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The Business Situation 

As had been generally expected, the advance in eco- 
nomic activity has slowed somewhat following the excep- 
tional buoyancy in the first three months of the year. Two 

major factors in the more moderate pace of the current 
advance are the easing-off in automobile sales and produc- 
tion following all-time records in the first quarter and the 
postponement of the threat of a steel strike until the fall, 
which has led to a downward adjustment of steel produc- 
tion from the record levels rcachcd in the January-April 
period. Underlying forces of expansion remain strong, 
however, and the over-all business outlook continues to be 
bright. In April, new orders booked by durable goods 
manufacturers surged to a new record, despite a decline 
in steel orders, and the number of housing units started 
was up for the second month in a row. While steel ingot 
production fell off in May, automobile assemblies and 
scattered other production indicators movcd up, and re- 
tail sales apparently also advanced. 

The bill currently before Congress proposing a sizable 
multistage cut in Federal excise taxes should, if enacted, 
help to sustain economic expansion during the second 
half of this year; it should also provide a further boost to 
activity at the start of 1966, just in time to offset part of 
the scheduled rise in social security taxes. Many busi- 
nesses have already announced their intention of passing 
whatever tax savings arc eventually enacted on to cus- 
tomers in the form of lower prices. Moreover, the Federal 
Government may possibly provide some additional direct 
boost to demand, at least over the near term, since ex- 

panded military commitments abroad may tend to halt the 
recent downtrend in defense spending. Consumer responses 
to the Census Bureau's mid-April survey, taken before the 
tax-cut proposals were announced, confirmed earlier indi- 
cations that buying intentions remain high. Businessmen's 
own confidence in the economy is evident in the results 
of the Government's latest capital spending survey, which 

points to an increase in outlays of 12.3 per cent for 1965 
as a whole with advances in each quarter. Such gains 
should help to offset the adverse effects on over-all activity 
that may occur as a result of further readjustment of steel 

production and should also aid in maintaining a strong 
demand for steel itself. 

The price situation continues to bear watching. While 
the rate of increase in industrial wholesale prices remains 
mild, such prices were up once again in April and per- 
haps also in May, and there is evidence of some accelera- 
tion in recent months. The gain in the three-month period 
from January through April was at a seasonally adjusted 
annual rate of about 2 per cent, compared with an annual 
rate of about 1½ per cent over the entire period since last 
September. Over the first nine months of 1964, the rise in 
the index was at an annual rate of only 0.3 per cent. Con- 
sumer prices in April registered the largest seasonally ad- 
justed rise since December 1963. The gain was attributable 
in good part to the effects of tighter supply conditions for 
many food items. The advances in nonfood prices, on the 
other hand, were more nearly in line with the moderate 
increases of recent months. 

RECENT MONTHLY INDICATORS 

Increases in production were moderate but widespread 
in April, and the Federal Reserve Board's seasonally ad- 
justed index moved up by 0.3 percentage point to 140.8 
per cent of the 1957-59 average. The gain was smaller 
than in the preceding few months, partly as a result of 
floods and other adverse weather conditions that curtailed 
workweeks in several regions. At the same time, there was 
some downward adjustment in the automobile assembly 
rate—an adjustment that came after an enormous surge in 

production following the strikes of last fall. Output of 
consumer goods other than automobiles advanced further 
in April, and production of television sets continued to 
show particular strength. Production of materials was up 
once again, as was the output of business equipment, 
paced by a record rate of truck assemblies. 

The outlook for continued strength in over-all produc- 
tion was enhanced by a 2 per cent rise in the volume of 
new orders received by durable goods manufacturers in 

April. Orders for steel were down appreciably from the 
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veiy heavy pace set earlier this year when strike-hedging 
efforts were in full swing, but the decline was more than 
offset by strength in orders for machinery and equipment, 
reflecting a rise in defense ordering as well as the buoy- 
ancy in businessmen's capital spending plans. 

Actual production data available for May are scanty and 
mixed. Automobile output (seasonally adjusted) advanced 
a bit after dropping off in April, and preliminary schedules 
suggest that the May production rate will be sustained in 
June. In the wake of the interim settlement of the steel la- 
bor contract, however, ingot production in May fell off by 
about 6 per cent from the record annual rate of 146½ mil- 
lion tons in April (seasonally adjusted), and the industry 
expects some further decline in June. Nevertheless, the 
steel mills report that there were unexpectedly few order 
cancellations following the four-month extension of the la- 
bor negotiations. It has been observed that the current high 
rate of steel consumption will act as a brake on the down- 
ward adjustment of steel production, and trade sources 
have in fact expressed the opinion that there will be some 
further inventory accumulation over the summer months. 
However, it should be noted that in recent months, just as 
in other periods of threatened shortages, foreign steel has 
made substantial inroads into the United States market. 

Reflecting the impact of adverse weather conditions in 

many parts of the country during April, payroll employ- 
ment in the construction industry registered a substantial 
decline that slightly more than offset strength in other 
sectors. Employment in manufacturing—which is at the 
highest level in over twenty-one years—expanded some- 
what further in April, with gains centered in the metal- 
using industries. On the other hand, most manufacturing 
industries reported a decline in overtime—a decline that 
was perhaps slightly overstated, since the survey week 
included important religious holidays—and the average 
workweek put in by manufacturing production workers 
was shortened to 40.8 hours in April from 41.4 hours in 
March. In May, the civilian labor force expanded a bit 
further but the volume of employment registered a larger 
gain. As a result the over-all unemployment rate was 
reduced to 4.6 per cent, the lowest reading since the fall of 
1957. The over-all rate has moved down fairly steadily 
since early 1964, partly in response to the more rapid 
growth in aggregate activity that has occurred during the 
past year and a half (see Chart I). The improvement, 
which followed two years of stubbornly high rates of 
generally about 5½ per cent, has brought the average un- 
employment rate in the first five months of 1965 to 4.8 per 
cent, the lowest for any such extended period since 1957. 

It is significant that this recent improvement in the 
labor market situation has affected the unemployment 

rates in all age groups, including even the teen-agers. 
While the absolute level of the unemployment rate among 
tecn-agers remains about three times as high as the over- 
all unemployment rate, the general downtrend since mid- 
1963 contrastswith the increase in teen-age joblessncss that 
occurred during late 1962-carly 1963. However, the pos- 
sibillty of future problems in this important sector of the 
job market should be clearly borne in mind. An excep- 
tionally large rise in the teen-age labor force is expected 
this summer as the children born in the immediate post- 
war years graduate from high school. Adult women have 
likewise come into the labor market in great numbers 
over the course of the current business expansion, but the 
unemployment rate in this category has also moved down- 
ward during the past year. For adult men, particularly 
those who are married and have a family to support, un- 
employment rates have fallen to very low leveLs. Indeed, 
the rate for married men was at 2.5 per cent in May for the 
third consecutive month, only 0.4 percentage point above 
the lowest rate since collection of such data began in 1954. 
At the time of that lowest recorded reading—in the latter 
part of 1955—there were clear signs of strain in the 
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supply of skilled labor, and some such shortages have 
likewise been reported in recent months. A basic improve- 
ment in the employment situation is also reflected in the 
fact that in April the number of major labor market areas 
classified by the Government as having substantial unem- 

ployment was reduced from 29 to 25, the lowest number 
since the fall of 1957. 

INDICATORS OF FUTURE CONSUMER DEMAND 
AND CAPITAL SPENDINQ 

The Census Bureau's latest survey of consumer buying 
plans, taken in mid-April, has confirmed the earlier signs 
of continued underlying strength in consumer demand— 
which of course may be stimulated further by passage of 
the proposed excise tax cut. The proportion of families 

planning to purchase, within six months, at least one of 
the seven household durable goods included in the survey 
jumped sharply from a January figure that had been be- 
low that of 1964 to onc well above the readings for 1964 
and earlier years. At the same time, the proportion of 
families planning to buy a new car remained essentially 
unchanged at the high January level and was substantially 
above the year-ago reading (see Chart II). The lack of 
a significant decline since January is especially note- 

worthy when it is recalled that the car-buying plans re- 

ported in that month's survey may well have been in- 
flated a bit by the responses of persons who were unable 
to buy during the strike-affected fourth quarter. Actual sales 
in January were at the extraordinary seasonally adjusted an- 
nual rate of around 9.7 million units. While some decline in 
auto sales has occurred in subsequent months, it is reported 
that the industry is increasingly optimistic over the prospects 
for total 1965 sales of 8.5 million domestically built units, 
which would of course easily surpass the previous record of 
7.6 million units set last year. Data for May point to a sea- 
sonally adjusted annual sales rate in excess of 8 million units 
for the month; total sales for the first five months of 1965 
amounted to an annual rate of about 8.9 million units. Over- 
all retail sales volume appears to have gone up a bit in May, 
reaching a level close to the record set in February. 

In proposing a substantial cut in Federal excise taxes, 
the Administration strongly urged that the benefits of 
whatever reductions arc enacted be passed on directly to 
buyers in the form of lower prices. The current bill pro- 
vides that the first stage of the tax cut would amount to 
$1.75 billion annually, effective July 1. The reductions in 
taxes on automobiles and air conditioners would be ret- 
roactive to May 15, to avert possible delays by buyers 
waiting for lower prices after July 1. A second major 
round of reductions, amounting to an additional $1.75 

billion, would occur on January 1, 1966. Including allow- 
ance for the eventual complete elimination of the tax on 
autos, written into the bill by the House Ways and Means 
Committce, still further cuts totaling $1.4 billion would 
take place at one-year intervals to January 1969. The 
effect of these cuts on consumer spending will depend 
importantly on how much of the total tax reduction is 
passed on to buyers in the form of lower prices. 

Business spending for new plant and equipment should 
also provide a boost to over-all activity during the months 
ahead. According to the latest survey by the Commerce De- 
partment and the Securities and Exchange Commission, 
conducted in mid-May, capital spending plans for 1965 
total $50.4 billion, or 12.3 per cent higher than the volume 
of outlays during 1964. The year-to-year rise is slightly 
larger than the 11.7 per cent increase indicated in the Feb- 
ruary Commerce-SEC survey—a change that reflects a mod- 
est step-up in planned expenditures for the second half of 
the year. A survey taken by McGraw-Hill in the early spring 
had pointed to a 15 per cent rise in capital outlays this year, 
but the McGraw-Hill results are more heavily weighted by 
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responses from large firms and are thus not entirely com- 
parable to the Commerce-SEC results. 

Actual capital outlays in the first quarter of this year 
reached a seasonally adjusted annual rate of $49.0 billion, 
about the level that had been anticipated in the February 
Commerce-SEC survey and up $1.25 billion from the 
fourth quarter of last year. A further gain of $0.6 billion 
is expected for the current quarter, and the May plans called 
for progressively larger rises in the final two quarters of the 
year. If these plans are realized, capital spending in the 
fourth quarter of this year will reach a seasonally adjusted 
annual rate of $52.1 billion, 9.1 per cent higher than a year 
earlier. This would cap off four and one-half years of rising 

outlays and bring to more than 50 per cent the total in- 
crease since the end of the last recession in early 1961. 

Manufacturers, especially in the durable goods industries, 
are responsible for the bulk of this year's planned increase 
in capital spending. The continued growth of output has 
brought a number of industries fairly close to their pre- 
ferred rates of capacity utilization, and the expectation of 
still further sales gains has increased the need for additional 
capacity. There are indications that firms are actually pro- 
ceeding with their capital spending plans. A recent National 
Industrial Conference Board survey found that manufac- 
turers' net new capital appropriations rose by 11 per cent 
in the first quarter. 

The Money and Bond Markets in May 

The money market retained a steadily firm tone in 

May. The reserve positions of the money market banks 
outside New York City remained under pressure, while 
the reserve positions of the major New York City banks 
became somewhat more comfortable. Treasury bill rates 
generally declined on good demand, although there was a 
temporary rise around midmonth. 

Prices of Trcasury notes and bonds rose modcratcly in 
thc opening days of the month, when most activity was 
associated with the Treasury's refunding operation then 
in progress. After the subscription period came to a close, 
demand contracted and prices of outstanding issues moved 

slightly lower in dull trading. In part, the cautious atmos- 
phere reflected developments elsewhere in the capital mar- 
ket, where prices of corporate and tax-exempt bonds 
eased after midmonth in the face of a large schedule of 
current and future offerings of new issues. 

THE MONEY MARKET AND BANK RESERVES 

Nationwide net reserve availability contracted slightly 
during May, and a firm tone persisted in the money market. 
The bulk of Federal funds transactions continued to take 
place in a 4 to 4¼ per cent rate range (see top panel of the 
chart on page 123), while average member bank borrow- 

ings from the Federal Reserve increased slightly. During 
the month, rates posted by the major New York City banks 
on call loans to Government securities dealers were gen- 
erally quoted in a 4¼ to 4½ per cent range. Offering rates 
for new time certificates of deposit issued by leading New 
York City banks were little changed in May, but the range 
of rates at which such certificates traded in the secondary 
market edged a bit higher. Fairly strong investment demand 
developed in the market for bankers' acceptances at the 
higher rate levels established toward the end of April, and 
dealers reduced their heavy inventories to a lower level than 
had prevailed in recent months. Rates on acceptances, how- 
ever, held generally steady during the month. 

System open market operations provided a considerable 
volume of reserves in the first statement period in May 
and offset a substantial portion of the absorption of re- 
serves which was accounted for by market factors. Never- 
theless, the money market was quite firm as the financing 
needs of Government securities dealers rose, mainly re- 
flecting their acquisition of "rights" to the Treasury's May 
refunding. A considerable portion of the enlarged dealer 
needs was filled by the major banks outside New York 
City. This resulted in additional pressures on the reserve 

positions of these banks and in a strong demand for Fed- 
eral funds, which traded predominantly at 4¼ per cent 




