
The growth of economic activity moderated in April, 
in part owing to the disorders that followed the murder 
of Dr. Martin Luther King, Jr. More recently, the pace 
of expansion appears to have accelerated again, and it is 
likely that the second-quarter rise in aggregate demand 
will at least equal the first quarter's sharp gain. Industrial 
production was unchanged in April, but probably increased 
in May.when automobile assemblies rose substantially. 
The April rise in personal income was less than half the 
average gain of the preceding two months, when incomes 
were swelled by the minimum wage increase and the rise 
in social security benefits. Retail sales declined somewhat 
in April, following the extremely sharp gains in the first 
three months of the year. On the other hand, the erratic 
bousingstarts series moved up strongly in April, although 
building permits declined. Nonfarm payroll employment 
showed a modest gain over March, in large part attributable 
to the return of striking workers, and the overall unemploy- 
ment rate edged down. Given the strength of aggregate 
demand and the generally tight labor market, Cost and pricc 
Pressures remain very strong. 

OUTPUT, ORDERS, INVENTORIES. AND 
RESIDENTIAL CONSTRUCTION 

Industrial output in April held at the record March 
ICYCI, despite the civil disorders which cut into activity 
tSrty iii the month. The Federal Reserve Board's season- 
11Y adjusted index of industrial production held at 162.7 
Per Cent of the 1957-59 base, as virtually all major com- 
Ponents were unchanged. Within the manufacturing sector, a decline in production of motor vehicles and parts was 
°1set by a gain in primary metals and by the recovery in 
the clay, glass, and stone industry' following the settlement 
Of the Seven-week glassblowcrs' strike. Automobile output 
US Curtailed temporarily by the events following the 

death of Dr. King. While some of the lost production was 
made up later in the month, output for April as a whole fell 
3½ per cent from the high March level to a seasonally 
adjusted annual rate of 8.6 million units. Preliminary figures 
for May, however, indicate that the assembly rate rose 
strongly, to a rate of 9.4 million units. Output of primary 
metals increased sharply in April, on the strength of a par- 
tial recovery in the copper industry following the April 8 
strike settlement as well as in response to a continued 
heavy demand for steel inventories in anticipation of a 
possible steel strike this summer. This step-up in the rate 
of accumulation began late last fall, and stocks have 
reached a record level. According to preliminary reports, 
steel production continued at a high level in May. 

The volume of new orders received by manufacturers of 
durable goods fell to S25.3 billion, $1.0 billion below the 
high March level. The decline was almost entirely due to 
a drop in orders for civilian aircraft, which followed an 
unusually large rise in March. Orders received in the 
machinery and equipment and in the primary metals indus- 
tries, however, rose in April. The total volume of new 
orders continued to exceed durablcs shipments, and the 
orders backlog advanced to a new peak of $80.9 billion. 

A step-up in the pace of inventory building may buoy 
industrial production in the near term. In an effort to 
offset an apparently unintended slowdown in iherate of 
inventory accumulation in the first quarter, businesses can 
be expected to raise their rate of inventory spending, al- 
though the size of this increase may be limited by a fur- 
ther growth of consumer demand. The behavior of inven- 
tory spending has been a key factor in the performance of 
the economy over the last eighteen months. By the final 
quarter of 1966, it was apparent that business expectations 
of a rapid expansion in consumer demand had resulted in 
a buildup in stocks which far exceeded the requirements 
of the sluggish sales levels that materialized in the latter 
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part of that year. With the ratio of inventories to sales 
reaching undesirably high levels (see Chart I), businesses 
sharply reduced the rate of accumulation in the first half 
of 1967, gradually bringing stocks into a more normal rela- 
tion to sales. As measured in the gross national product 
(GNP), spending on inventories fell from a seasonally ad- 
justed annual rate of $18.5 billion in the fourth quarter of 
1966 to $7.1 billion in the first quarter of 1967 and then 
to only $0.5 billion in the second quarter. This very sharp 
cutback in inventory accumulation was in good pan respon- 
sible for the sluggishness which characterized the economy 
in the first half of last year. By the second half of 1967, a 
substantial part of the adjustment had been completed, and 

at the same time the demand situation improved mar 
Inventory spending then began to rise, reaching a seasoa,i 
adjusted annual rate of $9.2 billion in the final 

quane0 the year. 
The first three months of 1968, however, saw a sha,. 

reversal in the upward trend of accumulation. In co5 to the early 1967 situation, this drop in the rate of 
tory investment appears to have resulted in part fr 
surge in consumer demand which exceeded business exp. tations. The consumer demand component of GNP, 
sured at a seasonally adjusted annual rate, rose in the fi 
quarter by an unprecedented $16.9 billion.' This Upsuj was due not only to the rapid expansion of incom 
stimulated by the increases in the minimum wage and socj 
security benefits—but also to consumers' wil1ingne 
spend a substantially greater portion of their incomes. m 
Commerce Department now estimates that the savings rat 
which has been running at very high levels since l96, 
dropped to 6.6 per cent of disposable income in the first 

quarter, compared with 7.5 per cent in the final quartet 
of last year. Taken by itself, this decline in the savjn 
rate accounted for about one fourth of the first-quarter 
advance in consumer spending. The strong rise in consu 
spending cut heavily into business stocks—notably at the 

trade level—and the rate of inventory accumulation tel 
from the fourth quarter's $9.2 billion to only $2.7 billion. 
At the same time, the inventory-sales ratio for total businesi 

dropped to the lowest level since mid-1966. Because 
the first-quarter decline resulted primarily from a 1ar 
than expected rise in demand, inventory accumulation may 
well increase in the corning months. Indeed, in Apri 
manufacturers' inventories rose by $¾ billion, the larg 
monthly advance since December 1966 and sharply above 
the $ ¼ billion average monthly increase of the first quarter 

The residential construction picture was mixed in Apr 
(sec Chart Ii). The erratic scrics on nonfarm housing 
starts rose 8 per cent to a seasonally adjusted annual tale 

of 1.6 million units, the highest since early 1964. 'lilt 

number of units authorized by permits issued by locJ 

authorities, however, fell in April, perhaps reflecting the 

recent tightening in the home mortgage market. A C00 

siderable part of the strength in residential construCti0D 
in recent months has come from the apartment-buildfl4 
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'The Department of Commerce has revised its prdliminarY. 
mate of first-quarter GNP, which was discussed in the May 
of this Review. Although final demand was revised UP. 
$0.6 billion, inventory spending was revised down by $1.2 b3lb 
Thus, at a seasonally adjusted $19.4 billion, the flrsIquartCr 1W 

crease in total GNP is $0.6 billion less than the preliminary cStifl1 
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ment during the survey week. The payroll survey of non- 
fann employment, conducted by the Bureau of Labor 
Statistics, registered a mild advance of about 100,000— 
chiefly due to the settlement of several labor disputes, 
notably those involving the glassblowers and copper 
workers. While the number of workers in mining and 
manufacturing thus moved up, declines were registered 
in the construction and trade sectors. Although construc- 
tion employment has eased slightly for two months, fol- 
lowing a very large gain in February, it continues to run at 
near-record levels. 

Employment in the retail sector was particularly af- 
fected by the civil disorders. According to the household 
survey taken by the Bureau of the Census, the number of 
persons in the civilian labor force and the number employed 
both declined in April. (Unlike the payroll survey of em- 
ployment, the household survey treats workers on strike 
as employed. Thus, the April household survey did not 
reflect the strike settlements which had a marked influence 
on payroll employment.) In this survey, the April decline 
in employment was centered in the number of women hold- 
ing part-time jobs in the retail sector where curfews and 
disorders closed stores during the survey week. 

The expansion of personal income in April, though 
about in line with the average monthly increase in 1967, 
appeared relatively small when comparcd with the un- 
usually large gains in February and March. In those months, 
incomes were swelled by the hike in the minimum wage 
and the increase in social security benefits. In addition 
to the fact that personal income growth slowed to a more 

sector. The relative stability of single-unit permits contrasts normal rate in April, the month's advance was also damp- 
with the upward movement in permits issued for multi- ened by the effects of the nationwide strike by telephone 
unit construction. While this divergence may reflect a shift workers. 
In demand, many institutional investors have been reluctant The moderate April gain in income, set against a back- 
to add to their holdings of single-family mortgages while ground of civil disorders, was accompanied by a decline 

continuing to acquire mortgages on multi-unit dwellings, in retail sales, according to the prcliniinary report of the 
In part,this policy is due to the fact that in some states Department of Commerce. Among the retail outlets, auto 
there arc usury ceilings on single-family mortgage rates dealers were particularly affected by the disturbances fol- 
Which are below current market rates. In general, usury lowing Dr. King's death, and April auto sales were down 
ttings do not apply to mortgages on multi-unit dwellings, by about 10 per cent from March to a seasonally adjusted 

annual rate of 7.9 million units. Preliminary data for May, 

EMPLOYMENT. INCOME. AND however, indicate that sales recovered sharply, rising to a 
CONSUMER DEMAND rate of 8.5 million units. 

Theemployment situation remained tight in April. The PRICE AND COST DEVELOPMENTS 
Unemployment rate dropped by 0.1 percentage point to 
3.5 percent of the labor force, matching the lowest rate Prices continue to advance at both the retail and whole- 
mce 1953, At the same time, the rate for married men sale levels. The consumer price index moved up in April at 
—a key sector of the labor force—fell to a record low of an annual rate of 4.0 per cent, as prices of food, housing, 
1.5 per cent. As to employment itself, the picture in April apparel, and services all rose. The rate of increase in S Clouded by the civil disorders which affected employ- consumer prices accelerated sharply in the spring of last 
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year, and the index has continued to advance rapidly since 
that time. On a year-to-year basis, consumer prices rose 4.0 
per cent over April of 1967—the highest rate of inflation 
in seventeen years. At the wholesale level, preliminary 
data for May indicate that a furthcr jump in food prices 
outweighed a decline in industrial prices, pushing the 
wholesale price index up by 0.1 percentage point. Follow- 
ing nine months of large increases, industrial wholesale 
prices eased 0.2 percentage point in May, as copper prices 
fell from the inflated levels reached during the long strike 
in that industry. 

Recent wage settlements continue to add pressure to 
thc price situation. According to data tabulated by the 

Bureau of Labor Statistics, major collective 
bargajnj 

agreements reached during the first quarter resulted a 
median wage and benefit increase of 6.2 per cent a 
compared with a median of 5.2 per cent under agree 
concluded during 1967. Moreover, the first quarter waj 
marked by an exceptionally large rise in hourly labor cOm.1. 

pensation averaged for the entire private economy (thou 
a substantial part of the advance was due to the nonre. 
ring effects of the increases in employer contributions f 
social insurance and in the minimum wage). Thus, despft 
a substantial improvement in output per man-hour, unit 
labor costs in the private economy increased significandy 
between the fourth and the first quarters. 

The Money and Bond Markets n May 

The financial community grew deeply apprehensive in 
May, as it weighed the potential economic consequences 
of the fiscal deadlock between the Congress and the Ad- 
ministration. Market uneasiness intensified after leaders 
in the House of Representatives decided at midmonth 
to delay a vote on the tax surcharge proposal at least 
until June. Many observers expected that further mone- 
tary restraint would be inevitable if no fiscal compromise 
materialized. Moreover, the sudden turmoil in France and 
renewed uncertainty in the international financial sphere 
contributed to the deepening tone of pessimism in the 
domestic financial markets. A somewhat more confi- 
dent tone emerged in the money and bond markets toward 
the end of the month and rates eased somewhat, when hopes 
were rekindled that the Congress might at long last take 
positive action on the tax surcharge proposal. An under- 
tone of uncertainty persisted, however, until the end of the 
month when the President stated that he would accept a 
$6 billion spending cut to insure a tax increase. 

Despite the high interest rates that beset the money and 
bond markets, the demands for borrowed funds were sub- 
stantial in May, adding to market pressures. There was a 
rapid flow of new and scheduled debt offerings from corpo- 
rations and local governing authorities, as well as an ex- 

pansion in the volume of short-term Treasury obligations 
because of the Treasury's May financing operations. At the 
same time, however, the volume of loanable funds avail- 1 

able in these markets was generally quite limited since in- 
vestment sources became reluctant to commit their funds 
to debt instruments, even at sharply lower prices. - 

In this setting, money market rates and yields on 
intermediate- and longer term obligations rose on a broad 
scale during the first two thirds of the month—frcqucntly 
to record levels for modern timcs. As market rates in- 

creased sharply, observers grew fearful that a significant 
flow of funds out of savings institutions and commercial 
bank depository accounts into higher yielding obligations 
would result. The rates offered by the leading commercial 
banks on new negotiable time certificates of deposit 
(C/D's) were increased to the ceiling levels allowed 
under the provisions of Regulation 0 (as revised in April) 
but, with yields on competing money market instrumentS 
rising more sharply, the net outstanding volume of C/IYS 
contracted. In order to cover reserve deficits, the moneY 

market banks borrowed large sums in the Federal funds 

market, from their branches abroad and, to some extent, 

at the Federal Reserve "discount window". In additiOfl, 

banks in the central money market reduced their holdin 




