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PRICES

Inflationary pressures which began to accumulate
in the second half of 1965 erupted during 1966.
Nearly one-half of the $58.4 billion increase in total
spending for goods and services during 1966 was
caused by rising prices. In contrast, less than one-
third of the $49.5 billion increase in gross national
product in 1965 was translated into a price rise.

In 1966 each of the broad price indicators re-
flected accelerated upward pressures. New highs
were reached in prices of industrial commodities,
foods, other consumer goods and consumer services.
Although in the closing months a slackening in the
upward movement in some prices was evident, the
price index for all goods and services making up
GNP increased throughout the year at a considerably
higher rate than in previous years.

The recent price movements have differed from
those in the earlier years of the present business ex-
pansion not only in intensity, but in mix. Factors

IN AN ACCELERATING EXPANSION

underlying price movements also changed during the
six years of the expansion.

Price Movements, 1961 — Mid-1964 The first
three and one-half years of the present expansion
were characterized by remarkable price stability.
The consumer price index moved up in that period
at a rate of about 1.2% per year, substantially the
same rate as in 1957-1960 and considerably below
the rate in the earlier years of the 1950's. Most of
the increase was accounted for by a steady rise in
the prices of services and sporadic hikes in food
prices. Nonfood prices showed little advance.
Wholesale prices exhibited a remarkable stability
over the first three and one-half years of the business
expansion. The all commodities wholesale price
index in June 1964 was no higher than at the trough
of the 1960-1961 recession, and was fractionally
lower than at the beginning of 1958. Little change
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was registered in any of the three major components
of the index: processed foods, farm products, and
commodities other than farm products and foods
(all industrials). In addition, the indexes for the
major groups within the industrials component
showed little or no change during the period. Thus
the stability was general and pervasive and not
occasioned by offsetting movements in the prices of
particular groups of commodities.

The daily spot market price index, on the other
hand, declined in the second year of the expansion
and then leveled off during 1963 and the first half
of 1964. This index, which is compiled from daily
prices of 9 foodstuffs and 13 raw industrial materials
as quoted on commodity markets and organized ex-
changes, is the most volatile of the major price
measures. Its restricted coverage makes it more
sensitive to current market developments than the
comprehensive wholesale price index, which covers
more than 2,200 items.

The implicit price deflator for total gross national
product rose gradually throughout this period. The
guarterly change in these prices averaged only 0.3
of an index point.

Price Pressures, Mid-1964— Mid-1965 Definite
upward pressures on prices began to develop in the
second half of 1964 and continued to build up in the
first half of 1965. The spot market price index
rose from 95.8 in July to 103.2 in December 1964.
For the first half of 1965 it averaged 103.7, a 3.4%
increase from the preceding 6-months average. Most
of the price rise was in the area of raw industrials
which account for approximately 60% of the total
of the 22 commodities in the index.

The comprehensive wholesale price index began
to advance in the latter half of 1964 and increased
at a considerably faster rate during the January-June
1965 period. This index rose from 100.4 in July
1964 to 102.8 in June 1965, an increase of 2.4%.
Prices of farm products and processed foods, which
account for around one-fourth of the index, were
responsible for most of this increase. Prices of in-
dustrial commodities moved upward moderately.
Changes in this component of the wholesale price
index usually lag the changes in spot market prices
of raw industrials.

Consumer prices also began to show signs of in-
flationary pressures. The general index rose from
108.3 in July 1964 to 110.1 in June 1965. Most
of the increase, however, occurred in the second
quarter of 1965, and was caused primarily by changes
in food prices. The index of consumer food prices
hovered around a 106.9 average in the period July
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1964 through March 1965, rising 0.4 in April, 0.6 in
May and a whopping 2.2 points in June 1965. The
earlier rise in wholesale prices of foods thus ex-
tended into the consumer sector. Throughout this
period, the indexes of nonfood commodities and of
consumer services continued their upward movement
at approximately the same rates as in the earlier
stages of the expansion.

The index of prices received by farmers also re-
corded substantial increases in the first half of 1965,
compared to the last six months of 1964. The
average for the crops component was up 2.8% and
the livestock component was higher by 4.2%.

Thus, by mid-1965 the major price indexes began
to reflect inflationary pressures building up in the
economy. The increased spending ability of busi-
ness and consumers partly caused by the 1964 and
1965 cuts in corporate and personal income taxes
added to demands in the private sector. From the
second quarter of 1964 to the second quarter of 1965,
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Source. U. S. Department of Labor, Wholesale Prices and Price
Indexes.

personal consumption expenditures rose 7.2% and
gross private domestic investment increased 13.0%.
In contrast, government purchases of goods and
services advanced only 3.2%.

Intensified Pressures, Mid-1965— Mid-1966 EXx-
cessive demand developed further after mid-1965.
Outlays for Vietnam grew rapidly after mid-1965.
placing additional pressures upon an economy that
was already running close to capacity. As a result,
unused plant capacity and excess labor resources
continued to narrow.

Capacity utilization rates in manufacturing re-
mained at 89% throughout 1965, ran at 91% for
the first three quarters of 1966, but edged down to
90% in the last quarter. In contrast, the rate was
78% in the first quarter of the expansion.

Critical shortages of manpower also developed
during late 1965 and were evident throughout 1966
as business, already under pressure by civilian de-
mand, geared to meet increased defense orders, and
as available manpower was reduced further by
stepped-up draft calls. The unemployment rate,
which dropped from the current expansion’s high
of 7.1% in May 1961 to 4.7% in June 1965, de-
clined to 4.1% by year-end. Throughout 1966 the
rate hovered around 3.9%.

A large share of the advances in the broad price
indicators was caused by the sharp rise in food prices
that began in the fall of 1964 in the wholesale sector
and in the spring of 1965 in the retail sector. The
food component of the consumer price index, the
wholesale price index and the daily spot market price
index all increased at faster rates in the second half
of 1965 than in the first half. The percentage in-
crease was even greater during the first six months
of 1966 except in the case of processed foods.

The overall index of prices received by farmers
for all farm products continued to advance through
mid-1966. The rise in the latter half of 1965, how-
ever, was caused completely by higher prices for
livestock and livestock products. On the basis of
6-months averages, these prices were 11.2% higher
in the second half of 1965 than in the first half, and
they rose an additional 6.5% in the first half of 1966.
On the other hand, prices received for crops fell by
6.7% in the second half of 1965. While this down-
trend was reversed in early 1966, the subsequent in-
crease did not bring the 6-months average of the
crops component of the index to the high reached
in the first half of 1965.

Food prices have been affected more by supply
factors than by demand pressures upon available
resources. For example, farmers began to curtail
hog production in the summer of 1964, and the supply
of pork and pork products had reached a low level
by the next summer. The dramatic rise of pork
prices which followed is now history.

CHANGES IN PRICES RECEIVED BY FARMERS

from Preceding Six-Months Average
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ERRATUM

In the March 1967 issue of the Monthly Review, the article titled
“Textiles” reported incorrect figures. The error is contained in the last
two sentences of the first paragraph of the right-hand column on page 7.

These two sentences, corrected, should read:

The total number of establishments has risen from 88 in 1939 to
1,625 in 1963, an increase of almost 1.747%. The total number of em-
ployees climbed to 391,143 in 1963 from 14.275 in 1939, an increase

of 2,640%.
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Prices charged for services, which account for over
one-third of the total consumer price index, con-
tinued to advance. Their average for the first six
months of 1966 was 1.8% above that for the last
half of 1965, which was 1.1% above their average
for the first half of the year. Also prices of non-
durable goods, excluding food items, continued to
advance and prices of durables which had declined
in 1965 began to edge upward in 1966.

Industrial commodity prices moved up in the
wholesale markets as a direct result of expanding
demand pressures from foreign as well as domestic
sources. The index of industrial prices in the com-
prehensive wholesale price index averaged 104.2 in
the first half of 1966; the per cent rise from the

CHANGES IN DAILY SPOT MARKET PRICES

Per Cent Change from Preceding Six-Months Average

average of the last half of 1965 was double that for
the two preceding 6-months periods. The price
index of raw industrials on spot markets rose from
an average of 113.9 in the first half of 1965 to a
115.4 average in the next 6-months period and to
a 120.8 average in the first half of 1966.

Cost Pressures, Second Half of 1966 In the last
half of 1966 and particularly in the fourth quarter,
prices of some lines softened. In November and in
December, the consumer price index increased by
only 0.1 of a point compared with a month-to-month
average rise of 0.4 of a point for the period January
through October. The slower rate of increase in
the last two months of 1966 was accounted for pri-
marily by a drop in food prices. Prices charged for

services, however, continued to rise at a steep rate,
and those for consumer nonfood commodities re-
mained at a high level. Increases in the overall con-
sumer price index led to additions to wages in those
industries where contracts have cost-of-living clauses
and to demands for wage increases in other industries.

The wholesale price index declined in both October
and November from its August-September high and
in December remained unchanged from the Novem-
ber level. Here again the decline was accounted for
primarily by prices of farm products and processed
foods. The average prices of all industrial com-
modities increased at a substantially lower rate in
the last half of the year than in the first half. Prices
of crude and intermediate industrial materials peaked
around mid-year, reflecting the drop in prices of spot
market raw industrials.

A more significant factor in the wholesale sector,
however, was the continued rise of producer finished
goods prices, which added to production costs. The
December-to-December advance of this component
was 4.0 points, 1.6 being added in the last quarter.

Labor costs also rose significantly. The index
of labor costs per unit of output in manufacturing,
which had remained relatively stable throughout the
expansion, rose 2.6% in the last six months. Higher
operating costs cut corporate profits, which remained
at peak levels in the first two quarters of the year,
but declined 1.1% in the third. Recent reports indi-
cate a further decline occurred in the final quarter.

Costs were partly responsible for the slowing in
the capital spending boom which has been a major
sustaining factor in the present expansion. Accord-
ing to the GNP accounts, the decline in expenditures
for nonresidential structures evident since the first
guarter was offset by a continual advance in ex-
penditures for durable equipment. The fourth
guarter rise for fixed nonresidential investment was
only 1.6% or $1.3 billion. Inventory accumulation,
however, amounted to $16.4 billion. Personal con-
sumption expenditures rose by $4.2 billion compared
with a $9.8 billion increase in the third quarter. The
slackening in the rate of growth in private final
sales, however, was offset in part by a rapid rise in
expenditures for national defense and State and
local government outlays.

Although inflationary demand pressures had eased
in the final quarter of the year, many crosscurrents
in the economic picture at the turn of the year make
it difficult to forecast price changes. Much depends
on future costs of the Vietnam war, on the size of
the large number of upcoming wage settlements, and
the course of public policy, both monetary and fiscal.
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Fifth District bankers register upon arrival at the Fed

SEMINAR

Research Staff discusses "W hat's
Behind Your Money?"
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The tour begins.

Check clearing by high speed electronic

equipment is explained.

Plans are now underway for the tenth
annual Operations and Policy Seminar of
the Federal Reserve Bank of Richmond.
The two-day seminar, which has been of-
fered each spring for nine years, has at-
tracted a total of almost 2,000 member
bankers from throughout the Fifth Federal
Reserve District. As a result of numerous
requests from nonmember banks, the
seminar will be opened this year to non-
member as well as to member bankers.
To accommodate the anticipated additional
enrollment, two identical sessions will be
held in April, one on April 3-4 and the
other on April 24-25.

The first day of the seminar will open
with registration and a comprehensive tour
of the Bank, conducted by the Bank's corps
of tour guides. After the tour, guests will
assemble in the auditorium of the Bank
for a series of discussions regarding the
day-to-day operating relationships between
the Reserve Bank and District commercial
banks. Sufficient time will be allowed for
guestion and answer periods following
each session.

Members of the Reserve Bank's staff meet the A discussion of factors affecti

visiting bankers.

bank reserves.

member
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The nerve center of the Federal Reserve System com-
munications network is at the Richmond Reserve Bank's
Telegraph and Switching Center.

Approximately 250 bankers from throughout the Fifth District
attend the Seminar each year.

There will be a change of subject matter
on the morning of the second day, when
the session will feature a discussion of
monetary policy and its implications for
commercial banks. Included will be a re-
view of the nation's monetary structure as
well as a rundown by top Bank officials
on the objectives, mechanics, and problems
of monetary policy.

The seminar will adjourn following lunch
on the second day. Persons attending the
meeting will be luncheon guests of the
Bank both days.

There is the feeling, both at the Reserve
Bank in Richmond and among bankers
throughout the Fifth District, that the
seminar provides an unusually good op-
portunity for many bankers, particularly
the younger ones, to see firsthand the
operations of a Federal Reserve Bank, meet
some of the Bank's officers, and gain a
better wunderstanding of the effects of
monetary policy on the commercial bank-
ing business. Top: The First Vice President relinquishes the rostrum to the

President who, right, welcomes the bankers. Bottom: The Chair-
man of the Board of Directors of the Richmond Bank speaks.

Summation of the

conference closes the The Richmond Reserve Bank hosts a luncheon on both days of the Seminar.
Seminar.

Comments on
onetary policy.
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THE FIFTH DISTRICT

BANKING DEVELOPMENTS IN 1966

After more than five years of vigorous growth,
hanking activity in the Fifth District slowed to a
more moderate pace in 1966. Nonborrowed reserves
in the District fell steadily from December 1965 until
May, pulling down total reserves in spite of heavy
borrowing. More reserves were available in the
second half of the year, but total reserves rose sub-
stantially above the July level only in the last few
weeks of the year.

The discount rate remained at 44i% throughout
1966, although heavy loan demand pushed bank
lending rates to record levels. But in spite of the
wide gap between the discount rate and bank lending
rates, member bank borrowings generally remained
at levels comparable with those of the previous year.

Loans and Investments The slowdown in the rate
of growth of Fifth District banking activity last year
is evident in every category of loans. Gross loans at
weekly reporting banks grew less than 9% in 1966,
compared with an increase of over 16% in 1965. All
major loan categories expanded at a slower pace.
Commercial and industrial loans rose less than 13%
last year, compared with 16% in the previous year ;
but the greatest weakness appeared in real estate
loans. They expanded only about 10% after rising
almost 16% in 1965.

Total investments at District weekly reporting
banks declined slightly last year, compared with a
very small increase in the previous year. The drop
was the result of a larger percentage reduction in
holdings of U. S. Government securities and a smaller
gain in holdings of other securities, primarily
municipals. Many banks liquidated sizable amounts
of municipals as well as short-term governments in
order to meet intense loan demad. The net reduc-
tion in investments and slower growth in loans held
the increase in total credit extended by District
weekly reporting banks to less than 6%, compared
with more than 11% in 1965.

Deposits Growth in both demand and time de-
posits was well below the 1965 level, but the rate
of growth of time deposits did not fall as much in
the Fifth District as it did in the country as a
whole. At all U. S. weekly reporting banks, time
deposits rose only about 5% in the first half of 1966,
compared with 9% in the first half of 1965. They
continued to rise in July, but fell sharply in the next
three months, and even after a substantial upturn
in the last few weeks of the year, they ended the year
with about a 5% annual increase, compared with a
gain of over 15% in 1965. At Fifth District weekly
reporting banks, however, time deposits rose almost

RESERVES AND BORROWINGS
FIFTH DISTRICT MEMBER BANKS

Total Reserves

growings

borrowed Reserves
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$15.5 billion in November, while the volume at Dis-

CHANGES IN LOANS, INVESTMENTS, trict banks grew from $291 million to $310 million.
AND DEPOSITS ] .

FIFTH DISTRICT WEEKLY REPORTING BANKS Foreign Lending The Federal Reserve's mone-

. 1965 tary policy apparently had a substantial impact on

foreign lending by Fifth District banks. Under the

Gross Loans President's Voluntary Foreign Credit Restraint

B i Program, the guidelines for foreign lending were

Commercial and liberalized in 1966. The guidelines called for each

Ind ial L L . . . .
ndustrial Loans bank to limit its outstanding foreign credits in 1965

to no more than 105% of the amount outstanding
at the end of 1964, and the 1966 ceiling was arrived
at by adding 1% each quarter to the 1965 ceiling.
Credits outstanding dropped well below the guide-
lines in 1965, apparently reflecting the efforts of
lending banks to comply with the request that their
foreign lending be curbed. But in the first three
quarters of 1966, actual credits fell even further
below the guideline ceilings. The size of the gap
suggests that the curtailment of foreign lending was
due largely to the tightness of money. The banks
engaged in foreign lending were also those which

as rapidly in 1966 as in 1965 through the first half
of the year. In the second half, growth lagged
below the 1965 rate, but for the year as a whole,
time deposits at District weekly reporting banks
rose almost 13%, compared with 17% in 1965.
The more favorable time deposit experience in the
Fifth District apparently was due primarily to a
different pattern of certificate of deposit sales.
During the first six months of 1966, while the total
volume of large negotiable certificates of deposit
outstanding in the country as a whole was rising
from $16 billion to more than $18 billion, the volume
of such certificates outsanding in the Fifth District
was substantially reduced. The total volume of
certificates of deposit reported jumped sharply at the
end of June when the number of weekly reporting
banks was increased; but a few weeks later, the
volume outstanding for all U. S. weekly reporting
banks began to fall precipitously, while the volume
reported by Fifth District banks continued to rise.

The volume of certificates for the nation as a whole Il i v Il n 1%
fell from over $18.5 billion in August to less than 1985 1966
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CHANGES IN NUMBER OF

December 1965 to

All Commercial Banks D. C.

Number of banks, beginning of period 15

New banks organized
Mergers and absorptions 1
Number of banks, end of period 14
Net change

Branches and Additional Offices

Number of branches, beginning of period 82

New branches established 5

Banks converted into branches 1

Branches discontinued
Number of branches, end of period
Net change

Change in Banking Offices

*Including six West Virginia counties which fall outside the Fifth District.

utilized their reserves most fully and were therefore
hit hardest by the credit squeeze. When they were
forced to ration credit, they apparently turned down
foreign borrowers as well as domestic companies.

Banking Structure In 1966, the number of banks
and branches continued to change rapidly in the
Fifth District. The Virginia banking system is still

CERTIFICATES OF DEPOSIT OUTSTANDING

S.

88
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BANKS AND BRANCHES

December 1966

Md. va. W.Vva.* N. C. S.C. Total
122 262 187 146 129 861
1 4 2 1 8

1 15 10 3 30
122 251 189 136 127 839
22

383 538 733 264 2,000
30 44 51 32 162
1 15 10 3 30

2 1 2 5
412 596 792 299 2,187
+ 187

+ 165

Source: Board of Governors of the Federal Reserve System.

undergoing the metamorphosis set in motion in 1962
by an amendment to permit statewide branching
through mergers; and in many parts of the District,
new banks are being organized and existing banks
are opening new offices to serve a growing population.

As in other recent years, the largest number of
changes in bank structure occurred in Virginia. Four
new banks were organized, but 15 were absorbed by
merger, reducing the total from 262 to 251. Forty-
four new branches were established, and all of the
15 merged banks were converted to branches. With
one branch discontinued, the total rose from 528
to 596. There were 10 mergers in North Carolina,
reducing the number of banks from 146 to 136.
North Carolina led the District in new branches
established with 51. Two branches were discon-
tinued, and the total rose from 733 to 792.

In Maryland, there was one new bank established
and one merger, leaving the total for the state un-
changed at 122. There were 30 new branches opened,
however, and with one conversion and one branch
discontinued, the total rose from 383 to 412. One
new bank was established in South Carolina, but
three mergers pulled the total down from 129 to 127.
South Carolina added 32 new branches to the three
resulting from mergers, raising the total number of
branches from 264 to 299.

No new banks were established in the District of
Columbia. One merger reduced the total from 15
to 14. Five new branches were opened, and these,
with the merged bank that was converted into a
branch raised the total number of branches to 88. In
West Virginia, two new banks were opened, raising
the number in the state from 187 to 189. West
Virginia does not permit branch banking.





