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The fourth quarter has started off
with activity above the third quarter
average, and the trend of activity is
upward. October data suggest that the
expansion in total demand and pro-
duction may be slowing down in the
current quarter but the evidence is still
quite limited.

BUSIN ESS activity presented a mixed
picture in October as personal income,
nonfarm employment, and industrial
production advanced moderately, and
retail sales edged down. The unemploy-
ment rate was unchanged during the
month, remaining at a low of 3.6
percent, the same as the average for
both the third quarter and the first
half of 1968.

The fourth quarter has started off
with activity above the third quarter
average, and the trend of activity is
upward. There is some evidence to
support the view that the rate of
expansion in total demand and produc-
tion in slowing down this quarter, but
it is very limited. October data suggest
a smaller rise in personal income in
the fourth quarter than in the third.
They also suggest, to judge from the
latest figures on retail trade and auto-
mobile sales, that the fourth quarter
increase in personal consumption ex-
penditures will not match the large
third quarter rise. In particular, the
increase in consumer durables is likely
to be much less than in the third
quarter; although auto sales are high,
the monthly rate has been on a plateau
since July. In the aggregate, the com-
ponents of final GNP sales other than
consumption are also likely to show
a smaller gain than they did in the

third quarter. A more rapid rise in
residential construction should be more
than offset by a slower advance in
plant and equipment outlays.

There is no information as yet
bearing on fourth quarter inventory
change and corporate profits, two
volatile elements that are difficult to
project. Consequently, it is not possible
at this stage to judge the extent to
which a slower rate of expansion in
final sales and consumer incomes would
be translated into slower growth for
total output and total income.

Income moderately higher

The rise in personal income slowed in
October. After monthly increases aver-
aging nearly $5% billion from May
through September, total income rose
only $2% billion last month, mainly be-
cause gains in wages and salaries were
much less than in the summer but also
because advances in nonpayroll incomes
were quite limited. The slowdown in
payrolls reflected primarily a wide-
spread reduction in the average length
of the workweek that partly offset a rise
in employment and a small rise in
hourly earnings. The October employ-
ment increase of 135,000 persons in non-
farm establishments was above the
September advance but about the same
as in July and August; the October in-
crease would have been about 40,000
larger if not for a strike in coal mining.

The $1% billion rise in payrolls last
month reflected gains in both the
private sector and government. Al-
though virtually all of the rise in private
payrolls occurred in manufacturing—
where employment increased by 50,000
persons after declining in the third
quarter—the $¥% billion advance in
factory payrolls during October was
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only half that of the previous month
because September’s sharp rise in the
workweek was partly reversed. The
leveling in private nonmanufacturing
payrolls in October reflected the in-
fluence of shorter workweeks in most
industries, especially mining.

Pickup in steel output

In the steel industry, mill operations
recovered somewhat from a sharp down-
turn that followed the labor contract
settlement last July. Weekly output of

Corporate Profits

@ Before tax hook profits at new peak in 3d guarter
o Because of 1968 tax hike, after tax profits
still helow 1966 high
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raw steel generally increased throughout
October and for the month totaled
about 9 million tons, roughly 2 percent
above the relatively low September vol-
ume after seasonal adjustment. In the
first 2 weeks of November, output was
a little higher than the October season-
ally adjusted rate.

The turnaround in steel production
reflected both renewed ordering by
steel users and the decision of steel
mills to rebuild their own depleted
stocks. New orders received by steel
mills in September were about one-fifth
above the depressed September rate,
and according to trade sources, the up-

Prices, Costs, and Profits
Per Unit of Real Corporate Product

The price rise slowed in the third guarter . . .

Dollars.
1.20 S v
TOTAL PRICE per unit of .~ o
5 - real-corporate produict

1.10

1.05

= 1.1

1.00

as unit labor costs edged up . . .

.75 S B
~ COMPENSATION OF EMPLOYEES

PER UNIT

65

ah

.60

while nonlahor costs

NONLABOR’COSTS,{PER UNIT = i

25

15 L baa

and unit profits changed little
PROFITS (BEFORE TAX) AND IVA per unit

20 o

15

JY pANaT T R 11 I 0 G S O AT
1962 63 64 65 66 67 68
Quarterly, Seasonally Adjusted
Note.—Nonfinancial corporations only
_U.S. Department of Commerce, Office of Business Economics

68-11-2

SURVEY OF CURRENT BUSINESS

ward trend in orders continued in
October and early November.
Stimulated in part by protective in-
ventory buying that began around the
turn of the year, imports of steel mill
products in the third quarter rose to an
annual rate of 21 million tons, nearly
one-third higher than the first~half
rate. Through the first 9 months, im-
ports of steel products totaled 13.5
million tons; this compares with 11.5
million tons in all of 1967, the previous
peak. According to trade sources, the
1968 import total is expected to reach
18.0 million tons, about 18 percent of
total domestic steel consumption.

Auto indusiry at peak rate

October was another good month
for auto sales and production. Dealer
deliveries of domestic-type cars were
at a seasonally adjusted annual rate
of 9 million units, approximately the
same as in the third quarter. The high
level of sales is keeping the auto in-
dustry operating close to capacity rates.
With overtime widespread, including
6-day operations in many plants, over
1.1 million passenger cars and trucks
were produced in October, a 2%-per-
cent increase over September, season-
ally adjusted. However, the production
total for the month was well below
planned schedules, owing mainly to
temporary walkouts, parts shortages,
and other production problems.

Third Quarter Corporate
Profits

Corporate profits, as measured in the
national income and product accounts,
rose approximately $2 billion, or 2%
percent, to a record seasonally adjusted
annual rate of $91 billion in the third
quarter. The gain in the summer quar-
ter was much smaller than the $5%
billion increase that occurred in the
second but was about in line with the
profits rises of the two preceding
quarters. '

The latest slowdown in the growth
of the corporate profits share centered
largely in durable manufacturing, where
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profits fell $% billion in the summer after
a $3 billion increase in the spring. Prof-
its of steel companies, in particular, had
been swollen during the second quarter,
when steel users were building up their
stocks in anticipation of a possible
strike, and were then adversely affected
in the third when users reduced their
purchases in order to correct their
inventory positions. Profits in most
other broad industrial groups expanded
at about the same rate as in the second
quarter; however, the financial, non-
durable manufacturing, and transporta-
tion, communications, and public util-
ity groups all showed an acceleration.

Book profits (which exclude the in-
ventory valuation adjustment) showed
little increase in the third quarter, $3%
billion or one-half of 1 percent. The
much smaller gain in book profits than
in national income profits was due to
the inventory valuation adjustment.
Wholesale prices increased at a slower
rate in the summer than during the
spring, and the IVA (which measures
gains or losses due to the difference
between the replacement cost of goods
taken out of inventory and their re-
corded acquisition cost) fell to $1
billion in the third quarter from $2%
billion in the second.

Mirroring the small rise in before-tax
book profits, tax accruals rose $%
billion and so did after-tax profits.
The $51 billion rate of after-tax profits
in the summer quarter was still $%
billion below the record attained 2
years earlier.

Corporate dividend payments rose
$% billion or 3 percent in the third
quarter; consequently, with book prof-
its up only $4% billion, undistributed
profits fell $% billion.

Unit costs and profits

The value of corporate output rose
2}; percent from the second to the third
quarter. This reflected a rise of 1%
percent in real product and an increase
of one-half percent in the price of
corporate output (equal to the deflator
for gross product of nonfinancial cor-
porations). Labor costs per unit of
output rose about 0.6 percent, while
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nonlabor costs—depreciation, indirect
taxes, and net interest—edged up.
The rise in total unit costs approxi-
mately matched the rise in unit prices,
so that before-tax profits per unit of
output (including the IVA) were un-
changed from the second quarter.

With unit profits stable, the summer
gain in aggregate dollar profits re-
flected the larger volume of production.
The third quarter experience was similar
to that of the last half of 1967 and the
opening quarter of this year, when
rising labor and nonlabor costs ab-
sorbed the increase in output; prices,
and profits per unit of output were
unchanged. However, it differed from
the experience of the spring quarter,
when a very large gain in output prices
outstripped the increase in unit costs,
and profits per unit moved up sharply.

Recent Inventory Investment

Quarterly inventory investment has
been exhibiting a seesaw pattern over
the past year or so because of the un-
even rate of expansion in sales, particu-
larly at retail, and the special influences
affecting automobiles and steel. Data
for September indicate that the book
value of stocks rose $450 inillion, as
compared with an average of $700 mil-
lion for July and August. For the third
quarter as a whole, investment in non-
farm inventories (GNP basis) was at

Investment in Nonfarm Inventories (GNP
Basis)

[Billions of dollars, seasonally adjusted annual rates]

Total Total nonfarm

nonfarm | Steel! | Autos? less steel
and autos

6.4 0.9 —0.1 5.6

8.6 .2 1.0 7.4

14.9 -1 3 14.7

5.6 .3 -5 5.8

8.3 .1 -.9 9.1

2.2 ~1.0 -1.3 4.5

4.8 .3 -1.0 5.5

7.1 1.6 - 14 4.1

1.6 1.4 .6 —.4

10.4 4 2.3 7.7

7.3 -.8 -.6 8.7

» Preliminary.

1. OBE estimates based on census physical volume data.
Steel mill shapes and forms held by steel mills, warehouses,
and manufacturing consumers of steel,

2. As measured in auto GNP,
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a seasonally adjusted annual rate of
$7Y4 billion, down from the $10% billion
rate in the second quarter but well
above the $1% billion rate in the first
(chart 3). So far this year, nonfarm
businesses have added $6% billion to
their stocks (annual rate), which is
two-fifths as large as the accumulation
in 1966, when stocks became very
burdensome, and somewhat above that
of 1967, when businessmen had to
make major adjustments to correct
the earlier excesses.

The decline in inventory investment
from the second to the third quarter
centered in trade, where stocks rose
relatively little (somewhat more than
$1 billion) after a substantial rise in the
second ; accumulation by manufacturers
was approximately the same in both
quarters (about $5 Dbillion). Viewed
broadly, the change in trade stocks
from the second to the third quarter
was similar to the change from the
fourth quarter of 1967 to the first
quarter of 1968. On both occasions, a
very strong upsurge in sales either kept
inventories from rising or limited their
increase. When the sales rise slackened,
as in the second quarter, inventories
showed a pronounced buildup.

Autos and steel

Special developments in autos and
steel had a noticeable effect on inven-
tory accumulation in the third quarter
and a very pronounced impact on the
change in accumulation, as may be
seen in the table. Indeed, the exclusion
of auto and steel inventories would
cause total nonfarm inventory invest-
ment to rise a little from the second to
the third quarter instead of declining.

Dealers’ stocks of cars were built up
this spring, .partly to compensate for
the deficiencies caused by the strike of
late 1967 and partly to make adequate
provision for an expected upsurge in
sales in the summer quarter. The year
before, inadequate stocks apparently
hurt summer sales, but this time the
auto producers gaged the market fairly
well; in fact, sales proved to be so strong
in this year’s third quarter that dealers’
stocks declined on balance, with de-

3

creases in July and August partly
offset by an increase in September. The
shift from accumulation to decumula-
tion was responsible for a decline of
almost $3 billion in the rate of inven-
tory investment from the spring to the
summer quarter.

The steel figures in the table show the
estimated value of inventory invest-
ment (GNP basis) in steel mill shapes

(continued on page 21)

Changes in Nonfarm Business
Inventories (GNP basis)

Inventory investment declined in third quarter
hecause of lower accumulation of trade stocks

Billion $

1966 1967 1968

Seasonally Adjusted at Annual Rates
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Billion $

900

850 |

800

750

700 -

Billion $

40

30

20

Billion $§

750 -

700

650

600 |

550 L

Percent

127

-4

* Seasonally Adjusted

US. D

1966

1967
Quarterly () 0BE

1968

** Seasonally Adjusted at Annual Rates

epartment of Commerce, Office of Business Economics

Revised third quarter GNP little changed from preliminary figure - up $18 billion

Rise in nonfarm employment continued in October but weekly hours declined. Unemployment rate steady
Stability in wholesale industrial prices ended this summer with rises in September and October

THE LABOR MARKET
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o Qctober rise of $21 hillion in personal income was helow recent monthly advances
o Retail sales edged down in October as decline in durables offset rise in nondurables
o Private housing starts increased in September to their hest level since late 1964
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o September inventory rise was helow July-Rugust average - accumulation declined from second to third quarter
o Merchandise trade surplus widened in September as exports rose substantially
o Higher tax rates and rising economic activity boosted third quarter budget ‘geceipts - deficit narrowed
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CHART 7
® Bank credit expanded but the money supply changed little from August through Octoher

o Corporate profits (before tax and including IVA) reached 391 billion rate in third quarter - up $2 hilfion from second
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8 SURVEY OF CURRENT BUSINESS November 1968

NATIONAL INCOME AND PRODUCT TABLES

1967 1968 1967 1968
1966 | 1967 II III IV I I II | 1966 | 1967 II Ix v I II I
Seasonally adjusted at annual rates Seasonally adjusted at annual rates
{ Billions of current dollars ’ Billions of 1958 dollars

Table 1,—~Gross National Product in Current and Constant Dollars (1.1, 1.2)

747.6 | 789.7 | 780.2 | 795.3 | 811,0 | 831.2 | 852.9 | 871.0 | 657.1 | 673.1 | 669.2 | 675.6 | 681.8 | 692.7 | 703.4 | 712.3
465,5 | 492,2 | 490.3 | 495.5 | 502.2 | 519.4 | 527.9 | 541.1 | 417.8 | 430.5 | 431,2 | 431.8 | 434,1 | 444.9 | 447.5 | 455.7
70.5| 72.6 | 73.4| 73.1| 742| 0| s10| 8.1 7.3| 724 787 72.6| .0| 7.3 78.9 82.5
206.7 | 215.8 | 215.3 | 216.4 | 218.4 | 226.5 | 228,2 | 232.7 | 186.9 | 191,1 | 191.6 | 191.1 | 191.6 | 196.5 | 196.1 198.5
188.3 | 203.8 | 201.6 | 205.9 | 209.6 | 213.9 | 218.7 | 223.4 | 169.5 | 167.0 | 165.9 | 168.1 | 169.5 | 171.0 | 172.6 | 174.8
Gross private domestic investment.._____ ... _______________ 120,8 | 114,3 | 107.6 | 114,7 | 121.8 | 119,7 | 127,83 | 127.1 | 108,8 | 99.5 | 94.2 | 99.3 | 104.7 | 101.5 | 107.3 | 105.8
Fixed investment ..o ... o e 106.1 | 108.2 | 105.4 | 109.3 | 113.5 | 117.6 | 116.5 | 119.6 | 94.9 | 93.6 | 92.0 | 94.0 | 96.7 | 99.5 | 97.4 99,0
Nonresidential .. ... ..________. _..] 83| 83.6| 827 | 8.3 | 8.0| 8.6| 8.0 90.1]| 73.8| 73.7| 73.3| 73.2| 740 76.5]| 74.5 76.6
Structures . 28.5 | 27.9 1 2.2 2.7 21.7| 29.6 | 28.5| 28.8] 23.9 | 22.6 | 22.1| 22.21| ‘22.1| 23.4| 221 219
Producers’ durable equipment..... §2.8 | 55.7 | 55.5| 65.6 | 57.3 | 59.0 | 58.5| 6.3 ] 49.9 | 51.1| 61L.1| 5L.0| 52.0} 53.0 | 52.4 54.7
Residential structures oo el 24.8 | 246 22.7| 26.0| 28,5 20.1( 20.8} 20.5] 2.1 | 19.9| 187 20.8  22.7| 23.0| 229 22.4
ONfarm .. oo 24.3 | 24.0| 221 | 254 27.9| 285! 28.9| 2891 20.7 19 5( 18.2 20.3 | 22.2 | 22.6 | 22.5 21.9
Farm - .5 . .6 .6 . . . . . 5 5 .5
Change in business inventorles. .. e 14.7 .1 .8 .0 . 8
Nonfarm. . 14.9 .6 . 4 .6 . 6
A oo -2 4 .4 .4 .1
Net exports of goods and Services... - oo coamam s 5.1 5 1 7
Bxports. - e 43.1 [
Imports. o oo -1 38.1 3
Government purchases of goods and services_.____________________ 156, 2
77.4
.......... 60.6
- 16.8
State and local. . - 78.8

Table 2.—Gross National Product by Major Type of Product in Current and Constant Dollars (1.3, 1.5)

Gross national product......._.__._____ 747.6 | 789.7 | 780.2 | 795.3 | 811.0 | 831,2 | 852.9 | 871.0 | 657.1 | 673.1 | 669.2 | 675.6 | 6818 | 692.7 | 703.4 | 712.3
Finalsales ... oo ..o _____ ..} 732.8 | 783.6 ] 778.0 | 789.9 | 802.7 | 829.1 | 842.1 | 863.5 | 643.2 | 667.2 | 666.9 | 670.4 | 673.8 | 690.7 | 693.5 | 705.5
Change in business inventorles_ ... 777" 14.7 6.1 2.3 5.3 8.3 2.1 | 10.8 7.6} 13.9 5.9 2.3 5.2 8.0 2.0 9.9 6.8

Goods output._ e 382,2 | 3969 | 394.1 | 398,9 | 404,8 | 414.9 | 428.4 | 436.9 | 355.9 | 361,0 | 360.3 | 361.9 | 364.4 | 370.4 | 379.2 | 384.7
Final sales .| 367.5 | 300.8 | 391.8 | 303.6 | 396.5 | 412.8 | 417.6 | 420.5 | 342.0 | 355.1 | 358.1 | 356.7 | 356.4 | 368.4 | 360.3 | 378.0
Change in business inventories__.._._..__._.........._..___. 14.7 6.1 2.3 5.3 8.3 2.1 | 10.8 751 13.9 5.9 2.3 5.2 8.0 2.0 9.9 6.8

Durable goods... . _____ ... 156.0 | 159.3 | 157.7 | 161.1 | 164.1 | 168.2 | 175.3 | 180.0 | 151.1 | 150.3 | 149.9 | 1561.6 | 152.8 | 155.9 | 161.2 | 164.9
Final sales R C ) 145.7 | 156.4 | 157.1 | 157.3 | 159.9 | 166.7 | 169.1 | 175.1 | 141.5 | 147.6 | 149.3 | 148.2 | 140.0 | 154.5 | 155.6 | 160.5
Change in business inventories.. . 10.2 3.0 .6 3.8 4.2 1.6 | - 6.2 4.9 9.6 2.7 .6 3.4 3.8 1.4 5.6 4.4
Nondurable 00aS il .. 226.3 | 237.6 | 236.4 | 237.8 | 240.7 | 246.7 | 253.1 | 256.9 | 204.8 | 210.7 | 210.5 | 210.2 | 211.6 | 214.5 | 218.0 | 219.8
Final sales 221.8 | 234.5 | 234.7 | 236.2 | 236.6 | 246.1 | 248.5 | 254.4 | 200.5 | 207.5 | 208.8 | 208.5 | 207.5 ( 213.9 | 213.7 | 217.4
Change in business inventories 4.5 3.1 1.7 1.6 4.1 .6 4.6 2.5 4.3 3.2 1.7 1.8 4.1 .6 4.3 2.4
Services_ ... _.-| 288.0 | 314.8 | 310.9 | 317.5 | 3247 | 330.4 | 339.2 | 347.6 | 236,4 | 249.6 | 247.8 | 25,2 | 263.2 | 255.1 | 2587 | 262.3
Structures.._.___ 77.3| 77.9| 75.3| 78.8| 81.5| 85.8| 85.4| 86.4| ¢4.8| 62.5| 6L.1| 625 | 64.2| 67.2| 655 | 65.2

Table 3.—~Gross National Product by Sector in Current and Constant Dollars (1.7, 1.8)

Gross national product._._..__ .| 747.6 | 789.7 | 780,2 | 795.3 | 811.0 | 831.2 [ 852.9 | 871.0 | €57.1 | 673.1 | 669.2 | 675.6 | 681.8 | 692.7 | 703.4 | 7I2.3

Private_.___ s 671.1 | 704.8 | 696,7 | 709,8 | 722.3 | 740.3 | 759.9 | 775.0 | 602,1 | 6140 | 610,6 | 616,0 | 621.7 | 631.8 | 641.6 | 649.7

Business B, 646.7 | 677.9 | 670.7 | 682. 4 694.1 | 712.4 | 730.8 | 745.8 | 583.4 | 504.0 | 501.2 | 595.6 | 600.8 | 611.4 | 620.5 [ 628.6
Nonfarm | 622.0 | 653.7 | 646.7 | 658.0 | 669.4 | 688.1 | 706,1 | 720.3 | 561.1 | 569.9 | 567.5 | 571.2 | 576.3 | 587.8 | 596.2 | 604.6
Farm 247 242| 24.0| 244 | 248 243 247 | 25.5] 222 241 | 23.7| 244 245 23.6 | 243 240
Households and institutions___ - 20.2 ] 223 | 22.1| 225| 229 23.5| 242 24.2| 148 | 1565| 1565 156 157 | 16.1| 163 162
Rest of theworld.. ... . 42| 46| 40l 50| 53! 44 49| 50| 40| 45| 39| 49 52| 43| 48 4.9
General government._._.____________ .| 76.5| 84.8| 83.5| 85.4| 88.6| 90.8 | 93.0| 9.0] 65.0 | 59.0 | 58.6 | 59.6 | 60,1 60.9 | 618 | 62.6
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1967 1968 1667 1968
166 | 1967 | 1T |mx | v | 1 | @ |m» 1966 | 1967 | 10 | mr|Iv | 1 |10 jmo+

Seasonally adjusted at annual rates

Billions of dollars

Seasonally adjusted at annual rates

Billions of dollats

Table 4.—Relation of Gross National Product, National Income,
and Personal Income (1.9)

Gross national prodnet_..._.._ ... ...

Less: Capital consumption allowances.|

Business transfer payments.....
Statistical discrepaney . ......_..

Plus: Subsidies less current surplus of
government enterprises...___._
Equals: Nati
Less: Corporate profits and inventory
valuation adjustment . _ .
Comtributions for social insur-

Vi

Plus: Government transfer payments
topersons.._ . . ._...__..
Interest paid by government
(net) and by consumers..._..._.
Dividends_______.____._____.___
Business transfer payments_ ..

Equals: Personal income. _....._.....

Table 5.—Gross Auto Product in Current and Constant Dollars

Grossauntoproduct _______._________

Personal consumption expenditures .
Producers’ durable equipment._____.
Change in dealers’ auto inventories_.

Netexports. ... .. ... __... N
Exports. .. ... _.ed
Imports. ...

Addenda:

New cars, domestic2._...___._.____._.
New cars, foreign__ ... ... ..._.

Grossautoproduct ... ... ______

Personal consumption expenditures.
Producers’ durable equipment
Change in dealers’ auto inventories. .

Net exports
Exports
Imports. ... ..

Addenda:

New cars, domestie®. ... ____.______
New cars, foreign. ... ____......_.___..

Table 6.—National Income by Type of Income (1.10)

1. The gross auto product total includes government purchases, which amount to $0.2 billion

annually for the periods shown.

2. Differs from the gross auto product total by the markup on both used carsand foreign cars.
(and related components and totals) are preliminary

*Third quarter 1968 corporate profits

and subject to revision in next month’s Survey.

National income_ ____.___.__..____ 620, 8 1652.9 |645.1 [656,9 |670,9 (688.1 |705,4 |722.0
747.6 |789.7 |780.2 795.3 |811.0 [831.2 |852.9 |8TL.0 - (o cation of employees.. ... . 435.6 [468.2 |461.8 (471,5 |482.7 |496.8 |507.1 |519.7
64.1160.2|68.4)70.0) 7111723 7.7} 749 Wages and salaries. ... 304.6 |423.4 |417.6 |426.3 [436.4 [448.3 |457.6 |460.0
683.5 [720.5 [711.8 |725.3 |739.8 |758.8 (779.1 |796.1 PrVALO. . oo 316.9 (337.1 332.8 (3394 |346.0 |365.7 (362.8 [370.9
Military. -..-._._... 14.6 | 16.3 | 15.9 | 16.1 A 17,6 | 17.8 | 18.9
65.3 | 60.6 | 60.0 [ 70.1 | 71.2 7% g 73‘ g 7:‘35; Government civilian 63.1|70.0 | 68.8 | 70.8 | 78.3 | 75.2 | 77.0 | 79.1
301 3.1 3.1 .2 3.2 . . 3 S
_ _ _ pplements to wages and salaries___| 41.1 | 44,8 | 44.2 | 45.2 | 46.2 | 48.4 | 49.4 | 50.7
—8.31-3.5|—38-3.41-4.2 |47 |-8.6 |-49 Employer contributions for social
insuranee - . ... .. 20.2 | 21.5(21.3 216|221 |23.5|23.7]|24.2
23| 16| 16] 154 13| .5 .7\ L0 Other Iabor oo ... o 20.8128.3 (229|287 242250257 2.5
mployer contributions to pri-
620.8 [652.9 (645.1 [656.9 |670.9 |688.1 705.4 |722.0 vate penston and weltare funds.| 174 | 19.5 oo\l oo
’ 111 S, 3.6 3.8 | oo e
83.0 804 79.6|80.2)82.3|83.8)8.2 |92  proyiiorg income. ... 60.7 | 60,7 | 60.5 | 61,2 | 61,1 61,8 | 62,6 | 63.4
38.0 | 4.9 | 41.6 | 42.1 | 43.0 | 45.8 | 46.5 | 47.4 Btllsiness an? pr(_)fessional.t_a..,.t..,. 44.8 | 46.3 | 46.1 | 46.6 | 46.8 | 47.2 | 47.8 | 48.0
ncome of unincorporated enter-
00 .0 -0 -0 vo '0 '0 '0 rises ___________________________ 45'1 46.6
Inventory valuation adjustment__| —.3 | —.3
41.0 (48.6 (48.3 | 48.9 | 40.7 | 62.5 | 85.0 | 56.3 Farm. .. oo 159 | 144 |44 | 146 | 143 | 146 [ 14.8 | 154
22.3|23.6| 23,2235} 242249257262
2172201232 235 225236204252 Rental income of persons_.._._.._.____. 19.8 { 20,3 | 20.2 | 20,4 { 20,5 | 20,7 | 20,9 | 21.0
3.0 3.1} 31| 3.2 8. 3.2 33| 3.3 Co'rp orate pr ofits and inventory valua-
586.8 |628.8 621.6 [633. 5.2 1662.7 |678.1 [694.3 tion adjustment___ .- - .1 83.9(80,4(79.6]80.2|8231838]8.2]91.2
Profits before tax_.__. 81.6 ) 80.3 | 80.8 | 85.4 | 88.9 | 9.8 | 92.2
Profits tax liability._ 33.5133.0|33.2| 351|308 41413
Profits after tax 48,1 [ 47.3 | 47.6 | 50.3 | 49.1 | 50.7 | 5.0
Dividends__.___.. 22.9(23.223.5122.523.6| 244252
Undistributed pro 25.2124.1 | 2412792551263 258
Inventory valuation adjustment..._|—~1.7 [—-1.2 | —.7 [ —. 6 |—3.1 |=5.1 [~2.7 |—1.0
Netinterest. ... ..........._... 20,8 ( 23,3 | 22,9 23,6 | 24.3 | 25.0 | 25,8 | 26.7
Table 7.—National Income by Industry Division (1.11
(115, 1.16) » sid 1D
All industries, total .. _...._._____ 620, 8 |652,9 1645.1 (656,9 [670,9 (688,1 |705.4 |722.0
Billions of current dollars tndus %
Agriculture, forestry, and fisheries..... 22.5121.4]21.3
Mining and construction_._..._ 138.5(39.7]39.3
30.3 | 29.0 | 29.2 | 29.3 | 31.3 | 33.7 | 36,1 | 36.1 Manufacturing. ... 191.8 (196.6 {194. 4
Nondurable goods 73.2| 7.8 74.9
25,3 124.9 | 258 | 25,4 25.3 | 28.4 | 20.0 | 31.6 Durablegoods. . - ... ... . 118.6 (120.8 j119.4
45) 44) 46| 45| 45| 50} 51 5.6
. —-.5|-1.3 (-1.0] 1.4 61 28| —.6 Transportation. ... __.._...._.___ 25.0 | 26.1 | 25.9
Communication. -] 12.5]13.1 4 13.1
0 =11 -1 AP =2 =6 5| -7 Electric, gas, and sanitary services._._| 12.2 | 12.9 | 12.8
1.3 L6 1.6| L9| 18| L6 | 23| 2.4 Wholesale and retail trade_ . .._..____. 91.5 | 96.8 | 95.9
L2 L7} 1.7 18] 20| 22| 29} 3.1
Finance, insurance, and real estate._..| 67.1 | 70.9 | 70.2
Services___ ... 7.0 | 77.0 | 76.3
Government and government enter-
27,81 259|263 (2602803001328 ]331 Prises_ . .o .. 84.6|93.6 | 92.0
20| 29| 2.8 3. 3.4 40| 42| 40 Restoftheworld_ - ... _.__ .. _..__ 42| 4 4.0
Billions of 1958 dollars .
Table 8,—Corporate Profits (Before Tax) and Inventory Valuation
30.9 | 20.0 | 20.6 | 29.2 | 30.7 | 33.0 | 5.4 | 35.2 Adjustment by Broad Industry Groups (6.12)
25.7 | 24.8 | 26.1 | 25,2 | 24.8 | 27.7 | 28.3 | 30.7 . :
46| 24| 47| 05| 4a| 50l 51l 55 All industries, total _.___...______ 83,9 ( 80.4 1.79.6 | 80.2 | 82.3 | 83.8 89,21 91.2
31 —81-141-1.0) 14) .6) 23| —6  pinancial institutions... ... 1.2 10,3 | 10,2 10,3 | 10.6 | 10,0 | 10.2 | 11.8
60| 00| 0.0 2 =1 =65 —4|—.6
13| 17| L6| 1o| 18| 16| 23| 2s  Motwelooo 0 01 o o o o A SO
L3} L7} L7 L7 LO| 21) 28] 30  FUHormosoomoosomesooseseieosooooos g CTTTTTTTYTTYTTTTTTY T T
Nonfinancial corporations. -........... 73,7 | 70,1} 69.5 | 69.9 | 71,7 [ 72,9 | 77.9 | 79.4
Manufacturing. ... __.____.____. 42,8 139.2139.11]385]39.9
28.6126.4127.0 1264279209327 328 Nondurable g66ds J188 180179 | 17.9| 1800
20| 29 28 30/ 33| 39| 41| 3.9 Durable goods 1| 212|212 | 206 219
Transportation, communication,
and public utilities 1.8 (1.8 | 12.0 | 1.9 ) 125} 1256 |_____.
All other industries. . - ... .......... 18.8 1 19.0 | 18.6 | 19.4 | 20.0 ; 19.0 | 20.6 |_-____




1967 1968 1967 1988
1966 { 1967 | II III v I I nr* 1966 | 1967 II I v I II |11
Seasonally adjusted at annual rates Seasonally adjusted at annual rates
Billions of dollars Billions of dollars
1
Table 9.—Gross Corporate Product ' (1.14) Table 10.—Personal Income and Its Disposition (2.1)
Gross corporate product ... 4327 |453.1 |448.2 455.6 1464.6 1477.7 | 491.1| 502.6  pergonal income. - ... 586.8 (628,8 |621,6 |633,7 [645,2 |662.7 | 678.1| 694.3
Capital consumption allowances......_. 30.7 | 43.4 | 429 | 441 | 44.9 | 45.7 | 46.7} 47.6 Wage and salary disbursements. - 423.4 1417,6 (426.3 |436.4 |448.3 | 457.6/ 469.0
Indirect business taxes plus transfer 4 Commodity-producing industri .4 |166.6 (164.1 [167.1 |170.5 [175.6 178.6 181: 6
payments less subsidies..._.._....__ 38.2 | 40.6 | 40.3 | 41.0 | 41.6 | 42.6 | 43.7 45.0 Manufacturing. . ____________ 128.0 {134.1 (132.3 |134.6 [137.1 |141.2 | 143.8] 146.7
e . Distributive industries 93.9 1100.5 | 99.6 [101.4 [103.1 [105.6 | 108.0] 1111
Income originating in corporate busi- 3650 1370.5 13781 1380, 4 Service industries. .- 5 .01 60.1170.8 | 724|745 76.21 78.2
L. U O, . d d d 400.7| 410.1 Government... ... ..o _______ 84.7 1 86.91 90.4 | 92.6 | 94.8( 98.1
Compensation of employees 289.6 (295.3 (300.9 1309.9 | 316.3| 323.7 s
Wages and salaries. - oo 257.6 [262.5 [267.5 |274.9 | 280.4| 28,9 ~ Otherlaborir 2.9 | 8.7 | 2421250 5.7 26.5
Supplements 32.0 1328 |1383.4)35.1) 358 368 Plﬁprietors' in&,om‘}___i____l_ _________ 60.5 | 61.2 | 61.1 | 61.8 | 62.6| 63.4
usiness and professional.-.. 46,1 | 46.6 | 46.8 | 47.2 | 47.8| 48.0
Net interest. - oococoooooaaaeo. -1.1(-1.0|~.9|—.8| —.8 =38 ATTIL oo oo 14,4 [ 14.6 | 14.3 | 14.6 | 14.8| 154
Corporate profits and inventory i f
- valuation adjustment..... 80.6|7681705|762| 7811808 | 8.5 811 Dividendacroror oo EHEHEHE )
rofits before tax... 3 3 g 3 . 3 f 3 i i % . % 3 . ;
Pronts tax liabi %g ii‘g’ ii g ig% ig% ig% o 513 2‘153 Peraonal interest i 46,1 | 47.2 | 48,5 | 49.8 | 51.4| 52,9
Profits after tax.. . 3 3 3 . . 46. 5 fer payments. _ - ______________._
Dividends. .. 2013 208|208 | 217 | 20,6 [ 220 | 28 284 e PAYeNe - sability, and 514521529 | 657 58.3 59.5
Undistributed profits. . 27.5 | 2312241219 265 23.6 | 240 23.5 health insurance benefits. ... 20.8 | 25.7 | 25.8 | 26.0 [ 26.4 | 28.2 | 30.5| 30.9
Inventory valuation adjust 1712} —-7!—.6[-31(-61}| =271 —-1.0 State unemployment insurance
benefits. . ... .. 1.8 21| 21| 22} 20/ 2.2 L9 2.1
Cash flow, gross of dividends._ 87.5 1879 (87.1|87.7|91.0 |91.3 | 935 9.5 57| 6.6 61 6.5 *
Cash flow, net of dividends. - 67.1 | 66.6 | 65.3 | 66.0 | 70.4 | 69.3 | 70,8} 71.1 X%flﬁ.a_l}?_beneﬁts """"""""""" 15.6 | 17.3 12.9 17.3 1?? 132 1%% 13%
Grosa product originating in . ibuti I?
financial institutions... ... 18,9 | 20.0 | 19,7 | 20.3 | 20,9 ) 21.7 ) 22,5/ 23.8 Lesiog:fisﬁgﬁanz‘e"_‘fr.P_'ft_'?_lf__.?f. 17.8 | 20,4 | 20.3 | 20.6 | 20,9 | 22,3 | 22,8 23,2
Gross product originating in Less: Pergonal tax and nontax pay- 8!
t
e fimancial corpeoationt 13,8 |133,0 |428.5 [435.3 |443.7 |455.9 | 468.5| 478.8 ments - 75.3 | 82,5 | 80,1 | 83.6 | 85,6 | 88,3 | 91,9 101.6
Capltal consumption allowances . | 38.6 | 42.2 | 1.7 | 420 | 8.7 | 464 | 464 403 Equals: Disposable personal --[P11.6 [546.3 1541.5 1550.0 1550.6 |574.4 | 586.3 592.7
Indirect business tazes plus transfer Less: Pergonaloutlays___._._.____..__ 478,6 15062 |504.5 [509.5 |516.1 (533.5 | 542.3| 555.6
payments less subsidies. ... 36.5|38.8 1 38.5 1 39.2139.7 | 40.7 | 418 43.0 Personal consumption expenditures..[465.5 [492.2 490.3 |495.5 {502.2 |519:4 | 527.9| 541.1
. Interest paid by consumers..___._.._ 12,56 1 13.1 13,1 { 13.2 | 13.3 [ 13.4 | 13.6| 13.8
Income originating in nonfinaneial Personal transfer payments to for-
corporations. . . _______.___._ 338.7 (351.9 |348.8 1353.3 [360.3 {370.8 | 381.4| 389.5 elgners......- oo .6 8] 12 .8 N 7 .8 7
Compensation of employees...._____ 261.1 {277.0 |273.6 [278,7 (283.9 [292.5 | 208.3| 304.9 . i
Wages and salaries “|2as. 'R 2438 [248.1 |252.8 [250.8 | 264 9| 70,7  Eduals: Personalsaving._..__.._._... 32,9 | 40.2 | 37.0 ; 40.5 | 43.4 | 40.8 | 44.0{ 37.1
Supplements. « ... ... 20.8 130.6 | 1.1 |32.7 | 33.4] 34.2
Net interest - oo oovemeoeommoooens 72| 85| 83) 86| 89| 9.0 o1 93 Addenda: .
isposable personal income:
Corporate profits and _inventory s | oo Total, billions of 1958 dollars.......___. 459.2 |478.0 |476,3 |479.5 [483.7 4918 | 497.1f 499, 2
prrauation aqustment. ... 048681008000 000 003 IO T4 Percapita, current dollars. 2,598 |2, 744 |2,723 |2,758 |2,798 |2,866 | 2,918 2,942
Profits taxliabi_lify-" 30.4 | 28.8 | 28.3 1 28.4 | 30.2 | 34.5 | 35.6] 35.6 Per capita, 1958 dollars.._ --12,832 {2,401 (2,395 |2,404 (2,418 12,454 | 2,474| 2,478
Proﬁtsdaftedr tax.- 4;.8 ?é%? ggg gg% %g i ggg 41.2 40.?
Dividends.._.__ 19.1 5 . . . 3 21.4| 22, R . R
Undistributed profits.......[ 22.7 | 18.8 | 18.1 | 17.6 | 2.0 | 19.2 | 19,6/ 18.8 Table1l.—Personal Consumption Expenditures by Major Type (2.3)
Inventory valuation adjustment___j~1.7 {—1.2 | —.7 (| —. 6 [=3.1 [-56.1 | —=2.7| ~1.0
Cash flow, gross of dividends_.________ 80.4 | 81,1 | 80.4 | 80.9 | 84.0 | 84.3 86.5( 87.1 Pérsonal consumption expendi-
Cash flow, net of dividends._.____.___ 61.3 | 61.0 | 59.8 | 60.5 | 64.6 | 63.6 | 65.0{ 65.1 tures____._. 465.5 [492.2 |490,3 |495.5 (502.2 [519.4 | 527.9! 541.1
Durablegoods.__..._________________ 70,5 | 72,6 | 73.4 | 73,1 | 74.2 | 79.0 | 810{ 85.1
Billions of 1958 dollars
Automobilesand parts____..________ 30.4 1 30.4 | 31.2 | 31.0 ) 31.4 | 34.6 | 35.4f 38.1
Furnitureand household equipment.| 29.8 | 31.4 | 31,2 | 31.4 | 31.8 | 33,3 | 33.9] 35.4
Gross product originating in Other. .. 10.3 1 10.9 (11,0 | 10.8 { 11.1 | 11.1 1.7 1.6
nonfinancial corporations.. ___. 385.5 (392,3 (390.1 393.4 |397.2 1405.9 | 413.5| 420.5
Nondurablegoods__.__________________ 206,7 (215.8 |215.3 |216,4 |218.4 |226,5 | 228,2; 232,7
Dollars Food and beverages____________..___ 106.4 [109.4 [108.9 [109.1 [110.8 [113.6 | 116.4| 117.7
Clothing and shoes..._..__..._...__. 30.8 | 42.1 | 42,4 | 42.8 | 42.3 | 44.6 | 44.8) 47.2
Gasolineandofl ____________________ 16.6 | 18,1 | 17.8 { 18.3 | 18.6 { 19.7 | 10.4[ 20.0
Current dollar cost per unit of Other.. 43.8 | 46.2 | 46.2 | 46.2 | 46.7 | 48.5 | 47.6] 47.8
1958 dollar gross product
originating in nonfinancial Services________ ... 188,3 |203.8 (201, 6 [205,9 [209.6 (213,9 | 218,7] 223.4
corporations 2_ ________________ 1,074 (1,104 (1,098 |1,107 |1.117 |1.123 | 1,133| 1.138
. Housing. oo eaeee 67.3 | 70.9 | 70.4 | 71.2 | 72.2 | 74.0 | 75.4| 76.9
Capital consumption allowances._..__ L100 ] .108 | 107 | .109 | .110 | .109 | .110| .110 Household operation._.._..__________ 27.1 1 29.0 | 28.7 | 29.2 | 29.9 | 30.3 | 31L.0] 3L5
Indirect business taxes plus transfer Transportation.._____._____.__..__. 13.6 | 15,0 | 14.8 | 151 | 15.5 | 16.2 | 16.3 16.8
payments less subsidies..._._._____ L0951 .099 | .099 | .100 { .100 | .100 [ .101| .102 A1) 80.4 | 88.9 | 87.7 | 90.4 [ 92.0 | 93.3 | 95.9 98.2
Compensation of employees _| .677 | .706 | .701 | .708 | .716 | .721 | .721| .725
Net interest. .o oo ool ool L019 | .022 1 .021 | .,022 [ .022 {.022 [ .022] .022
Corporate profits and inventory valu- Table 12.—Foreign Tlgandsactlxns in ,thz ll)Vatmnal Income and
ation adjustment____________________ 183 | 169 | .170 | .168 | .170 | .171 | .179] .170 roduct Accounts (4.
%rogg: taé ha?luty—l-_"i ....... .079 | .073 | .073 | .072 | .076 | .085 | .086; .085 -
rofits after tax plus inven- .
tory valuation adjustment..| . 104 | .096 | .007 | .05 | .004 | .086 | .093 .05 R from foreigners. 43.1 | 45,8 | 45.5 | 46,1 | 46,0 | 47.5 | 49.9 52.6
Exports of goods and services._........ 43.1 | 45.8 | 45.5 | 46.1 | 46.0 | 47.5 | 49.9| 52.6
1. Excludes gross product originating in the rest of the world. .
2. %‘h}l;s:‘its%q?altolthedgﬂ%orlfoflégrossproductofnonﬁnancialoorporations,Withthedecima] Payments to foreigners. ... 43.1) 45,8 | 45,5 | 46,1 | 46,0 | 47.5 | 49,9 52.6
point shifted two places to the left.
E'I‘hi'x;(.l qtu?rter 1968 eprpora:e protﬁhts Egnd related components and totals) are preliminary ~ Loports of goods and services....__._.. 88.1141.0|40.4140.6 | 42.6 | 46.0 | 47.9) 49.4
S| X ’ X .
and subject 1o Tevision In next month:s Survey Transfers to foreigners ... 20| 81| 34| 3.4} 26| 2.6 2.8 2.8
Personal .6 81 12 . .7 7 .8 W7
Government, 23] 22| 23| 26| 1.9 19 2.1 21
Net foreign investment..__..___.._.__. 22| L7| 1.6 21 .8 [=L1| =8 .5
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1967 1968 1967 1968
1966 | 1967 | II III | IV Iﬂ II | III* 1966 ( 1967 | II | IIT | IV I Ir | ur
Seasonally adjusted at annual rates Seasonally adjusted
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Table 13.~Federal Government Receipts and Expenditures (3.1, 3.2)

Index numbers, 1958=100

Table 16.—Implicit Price Deflators for Gross National Product (8.1)

Federal Government receipts..__..._..

Personal tax and nontax receipts....

Corporate profits tax aceruals.. .

Indirect business tax and nonta;
accruals

Contributions for social insurance.

Federal Government expenditures._ ...

Purchases of goods and services.
National defense...__.....

Transfer payments. . ___.._______._._
To persons.._...._
To foreigners (net)

Grants-in-aid to State and local gov-
ernments. ... ieaoaa.

Net interest paid. ... ... .

Subsidies less current surplus of gov-
ernment enterprises. .- ... _.._...

Surplus or deficit (—), national
income and product accounts. ...

143.0

61.7
32.4

15.8
33.1

142.4

151.2

67.3
30.9

16.2
36.8

163.6

4.8

—12.4

148.2 |152.2 (156.4 |166.6 | 171.8/181.9
65,1 | 68.2]60.7 720 749 83.7
30.5 | 80.6 { 32.4} 37.0 | 38.2| 38.4
16.1 | 16.3 | 16.4 | 17.0 | 17.5| 17.8
36.5|37.037.9(40.5| 41.2 42.0

161.5 |165.1 {168.6 |175.1 | 181.9|184.9
90.0 [ 91.3 ! 93.5 | 97.1 | 100,0(101. 2
72.1]72.9|74.6|76.8| 79.0 79.6
17.9 | 18.4 | 19.0 | 20.3 ! 21.0| 21.5
42,1 | 42,9 | 42.7 | 45,1 | 47,7 48.7
39.9 | 40.3 | 40.8 | 43.2 | 45.6| 46.6

23 26| 1.9| L9 2.1 2.1
14.6 | 15,9 ( 17.0 | 17.7 | 18.3| 18.5
9.9/10.2]10.7 | 11.3 | 11.8 12.1
48| 48| 46| 3.9 4.1/ 4.4
—13.3 |—12.9|—12.2(—8.6 |—10.2/—3.0

Table 14.—State and Local Government Receipts and Expenditures

3.3, 3.4)

State and local government receipts___.| 84,6 | 91.9 | 90.0 | 92.7 | 95.5 | 97.8 | 100.8/103.6
Personal tax and nontax receipts....| 13,6 | 152} 15.0 | 154 | 15.8 | 16,3 | 17.0| 17.9
Corporate profits tax accruals. ... 22| 2.6 25| 2.5 271 2.8 2.9 2.9
Indirect business tax and nontax

aceruals. ... ... 49.5 | 53.4 | 52.8 | 53.8 | 54.7 | 5.8 | 57.3| 58.9
Contributions for social insurance._.| 4.8 | 5.1 51( 51) 61| 52 5.3 5.4
Federal grants-in-aid_......__...__.. 14,4 | 157 | 14.6]15.9|17.0 | 17.7 | 18.3| 18.5

State and local government expendi-

111 {2 93.3 | 92.6 | 93.8 | 95.8 | 99.5 | 101.9{104.9
Purchases of goods and serviees_..... 78.8187.8| 87.2)884(90.01 934 956 98.4
Transfer payments to persons. 7.5| 85 84| 86| 90| 9.2 9.4/ 9.6
Net interest paid_.____________.__.__ . . . .2 .2 .2 3 .3
Less: Current surplus of government

enterprises. ... ..o 31| 3.3 3.3| 33! 33| 3.4 3.4 3.4

Surplus or deficit (—), national

income and product accounts____| 1.1 (—1.4 | —2.6 |—-1.1| —.4 |-1.7 | —1,1|-1.3
Table 15.—Sources and Uses of Gross Saving (5.1)

Gross privatesaving__..._____________. 124.6| 133.3| 128.9( 134.1] 139.4| 133.6| 141,4|136.7
Personal saving__._______._._________ 32.9| 40.20 37.0| 40.5 43.4| 40.8 44.0] 37.1
Undistributed corporate profits...___ 20.3| 25.2] 24.1] 24.1] 27.9] 25.5{ 26.3) 25.8
Corporate inventory valuation ad-

justment. ... . ______ ... -1.7 —-1.2| -=.7] -.6] -3.1 5.1} —=2.7]-1.0
Corporate capital consumption

allowances__..___._.....______.___ 39.7| 43.4] 42.9] 44.1 44.9 45.7| 46.7| 47.6
Noncorporate capital consumption

allowanees. . ... 24.4| 25.7) 25,5 259 263 26,6/ 27.0027.3
‘Wage accruals less disbursements. .. .0 .0 .0 .0 .0 .0 .0 .0

Government surplus or deficit (—),

national income and product

accounts___ ... ... 1.7|~-13.8| —15.9|—14.0(—12.5|—10.3|—11,3[—4.3
Federal...._............ L7i=12.4] —13.3{—12.9—12.2| —8.6/—10.2[—3.0
State and local........ L1 —1.4 —2.6] —1L1 —.4 ~1.7 -1.1-L3

Gross investment_.___.._________ .| 123.0] 116.0| 109.3| 116.7| 122.6| 118.7| 126,5(127.5
Gross private domestic investment._| 120.8( 114.8{ 107.6| 114.7] 121. 8| 119, 7 127.3]127.1
Net foreign investment__. 2.2 1.7 .6l 2.1 .8 —1. -8 .5

Statistical discrepancy._ ... _______. ~3.3| —3.5| —3.8 —3.4 —4.2| —4.7| —3,6|—4.9

*Third quarter 1968 corporate profits (and related components and totals) are preliminary

and subject to revision in next month’s Survey.

Gross national produet__________ 113,8 (117,83 [116.6
Personal consumption expenditures____{111,4 [114,3 [113,7
Durable goods___._.__.._.____...___. 08.8 |100.4 | 99.6
Nondurable goods__._._ ... _.. 110.6 (112.9 (112.4
Services. ... 118.1 1122.1 [121.5
Gross private domestic investment.____|______|______|___.__
Fixed investment.. ... __._. 111.8 {115.6 |114.6
Nonresidential._ ... _._.._.._ 110.2 |113.5 (1129
Structures. ... .o ool 119.0 (123.6 (122.7
Producers’ durable equipment. . |106.0 {109.1 (108.6
Residential structures......._..... 117.4 {123.1 |121.4
Nonfarm. ..o 117.4 [123.1 (121 4
F:3 9 11 S 116.4 |122.6 |121.7
Change in business inventories. ... }..o__|-.o.__|.____.
Net exports of goods and services.__.__| .| .oo|ocooC
Exports. ... ... 107.6 |109. 5 {109.2
Imports. .. 105.5 {104.2 (103.9
Government purchases of goods and
services__..__ ... ... 123,5 |126.8 |125.7
Federal. ... ____________.___ ... 118.8 |121.2 |120.0
Stateand Jocal ... .. ... ... .. 128.4 |133.3 [132.2

117.7
14,7
100.7

113.3
122.5

118.9
115.7
1017

114.0
123.7

120,0
116.8
102.2

121, 2
118.0
102.7

116.2
113.8

124.6
109.1

124.8
124.9
123.4

114.9

125.5
110.3
125.6 1126.3
" [126.3
125. 4

127.0

120.7
134.3

129,2

123.7
135.5

130.1

124.4
136.6

1311
124.9

122,3
118.7
103.1

133.0
127.2

138.4

139.4

Table 17.—Implicit Price Deflators for Gross National Product by
Major Type of Product (8.2)

Gross national product.___._____
Goodsoutput_ . _________.__._____.._

Durablegoods.._..___..________.__._
Nondurable goods...__.........__...

Services. ... ...
Struetures ... ... ...
Addendum:

Gross auto product_______.____.._____

113,8
107.4

103.2
110.5

121,8
119.3

98.1

7.3
110.0

106.0
112.8

126.1
124.6

100.0

116.6
109.4

105.2
112.3

125.5
123,2

9.5

un7
110.2

106.2
118.1

126.4
126.1

118.9
1111

107.4
113.8

128,2
127.0

120.0
112.0

107.9
115.0

129.5
127.7

1212
113,0

108.7
116.1

1BL1
130. 2,
1005 |101.9

102,1 | 102,0

122,3
113.6

109.2
116.9

132.5
132.6

102.3

Table 18.—Implicit Price Deflators for Gross National Product by
Sector (8.4)

Gross national product. ... __..

Private. .

113.8
111. 4

17,3
114,8
4.1
114.7
100. 7
143.7
143,7

116.6
114.1
113. 4

17,7
116.2
114.6

115.2
100.2

128.9
116.2
116.5

116.2
1011

120.0
117.2
116.5

17.1
108.2

12,2
118.4
117.8

118.4
101.9

143.4 |147.6 [149,1 | 150.5

122.3
119.3
118.6

119, 1
106.3

HISTORICAL DATA

Historical national income and produet data are available
from the following sources:

1964-67: July 1968 SurvEY oF CURRENT BUSINESS.

1929-63: The National Income and Product Accounts of the
United States, 1929-65, Statistical Tables (available from any
U.S. Department of Commerce Field Office or from the Super-
intendent of Documents, U.S. Government Printing Office,
Washington, D.C. 20402, price $1.00 per copy).




By DONALD A. KING

Money and Credit Markets in 1968

So far this year, demands for credit
by business, State and local govern-
ment, and particularly the Federal
Government have produced strains in
credit markets. These strains have
been accentuated by a restrictive
monetary policy, which has varied in
intensity at different periods within the
year. Credit market pressures were
most severe in the late winter and spring
months when interest rates and bond
yields rose to new highs. In the summer
months, the passage of the program of
fiseal restraint and the ensuing relaxa-
tion of monetary restraint resulted in
an improvement in the flow of funds to
credit markets.

THIS year, as in 1967, demands for
credit have produced severe strains in
credit markets. Corporate business,
although borrowing somewhat less than
last year’s record total, has nonetheless
remained heavily dependent on external
financing as the rise in cash flow has not
kept pace with the increase in invest-
ment spending. State and local govern-
ments, on the other hand, have issued
new securities in record volume this
year, and new issues by the Federal
Government have been at their highest
levels since World War II. The rise in
consumer indebtedness has also in-
creased, mainly because consumers
stepped up their use of installment
credit.

Unlike last year, the Federal Reserve
System has pursued a policy of credit
restraint in an attempt to reduce in-
flationary pressures. This policy has
varied in intensity. The monetary
authorities moved gradually toward
tightening early in the year and more
aggressively in the spring, let up
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noticeably in July and August, and
tightened again in September and
October. This uneven pattern reflects
the adjustments of credit policy to the
heavy volume of Treasury debt financ-
ing, the uncertainties associated with
the passage of the program for fiscal
restraint, and the unusual events that
have affected credit markets in 1968,
notably the gold and dollar crisis.

CHART 9

Selected Yields

Percent
8

1966 1967 1968
Data: FRB, FHA, Moody's & Treasury

11965

1964

U.S. Department of Commerce, Office of Business Economics 68-11-9

The interest rate patterns evident in
money markets so far this year have
mirrored these factors and the alternat-
ing tempo of credit tightening. The
rise in short-term rates, which began
in mid-1967, accelerated sharply in the
late fall as the Federal Reserve shifted
toward restraint (chart 9). Money
market rates fell back in the early part
of this year, when the Federal Reserve
System accommodated sizable Treasury
financing, but with more aggressive
credit tightening, they rose sharply in
March. The advance, which continued
until the end of May, carried these rates
above the previous highs established
in 1966. In late May, when the Treasury
again undertook large debt financing
and when prospects for the passage of
the tax increase brightened, interest
rates declined. The downward trend
gathered momentum with the passage
of fiscal legislation and the move to
more generous accommodation of credit
demands by the monetary authorities.
The decline in short-term rates lasted
from May through August; however,
with loan demands strong and with a
return to tighter credit conditions,
short-term rates were again rising in
September and October.

Long-term capital markets continued
to operate this year under the severe
pressures exerted by the heavy volume
of new security issues. Through Sep-
tember, the total volume of new
securities amounted to $55.7 billion and
exceeded the postwar record of more
than $50 billion issued in the compa-
rable period of 1967. Federal and State
and local government issues have been
higher this year than last, and increases
in government issues have more than
offset the moderate decline in corpo-
rate issues.
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Long-term interest rates, although at
high levels, exhibited an erratic pattern
during the first half of this year as they
responded to the varying impact of
monetary restraint, to the gold crisis,
and to the shifting prospects for peace
in Vietnam and for tax legislation.
On balance, long-term rates edged
higher over the first 5 months of this
year and by the end of May had
reached or surpassed the recent record
highs posted at the end of 1967. The
enactment of the program of fiscal
restraint and the ensuing relaxation
in monetary policy resulted in a pro-
nounced downward swing in long-term
rates that prevailed through August.
However, with only a little slowdown
in the pace of economic activity and
with large demands for funds con-
tinuing, investors adopted a cautious
attitude toward fixed income securities,
and the demand for these securities
slackened. As dealers’ inventories of
bonds accumulated amid growing ex-
pectations of higher yields, bond prices
again began to slide. From the end of
August through mid-October, bond
yields regained much of their early
summer decline.

Table 1.—~New Security Issues, by Major

Type
[Billions of dollars}

1964 | 1965 | 1966 | 1967 | 19681

Total new issues__...__.__| 37.11 40,1 | 45.0 | 68.5 | 74.4
Corporate_......._..__ 14.0 | 16.0 | 18.1 | 24.8 | 21.6
State and local..._..__ 10.5 | 1.1 | 111 | 143 | 15.8
U.S. Government 2____| 11.9 | 12.1 | 150 | 27.6 | 35.2
Other._....____......_ .8 .9 .8| L8 1.6

1. Nine months at an annual rate.
2. Includes U.S. Government agency.

Source: Federal Reserve Board.

Federal Reserve Policy and the
Commercial Banks

After following highly stimulative
credit policies throughout most of last
year, the Federal Reserve System
began to move cautiously toward more
stringent credit conditions late in 1967.
By the year’s end, the Fed had clearly
signaled its intentions with increases
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in both the discount rate and reserve re-
quirements on demand deposits. Al-
though policy had shifted, the ap-
proach to credit tightening during the
first 2 months of this year was gradual.
By the end of February, however, the
buildup of inflationary pressures was
clearly evident, and no action had yet
been taken on the President’s program
of fiscal restraint. Also, certain con-
ditions made it seem more possible to
tighten credit without unfavorable side
effects: The savings intermediaries had
come through their January dividend
and interest payment period with less-
than-expected withdrawals of savings,
Britain appeared to have weathered
the initial impact devaluation, and
large Treasury financing operations
had been completed. Along with a more
favorable environment for the pursuit
of tighter credit conditions and along
with the intensifying domestic pressure
on the dollar, came the gold crisis and
the threat to the dollar in international
markets.

Against this setting, the Federal
Reserve System moved more aggres-
sively with its policy of restraint. The
discount rate was raised from 4% to 5
percent on March 15 and raised again
on April 19 to 5% percent—its highest
level since 1929. Although very large
gold outflows necessitated substantial
purchases of Government securities,
open-market operations were limited to
making good the reserves lost as a
result of gold sales. Furthermore, the
monetary authorities imposed consider-
able restraint on the banking system by
not taking action to raise the interest
rate limits that Regulation Q allowed
banks to pay for time and saving de-
posits. With market rates of interest
rising, banks were encountering increas-
ing difficulty in attracting and holding
all classes of these deposits, but the
problem was particularly acute in the
case of the large denomination certifi-
cate of deposit funds (CD’s). These
declined a striking $1.5 billion from
mid-March to mid-April. Concerned
mainly over the prospects that com-
mercial banks would service loan de-
mands by liquidating investments (and
thus further depress bond prices), the
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authorities followed the trend in credit
market rates and, on April 19, besides
increasing the discount rate, raised
the ceilings of large CD’s with maturi-
ties of 60 days or more. ‘
The reserve positions of member
banks were brought under considerably
greater pressure in the March—June
period than in the November-February
period. The total reserves of member
banks increased at a seasonally ad-
justed annual rate of almost $2.0 billion
in the first phase of credit tightening
but showed wvirtually no advance in
the second phase. Moreover, average
free reserves in the 3 months ending in
February stood at $96 million but
swung to a deficit or net borrowed aver-
age of $349 million in the March-
June period. The Federal funds rate—

~the price at which some banks borrow

excess reserves from other banks—
rose from an average 4.60 percent in
the winter months to a 5.75-percent
average for the March-June period.

With the enactment of the program
of fiscal resfraint in late June, the
tempo of credit policy changed again.
Concerned over the possibility that the
tax surcharge plus the congressional
imaposition of $6 billion in expenditure
reductions could lead to an excessive
slowdown in economic activity, and
seeking to establish a better balance
between monetary and fiscal restraints,
the Federal Reserve moved toward
some relaxing of credit tightness.
During July and August, member bank
reserves increased $0.6 billion, or $3.6
billion at a seasonally adjusted annual
rate; member bank borrowings at
Federal Reserve banks fell to a daily
average of $545 million from the $700
million average in the preceding March—
June period. In addition, on August 16,
the discount rate was lowered from
5% to 5% percent.

In September, when it began to
appear that the slowdown in the ex-
pansion was considerably less than had
been anticipated, the monetary au-
thorities again tightened their grip on
financial markets. On balance, a small
change of $0.2 billion in seasonally
adjusted total reserves was evident in
the September—October period.
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Commercial Bank Deposits

The growth in deposit liabilities at
commercial banks this year has mir-
rored the varying intensity of monetary
restraint. After increasing at a sea-
sonally adjusted annual rate of about
13 percent over the first 10 months. of
last year, the growth in bank deposits
(demand, time, and government)
tapered noticeably through mid-1968.
Deposits increased at an annual rate
of 7 percent from November to Febru-
ary, at a 3-percent rate from February
to June, and then accelerated sharply
to an annual rate of 13% percent from
June to September.

Uneven growth in money stock

An unusual development that has
occurred despite this year’s policy of
credit restraint has been the sharp in-
crease in the money stock (currency
and private demand deposits)—at a
seasonally adjusted annual rate  of
6 percent over the first 9 months of
this year. This is three times the growth
for the full year 1966, the last experience
with credit tightness, and is roughly
the same as the rate of increase last
year, when the authorities were actively
engaged in credit expansion.

During the year, the growth pattern
in the money stock has been uneven:
It rose at about a 3.8-percent annual
rate from November to February, a
7.8-percent rate from February to
June, and a 4%-percent rate from June
to September. The particularly strong
advance during the late winter and
spring occurred when U.S. Govern-
ment demand deposits, seasonally ad-
justed, were reduced sharply. U.S.
Government demand deposits are not
counted as part of the money stock,
but changes in them tend to be closely
related to changes in the private money
stock. When Government demand de-
posits are spent, private demand de-
posits are increased; when they are
accumulated, private demand deposits
tend to fall.

In addition, the strong advance in
the money stock occurred when time
deposits showed very little growth.
With market interest rates rising, the
rates paid by banks on time deposits
became relatively unattractive and the
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public shifted from the acquisition of
this type of asset to the purchase of
open-market securities. Consequently,
the rise in bank depesits that did occur
during this period mainly took the form
of demand deposits.

It is noteworthy that the sharp ex-
pansion in money stock last spring was
also a period of rapidly rising interest
rates. The large rise in interest rates
suggests that the demand for funds was
especially strong. Had the increase in
money supply been excessive relative
to the demand for funds, cash balances
would have accumulated involuntarily.
Under such circumstances, holders of
those balances would have competed
for the acquisition of financial assets,
and strong downward pressures on
interest rates would have resulted.

The reasons for the strong second
quarter demand for money are not al-
together clear. An increase in the de-
mand for “transaction” balances was
perhaps related to the sharp step-up in
the volume of stock market activity
this spring and to the accompanying
congestion in paperwork and delays in
order completions. The market value
of stock transactions on all registered
exchanges rose from $42.3 billion in the
first quarter of this year to $56.2 billion
in the second. In addition to the in-
creased demand for transaction balances,
there was probably some added demand
under “precautionary’ motives that
stemmed from the second quarter un-
certainties associated with the gold and
dollar crisis, the outlook for fiscal
restraint, and the course of monetary
policy and interest rates.

During the summer quarter, par-
ticularly after July, the growth rate of
money stock slowed appreciably. Over
the 3 months ending in October, the
seasonally adjusted money stock in-
creased at a 1.9-percent annual rate.
The slower growth of the money stock
appears to be related to the accumula-~
tion of Government demand deposits
(seasonally adjusted) during this pe-
riod. But much more important has
been the public’s decision to shift the
flow of new deposits to time deposits.

Time deposits

Since the beginning of the year
seasonally adjusted time deposits have
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increased at an annual rate of 9.5
percent—moderately higher than the
7.8-percent rate in 1966 but consider-
ably below the 16-percent advance
posted last year. Moreover, time de-
posit growth was very sluggish during
the first half of this year, particularly
in the second quarter, although it be-
came unusually strong during the third
quarter.

After increasing $3.2 billion in the
first quarter and only $1.5 billion in
the second, time deposits advanced an
extraordinary $8.4 billion from June to
September. This year’s sharp variation
in time deposit growth is related to
changes in the availability of newly
created deposits and to shifts in the
public’s preference for holding time
deposit balances. In turn, this prefer-
ence is in large part related to the move-
ments in market rates of interest and
to the relationships these bear to the
maximum ceiling rates that Regulation
Q allows banks to pay for various
types of these deposits. As indicated
above, the rapid rise in market interest
rates earlier this year rendered bank
rates on time and saving deposits rela-
tively unattractive, and interest-sensi-
tive depositors shifted from holding
these deposits to the purchase of higher
yielding market securities. However,
toward the end of the second quarter,
as the summer decline in credit market
rates began, this situation was reversed.
With the competitive position of inter-
est ceilings improved, time and saving-
type deposits again became attractive
to interest-sensitive investors. This was
especially true of the large CD funds,
which increased $3.0 billion in the
third quarter. Since time deposits carry
significantly lower reserve requirements
than do demand deposits, the shift in
emphasis this summer to time deposit
expansion was an important factor in
the strong third quarter rise in bank
credit.

It should also be noted that this year,
as in 1966, some of the large commercial
banks with foreign branches have made
extensive use of funds obtained in the
Euro-dollar market. These funds, which
are raised by foreign branches abroad
and redeposited at head offices in the
United States and which are not sub-
ject to reserve requirements, have been
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an important source of loan funds for
some banks. Through September, the
liabilities of head offices to their foreign
branches increased $2.9 billion, as com-
pared with no increase in the com-
parable period last year and a $2.1
billion advance over the first 9 months
of 1966.

Bank credit

The monetary authorities made no-
table progress during the first half of
this year in restraining the expansion of
bank credit. Although loans and in-
vestments at all commercial banks
increased at about a 6-percent annual
rate from January to June, this was
well below the 11-percent rise last year
and only moderately higher than the
5Y-percent increase .in 1966. However,
with the more relaxed policy of credit
restraint after midyear, the expansion
in bank credit accelerated sharply
(chart 10). In the 3 months ending in
September, loans and investments at
commercial banks rose a seasonally
adjusted $17 billion for the largest
quarterly gain on record. Nearly half
of the advance ($8.1 billion) was con-
centrated in July, when banks partici-
pated heavily in the midmonth Treas-
ury bill financing and when loans to
brokers and dealers rose substantially
for the financing of a greatly enlarged
inventory of securities. Bank credit
expansion continued strong from Au-
gust through October, posting monthly
gains averaging about $4% billion.

During the first half of this year,
when pressures on reserve positions
were most constraining, the banks
relied on the liquidity they had built
up in 1967; in the spring months es-
pecially, they supported their lending
activity by reducing their acquisition
of securities. For the first half of 1968,
banks had added less than $1 billion
(seasonally adjusted) to their holdings
of U.S. Government securities and
$2% billion to their acquistion of other
securities. This contrasts sharply with
the comparable period last year when
banks acquired $2.3 billion of Govern-
ment securities and $7.5 billion of other
securities. Bank lending remained rela-
tively strong through June as loans for
the first 6 months increased $8 billion,
seasonally adjusted. Most of the ad-
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vance ($4.5 billion) occwrred in the
second quarter when business borrow-
ing to finance inventory accumulation
and to meet higher corporate tax
payments accelerated.

Banks added substantially to both
their loan and investment portfolios
during the third quarter. Total invest-
ments rose $6.7 billion, seasonally ad-
justed, $3.6 billion of which represented
net acquisition of U.S. Government
securities. Over the same period, loans
at commercial banks rose $10.3 billion;
security loans were up 46 percent and
accounted for more than a third of
total loan expansion. A substantial part
of the rise in security loans reflected
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Growth in bank credit slowed during
the first half of 1968, but accelerated
sharply in the third quarter
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bank financing of dealer positions in
Government securities, which, as noted,
increased very rapidly in July and re-
mained high throughout the third
quarter. Consumer and real estate
loans also posted noteworthy gains, but
some softness was apparent in business
loan demand.

Nonbank Savings Institutions

After reaching near-record levels in
1967, flows of funds to thrift institutions
tapered off appreciably during the first
9 months of this year. In the wake of
high and at times rapidly rising market
rates of interest, the 4%-percent limits
that thrift institutions are allowed to
pay on their regular deposit and share
accounts became less competitive with
alternative yields on open-market se-
curities, and savers apparently shifted
funds away from financial intermedi-
aries. Consequently, over the 9 months
ending in September, savings accounts
at mutual savings banks increased $3.3
billion, as compared with a growth of
$4.1 billion in the first 9 months of last
year. Shares at savings and loan as-
sociations rose $4.3 billion as compared
with $8 billion for the same period last
year. Except for the very poor year
1966, when growth of shares at savings
and loans fell to $1.3 billion, this
represents the slowest growth in share
accounts for any comparable period
since 1961. v

Despite this year’s pronounced slow-
ing in net savings flows, mortgage
lending by thrift institutions has held
at relatively high levels. Mortgage
loans made by the savings and loan
associations—the largest class of mort-
gage lenders—eased somewhat in the
first quarter but recovered in the second
and third quarters. Through September,
mortgage lending was at an annual rate
of $8.7 billion, which compares with
loans of $7.4 billion last year and $12.2
billion in the peak year 1963. Moreover,
mortgage commitments held by savings
and loan associations, which provide an
indication of future lending activity,
have been at record levels so far in 1968.
These averaged $3.5 billion per month
in the first quarter and $3.9 billion in
both the second and third.
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The willingness and ability of the
savings and loan institutions to main-
tain mortgage activity this year is
related partly to the enlarged cash
flows that resulted from the growth of
mortgage repayments. In addition, the
Federal Home Loan Bank Board
(FHLBB) has repeatedly assured these
institutions that it stands ready to
advance funds needed in support of
lending activity. On July 16, effective
August 1, the FHLBB moved to ease
pressure on member associations by
reducing liquidity requirements from
7 to 6} percent—an action that carries
the potential of increasing mortgage
loans some $600 million. Effective
October 1, most of the Federal home
loan banks reduced the rate they
charge on advances to member asso-
ciations from 6 to 5% percent.

In the most recent quarter, the
savings and loan associations reduced
their holdings of cash and U.S. Govern-
ment securities and increased their
borrowing from the Federal home loan
banks. Liquidity, as measured by the
ratio of cash and U.S. Government
security holdings to liabilities, de-
clined from 8.8 and 8.7 percent in the
first two quarters to 8.1 percent in the
June-September period. The recent
low for this measure was the 7.6 percent
reached in the third quarter of 1966.

Corporate Finances

Although before-tax corporate profits
have improved considerably this year,
higher taxes and dividends have offset
this gain, and the cash flow of non-
financial corporate business has in-
creased slightly because of higher de-
preciation. Investment expenditures
have risen more rapidly than cash
flow, mainly because of moderately
higher plant and equipment spending,
and the excess of capital outlays over
internal funds has increased. Conse-
quently, with other investment needs
still high, corporations have remained
heavily dependent on external sources
of financing so far in 1968 (chart 11).

Investment outlays

So far this year, nonfinancial corpo-
rate investment has risen $5 billion
over the total for the full year 1967.
This year's growth in investment
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expenditures has resulted mostly from
the rise in plant and equipment outlays
as inventory investment has increased
only about $1 billion and as corporate
spending for residential construction
has leveled off.

Despite this year’s strong advance
in economic activity, plant and equip-
ment expenditures of nonfinancial cor-
porate business have increased by a
moderate $4 billion seasonally adjusted
annual rate. While this is twice the
amount of the $2 billion advance last
year, it is not large by comparison with
the high growth averaging $9 billion
in 1965 and 1966. This year’s relatively
small advance in plant and equipment
investment is no doubt related to
declining capacity utilization rates in
manufacturing and to the expectation
that these will not show much im-
provement in the near future. Capacity
utilization in manufacturing fell in
each quarter of this year and, at 83.3
percent in the June-September period,
was well below the 88.5 percent of
1965 and 90.5 percent of 1966.

Corporate outlays on residential con-
struction—mostly for  apartment
houses—were apparently adversely
affected by credit, tightening and high
interest rates, so that the vigorous
recovery of 1967 faded this year.
After rising sharply in each quarter of
1967, residential investment fell off
in the first quarter but recovered
moderately in the spring and summer.
On balance, these outlays were un-
changed from those in 1967.

Nonfinancial corporate inventory ac-
cumulation has also been moderate so
far this year, averaging somewhat
above the $5.5 billion rate that prevailed

" during 1967. Additions to inventory

Table 2.~~External Financing of Non-
financial Corporations

{Billions of doliars]

1964 | 1965 | 1966 | 1967 | 19681
Total external sources. ... 21.6 | 32.7 | 38,0 | 32.5 | 44.2
Credit and equity -
markets.......___._. 13.5 1 19.1 [ 23.5 | 28.1 | 23.8
Corporate bonds._ ... 40| 54102151 12.9

Corporate stocks. ... 1.4 01 L2 23 .
Mortgages. ... ....... 33 31| 27 3.8 3.0
Bank loans_____.._._._. 36| 9.2 69 52 4.3
Other loans.._.___.._. 1L3] 13| 25| 1.7 3.5

1. Nine months, seasonally adjusted annual rates.
Source: Federal Reserve Board.
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were at a $2.3 billion annual rate in the
first quarter, rose to a $9.0 billion rate
in the spring, and slackened to a $7.8
billion rate in the most recent quarter.

Internal funds

Despite the strong rise in profits dur-
ing the first three quarters of 1968, the
earnings retained by nonfinancial
corporate business declined. Cor-
porate profits before taxes (including
IVA) rose $6.6 billion; however, partly
because profits were higher but mainly
because of the increase in taxes re-
sulting from the enactment of the recent
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tax legislation, corporate tax liabilities
rose by virtually the same amount, and
after-tax profits (including IVA) were
about unchanged. With dividend pay-
ments rising at a $1.4 billion seasonally
-adjusted annual rate, the undistributed
profits of nonfinancial corporate busi-
ness declined by about this amount
over the first 9 months of this year.

Depreciation allowances of nonfi-
nancial corporations have increased
at a $3.1 billion annual rate to more
than offset the drop in retained profits,
and internal funds, or cash flow, have
been $1.9 billion higher this year than
in 1967.

External financing

In 1968, corporations have again had
to raise a large volume of funds in
credit markets. Although the gap be-
tween internal funds and investment
in real assets widened from 1967 to
1968, borrowing has not reached the
record proportions of last year because
several unusual factors swelled the de-
mands for external funds in 1967. In
addition to financing investment, cor-
porations borrowed heavily in 1967 to
meet the higher tax payments resulting
from the accelerated tax payment
schedule, to rebuild liquidity positions,
and in anticipation of rapid economic
expansion and a return to credit
tightening in 1968. These pressures
have been absent or less pressing this
year, and borrowing in credit markets
has tapered off—from $28 billion last
year to an annual rate of nearly $24
billion in the first three quarters of this
year.

The funds raised by nonfinancial
corporations in  capital markets
amounted to $13 billion at an annual
rate and accounted for almost one-half
of this year’s financing in credit and
equity markets. This year’s volume of
borrowing is second only to that of
1967, when corporations added $15
billion to long-term debt and when
bond financing comprised about the
same share of external financing. Most
of this year’s letup in bond financing
can be traced to a drop in the volume
of new securities offered by manufac-
turing corporations. After an unusual
rise to $11 billion last year, these
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declined to an annual rate of $7 billion
in the first 9 months of this year.

So far this year, most lenders have
made slightly smaller additions to their
holdings of corporate securities than
last year. State and local governments
continued to be the most important
single class of lender; they acquired
about $6 billion in corporate securities
(seasonally adjusted annual rate) as
compared with $6.5 billion during all of
1967. However, there was a noticeable
increase in corporate bond purchases by
consumers and a marked step-up in
purchases by foreigners.

While remaining heavily dependent
on capital markets, corporations have
borrowed less at banks, partly because
inventory accumulation) has remained
moderate and partly because corpora-
tions have not been strained by tax
payments as much as they were a year
ago. Bank borrowing has been at an
annual rate of $4.3 billion in the first 9
months of the year, down from the $5.2
billion in 1967. Moreover, bank loans
accounted for slightly less than one-fifth
of the funds raised in credit and equity
markets, about the same proportions as
last year, but down noticeably from
the ratio of nearly 30 percent in 1966
and nearly 50 percent in 1965. This
trend toward reliance on bank credit
suggests a reluctance on the part of
corporate managers to add to short-
term liabilities when corporate liquidity
positions are still under stress. As
measured by the ratio of liquid assets
to current liabilities, corporate liquidity
1s only slightly above the lows reached
in the middle quarters of 1967. Less use
of bank credit also suggests that non-
financial corporations may be making
greater use of the commercial paper
market to cover their short-term re-
quirements. After showing only slow
growth through 1965, the volume of
commercial paper increased $4.2 billion
in 1966, $3.8 billion in 1967, and $4.2
billion at an annual rate in the first 9
months of 1968.

Tax payments and liquid assets

This year’s improvement in corpo-
rate profits and the passage of the tax
surcharge resulted in a very sharp in-
crease in corporate tax liabilities.
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Through midyear, the accrual of profit
tax liabilities was at a seasonally ad-
justed annual rate of $35 billion—up
from $28.7 billion 1967. However,
through June, nonfinancial corporations
were paying taxes at an annual rate of
only $30 billion. This shortfall of tax
payments relative to the accrual of
liabilities may have resulted because
corporations estimated this year’s
quarterly tax payments on the basis of
their 1967 experience, when profits were
depressed. More important, however,
is the fact that the payments being
made in the first half of 1968 were not
related to the first-half tax liabilities
that are now apparent. This was so
because the new tax law raising liabili-
ties retroactively to January 1 was not
passed until the end of the second
quarter. Consequently, the increase in
the gap between tax liabilities and tax
payments as a source of funds is
exaggerated.

The tax situation in the first half of
this year stands in sharp contrast with
the first half of last year, when the
acceleration in the tax payment sched-
ule raised taxes paid to a $38.7 billion
annual rate, some $10.6 billion greater
than the accrual of 