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The Business Situation 

The level of business activity continues to expand, 
though the pace varies rather widely among the key 
sectors of the economy. New survey evidence suggests 
that business capital spending may continue rising into 
1970, in part because of delays in project completions 
experienced this year. At the same time, the balance be- 
tween inventories and sales remains relatively conserva- 
tive by recent past standards, and further inventory 
building could supply economic thrust in the months 
ahead if business sales expectations remain strong. Modest 
consumer spending and declining residential construction 
are currently helping most to slow the rise of aggregate 
demand and to limit inflationary pressures from the de- 
mand side. However, the recent large Federal pay increase 

may tend to lift consumption spending over the near term. 
Meanwhile, industrial production continues to increase, 

new orders received by durable goods manufacturers have 

about recovered earlier declines, and the labor mar- 
kets remain tight. On balance, the inflationary situation 
seems to have changed little over the course of this year, 
though this is not surprising in view of the usual delay with 

which restrictive monetary and fiscal actions influence eco- 
nomic activity and price behavior. Indeed, because the cur- 
rent period of inflation has continued for so long—about 
four years—considerable time may be required to restore 

price stability. 

PRODUCTION, ORDERS AND INVENTORIES 

Industrial output rose strongly again in July when 

production of iron and steel, business equipment, and 
automotive goods all advanced. The Federal Reserve 
Board's seasonally adjusted index of total industrial pro- 
duction increased 1.3 percentage points to 175.2 percent 
of the 1957-59 average (see Chart I). 1'he production 
index has climbed without interruption this year, and from 
December through July the annual rate of increase was a 

vigorous 6.6 percent. An important factor in this strength 
has been the rapid climb in iron and steel production, 
which by July had reached a level 20 percent above that 

prevailing at the end of last year. In the last few months 
the steel firms have been operating at close to full capacity, 

and the industry continues to forecast a high level of 
activity through the fourth quarter. The relatively ready— 
if unhappy—acceptance of the recent steel price increases 
underscored the strength of steel demand as well as the 
ability of steel consumers to pass along higher costs in 
today's firm markets. 

Much of the gain this year in iron and steel output has 
stemmed from the high and rising level of activity in the 
capital goods industries. Production of business equip- 
ment continued to expand rapidly in July, growing by 
almost 1 percent in that month alone. From the end of 
1968 through July, output of business equipment rose at 
an annual rate of 8 percent. Production of defense-related 
goods also increased sharply in July, mainly reflectin 
the settlement of two major labor disputes that had carli 
limited output in this sector. 

Paralleling the rather mild uptrcnd in total consumer 
demand, (utput of consumer goods has grown much less 

rapidly in recent months than that of either materials or 
equipment. Excluding the automotive sector, production 
of consumer goods has been virtually unchanged since 

early this year. In the first seven months of 1969, the 
production index for automotive products—which ac- 
counts for one tenth of the consumcr goods portion of 
the index and includes production of parts as well as 
cars—actually averaged less than the figure for the full 
year 1968. In the January-July period auto assemblies by 
domestic producers averaged a seasonally adjusted annual 
rate of 8.3 million units, compared with a total 1968 output 
of 8.8 million units. Labor problems have played a part 
in this year's lower production rates, but dealer sales of 
domestic cars have also fallen from the 1968 level. The 
month-to-month movement of auto production has been 
somewhat erratic of late; scattered strikes significantly 
reduced assemblies in April and May but output surged 
in June, when the labor situation calmed. The industry 
initiated its annual model changeover in July—somewhat 
carlier than usual—and actual production slumped. How- 
ever, after allowing for the earlier timing of the change- 
over, the seasonally adjusted assembly rate rose furthe 
in July from the June level. To some extent, this mere 

may reflect the fact that changes in the 1970 models were 



unusually minor and involved little downtime for retooling. 
Because of the spring strikes and the earlier changeover 
date, the auto producers had expected to have relatively 
small carry-over stocks of old models, providing a tighter 
market for the introduction of the 1970 models. However, 
sales of domestic-model cars dropped in July and August 
to a seasonally adjusted annual rate of 8.1 million units, 
after averaging close to 8½ million units in the first half 
of the year. This July-August decline in sales left the in- 
dustry at the start of the new-model year with about the 
same number of old-model cars as in 1968. 

The often volatile series on new orders received by 
manufacturers of durable goods climbed to $30.5 billion 
in July, up $1.3 billion from June. A sharp recovery in 
defense-related orders accounted for almost all the latest 
rise. In the previous two months the total volume of new 
orders had fallen substantially, •but the declines were 
mostly in the defense area. Orders for machinery and 
equipment eased $0.1 billion in July to $6.4 billion. This 
series peaked at $7.1 billion in April, around the time of 
President Nixon's recommendation for repeal of the in- 
vestment tax credit, but aside from that month's spurt 
machinery and equipment orders have been running at 
about $6½ billion per month throughout this year. 

Manufacturers' inventories were little changed in June 
after increasing strongly for several months, while trade 
inventories—chiefly at retail stores—turned in a sizable 
increase.' Shipments in June also showed a mixed pat- 
tern, as sales at retail and wholesale edged off whereas man- 
ufacturers' shipments rose sharply. Thus, the inventory- 
sales ratio for trade firms edged up and the ratio in 
manufacturing dropped significantly. On balance, how- 
ever, for all businesses combined the inventory-sales ratio 
in June was at its low for the year. In July, manufacturers' 
shipments were about unchanged while total inventories 
rose by $1 billion, with durables manufacturing account- 
ing for all the increase. As a result, the inventory-sales 
ratio for all manufacturing firms moved back up to about 
the average level of the past year and a half. The ratio 
for durables manufacturers increased to a level on the 
high side of the range prevailing since late 1967, but that 
for nondurables manufacturers dropped to a sixteen-year 
low. 

CAPITAL SPENDING AND 
RESIDENTIAL CONSTRUCTION 

The capital spending boom appears to be losing some 
of its earlier strength, but new evidence also suggests that 
it may prove longer lived than earlier studies had indicated. 
A very recent survey by the Department of Commerce and 
the Securities and Exchange Commission found that busi- 
nesses have revised downward their plant and equipment 
spending plans for this year. Businessmen now plan, 
according to this survey, expenditures of $70.9 billion 
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'The Department of Commerce has revised its estimate of the 
gross national product (GNP) for the second quarter of 1969. 
The estimate of inventory accumulation was revised downward by 
$2.6 billion to $6.9 billion at a seasonally adjusted annual rate. 
Consumption was revised up by $2.1 billion to $572.8 billion, 
and total GNP was revised down by $0.3 billion to $924.8 billion. 
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for new plant and equipment, or 10.6 percent more 
than was spent in 1968. An earlier Commerce-SEC sur- 
vey taken last spring had indicated that outlays in 1969 
would be about $1.3 billion higher than the latest reading. 
A recent McGraw-Hill study found much the same 
lowering of sights on 1969 spending plans, but concluded 
that the downgrading reflected some stretching-out of 
spending into 1970. Thus, the McGraw-}{ill survey, which 
also queried businesses about their 1970 plans, found 
that they expect outlays to continue rising next year to a 
level 5 percent above this year. If realized, these results 
would imply some continued stimulus from business 
capital spending, though less than in the past year or so. 

In contrast to the strength in business spending for plant 
and equipment, activity in residential housing has weak- 
ened substantially in the last few months (see Chart II). 
Private non! arm housing starts began the year on a strong 
note, averaging a seasonally adjusted annual rate of 1.7 
million units in the first quarter, up 0.1 million from the 
average of the final quarter of last year. Following their 
January peak, however, starts fell steadily to an average 
annual rate of 1.5 million in the second quarter. The July 
decline amounted to a particularly large 127,000 units, 
bringing the starts rate down to 1.3 mifflon units. The 
number of housing permits issued by local authorities 
also dropped in July. Housing permits have declined for 
multi- as well as for single-unit buildings in the last few 
months. Earlier in the year, multi-unit construction showed 
considerable strength, running counter to the downward 
trend in single units. 

The data on housing starts and permits encompass only 
those housekeeping units that are in conventional homes 
or apartment buildings. That is, these series measure out- 
put of the construction sector. Data on mobile home pro- 
duction are excluded from the starts and permits series, 
since they are classified as output of the manufacturing 
sector. Nevertheless, mobile homes are becoming an in- 
creasingly significant part of the supply of new housing. 
This market is an especially important source of low cost 
housing: in 1968 mobile homes accounted for 90 percent 
of all new housing units which sold for under $15,000. 
Perhaps reflecting their growing price advantage, the de- 
mand for mobile homes has increased very rapidly in re- 
cent years. Production rose from a level of 150,000 units 
in 1963 to over 300,000 in 1968, and industry spokesmen 
believe output will reach 400,000 units this year. Purchase 
of mobile homes has traditionally been financed through 
consumer instalment loans, but the Federal Home Loan 
Bank Board has recently proposed a regulation that would 
allow Federally chartered savings and loan associations 
to extend mortgage loans on mobile homes. 

EMPLOYMENT PERSONAL INCOME, 
AND RETAIL SALES 

p 

The employment situation generally remains very tight. 
According to the household survey, total civilian employ- 
ment rose by over 300,000 in August, the third consecu- 
tive month of strong increase. The civilian labor force also 
expanded sharply but not so much as employment, and 
the unemployment rate edged down by 0.1 percentage point 
to 3.5 percent. The payroll survey also showed a large 
employment increase at nonagricultural establishments in 
August, following a slight decline the month before. About 
two thirds of the latest advance in payrolls occurred in 
manufacturing, but the average workweek in manufactur- 
ing moved down a bit. 

Personal income recorded a large $6.2 billion advance 
in July, when the pay raise for Federal Government em- 
ployees went into effect. Total wage and salary disburse- 
ments rose by $5.0 billion, but half of that increase 
due to the larger paychecks of Federal workers.. Outside 
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e Government, the July gain in income was relatively 
small, in part reflecting the fairly weak performance of 
payroll employment in that month. 

consumer demand still shows little buoyancy. Retail 
sales declined in May and June, and in July arc estimated 
to have fallen by another $200 million to a seasonally ad- 
justed level of $29.2 billion. These recent movements were 
in line with the weak trend in sales that has prevailed for 
nearly a year. Retail sales averaged $28.8 billion monthly 
in the third quarter of 1968, eased to an average of $28.6 
billion in the fourth quarter, and then climbed by about 
$0.4 billion in both the first and second quarters of this 
year. A good part of this sluggish showing can be attributed 
to the auto sector. Sales of new domestic-model cars ran 
at a seasonally adjusted annual rate of 9.0 million units in 
the third quarter of 196K, but then edged down to 8.8 mil- 
lion units in the final three months of last year and dropped 
further to 8.4 million units in the first quarter. Sales 
steadied at an annual rate of 8.5 million units in the 
April-June period, but declined during July and August 
to a seasonally adjusted rate of 8.1 million units. 

THE PRICE SITUATION 

It appears that since last fall the dollar value of total 
consumer purchases at retail stores has not kept pace with 
the rising level of prices. The dollar volume of retail sales 
has risen since last September at an annual rate of less than 
2 percent, but the retail price level—as estimated by the 
consumer price index excluding service costs—has ad- 
vanced at an annual rate of over 5 percent. During the 
same period the total consumer price index rose at an an- 
nual rate of just tinder 6 percent. In July, the consumer 
price index increased further at a 5½ percent annual 
rate, with the major part of this gain resulting from higher 
food costs. Excluding food, prices rose at an annual rate 
of over 3½ percent. 

At the wholesale level, the sharp run-up of prices of 
farm and food products has moderated. According to 
preliminary figures, the index of farm and food products 
dropped by almost 1 percent in August after remaining 
unchanged in July. Apparently because of a rapid increase 
in demand in the face of a somewhat reduced supply, agri- 
cultural prices had climbed at an annual rate of over 17 

percent in the second quarter. The August decline appar- 
ently largely reflected a seasonal increase in supplies. 
There is some doubt that these price reductions will be 
passed on to consumers because the earlier increases in 
retail food prices had not kept pace with those at whole- 

e. The preliminary estimate of wholesale prices for 
ustrial commodities indicates a sizable rise in August, 
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resulting in good part from price increases for steel and 
several other metals. 

NEW PUBLICATIONS 

The Federal Reserve Bank of New York has pub- 
lished a second collection of essays, entitled Essays 
in Domestic and inter,zational Finance. The volume 
consists of nine articles, all but one of which were 
originally published in this Monthly Review; minor 
revisions have been made to bring them up to date. 
The first two essays deal with important episodes in 
the history of United States central banking; the 
second two articles examine some facets of the rela- 
tionship between financial variables and business ac- 
tivity; and the remaining five deal with various aspects 
of the domestic and international financial markets. 
Copies are available from the Public Information De- 
partment at a full charge of 70 cents and an educa- 
tional charge of 35 cents. 

The Federal Reserve Bank of New York is also 
publishing a book, entitled The Velocity of Money, 
by George Garvy, Economic Adviser, and Martin 
R. Blyn of Ihe California State College, Dominguez 
Hills, and formerly with the Federal Reserve Bank of 
Cleveland. It is a completely revised and expanded 
edition of Deposit Velocity and its Significance, pub- 
lished a decade ago, and embodies some of the re- 
search in monetary economics being conducted at the 
Bank. The chapter headings in the new edition of 116 
pages are: "The Demand for Money", "The Flow of 
Payments", "The Measurement of Velocity", "The 
Statistical Record", "Factors Affecting Velocity", and 
"Implications of Recent Changes in Velocity". Copies 
will be available in October from the Public Informa- 
tion Department at a full charge of $1.50 and an edu- 
cational charge of 75 cents. 

Single copies of either of the two volumes men- 
tioned above will be sent free to domestic teachers, 
commercial bankers, and libraries (public, school, 
and other nonprofit institutions) and to domestic and 

foreign government officials, central bankers, and 
newsmen. Classroom or training copies will be avail- 
able to these groups (including school bookstores) 
at the educational charge. Free and educational- 
charge copies will be sent only to school, business, 
or government addresses. 
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