f e r s i n  1 9 6 7 .  T r a n sf e r s f o r  d i r e c t  in v e st m e n t s,  i n c l u d i n g  t h e  t r a n sf e r s t o  

f o r e i gn  a f f i l i a t e s  o f  f u n d s t h a t  had  been bor r ow e d a b r o a d ,  w ere  a t  a s l i g h t l y
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h i gh e r  r a t e  t h an  i n  1 9 6 7 .  T h i s i n d i c a t e s t h a t  t h e  r e st r i c t i o n s on n e t  c a p i t a l  

o u t f lo w s im pose d u nde r  t h e  Gove r n m e n t 's p r ogr am  d i d  n o t  r e duce  t h e  t r a n sf e r s

o f  c a p i t a l  f o r  d i r e c t  in v e st m e n t s.  How e ve r ,  t h e  a d ve r se  e f f e c t  o f  t h e se  i n 

ve st m e n t s on t h e  b a la n c e  o f  paym e nt s w as r e du ce d  be cau se  t h e se  in v e st m e n t s 

w ere  f in a n c e d  t o  an in c r e a se d  e x t e n t  w i t h  f u n d s bor r ow e d a b r o a d .

U . S.  ban k s r e p o r t e d  a d e c l i n e  i n  f o r e i gn  a sse t s i n  1 9 6 8 ,  a f t e r  an in c r e a se

i n  1 9 6 7 .  T h i s t u r n a r o u n d  r e f l e c t e d  t h e  t i gh t e n e d  r e st r i c t i o n s on c a p i t a l  o u t 

f lo w s announce d on J a n u a r y  1 .  The  s h i f t  i n  b a n k - r e p o r t e d  a sse t s was l a r g e l y  

o f f se t ,  how e ve r ,  by chan ge s i n  c o r p o r a t e  a sse t s a b r oa d  o t h e r  t h an  d i r e c t  i n v e st 

m e n t s.  T he se  a sse t s i n c lu d e  t h e  t e m p or a r y  in v e st m e n t  o f  f u n d s t h a t  had been 

bor r ow e d a b r oad  t h r ou gh  t h e  i ssu e  o f  new se c u r i t i e s;  t h e  1968 r i se  r e f l e c t s  

t h e  l a r ge  i n c r e a se  i n  su ch  b o r r o w in gs.  O t h e r  f u n d s h e ld  abr oad  by U . S.  

c o r p o r a t i o n s w ere  r e duce d a s r e q u e st e d  i n  t h e  J a n u a r y  1 p r ogr am .

A r i se  i n  r e c e i p t s f r om  sp e c i a l  f i n a n c i a l  t r a n sa c t i o n s by U . S.  and 

f o r e i gn  o f f i c i a l  a ge n c ie s w as a m a j or  change  c o n t r i b u t i n g  t o  t h e  im prove m e nt  

f r om  1967 i n  t h e  b a la n c e  m e asur e d on t h e  l i q u i d i t y  b a si s.  In  t h e  f i r s t  t h r e e  

q u a r t e r s,  su ch  t r a n sa c t i o n s n e t t e d  a b ou t  $ 1 , 4 5 0  m i l l i o n ,  as com pare d w i t h  a b ou t  

$950  m i l l i o n  f o r  a l l  o f  1 9 6 7 .  In  1 9 6 8 ,  r e c e i p t s i n c lu d e d  l a r ge  p u r ch a se s 

by Canada o f  n o n m a r k e t a b le ,  m e dium -t e r m  se c u r i t i e s ,  w h ich  a r e  c o n v e r t i b l e  p r i o r  

t o  m a t u r i t y  o n ly  u n de r  sp e c i a l  c o n d i t i o n s.  T h i s had t h e  e f f e c t  o f  c o n v e r t in g  

U . S.  l i a b i l i t i e s  t o  f o r e i gn e r s f r om  l i q u i d  i n t o  n o n l i q u i d  for m .

Change s i n  b a la n c e s

P r i n c i p a l l y  be ca u se  o f  t h e  l a r g e r  i n f l o w  o f  f o r e i gn  p r i v a t e  c a p i t a l  t o  t h e  

U n i t e d  St a t e s and t h e  i n c r e a se d  r e c e i p t s f r om  sp e c i a l  f i n a n c i a l  t r a n sa c t i o n s,  

w h ich  t o ge t h e r  ou t w e igh e d  t h e  d e c l in e  i n  t h e  t r a d e  su r p l u s,  t h e  1968  b a la n ce  

m e asur e d on t h e  l i q u i d i t y  b a si s was c o n si d e r a b l y  im pr ove d  f r om  1 9 6 7 ,  when t he  

b a la n c e  w as a d v e r se  by a bou t  $ 3 . 6  b i l l i o n .
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O f f i c i a l  r e se r v e s i n c r e a se d  d u r in g t h e  y e a r ,  b u t  t h e i r  c o m p o si t io n  ch an ge d:  

O f f i c i a l  h o l d i n gs o f  go l d  d e c l i n e d — a l t h o u gh  some o f  t h e  l o sse s su st a i n e d  i n  t h e  

f i r s t  q u a r t e r  o f  t h e  y e a r  w e re  r e co v e r e d  l a t e r — b u t  h o l d i n gs o f  c o n v e r t i b l e  

c u r r e n c i e s i n c r e a se d .  T h i s i n c r e a se  r e f l e c t e d  m a in ly  t h e  c o u n t e r p a r t  o f  t he  

d o l l a r s  t h e  U n i t e d  St a t e s l e n t  t o  o t h e r  c o u n t r i e s t o  su p p o r t  t h e i r  c u r r e n c i e s 

on t h e  e x ch an ge  m a r k e t s.

The f i n a n c i a l  d i st u r b a n c e s o f  1968  a l so  c o n t r i b u t e d  t o  su b st a n t i a l  s h i f t s  

i n  f o r e i gn  h o l d i n gs o f  l i q u i d  d o l l a r  a sse t s on t h e  books o f  U . S.  b a n k s— fr om  

t h e  a cco u n t s o f  f o r e i gn  o f f i c i a l  a ge n c ie s t o  t h o se  o f  f o r e i gn  b a n k s.  Be cause  

o f  t h i s  s h i f t ,  t h e  b a la n c e  m e asur e d on t h e  o f f i c i a l  r e se r v e  t r a n sa c t i o n s b a si s

w as i n  su r p l u s f o r  t h e  f i r s t  t h r e e  q u a r t e r s and i s  l i k e l y  t o  r e m ain  i n  su r p l u s 

f o r  t h e  f u l l  y e a r .  T h i s b a la n c e  show ed a $ 3 . 4  b i l l i o n  d e f i c i t  i n  1 9 6 7 .
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