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The economy's gradual but solid advance has continued
in the past few weeks. Employment, production, and re-
tail sales posted good gains in May, while backlogs of un-
filled orders rose to the highest Icvcls since around the
cnd of the steel strike in carly 1960. Auto output appar-
ently rose slightly on a seasonally adjusted basis in June,
while steel ingot production moved down. Although the
unemployment rate rose in June after a sizable decline in
May, there has been a distinct improvement in the labor
market situation as a whole during the sccond quarter as
compared with the first quarter and with a year ago. In-
complete data on retail sales in June suggest a slight weak-
ening from thc May levcl, underscoring the fact that, al-
though such sales have shown a good gain since the tax
cut went into effect, there have been no signs of a rapid
surge in consumer spending. Furthermore, the broad price
indexes have changed little.

The steady pace of the expansion so far and the most
reccent showing of scveral important leading indicators
continue to point toward an orderly rise in busincss activity
over the near term. Rcecent surveys of business plans for
capital spending still indicate a substantial gain in 1964,
but do not suggest the type of sudden spurt in capital out-
lays that characterized the 1955-56 investment boom. Busi-
ncssmen also plan to step up their rate of inventory
accumulation over the next few months, but only at a pace
well in line with expected gains in sales. At the same time,
recent developments in the residential construction indus-
try suggest that demand may have leveled off in that sector
of the economy.

PRODUCTION, ORDERS, AND EMPLOYMENT

The Federal Reserve’s index of industrial production
posted its eighth consecutive monthly advance in May,
rising by 0.7 percentage point to reach 130.3 per cent of
the 1957-59 average (see Chart 1). The advance brought
the over-all gain since December to nearly 3 per cent. This
is not so large as the 4.5 per cent rise recorded in the first
five months of 1963, but it will be recalled that part of

last year's increase was attributable to the strengthening
elfects on steel output of fcars of a possible midycar strike.
‘The May rise this ycar was centered largely in matcrials
and equipment-producing industries, although consumer
goods output also posted a modest pickup.

In June, steel ingot production declined slightly, but
producers in the automobile industry raised the already
high rate of automobile assemblies a bit further in an at-
tempt to cnd thc 1964 model run with sufficient inven-
torics for the model change-over period. Seasonal inven-
tory needs have been ecnlarged this ycar as a result of

Chars |
RECENT BUSINESS INDICATORS

Per cent

Seasonally adiusted

Per cont

135

130

47

|19« T T 50N R N A 1 S G DU 0 S I O I IO I O 1
Billsons of dollars.
1l

Indusirial production
1957.59+100
I

[N

/.

[RE3

1130

125

120

ns

_Billivews of doflzes

49

]

- Manufaclurers” unhlled durable orders 5 |
48, 2 48

" ,"‘\ s

F— - 4 -
a7 I' AN ‘g'o &7

'A‘ 'I
abre N 7 — 4

\ »
a5~ N\ K -145
.y ’
4
a4 - s 4 — 44
- 7
I I A A A A I N I IR 'S
Bilbens of dollars Billions of dollors
22 a
L ae|?
ar Retoil sales e B Vi -2
ey e’ ®

20+ - o -|20

1 -8 -
W 1 bt v e

1962 1963 1964

Accnrding % advazce report.
Sourcen: Board af Govemors of the Federal Reserve Systsmy
United States Depertment of Commesce.




124 MONTHLY REVIEW, JULY 1964

plans by most major producers to make extensive styling
changes, which will entail a somewhat longer shutdown
period than is usually required. Another factor that may
be influencing inventory demand is the immincnce of labor
negotiations. The prescnt contracts cxpire at the end of
August, and bargaining on new contracts is scheduled to
start in July.

The prospects for future strength in production were re-
inforced in May by the fifth consccutive monthly advance
in unfilled orders held by manufacturers of durable goods
(sce Chart I). The volume of incoming new orders for
durables, to be sure, slipped somewhat, but it was still at
the second highest level on record. The small month-to-
month decline that did take place in May, morcover,
largely reflected a slackening in stcel orders, which was
probably induccd by the earlier-than-usual summer shut-
down in the automobile industry.

After substantial increascs in April and May, total em-
ployment fell in June. Large month-to-month movements
in this series are not unusual, however, and it is encourag-
ing that for the second quarter as a whole total employ-
ment averaged more than 800,000 above the average for
the quarter beforc. The second-quarter increase in the civil-
ian labor force was also quite sizable, perhaps reflecting in
part the entrancc into the job market of persons who had
previously felt that jobs would not bc available for them.
A more-than-seasonal risc in unemployment among col-
lege students and recent college graduates contributed to
a 0.2 percentage point rise in the unemployment ratc, to 5.3
per cent, in June. The second quarter nevertheless ended
with a rate somewhat below the 5.4-5.6 per cent range
which prevailed early this year and for much of 1963.

CONSUMER SPENDING AND RESIDENTIAL
CONSTRUCTION

Consumer spending at retail outlets registered a good
gain in May, moving up by 1.4 per cent to reach a record
$21.7 billion, seasonally adjusted (see Chart I). The May
advance, following a small April increase, was largely at-
tributablc to a substantial rise in sales of nondurable
goods, which had been somewhat sluggish in the previous
four months. Salcs of durable goods were essentially un-
changed in May, despite a slight advance in new auto-
mobile sales. Fragmentary data for June suggest that total
retail sales may recently have edged off a bit, although
automobile sales apparently continued strong.

On the basis of present evidence, the rate of gain in
retail sales in the April-June quarter appears to be some-
what less than the January-March advance, despite the
fact that the tax reduction was in ¢flect for the entire sec-

ond quarter. The absence of an accelerated gain in sales,
howevcr, does not mean that the tax cut has been without
an impact on consumer spending. It is quite possible that
the considerable strength of retail sales carly in the year
may have reflected consumer anticipations of the tax cut.
Furthermore, it is by no mcans certain that the tax cut
bas as yet had its full effect on consumer spending.

In the residential construction sector, activity has
continued at a high level but without providing much addi-
tional stimulus in recent months. Aftcr moving up slighdy
in April, outlays on housing declined substantially in
May and June. Moreover, the recent behavior of leading
indicators in this sector does not suggest a renewed up-
ward push in such expenditurcs for the near futurc. The
seasonally adjusted value of residential contract awards,
to be sure, was slightly above April in May, but April had
declincd markedly below March, so that awards in both
April and May were significantly under the first-quarter
average. Furthermore, the level of nonfarm housing starts in
May was virtually unchanged from April, and the April fig-
ure was revised downward to a level distinctly below the
first-quarter average. Similarly, the number of new building
permits issued in May was about the same as in April, and
both months were significantly below the first-quarter
average.
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BUSINESS SPENDING PLANS

Recent surveys of businessmen’s spending plans re-
inforce widely held expectations of strong support for the
economy from this sector over the balancc of the year.
According to a May survey by the Department of Com-
merce, manufacturers plan to add $700 million to their
inventories during the third quarter of this year as against
an expected incrcase of $S400 million in the second quar-
ter. Much of the planned additions to inventories are in
the durables sector, where producers are looking forward
to a substantial sales gain. Despite anticipations of a
stepped-up rate of inventory accumulation, thereforc, the
cxpected rise in sales, if realized, will be sufficient only to
maintain the inventory-sales ratios of both durables and
nondurables manufacturers at roughly the low levels that
have recently prevailed, suggesting that over-all inventory
policies remain cautious.

In another May survey, taken by the Departmcent of
Commerce and the Sccurities and Exchange Commission,
business plans for capital spending in 1964 were reported
at a level 12 per cent above 1963 outlays (sec Chart 11).
This increase was somewhat above the 10 per cent ad-
vance reported in the February Commerce-SEC survey
and was about in line with the risc reported in the spring
McGraw-Hill survey taken in March-April. The latest sur-
vey, of course, is still not necessarily an accurate forecast;
however, in previous ycars of busincss expansion—such
as 1959, 1962, and 1963—the May survey has proved to
be highly accurate (see Chart III).

The upgrading in spending plans for 1964 as a whole
in the May, as compared with the February, Commerce-
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SEC survey represents in part a substantial ($1 billion)
upward revision in the first-quarter estimate. Planned out-
lays reported for the sccond half of the year are about
$0.5 billion higher than had been indicated in the Febru-
ary report but, because of the first-quarter revision, the
expected incrcase between the first and second halves of
the year is slighly smaller than had been estimated in
February.





