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tion requirement. Thus, it is still too early to judge the ultimate
effectiveness of Phase II in limiting wage rate increases.

The Price Commission requires that large firms give notification
of intended price increases, and by the end of December a large
number had filed such applications. The Commission appears to
have had some success in reducing requested price increases. More-
over, in some instances where price increases were approved by the
Commission, they have not been put into effect, due to competitive
pressures. However, as expected, an acceleration of price increases
occurred in the immediate postfreeze period. In December, the in-
crease for consumer prices was 4.7 per cent at a compounded annual
rate (Table 1); and for all commodities excluding food, it was 4.2
per cent. Wholesale prices of industrial commodities advanced at an
annual rate of 3.2 per cent, with about half of the increase reflecting
a rise in prices of autos and trucks. The implicit deflator for GNP
rose at an annual rate of only 1.5 per cent in the fourth quarter—re-
flecting mainly the effects of the freeze.

In the second half of 1971, productivity rose at a 3.0 per cent an-
nual rate in the private nonfarm economy while the rise in compen-
sation per manhour slowed to a 5.5 per cent annual rate. As a
result, the increase in unit labor costs was reduced to a 2.5 per cent
annual rate. As economic activity continues to expand, productivity
gains at least as large as those experienced in 1971 seem likely.

Table 1: PRICE CHANGES

Per cent

1971, compounded

Year annual rate
Series
1968 1969 1970 1971 | Dec - | Aug.— | Nov.—
Aug. | Nov. | Dec.
Wholesale prices, total. . .. .. ... ... ... ... 2.5 3.9 3.7 3.2 5.1 .8 8.9
Industrial commodities................. 2.6 3.3 3.8 3.6 49 —13 3.2
Farm products, processed foods, and
feeds........... ... .. .. .. ... ... 2.4 5.4 3.4 2.0 5.9 28.2
4.2 5.4 5.9 43 3.8 1.7 4.7
3.6 5.1 5.5 3.0 4.7 1.7 8.3
3.6 4.2 42 3.8 2.4 4.2
5.2 6.9 8.1 5.6 4.5 3.1 3.7
NoTe.—Based on Bureau of Labor Statistics data.
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Table 4: FEDERAL GOVERNMENT RECEIPTS AND EXPENDITURES
Federal Sector NIA Accounts

In billions of dollars

Calendar year 19711
Item
1969 1970 1971 1 11 11 v

Receipts.................. 196.9 191.5 198.7 196.5 197.7 197.8 2 202.8
Expenditures. ............. 189.5 205.1 221.4 212.7 221.4 224.6 228.7

Purchases of goods and
SEIVICES. .. ........... 99.2 97.2 97.6 96.4 96.0 97.6 100.3
Other.................. 90.3 107.9 124.3 116.3 125.4 127.0 128.4
Surplus or deficit. . ........ 7.3 —13.6 —23.1 —16.2 —23.7 —26.7 | 2 —-259

1 Seasonally adjusted annual rates.

- Implied in calendar year totals.

Note.—Based on data from Dept. of Commerce, BEA. The Federal sector in the national
income accounts (NIA) measures Federal receipts and expenditures as they directly affect
private incomes in the national accounts. Thus it excludes all Federal lending, which affects
private debt but not incomes. Also the timing in some transactions is on an accrual basis;
in others, on a delivery basis.

$5 billion more than in 1970, together with higher social security
benefits and increases in other transfer payments, boosted Federal
Government expenditures by about $17 billion from 1970. At the
same time, additional tax reductions enacted during the year—in-
cluding the auto excise tax reduction and the retroactive investment
tax credit—and a slower-than-anticipated rate of economic growth
caused increases in receipts to fall short of original expectations.
Consequently, the Federal budget deficit (national-income-accounts
basis) was $23 billion in calendar year 1971, nearly $10 billion
larger than in 1970.

The strong growth trend of recent years in purchases by State and
local governments continued in 1971; such purchases rose by over
$13 billion, nearly $2 billion more than the increase in 1970.
Wages paid by these governments continued to move up at a brisk
pace, but the gain in employment was somewhat less than the aver-
age for other recent years. This slowing reflected in large part resist-
ance by taxpayers to higher costs and reduced needs for hiring new
teachers because of a smaller rise in school enrollments. New Fed-
eral legislation subsidizing specific kinds of public service employ-
ment in State and local government had only a limited impact,
mainly because the program was operational only in the last few
months of the year.
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10. EMPLOYMENT AND UNEMPLOYMENT

CHANGE. MILLIONS OF PERSONS

i L

NoT1e.—Quarterly data, seasonally adjusted, from BLS.

doing so by high unemployment and by the lack of new hiring. At
midyear the unemployment rate of white workers was 5.5 per cent,
about the same as at the start of the year, but for Negroes and other
races combined it had reached a rate of about 10 per cent.

Nonfarm employment, after declining slightly in the third quarter,
began to rise again in the closing months of the year, as manufactur-
ing employment stabilized and service-type industries continued to
add workers. By the year-end employment in service-type industries
had risen by 1.1 million from a year earlier, with both trade and
State and local governments showing sizable gains. But as economic
prospects improved in the second half, strong increases in total em-
ployment were matched by stepped-up growth of the civilian labor
force. As a result the unemployment rate continued at about the 6
per cent level. However, an increase in the average workweek after
September and a reduction in insured unemployment toward the year-
end indicated some strengthening in the labor market. O
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Table 8: TOTAL FUNDS RAISED AND PRIVATE DOMESTIC CREDIT

SUPPLY

Amount Percent-

(in billions of dollars) age
Sector, or supplier change,
1970 to

1969 1970 1971 1971
A. Funds raised in credit markets by nonfinancial sectors. . 90.4 97.5 151.1 55.0
B. U.S. Government. ................................. —3.6 12.8 25.5 99.2
C.Other, ... ... . 93.9 84.7 125.6 8.3

Funds supplied directly, by:

D. Foreign..... ... ... ... .. i 1.3 10.9 28.4 160.6
E. Publicagencies,net2. . ..., ....................... 6.9 9.4 11.0 17.0
F.  Private domestic lenders(A—D—E). ... .......... .. 82.2 77.2 111.7 447
G. To: U.S. Government 4.6 5.8 —6.0 | —203.4
H. Other. ... ... .. ... .. i 77.6 71.4 117.7 64.8
I By: Commercial banks. . 12.2 31.3 47.5 51.8
J. Savings institutions. . 10.4 14.7 40.8 177.6
K. Other finance. ... ... 19.7 24.2 279 15.3
L. Nonfinancial investors 3 39.8 7.1 —4.5 | —163.4

1 Includes corporate equities.

- U.S. Government, federally sponsored credit agencies, and Federal Reserve System. Net
of security issues by sponsored agencies.

* Households, nonfinancial business, and State and local governments.

stitutions; nonfinancial investors liquidated holdings of credit market
instruments, net, over the year. The extent to which the domestic
credit supply was intermediated was as unprecedented as the size of
the flow for a period as long as a year, and it indicated the yield ad-
vantage of deposits over money market instruments as liquidity hold-
ings during the period.

As indicated earlier in this report, the flow into time and savings
accounts supplied an unusually large volume of funds to lenders who
specialize in mortgage credit. Thus, it provided a strong financial
base for the high and rising rate of housing construction, which con-
tinued through the year, and also for some forms of business invest-
ment. Savings institutions were the source of 60 per cent of total
mortgage funds supplied in 1971, a higher proportion than in the
1961-65 period of rapid deposit growth, and mutual savings banks
also bought one-fifth of the net new corporate bond issues, and sav-
ings and loan associations repaid borrowings from the Federal home
loan banks. Commercial banks were also substantial lenders in mort-
gage markets, with loans on real estate absorbing a fourth of total
bank credit flows.
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Table 10: PRIVATE DOMESTIC SAVING AND INVESTMENT

Amount Relative to GNP
In billions of dollars Per cent Change
ltem Percent- (percent -
age age
change, points),
1970 1971 1970 to | 1966-70 1971 1966-70
1971 avg. avg. to
1971
H holds and ™ o1 busi .
A.Grosssaving. . .................. 245.5 276.4 12.6 25.5 26.4 9
B. Capital expenditures. . ........... 222.0 249.5 12.4 24.1 23.8 -3
C. Less: External financing.......... 69.9 101.5 45.2 7.8 9.7 1.9
D. Equals: Internal financing (B—C). 152.1 148.0 -2 16.3 14.1 -2.2
E. Net financial uses of funds (A—D).. 93.4 128.4 37.5 9.2 12.3 3.1
State and local governments:
F. Net current surplus. . . . .......... —6.0 —4.0 —333 —.5 -3 2
G. External financing. . . ............ 12.2 18.7 53.3 1.1 1.8 7
H. Net financial uses of funds (F+G) 6.2 14.7 137.1 5 1.4 9
Private financial investment:
I. Total net financial uses of funds
E+H). .. ... ... ... .. 99.6 143.1 43.7 9.7 13.6 39
J. Currency and deposits. . . 61.1 93.0 52.2 4.4 8.9 4.5
K. Credit market instrument 7.1 —4.5 | —163.4 1.8 —4 —2.2
L. Other,net.................... 31.4 54.6 73.9 3.5 5.2 1.7

opments generated a temporary surge in loans. There was very little
growth in commercial paper or in loans from nonbank financial insti-
tutions.

SAVING AND INVESTMENT

The high rates of external financing by households and business in
1971 relative to capital outlays were matched, for the group as a
whole, by comparably large flows into financial assets. Private sav-
ing increased by a somewhat larger amount than capital expenditures
from 1970, but each continued to have approximately the same rela-
tion to GNP as the average for 1966-70 (Table 10). Because the in-
crease in external financing was larger in absolute amount than the
increase in outlays, financial uses of funds rose to an unprecedented
46 per cent of gross private saving, as compared with an average of
36 per cent for 1966-70.

State and local government financing was also very large in 1971
relative to the total need for funds. Municipal borrowing had picked
up sharply after mid-1970, when commercial banks increased their
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Table 12: U.S. INTERNATIONAL TRANSACTIONS

In billions of dollars, seasonally adjusted

1971
Item 1970 | 1971 »
I 11 111 IVr
Merchandise trade balance 2.1 —29 3 —1.1 —.6 —-1.5
EXports. . .......c.ooiiiiieiinn.. o 42,0 42.8 11.0 10.7 11.5 9.6
Imports. .. ... 39.9 45.7 10.8 11.8 12.0 11.1
Services, remittances, pensions, net. . ... .. .. 1 1.4 .6 i 2 Nt
U.S. Gouvt. grants and credits, net. . .. ... —38 —4.2 —1.1 —1.1 —-1.1 -1.0
Long-term private capital, net, . ............ —L5 —5.1 -1.0 —1.8 —1.7 —.5
Balance on current account and long-term
capital .. ... ... . L —-3.0 | —109 -13 —32 -3.2 -3.2
Nonliquid short-term private capital . . -5 —2.8 —4 —.4 —1.2 -9
Errors and omissions. . ............. . =11 —9.3 —1.0 -23 5.1 —.8
Liquid private capital . . ................... —6.0 —-72 —-3.0 1 —2.8 —-1.5
Of which: Liabilities to foreign commercial
banks........... ... ..o —6.5 —6.6 -1 —.1 —2.1 —1.3
Official settlements balance!. .. ... ......... —-10.7 | —30.3 —-5.7 —59 | —123 —6.4

? Fourth-quarter data are partly estimated.

1 Excludes SDR allocations.

NoTe.—Dept. of Commerce data, with some Federal Reserve estimates. Details may not
add to totals because of rounding.

categories of goods—foods, industrial materials, capital equipment,
automobiles, and other consumer goods—increasing over 1970 lev-
els. The greatest increase was in imports of autos, especially from
Japan. Despite this increase, sales of imported autos other than those
from Canada accounted for about the same share of total U.S. sales
of autos as they had in 1970—about 15 per cent of the number of
vehicles— but this was a much higher share than the 10 per cent av-
erage for 1967-69.

A rise in prices of foreign goods accounted for about one-third of
the increase in the value of imports in 1971, whereas in 1970 nearly
two-thirds of the increase in imports had stemmed from price in-
creases—as measured by unit values.

Trade movements in 1971 were greatly affected at times by such
factors as actual or anticipated domestic strikes (mainly in port op-
erations, steel, aluminum, and coal), anticipation that ‘“voluntary”
controls would be imposed by foreign governments on their indus-
tries’ sales to the United States, and the increasing possibility of
changes in currency values. Therefore it is difficult to determine how
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