RATIONAL €COnomiC TRENDS

PREPARED BY FEDERAL RESERVE BANK OF ST. LOUIS

MONTH ENDING: January 31, 1978 RELEASED: February 28, 1978

Real GNP growth in the fourth quarter represented a slowdown from rates
posted earlier in 1977, but the deceleration reflected a slackening in inventory
accumulation rather than a moderation in final purchases. Investment in business
inventories in the fourth quarter slowed to a $6.8 billion annual rate (1972
dollars), compared to an average annual rate of $12.9 billion in the previous three
quarters. Real final purchases rose at a 6.8 percent rate in the fourth quarter,
more rapid than the 4.4 percent rate in the first three quarters of 1977.

Over the last three months of 1977 the ratio of manufacturing and trade
inventories to sales plummeted, and in December reached the lowest level in 26 years.
This decrease reflected both a continuation of the cautious inventory policies
practiced by businesses over the course of the current expansion and a recent uptick
in spending. From September to December, retail gales surged ahead at a 22 percent
rate, compared to a 6 percent rate of advance over the previous nine months of 1977.
Sustaining this rise in spending was a 17 percent rate of increase in personal income
over the last three months of 1977, a pickup from the 10 percent rate of growth
posted over the previous nine months.

Fourth quarter data give evidence of strong final demand and suggest the
possibility of future advances in production as businesses replenish inventories.
However, the transitory effects of severe weather and the coal strike are likely to
doainate economic activity in the first quarter. The Jsnuary declines in industrial
production and retail sales are indicative of the distortions caused by energy
cutbacks and difficult climatic conditionms.

REVISION OF CP1

Beginning with January 1978 data, the Bureau of Labor
Statistics will publish three indexes of consumer prices (CPI):
(1) a new index, called The CPI for All Urban Consumers,

(2) the revised index, called The Revised CPI for Urban Wage
Earners and Clerical Workers, and (3) the old index. The old
index will be available on a nonseasonally adjusted basis, and
will be discontinued after June 1978. The new index and the
revised CPI, both seasonally adjusted, will be published in this
release. The rate-of-change triangle and chart (pp. 4 and $5)
will show, beginning January 1978, the revised CPI for urban
wage earners and clerical workers, replacing the old CPI.

The revised and the new index both reflect a modernization
of statistical methods and an updating of (1) the weights
assigned to expenditure categories, (2) the sample of items
priced, and (3) the sample of establishments where prices are
surveyed., Both the revised CPI and the new index will be issued
as a continuation of the old series.

The new index represents about 80 percent of the
noninstitutional civilian population and includes urban wage
earners and clerical workers, the self-employed, professional and
other salaried workers, retirees, the unemployed, and others not
in the labor force. The revised index for urban wage earners and
clerical workers represents about 40 percent of the
noninstitutional civilian population.
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PERSOMAL CONSUMPTION EXPENDITURES IN CURRENT DOLLARS
CONPOUMDED AMMIAL SATES OF CMAMGE
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TERMIMAL INITIAL OUARTER DOLLARS
QUARTER ANNUAL RATES
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Lale A.S A9 Ae 10.4 2% .0
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GAOSS PRIVATE OOMESTIC INVESTHMENT IN CURRENT DOLLARS
_COMPOISMNED AMMIIAL RATES OF CHAMGE

s1LLIONS OF
TERMINAL -  —— _1NITIAL OIMRTER 00 e oOLLARS
QUARTER ANNUAL AATES
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GOVERMMENT PURCHASES OF GOODS AMD SERVICES IN CURRENT DOLLARS
COMPOLMOED AMMUAL RATES OFf CHAMGE
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CORPORATE PROFITS AFTER TAXES ¢

SI1LLIONS OF
AshmimaL - e amITia QuasTe® e _OOLLARS —
QUARTER ANSUAL RATES
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SOURCES OF DATA
NATIONAL INCOME AND PRODUCT ACCOUNTS DATA

Source: U.S. Department of Commerce, Bureau of Economic
Analysis, Washington, D.C. 20230

1929-72: The National Income and Product Accounts of the United States,
1929-74, A Survey of Current Business Supplement.

1973: Survey of Current Business, July 1976.

1974-76: Survey of Current Business, July 1977.

The Survey is available from most district offices of the
Department of Commerce or from the Superintendent of Documents, U.S.
Government Printing Office, Washington, D.C. 20402.
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INVENTORIES COMPARED WITH MONTHLY SALES*
MANUFACTURING AND TRADE

|

| -

il .

ATV

[ L

.41 T

1964

1965

1966 1967 1968 1968 1970 1971 1972 1973 1974 1975 1976 1977

SHADED AREAS REPRESENT PERIODS OF BUSIMNESS RECESSIONS.
LATEST DATA PLOTTED: DECEMBER PRELIMINARY

Federal Reserve Bank of St. Louis

PREPARED BY FEDERAL RESERVE BANK OF ST.
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SOURCE: U.S.DEPARTMENT OF COMMERCE

LIVIS
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