FEDERAL RESERVE BANK OF NEW YORK 3

-

The Business Situation

The pace of the economic cxpansion has shown somc
modest signs of quickening in recent months, although the
overall progress of the rccovery remains uneven. ‘To a
considerable cxtent, the stepped-up rate of activity has
been grounded in the greater volume of retail sales.
Prospective increases in personal disposable incomes—
stemming in part from the reductions in tax liabilitics
in 1972 that were cnacted on December 10—should
provide further impetus to consumption expenditures and,
eventually, to other areas of the economy as well. Beyond
that, the agreement among the Group of ‘T'en industrial
nations (for detuils, see page 7) should stimulate produc-
tion by relieving some of the uncertainties in intcrnational
trade. New orders for durable goods posted a sizable
gain in November, and the backlog of unfilled orders
rosc by the largest amount in almost a year. Moreover,
the underlying demand for inventories also appears to
have increased somewhat during recent months. The
unemployment rate, on the other hand, edged up slightly
to 6.1 percent in December.

Most of the available data on prices and wages continue
to reflect the influence of the nincty-dayv freeze, which
ended November 13, Between August and November, the
increase in prices of nonfeod consumer commoditics
halted while industrial wholesale prices  actually fell
slightly. At the same time, the advance of workers’ hourly
wage rates slowed dramatically from the sizable rises
posted earlier in 1971, Under Phase Two, subsequent
developments will reflect the guidelines and decisions of the
Pricc Commission and the Pay Board. However, rather
large recorded rises in wages and prices are to be expected
in December and January, as some increases delayed
by the freeze are supcrimposed upon those that would
have normally occurred.

PRODUCTION, ORDERS, AND INVENTORIES

The Federal Rescrve Board's index of industrial pro-
duction rose by a substantial 0.8 pereent in November.
Although about one quarter of the rise in output during
November was attributable to the scttliecment of the coal

miners’ strike, the rest of the advance was widely dis-
tributed among the major industrial and market group-
ings, with large increases occurring in the output of con-
sumer nondurables and business cquipment. Despite the
expansion in the production of business cquipment, the
output of durables manufacturing industrivs overall showed
very little change in November and remained almost a
Tull percentage point below its recent high attained in May
1971. Indecd, the absence of any appreciable strengthen-
ing in durables production since November 1970, which
has tentatively been dated by the National Burcau of Eco-
nomic Rescarch as the cyclical trough, has been a major
factor underlying the slow pace of the current cconomic
recovery.

In contrast to the small rise in durables production in
November, new orders for durable goods jumped 4.3 per-
cent on a scasonally adjusted basis, after having risen by
a much smialler amount in the previous month, While the
volatility of this scries argues against attaching a great
deal of significance to this most recent gain, special fac-
tors may have obscured uny improvement in the under-
lying demand for durable goods during earlicr months.
For example, the November spurt in new orders may have
stemmed partly from the lifting of the price freeze. Dur-
ing the time that the freeze was in effect, somce buyers and
sellers may have been rcluctant to enter into firm agree-
ments until a clearcr picture of the Phase Two wage and
price policies had emerged. Another factor that has tended
to depress new orders during recent months has been the
rundown in steel stocks that had bcen built up by users
in anticipation of a midsummer steel strikc. With the sharp
November advance, durables orders exceeded shipments
and the backlog of unfilled orders swelled by $400 million
on a scasonally adjusted basis, the largest gain since Jan-
uary 1971,

Taking a somcwhat longer perspective, the growth in
new orders for durablc manufactured goods was relatively
modest and quite uneven in the twelve months after the
cyclical trough. While durables orders were almost 18
percent higher in November 1971 than they had been
one veur carlier, this increase was in fact smalicr than the
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gains experienced during comparable periods of recovery
from any of the three earlier post-Korean war recessions,
when the increases ranged from 20 percent to nearly 50
percent, Indeed, the weakness of the current recovery is
even more pronounced than this comparison suggests, since
the level of orders in November 1970 was depressed by the
General Motors strike, then in its third month. The back-
log of unfilled orders for durable goods rose slightly during
the opening months of 1971 but retreated thereafter. De-
spite the advance in November, unfilled durables orders
were still 2.3 percent below the level of twelve months
earlier and were fully 12.4 percent below the peak attained
in July 1969. In comparison, in the three previous post-
Korean war recoveries the orders backlog had grown sub-
stantially in the year following the cyclical trough (see
Chart I).

The relatively cautious scale of inventory investment
spending by manufacturers has contributed importantly
to the slow pace of the current economic recovery, pri-
marily reflecting the outright declines in the stock of goods
in process (see Chart II). In previous recoveries, these
inventories had registered fairly strong growth; in the
current recovery, however, they continued to fall long
after the cyclical trough had been passed. These declines
have to some extent been related to the failure of un-
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filled orders to begin a sustained and pervasive rise. The
stock of goods in process was gradually diminished as du-
rable goods continued to be finished and shipped at a
faster rate than they were being replaced by new orders.
In contrast, the accumulation of materials and supplies

though dominated by the buildup and subsequent rundow '

of steel stockpiles, does not appear to have been otherwise
very different from previous recovery periods. Similarly,
the behavior of finished goods inventories has been roughly
in line with the performance in earlier comparable periods.

Following the outright declines in earlier months, manu-
facturers have begun to add to their inventories in recent
months. Between August and November, the stock of fin-
ished goods inventories, measured on a seasonally adjusted
book-value basis, increased by about $400 million, while
that of goods in process swelled by a bit more than $630

Chart I

MANUFACTURERS' INVENTORIES
IN FOUR CONTRACTIONS AND RECOVERIES
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million. Each of these components had fallen quite sharply
during the previous thrce-month period. Rcflecting the
rundown of the excess steel inventorics, the book value of
materials and supplics declined by almost $550 million
~ ~petween July and September. However, it appears that
his inventory correction may have run its course, inas-
much as the stock rose slightly in October and was virtually
unchanged in November. Indeed, the volume of new steel
orders increased in November. Taken together, these data
sugpest that inventory investment spending by manufac-
turers had begun to strengthen in the closing months of
last year.

PERSONAL INCOME AND RETAIL SALES

Personal income posted a modest increase of $3.5
billion in November, rising to a seasonally adjusted annual
rate of $876.0 billion. Virtuaily all of this growth in
personal income was accounted for by a $3.1 billion
incrcase in wage and salary disbursements, one third of
which was, in turn, attributuble to the military pay raise
that took effect at midmonth. The small size of the Novem-
ber cxpansion in private wage and salary disbursements
was, in part, indicative of the limited increases in employ-
ment and hours worked that occurred during the month.
The wage freeze was an additional factor. however, as a
sizablc portion of the data used to estimate personal in-
come was collected before the freeze had been lifted. Over
the three-month period that e¢nded in November, the
average monthly gain in wage and salary disburscments
was only $1.7 billion.

The relatively small increase in personal income in
rccent months hus not had a dampening impact on con-
sumer spending, On the contrary, buoyed by an apparent
improvement in consumer confidence as well as by con-
sumers’ anticipations of price hikes after the freeze, retail
sales advanced at a scasonally adjusted annual rate of
I8 percent over the four months that ended in Novem-
ber. While part of this advance resulted from the widely
publicized surge in automobile sales, the guins in retail
buying were broadly hased. with sales of both nondurubles
and nonautomotive durables growing appreciably. Over
the same four-month period, nondurable retail sales in-
creased at o 11 percent annual rate while nonsutomotive
durables sales soared 22 percent. These growth rates
were more thun double those experienced in the first half
of 1971. Morcover, since this sizable expansion in current-
dollar retail sales occurred over the period in which the
price freeze was still in cffect, rising prices accounted for
a much smaller share of the overall advance in the dollar
volume of sales than was the case carlicr in the year.

EMPLOYMENT, WAGES, AND PRICES

In December, labor market conditions showed little
change as the unemployment rate inched up 0.1 percentage
point to 6.1 percent. Thus, the unemployment rate at the
end of 1971 was virtually unchanged from the reading
registered at the close of 1970. To be sure, employment
buscd on the houschold survey has shown some improve-
mcent in recent months. In the October-Decemher period.
for example, the average level of civilian employment cx-
cecded the third-quarter average by 780.000 workers.
However, since this gain was roughly matched by a large
increase in the labor force, the uncmployment rate was
essentially unchunged. In contrust to the household survey,
the nonagricultural payroll survey showed only modest
cmployment gains in December und the fourth quarter. In
the key manufacturing scctor, in particular, employment
showed little change as producers were apparently able to
mect their additional lubor requirements by a slight length-
ening of the workweek.

Wage data for recent months indicate that the ninety-
day freeze was quite effective in braking the speed at
which wage rates had been climbing. Within the private
nonfarm economy, the average hourly carnings of produc-
tion and nonsupsrvisory workers rose at ua scasonally
adjusted annual rate of only 1.2 percent between August
and Novemher (see Chart [I1), This time span approxi-
mately corresponds with the freeze period. since the
August survey was taken in the week before the freeze
was announccd while the November survey was taken in
the week prior to the expiration of the freeze. Most. if not
all, of this rise probubly stemmed from increased overtime
and job shifts within firms or between firms in the same
industry and othcr compositional shifts among the cm-
ployed work force. In comparison, over the first cight
months of the vear. these workers’ average hourly carnings
had been surging ahcad at a 6.9 percent annual rate,

In coming months. wage developments will be heavily
influcnced by the guidelines and decisions of the newly
estublished Pay Board. Soon after its appointment. the
Pay Board announced that its broud objective would be
to limit the increases in total employee compensation to an
annual rate of 5.5 pereent—though its initial decisions have
permitted considerably larger rises. This guideline notwith-
standing, it appears likcly that average hourly curnings'

t Because the average hourly earnings figures cxclude some fringe
benefits and other wage supplements, such as health insurance and
contributions to retirement, they arc less comprehensive than total
employee compensation,
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will show relatively large increases in December and Janu-
ary as a result of a clustering of wage hikes—including
some retroactive ones—that would otherwise have oc-
curred during the months covered by the freeze. Many
workers, for example, were scheduled to receive merit pay
raises and deferred wage boosts between August 15 and
November 13. Similarly, negotiations on some new col-
lective bargaining agreements were discontinued during the
freeze while the participants awaited the announcement of
details on Phase Two. Most of the wage increases that were
postponed during the freeze are likely to be implemented
in the first couple of months after its expiration, along
with the wage increases that were previously scheduled to
become effective in these months. Depending on how soon
after November 13 these raises occur, they will be reflected
in the December or January survey results. Even if the
guideline of 5.5 percent were to become a ceiling for all
of the individual raises, the bunching of increases custom-
arily spread over several months into two months could
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tend to inflate the size of the wage increase in those two
months well beyond the 5.5 percent figure. Thus, the 10.8
percent annual rate of increase that occurred in December
in the average hourly earnings of production and non-
supervisory workers in the private nonfarm economy wa‘
not unexpected. :
The presently available statistics on consumer prices
apply to the time period prior to Phase Two. On the basis
of revised data, consumer prices climbed 1.7 percent on a
seasonally adjusted annual rate basis between August and
November, following a 3.8 percent annual rate of increase
over the previous eight months of 1971. Including an allow-
ance for the retroactive elimination of the automobile ex-
cise tax, which has been signed into law by the President,
prices of nonfood consumer commodities are now reported
as having been unchanged on a seasonally adjusted basis
over the August-November period. While food prices edged
up only slightly, most of the advance in the overall con-
sumer price index from August to November was centered
in services prices. These prices increased at a nonseason-
ally adjusted annual rate of 3.1 percent from August to
November, significantly less than the rate of increase ear-
lier in the year.






