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The Business Situation
annual rate (see Chart 1). Only a small part of the advance was due to a rise in the rate of inventory accumulation, indicating that the expansion in final demand was a
bit larger than the already substantial second-quarter increase. Most components of final demand contributed
significantly to the rise in GNP. Major gains were scored
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The economy posted another significantadvance in the
third quarter of the year. The rise in gross national product was the largest for any quarter in nearly two years,
with a particularly heavy gain being scored by consumer
purchases of nondurable goods. To be sure, there was
some sluggishness in the statistical measures in August,

Government purchasos of
goodu andservices

GROSS NATIONALPRODUCT IN THE
THIRD QUARTER
According to preliminary estimates by the Council of
Economic Advisers, GNP rose by a sizable $8.9 billion in
the third quarter to a $588.5 billion seasonally adjusted
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in the third quarter. Total spending for goods and

wilI

services by the Federal Government, on the other hand,
Vsharply

was virtually unchanged, and two components of GNP—
net exports and consumer purchases of durable goods—
edged down. As regards consumer purchases of durable
goods, a concentration of car model change-overs and
the relatively low remaining inventories of 1963 models
resulted in reduced automobile sales in the latter part of
the third quarter.
In line with businessmen's plans as reported in the Government's plant and equipment spending survey, business
outlays onfixed investmentduringthe third quarter showed
one of the sharpest advances of recent years, actually
exceeding somewhat the large second-quarter gain. The
rise in nonfarm residential construction in the third quarter, on the other hand, was only about half the secondquarter increase—a slowdown which had been clearly
apparent in the monthlydata on construction activity.
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The FederalReserveBoard'sindexof industrial produc-
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tion was virtually unchanged in September at 125.7 per
cent (seasonally adjusted) of the 1957-59 average (see
Chart H). It will be recalled that during August sharp
declines in the production of both steel and new cars had
1.2
resulted in a drop of nearly a point in the over-all index.
In September,on the otherhand, a furthersmall reduction
in the iron and steel component was about offset by a
small rise in the output of motor vehicles and parts. Gains
and losses in the output of other goods also about offset
1961
1962
each other in September, whereas there had been some
Nsiø Lcts,dci.pIoHudw o,Sspsmbsv iea
rise on balance in August and fairly sizable increases in
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most earlier months of the year. Incomplete data for October point to little change in stccl ingot production, after
allowingfor seasonal factors, but auto output rose sharply
and very preliminary production schedules for November
appear to suggest continued strength. Large car production and sales are in turn supporting steel production, a]- goodadvance. Withnewordersexceeding sales in September, the backlog of unfilled orders received by manufacthough steel inventoriesremain fairly high.
One particularly favorable factor in the near-term out- turers of durable goods increased by 1.1 per cent (sealook for production is the 4 per cent September rise (sea- sonally adjusted), after declines in the three preceding
sonally adjusted), to the highest level since May, in new months, while total orders received by all manufacturers
orders received by manufacturers of durable goods. The advanced to record levels.
August decline in these orders had largely reflected reFollowing a slight August decline, nonfarm payroll emduced deliveriesof automobiles, which arc recorded asnew ployment resumed its upward movement in September,but
orders when delivered to dealers. To be sure, a substantial the increase of 100,000 persons was small and was conpart of the September gain was due to renewed heavy centrated mainly in the public sector. Payroll employment
deliveries as new car models came off the assembly lines. in manufacturing recouped less than half its August deNevertheless, orders of other durable goods also posted a cline. in October, total employment showed virtually no
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change after seasonal adjustment, according to the Census
Bureau's household survey, nor did the seasonallyadjusted
unemployment rate, at 5.5 per cent, change significantly.
One encouraging dcvclopment in the unemployment picture is the reduced rate of unemploymentamong married
men. Unlike the aggregate unemployment rate, which has
shown little net change in the past year, the unemployment
rate for this group has trended generally downward
throughout most of the current business expansion. At 2.9
per cent in September and October, it was at its lowest
level since August 1957.
Rccent gains in residential construction represent a
marked improvement from the summer performance. Following a substantial decline in August, the seasonally
adjusted annual rate of private nonfarm housing starts
advanced by 17 per cent in September to the highest
level since the current series became available in January
1959. Large—and quickly reversed—movementsin housing starts are, of course, not uncommon. Nevertheless, the
September gain was sufficient to pull the third-quarter
average to within less than 2 per cent of the very high
second-quarter average and is an encouraging develop-

rncnt. Moreover, the seasonally adjusted index of new
home permits, after two months of decline, also ros
sharply in September and reached a new high. In October,
outlays on residential construction rose only slightly—a
leveling-off in activity associated with low housing starts
in August.
Total retail sales droppcd 1½ per cent in September.
Although shortages of new cars were responsiblefor some
of the weakness, there were declines in other groups as
well—in contrast to some growth, apart from auto sales, in
August. Preliminary data suggest that retail sales in October may have substantially recovered these losses.
Consumer spending on durables, which has remained
relatively sluggish so far in 1963, is receiving support
from a rising level of disposable income. The favorable
outlook for such spending is supported by a study made
in August and early September by Michigan University's
Survey Research Center, which indicates that consumer
plans to buy houses, household goods, and cars are strong.
Heavy sales of new cars in October suggest, moreover,
that the public's initial reaction to the new models was
favorable.

The Money Market in October
The money market continued to exhibit in October
about the same degree of firmness as in August and September. Federal funds traded largely at the 3½ per cent
ceiling (equal to the Federal Reserve discount rate), with
a sizable margin of demand for reserves being satisfiedby
member bank borrowings at this rate from the Federal
Reserve Banks. Rates posted by the majorNew York City
banks on call loans to Government securities dealers were
quoted in a 3% to 4 per cent range duringthe month,but

dealers found financing from nonfinancial corporations
readily available at more attractive rates much of the time.
Over the first two thirds of October, rates on Treasury
bills maturing in 1964 moved generally higher, as the
market adjusted to enlarged supplies and as some uneasiness developed over the near-term outlook for interest
rates, while rates on scarce shorter maturities declined.
Later in the month, bill rates generally declined on strong
corporate demand in a more confident atmosphere,
although in the final days rates edged up again to close
not far from their earlier high points. The increased avail-

ability of corporate money apparently also prompted the
major sales finance companies to reduce their rates during
the month by t/a to ¼ of a percentage point on various
maturities of their directly placed paper, but rates were
increased again by about
of a percentage point near
the month end. Leading New York City banks increased
during the month their offering rates for new time certificates of deposit, while the range of rates at which such
certificates were offered in the secondary market rose
from 10 to 15 basis points and from 10 to 20 basis points
on three- and six-month maturities, respectively.
After the close of businesson October 23, the Treasury
announced that it would offer at par about $7.6 billion of
eighteen-month 3% per cent notes dated November 15,
1963 and maturing on May 15, 1965, replacing a corresponding amount of certificates and notes maturing on
November 15. Subscription books for the refunding were
open only on October 28, with payment in the form of
either cash or the two maturing securities due on November 15. The new offering was well received with sub-

