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The Business Situation 

The latest readings on economic activity indicate con- 
tinued substantial expansion in the domestic economy.1 
Consumer spending has remained in the forefront, as re- 
tail sales posted a strong advance in January. Seasonally 
adjusted purchases of new domestic-type automobiles 
continued strong in February. Housing starts climbed 
further in January after a very vigorous fourth quarter, 
and new orders for durable manufactured goods surged 
ahead. While overall industrial production rose moder- 
ately, output of business equipment increased sharply, 
surpassing the previous peak set in the fall of 1969. There 
is evidence of a more vigorous buildup of inventories and 

greater strength in the capital goods area. 
The near-term outlook for prices, on the other hand, 

appears discouraging. Wholesale prices of agricultural 
products advanced at a very rapid rate in February, fol- 

lowing a similar increase in January and marking the 
fourth consecutive month of inordinately large advances. 
These increases have begun to be reflected in consumer 
food prices; in January, such prices soared at a seasonally 
adjusted annual rate of 25 percent. Although consumer 
nonfood commodity prices were steady in January, whole- 
sale industrial commodity prices shot up in February at 
the fastest rate in over twenty years. This increase seems 
likely to be reflected in higher prices at the consumer level 
in the months to come. 

INDUSTRIAL PRODUCTION, ORDERS, 
AND INVENTORIES 

The growth of industrial output apparently moderated 
somewhat in January after rising very strongly during 

1 In its revised figures for fourth-quarter 1972 gross national 
product (GNP), the Department of Commerce reduced its esti- 
mate of current-dollar GNP from $1,195.8 billion to $1,194.9 
billion. This downward revision stemmed primarily from smaller 
increases in consumption and government spending. Growth in 
real GNP in the fourth quarter was not so rapid as first estimated, 
although it was still a strong 8 percent. On the other hand, the 
estimate of the implicit price deflator for GNP was raised mar- 
ginally. 

1972. The Federal Reserve Board's index of industrial 
production rose at a 6 percent seasonally adjusted annual 
rate in January by comparison with the 10.2 percent ad- 
vance experienced over the preceding year. Output of 
business equipment climbed sharply in January to a level 

surpassing the previous peak of September 1969 (see 
Chart I), and output of consumer nondurable goods 
moved up as well. On the other hand, production of mate- 
rials and intermediate products was virtually unchanged, 
while output of consumer durables and defense and space 
equipment declined. Domestic car production, at season- 
ally adjusted annual rates of 9.7 million units in January 
and 10.1 million in February, while below the unusually 
high December rate, was well above the 8.8 million units 
produced in all of 1972. 

Preliminary data indicate that new orders for durable 
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manufactured goods rose in January by a huge $2.2 biffion, 
or nearly 6 percent. Defense bookings increased consider- 
ably after declining in December. In addition, new orders 
for nondefense capital goods expanded by almost $0.5 
billion, substantially more than the average increase over 
the previous six months. Bookings for primary metals and 
machinery also moved up in January. Shipments in- 
creased markedly as well but remained below the level of 
new orders. As a result, the backlog of unfilled orders 
climbed significantly for the sixteenth consecutive month. 

Business inventory spending has continued at an accel- 
crated pace in recent months. In December, the book 
value of manufacturing and trade inventories increased 
$16.1 billion at a seasonally adjusted annual rate, bringing 
the average monthly gain for the fourth quarter to $15.6 
billion. This gain surpassed the third-quarter average of 
$13.3 billion and was well above the rate of inventory 
accumulation in the first two quarters of the year (see 
Chart II). During the fourth quarter, sales advanced 
more rapidly than inventories so that the ratio of inven- 
tories to sales declined to 1.46, down from 1.49 three 
months earlier. At the end of 1971 the inventory-sales 
ratio had stood at 1.58. 

Over 1972 as a whole, business inventories climbed by 
$10.8 billion, almost $3 billion more than the 1971 in- 

crease and the largest yearly gain since 1969. Over half 
of the increase in stocks occurred in manufacturing 
inventories. In turn, much of this buildup was in durable 
goods industries and stemmed in part from the vigor of 
motor vehicle production during the year as well as from 
the rebound in the aircraft industry. Preliminary data for 
January indicate that manufacturing stocks edged up fur- 
ther at a $2.6 billion seasonally adjusted annual rate. The 
increase in durables manufacturers' inventories more than 
offset a slight decline in nondurables inventories. 

RESIDENTIAL CONSTRUCTION, RETAIL SALES, 
AND PERSONAL INCOME 

Residential construction activity is continuing at a very 
rapid rate. In January, private housing starts surged to a 
seasonally adjusted annual rate of 2.5 million units. Al- 
though the multifamily total fell somewhat from the unusu- 
a1l high December level, it was only slightly below the 
average for 1972. Single-family housing starts, on the other 
hand, rose to a new high in January, exceeding the previ- 
ous record set in January 1972. It should be noted, how- 
ever, that starts may have been artificially boosted in recent 
months as some builders may have accelerated activity 
prior to the freeze on Federal subsidy programs. Newly 
issued building permits fell 8.1 percent in January from 
the very high level of the previous month. 

Sales of new one-family homes in December, the most 
recent month for which data are available, rose to a sea- 
sonally adjusted rate of 724,000 units. Builders' inven- 
tories of unsold new homes were at 404,000 at the end of 
December, leaving the ratio of unsold new homes to sales 
of new one-family homes only slightly below the very high 
November level. The vacancy rate on residential rental 
properties fell to 5.6 percent of available stocks in the 
fourth quarter, down from the third-quarter average of 
5.8 percent. The average rate for the four quarters of 
1972, however, was the highest annual rate since 1968. Va- 
cancy rates on homeowner properties rose slightly in the 
fourth quarter of 1972, but were unchanged from the level 
of a year earlier. 

Consumption spending was also strong in January, as 
seasonally adjusted retail sales rose $1.2 billion above the 
upward revised December level. The increase was broadly 
based in sales of both durable and nondurable goods. The 
continuing strength of the auto market '.'as evident in Jan- 
uary sales of new domestic-type automobiles, which 
reached a seasonally adjusted annual rate of 10.3 million 
units on the heels of fourth-quarter sales that averaged 9.9 
million units at an annual rate. Moreover, the January 
sales pace was the most rapid rate since September 1971, 
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when domestic car sales were stimulated by the price 
freeze, the removal of the excise tax on automobiles, and 
the import surcharge. Auto sales continued high in Febru- 
ary at a seasonally adjusted annual rate of 9.9 million units, 
including a record 2 million of imported cars. Demand for 

imported cars was undoubtedly stimulated by expectations 
of price increases for imports in the future stemming from 
the devaluation of the dollar. 

Further sizable advances in retail sales appear possible 
in the months ahead. Substantial tax refunds are expected 
in the first half of the year as a result of the overwith- 
holding of personal income taxes in 1972. Undoubtedly, 
some of these funds will be channeled into consumption. 

Furthermore, the latest surveys of consumer intentions 
indicate continued strength in expenditures. At the same 

time, however, the University of Michigan Survey Re- 
search Center reported a leveling-off of consumer opti- 
mism in the fourth quarter of 1972, albeit at a relatively 
high level. There is some evidence in the Michigan survey 
that consumers have become more concerned in recent 
months about rising prices of essentials. 

Personal income rose only $2.5 billion in January to a 
seasonally adjusted annual rate of $985.4 billion. This 
was a small gain, compared with monthly increases in the 
fourth quarter of 1972 which averaged $12 billion. A 
number of factors, however, acted to inflate the fourth- 

Fifty-eighth Annual Report 

The Federal Reserve Bank of New York has published its fifty-eighth A nnual Report, reviewing 
the major economic and financial developments of 1972. 

The Report commented that monetary policy in 1972 sought to "encourage growth in the mone- 
tary aggregates rapid enough to sustain the expansion of real economic activity, and thus help to lower 
unemployment, but not so rapid as to undermine efforts to reduce the rate of inflation". It further 
noted that "the pursuit of this objective entailed strenuous efforts" early in the year "to stimulate 
the money supply's growth in the wake of a period of sluggishness in late 1971" but that "the im- 
mediate objective of System policy soon shifted to the attainment of moderate money supply growth". 
The appropriateness of this change in focus "was reinforced by the mounting evidence of the 
strengthening recovery in economic activity". Nevertheless, the Report said, growth in the monetary 
aggregates in 1972 was "somewhat more rapid than would seem desirable, if a noninflationary en- 
vironment is to be achieved and maintained". 

In his letter presenting the Report to the member banks, Alfred Hayes, President of the Bank, 
said that "the prospects for continued improvement in the economy seem good", but that the out- 
look is "clouded by a number of uncertainties". He observed also that, although "some steps have 
been taken to deal with these problems, . . . there is still much unfinished business. The realignment 
of international exchange rates must be supported by appropriate stabilization policies in the United 
States and by a sincere effort on the part of all nations to reduce the many remaining barriers that 
distort trading patterns. The Phase Three wage and price restraints will require vigorous surveillance 
as well as a voluntary cooperation". Moreover, he stressed, "it is imperative that monetary and 
fiscal policies become less stimulative than they were last year". 

The Annual Report may be requested from the Public Information Department, Federal Re- 
serve Bank of New York, 33 Liberty Street, New York, N.Y. 10045. A copy is being mailed to 
Monthly Review subscribers. 
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quarter increases in personal income, particularly a 
percent rise in social security benefits in October. On the 
other hand, personal income in. January was reduced$5.2 
billion by an increase in social security contributions, 
although this was offset to some extent by a Federal 
civilian and military pay raise. In the absence of these 
special factors, the January increase would have been $5.8 
billion, slightly lower than the revised December increase 
of $6.7 billion. 

PRICE DEVELOPMENTS 

The persistence of inflationary pressures is evident in the 
latest price statistics. Wholesale prices advanced at a very 
rapid 21 percent seasonally adjusted annual rate in Febru- 
ary following increases of 13.5 percent in January and 
more than 21 percent in December. The primary source of 
the December and January increases was the surge in 

prices of farm products and processed foods and feeds, 
which climbed at a seasonally adjusted annual rate of 
about 60 percent over those two months. Such prices con- 
tinued to rise sharply at a 46 percent seasonally adjusted 
rate in February. Moreover, wholesale prices of industrial 
commodities in February soared at a 12 percent seasonally 
adjusted annual rate, the highest monthly increase in over 

twenty years. The February increase compared with a 4 
percent rate of rise in January and was much higher than 
the 2.6 percent rate of increase experienced over the sec- 
ond half of 1972. The February surge in wholesale indus- 
trial commodity prices was broadly based in the various 
industrial subsectors but with particularly large gains in 

prices of fuel and related products and in lumber prices. 
On March 6 the Cost of Living Council announced the 
imposition of mandatory price controls on oil companies 
with annual sales of above $250 miffion. 

Consumer prices rose at a rapid seasonally adjusted 
annual rate of 6.5 percent in January, up markedly from 
the December rise of 2.6 percent. Over the past three 
months, consumer prices have risen at about a 4 percent 
pace. Food prices soared at an annual rate of more than 
25 percent in January and largely accounted for the in- 
crease in the overall index. In light of the continuing rapid 
run-up in prices of agricultural products at the wholesale 

level, the outlook for consumer food prices does not 
appear encouraging. Prices of nonfood commodities were 
unchanged in January, and over the past year such prices 
have cffmbed only about 2.4 percent. The advance of ser- 
vices prices moderated to a 2.7 percent annual rate of 
increase in January, compared with a 4.5 percent rise in 
the previous month. 




