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the BUSINESS SITUATION

THE May statistics on business
activity gave further support to what
the April data had suggested: Total
output and sales in the second quarter
have increased at a good pace, but the
rate of advance has been well below
that of the two preceding quarters;
moreover, the slowdown in the demand
increase has centered in the consumer
sector, chiefly durable goods and espe-
pecially automobiles. These changes
have occurred while upward pressures
on industrial prices have continued
strong.

The comprehensive payroll figures
afford a good indication of how the
tempo of the advance has changed.
They were up by $2.2 billion (seasonally

adjusted annual rate) from April to

May and brought the May total to a
point $6% billion above February. The
gain over the past 3 months has been

- somewhat greater than the average
quarterly rise from 1964 to 1965 but
lower than the $9 billion increases that
took place in the last quarter of 1965
and the first quarter of this year.

On the demand side, it appears that
activity this spring has advanced main-
ly under the stimulus of rising plant and
equipment expenditures and defense
outlays. However, consumer demand,
after two quarters of extraordinary
increase, has lost some of its buoyancy.
According to the advance report for
May, retail sales declined (seasonally
adjusted) for the second straight month,
chiefly because of lower sales of durable
goods. For both automobiles and other
durable goods, the rate of sales so far
in the second quarter is running below
the first; for nondurables, it- is some-
what higher.

Last month, wholesale industrial
prices rose 0.4 percent as -a result of
widespread price increases among the
various commodity groups, but farm
prices were lower and processed food
prices not much changed. Conse-
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quently, for the 3d month in a row,
there was little change in the overall
wholesale price index. The rise in
industrial prices was the fifth straight
monthly increase this year and brought
the annual rate of advance since
December to approximately 3% percent.

Auto sales decline further

The slump in new car sales that
began in April continued in May.
After a seasonally adjusted drop of 13
percent from March to April, retail
sales of domestically built passenger
cars fell 7 percent last month. Com-

" bined sales for April and May were 15

percent below the first quarter rate.
Aside from the strike-affected fall
months of 1964, the May rate of new.
car sales was the lowest since June 1964.
However, sales improved in the first 10
days of June.

New car inventories held by dealers
have been rising steadily since January
and in May increased by 100,000 units,
the largest monthly addition in the
current model year. End-of-May
stocks, seasonally adjusted, were at a
new peak of 1.5 million units. Relative
to sales, dealers’ stocks now represent
two and one-half times the May rate
of deliveries, as compared with a stock-
sales ratio of 1.78 in the first quarter
of this year and 1.86 in the final
quarter of 1965.

Reflecting the lower rate of sales and
relatively high inventories, passenger
car production was cut back fairly
sharply in May. It was the first
significant reduction in assemblies in the
current business expansion, except for
the loss of output due to work stoppages.
On the other hand, truck production,
where demand from business and
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government continued strong, has been
maintained at about record rates.
The auto industry is shutting down for
model changeovers somewhat earlier
than in 1965, and for some models, the
shutdown will be for longer periods
than last year.

Steel adds to output rise

The reduction in auto assemblies
was the chief factor limiting the rise
(seasonally adjusted) in industrial pro-
duction from April to May. The
Federal Reserve index increased close
to 1 percent over the month, paced by
sizable advances in business and defense
equipment, a substantial pickup in
steel production, and the recovery of
coal production from the April strikes.

The May increase in steel mill
operations —about 4 percent—marked

Corporate Profits Before Tax Related to

S
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the 6th straight month of advance.
Steel ingot output in May, at an
‘annual rate of about 141 million tons
on a seasonally adjusted basis, was the
highest since the early summer months
of 1965, when steel users were pressing
the mills for strike-hedging tonnage.
Steel output has increased about 30
percent since November 1965.

With consumption at a record rate,
the steel inventory adjustment by
manufacturing consumers, underway
since September 1965, seems to be
about over. There was some liquida-
tion of stocks in April, but the reduction
was only 100,000 tons (unadjusted);
this compares with an average monthly
decline of 700,000 tons in the first
quarter and of 1.4 million tons in the
previous quarter. At the end of April,

CHART 2

Corporate Gross Product— Nonfinancial Corporations
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manufacturing consumers’ stocks were
down to 10.8 million tons from a high
of 17.2 million tons in August 1965,
the peak of the 1965 steel inventory
buildup. This carryover was the
lowest since December 1964 and, in
terms of the April rate of consumption,
represented a 38-day supply, a level
of inventories that has prevailed in
earlier periods of fairly normal operat-
ing conditions. With steel production
in May near a record rate and con-
sumption held down somewhat by tbe
cutback in automobile production, steel
stocks held by manufacturing con-
sumers may well show some increase
in May.

First quarter profits higher

The regular estimates of first quarter
corporate profits were about the same
as the preliminary figures presented
last month. Including the inventory
valuation adjustment, profits before
taxes rose $2.9 billion to a seasonally
adjusted snnual rate of $78.1 billion.
Durable goods manufacturers accounted
for almost $2 billion of the rise and
nondurable goods producers for most
of the remainder. The advance in
profits was due mainly to the unusually
large increase in output in the first
quarter and also to a rise in profit
margins, as chart 2 shows.

Federal Fiscal Position

The Federal fiscal position improved
sharply in the first quarter. With
further improvement likely in the
April-June quarter (from the step-up in
receipts because of the new graduated
withholding rates and the restoration

. of certain excises), the fiscal 1966 deficit

should be somewhat lower than the
$2.2 billion estimated in the January
budget (national accounts basis).
Recent estimates of fiscal 1966
receipts by the Treasury Department
and the Joint Committee on Internal
Revenue show corporate and personal
income tax receipts running well above
earlier estimates. Expenditures are
expected to match budget projections
closely. On balance, since no new meas-
ures of fiscal restraint beyond those
called for in the January budget were
introduced, most of the fiscal 1966
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improvement reflects higher-than-pro-
jected levels of economic activity.

Federal deficit falls

The Federal budget position on a
national income and product accounts
basis moved to- virtual balance in the
first quarter of 1966, despite a $6%
billion rise in expenditures, the largest
absolute increase since the Korean
war period. This increase was more
than offset by an upsurge in receipts,
about '$8% billion at a seasonally
adjusted annual rate. As a result, the
Federal fiscal position moved from a
$1% billion deficit in the fourth quarter
to a surplus of about $% billion in the
first. :

The advance in first quarter receipts
was paced by a $6% billion rise in
social insurance contributions, a result
of the boost in social security tax rates
from 7.25 to 8.4 percent and of the
expansion in the wage base from $4,800

to $6,600. Sharp increases in personal”

income and corporate profits during the
quarter raised personal and corporate
tax receipts substantially. Personal
taxes rose over $2 billion and corporate
tax liabilities rose $1% billion. High
net final settlements on 1965 personal
tax liabilities also contributed to the
strong advance in personal taxes and
are expected to increase further in the
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second quarter. Graduated withhold-
ing rates on wages and salaries that

were introduced in early May are

.estimated to add more than $% billion

(annual rate) to second quarter per-
sonal tax receipts.

Indirect business taxes fell in the
first quarter as a result of the $1%
billion reduction in excise taxes. The
cut was partially canceled in mid-
March when Congress restored the ex-
cises on passenger automobiles and on
telephone and teletypewriter service to
pre-January 1 levels. The budget im-
pact of the restored excise taxes—
about $1 billion at annual rates—will
be felt in the second quarter.

Nearly half of the large rise in ex-
penditures occurred in national defense
purchases as military procurement for
Vietnam jumped sharply during the
quarter. Purchases of goods and ser-
vices for civilian purposes were up only
moderately. Grants-in-aid, transfer
payments, and net interest paid also
moved up strongly. Higher outlays
for education and public assistance
programs accounted for most of the
rise in grants. New programs of social
security assistance, such as liberalized
benefits for widows, children, and the
disabled, contributed to the step-up in
transfers. Higher interest rates ac-
counted for most of the marked advance
in net interest paid.

Residential Construction Activity

THE increased stringency in credit con-
ditions apparent this year has intro-
duced considerable uncertainty into the
outlook for homebuilding activity for
the rest of 1966, despite the continued
strong flow of consumer income. This
uncertainty follows a period when
housing starts in a number of large
metropolitan areas were reduced to
correct overbuilding, particularly of
apartment houses and especially in the

Southwest and along the West Coast.

Outlays level off this spring

So far in 1966, current-dollar outlays

for private nonfarm residential struc-
tures have fluctuated within the rela-
tively narrow range evident since the

spring of 1964. Outlays rose $1 billion
in the first quarter of this year to a
seasonally adjusted annual rate of
$27.6 billion but appear to have leveled
off this spring. :
Construction costs have shown some
signs of accelerating this year. "In the
first quarter, costs were some 4 percent
above those a year earlier, as compared
with increases of about 3 percent during
the 2 previous years. Constant-dollar

residential outlays, which make allow-.

ance for higher costs, also appeared to
show a pickup in the first quarter and a
leveling this spring. However, in con-
trast to the current-dollar expenditures,
real outlays have been in a moderate
downtrend over the past 2 years or so;
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since the recent peak in the first quarter
of 1964, real outlays have declined
about 8 percent.

The shoit-run changes in real ex-
penditures reflect the pattern of housing
starts with a lag of almost one quarter.

CHART 3

Housing Starts

o U.S. total has fluctuated near
1.5 million units since mid-1964

* Since then gains in the Northeast and North
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curtailment of starts in the West
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Private nonfarm starts rose to a season-
ally adjusted annual rate of 1.55 million
units in the fourth quarter of last year
and fell back to a rate of 1.49 million
in the first quarter. The first quarter
rate was about the same as the rate for
1965 as a whole and some 10 percent
below the first quarter 1964 peak.
Starts have declined somewhat more
than real expenditures because of the
trend toward units of higher quality
and cost.

Starts edged down from March to
April and dropped sharply in May.
Data on housing permits, which nor-
mally lead starts slightly, suggest a
developing weakness in homebuilding
since seasonally adjusted permits this
April and May were some 9% percent
below the first quarter 1966 average.

Regional patterns differ

Regional figures have shown diverse
trends in housing starts over the past 2
years or so (chart 3). Through the end
of 1965, starts rose in the two northern
regions, decreased slightly in the South;
and showed a sharp and prolonged de-
cline in the West.

The overall strength of the economy,
especially the durable goods manufac-
turing sector, was unquestionably im-
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portant in sustaining housing activity in
the heavily industrialized Northeast
and North Central regions throughout
1965. In addition, these areas have
witnessed considerable demolition of
older dwelling units, especially urban
apartment and tenement buildings, for
which replacement structures have been
erected. The easing of starts in the
South reflected largely a drop in apart-
ment construction in the major metro-
politan areas of Texas, after very
substantial increases—apparently in ex-
cess of demand—from 1960 to 1963.
Overbuilding accompanied by high va-
cancy rates was also an acute problem
in the West; the correction that began
2% years ago has been severe and has
brought starts below their 1960 level.
This spring, both starts and permits
data have shown some departure from
recent trends. According to permits
data, which are somewhat less irregular
than starts, homebuilding activity has
fallen considerably in the northern re-
gions and has edged down a little
further in the West and in the South,

Housing mix fairly stable since mid-
1964

From 1960 to about mid-1964
changes in multifamily housing con-

Table 1.—Private Housing Units Authorized by Building Permits, by Region
[Thousands of units, seasonally adjusted at annual rates]

U.S. total Northeast North South West
Central
1963:
1Sb Qb o e 1,258 236 222 377 423
24 Qb e 1,332 231 279 398 424
84 Qbro i 1,326 235 267 401 423
400 Qb o oL 1,387 247 284 435 421
1964:
1,372 254 313 410 395
1,200 243 . 268 409 370
1,264 242 200 304 338
1,229 239 289 304 307
1965:
A8t Qbr 1,257 264 301 413 297
24 QT el 1,227 243 312 407 265
84 QUr- oo e 1,213 255 334 371 253
FE7 e o 1,289 266 346 430 27
1966:
I8b QT o oo oo 1, 249 275 343 398 233
2d qtr.d._.._. 1,130, 222 | 285 306 228

Based on 12,000 permit-issuing places.
1 Based on average of April and May.

Source: U.8. Department of Commerce, Bureau of the Census.
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struction accounted for most of the
change in total private housing starts.
Multifamily housing rose sharply until
late 1963 and early 1964 and then
experienced a brief but fairly substan-
tial cutback because of rising vacancy
rates. Since the middle of 1964, when
constant-dollar housing activity started
to show a decline, there has been rela-
tively little change in the mix of single
family and multifamily housing. Until
very recently, single family starts fluc-
tuated within a rather narrow range.
Multifamily starts have been roughly
stable at about 15 percent below their
recent quarterly peaks- but more than
double their level.of 1959-60.

Seasonally adjusted data on starts
are not available by type of structure.
To judge from seasonally adjusted per-
mit statistics, both single family and
multifamily units in the first quarter of
1966 were about the same as their 1965
quarterly averages. However, both
declined this spring with the single
family starts off sharply and the multi-
family down only slightly.

Single family housing starts

Demographic factors are mainly re-
sponsible for the failure of single family
housing starts to show any marked
changes over the past 5 or 6 years.
Although incomes have risen substan-
tially over this period and mortgage
funds, until recently at least, have
generally been ample, the number of

persons 25 to 44 years old—the most

important home-buying age group—
has been quite stable. Data published
by the Census Bureau show that sales
of single family housing erscted by
merchant builders have been steady at
about 50,000 per month, seasonally
adjusted, for more than 3 years (mid-
dle panel, chart 4). Sales showed a
slight pickup in the fourth quarter of
1965 and a small dip in the first quarter
of 1966. _ 4
The difficulties in accurately gaging
demand have led to some mild cyclical
movements in starts by merchant build-
ers since 1960. For example, in 1963,
starts increased moderately without a
corresponding rise in sales; as a result,
inventories of unsold new houses rose,
reaching a peak around the middle of
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1964. With sales about unchanged, a
cutback in starts reduced unsold stocks
from the second half of 1964 through the
first quarter of this year. Judging by
the limited experience of the Census
Bureau survey, stocks of unsold homes
have been. quite low relative to sales
since late last year, even though the
first quarter 1966 ratio was slightly
above the fourth quarter 1965 figure.

Multifamily housing

The most remarkable aspect of the
multifamily housing market is not that
starts are down from their peaks of late
1963 and early 1964 but that they have
held up so well. On an annual basis,
multifamily starts in 1965 were only 8
percent below 1963, the recent annual

New Single Family Houses

The ratio of houses for sale to sales has been
relatively low since mid-1965. ..

as sales of new houses have been stable . ..
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high. There are several underlying
reasons for the comparatively high rate
of multifamily housing. Demographic
factors are undoubtedly important:
The number of very young household
heads, who typically rent rather than
buy, began to increase a few years ago
and is expected to grow considerably
over the next several years. Apart-
ment house construction has been very
strong in suburban areas, which have
had large population growth and which
up to a few years ago had shown rela-
tively little construction of this type.
Multifamily construction was com-
paratively low throughout the 1930’s,
1940’s, and 1950’s, and the apartment
house stock was in need of a major
renewal. The many new conveniences
introduced in modern apartment houses
have undoubtedly attracted many fam-
ilies and individuals.

The decline in apartment house con-
struction from the peaks reached more
than 2 years ago was dampened because
cutbacks in response to increased vacan-
cies did not occur simultaneously in all
regions. While starts were being re-
duced in some areas, they were still
rising in others, and in some areas that
completed their adjustment to over-
building relatively early, starts began
to increase once again. ' '

According to Census data, the na-
tional vacancy rate for rental units—
which include a substantial proportion
of single family houses for rent—was
slightly lower in the first quarter of
1966 than in the corresponding 1965
period. For both years, vacancy rates
were above those prevailing in early
1963 and 1964.

A more detailed view of the apart-
ment house situation is provided by the
annual FHA vacancy survey of FHA
rental projects. On a national basis,
the 1965 data show a small rise in the
vacancy rate over early 1964, which
showed a rather sharp increase over
early 1963. Among the largest metro-
politan areas, changes in vacancy rates
from 1964 to 1965 were mixed outside
of the Southwest and the West Coast,
where rates were uniformly higher and
at very high levels. The 1966 results
are not yet available. Apartment con-
struction has been sharply curtailed in
those metropolitan areas with unusually
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high vacancy rates. Last year, for
example, permits for apartment units
declined almost 35 percent in San
Franciseo, about 40 percent in Houston,
Dallas, and San Diego, and 50 percent
in Los Angeles.

Mortgage markets tight

This spring, homebuilders and home
buyers have been faced with the most
unfavorable credit market conditions
since 1959. Even though there has
been a substantial rise in yields avail-
able on home mortgage investments,
rates on other types of debt instruments
have risen even faster, and mortgage
investments have become relatively less
attractive. In previous postwar years,
such a development has been associated
with a reduction in funds available
for construction and a cutback in
homebuilding.

Table 2.—~Vacancy Rates for-FHA Apart-
ments, Selected Areas, March 31

1961 | 1962 | 1963 | 1964 | 1965
U.S.total..._.._. 5.4| 55| 51| 63| 65
Northeast:

26| 60| 48

7.8| 73] 92

3.3 5.4 ba

40| 33| 24,

37| 42| a7

3.7
83| 4.7 59
9.7 83

South:
‘Washington_...__._._. 1.8} 1.5) 1.6} 2.9 2.8
Baltimore.___ -] 231 49| 48| 3.0 4.6
Houston..__ ] 18.6 | 12.7]10.21 157 | 15.4
Dallas._- .- -] 9.9 76| 79133 25 l‘
Atlanta_.__________.__ 88| 7.3 64| 45 5.4
West:
Los Angeles....__...__ 49| 48| 80| 10.9°
. San Francisco. 40! 41| 58 8.9
Seattle.___.___ 6.9| 69117 123
San Diego_ . .___.__.__ 48167 14.6 | 16.1
Denver. ... 55| 1.6 | 63| 10.6

Source: Federal Housing Administration.

Until late 1965, mortgage funds were
generally in ample supply and mortgage
yields had shown a slight downdrift
since the start of the economic expan-
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sion. At present, however, conven-
tional mortgage rates on new houses are
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FHA-insured and VA-guarémteed home 1966. In secondary market trading,
mortgages have been boosted twice this yields on FHA mortgages have risen to

close to 6} percent, as compared with year. In early April, these rates were about 6% percent, after staying under

approximately 5% percent last fall.
The maximum rates permissible on

raised ¥% of a percent to 5% percent, 5% percent from early 1963 through
after a JYi-percent increase earlier in late 1965.

NATIONAL INCOME AND PRODUCT TABLES

Table 1.—National Income by Type of Income

Table 2.—~Corporate Gross Product !

[Billions of dolars] [Billions of dollars]
1965 1966 1965 1966
1963 | 1964 | 1965 | I I IIr | 1Iv I 1963 | 1964 | 1065 | I I | Iy Iv I
Seasonally adjusted at Seasonally adjusted at
annual rates annual rates
National income_....._..._._. 481,1 |514,4 |554,7 |540, 6 1549.5 1557.9 |570.8 | 587.7 Corporate gross product.__________ 334, 2 {358, 6 [388,2 1380, 4 (384.0 1389,9 [398,4 | 409.8
Compensation of employees._______.__ 341, 0 (365.3 |391.9 [382.4 |387.9 (393.7 |403,6 | 416,2  Capital consumption allowances._._.__ 320340361354 358)36.3|36.8| 37.3
Wages and salaries. . ______.________ 311,2 [333.5 [357.4 |348.9 |353.6 (359.0 [368.1 | 377.0  Indirect business taxes plus transfer
payments less subsidies_ ______..____ 32.8134.8)37.1|37.0|36.8|37.0]|37.6| 37.1
Private. ... 251.6 |269.2 [288.5 (282.0 |285.9 (290.0 |296.1 | 303.1
Military .-]10.81 117 112.4;11.8 11,8 12.3 |13.7 | 14.4 Income originating in corporate busi-
Government civilian. _____________ 48.8 | 52.6 | 56.5 | 55.0 | 55.9 | 56,7 | 58.3 | 59.5° ness. 269. 4 |289.8 (315.0 [307.9 [311.5 [316.6 [324.0 | 335.5
Supplements to wages and salaries__| 20.8 | 31.8 | 34.5 | 83.5 | 84.3 | 34.7 | 35.5 | 39.2 Compensation of employees__.______ 216.3 {231.2 |248.4 |242.8 |246.3 (249.7 |255.0 | 264.0
‘Wages and salaries__._______._._.. 194.9 [208.5 {223.6 |218.8 (221.6 [224.7 (229.4.[ 235.2
Employer contributions for social Supplements. 21.4 |1 22,7 24.8(24.0 ) 24.7 | 25.0 | 25.6 | 28.8
insurance.. ... _..._._._._..____ 15.0 | 15.4 | 16,3 | 16,0 | 16.2 } 16,3 | 16.6 | 19.8 :
Net interest -2.5|—2.8 |~3.1 |-3.0 (-3.1|-3.1{—-3.2] —-3.3
Other labor income. _______________ 14.8 |1 16,5 | 18,2 | 17.5 | 18,1 | 18,4 | 18,9 | 19.4
: Corporate profits and inventory
Employer contributions to pri- valuation adjustment . . _....__._ 55.6 | 61.4 1 69.6 | 68.1 | 68.2 | 70.0 72.2| 74.8
vate pension and welfarefunds | 12.1 | 18.5 |- fooooofeomom ool Profits before tax_.____ _|560|61.7(71.2169.6|70.1|71.2}740]| 77.6
Other ... ... 27 209 |ocm e e oo el Profits tax liability_ -] 26.0]27.6|30.1(20.5]29.8](30.1}3l.1 32.6
. Profits after tax_ .- ..______ 30.0 | 34.1 [ 41.1 ] 40.0 | 40.3 | 41.1 | 43.0 | 44.9
Proprietors’ income___________________ 50,8 | 51.1 | 54.5 | 51,9 | 54.6 | 55,4 | 56.2 [ 56,9 Dividends 14.8116.0 [ 17,5 16.5 | 17.1 | 17.8 } 18.7 | 19.2
. Undistributed profits.......... 15.2 | 18.1 [ 23.6 [ 23.5 | 23.2  23.2 | 2.3 { 25.7
Business and professional__._........ 37.8(39.1|40.3 399|401 40.4(40.7| 410 Inventery valuation adjustment...} —.4 | —. 8 [—1.6 [—1.4 |~1.8 [~-1.2 [—1.8 { —2.8
Income of unincorporated enter- Gross product originating in
Prises . o 37.8(39.1 40,7 ool b o) financial institutions__________ 14.3 | 15,3 |'16,5 | 15,9 | 16,5 | 16,8 | 17.0 { 17.0
Inventory valuation adjustment._} .0 O =4 e Gross product - originating in
nonfinancial corporations______ 319.8 [343.3 {371, 6 (364.5 |367,5 |373,1 [381.4 | 392,9
Farm_ . ... 13,0 { 12.0 ( 14.3 | 12,0 | 14.5 | 15.0 | 15.5 | 15.9 .
Capital consumption allowances._._.__ 31.2|33.1(35.2(34.6)349|354(359] 364
Rental income of persons_____.__._.__ 17.6 | 18,2 | 18,6 | 18,5 | 18.6 | 18.6 | 18.7 | 18.8 Indirect business taxes plus transfer
payments less subsidies .__.._.._.__ 31.4133.3|355)85.4)352|354(36.0]| 355
Corporate profits and inventory valua- Income originating in nonfinancial
tion adjustment_..____._____________ 58,1 64,5731 7,7 720 | 73.5|75.2| 78.1 corporations__._..______.____..____ 257.3 |276.8 [300.9 |294. 5 {297.4 [302.3 1309.5 | 321.0
Compensation of employees 204.4 |218.4 1234.7 [229.4 |232.6 |236.0 [240.9 | 249.5
Profits before tax....____.____.___.__ 58,6 | 64.8 | 74.7 | 73.1 ] 73.9 | 74.6 | 77.0| 80.9 ‘Wages and salaries________________ 184.5 [197.3 |211.6 {207.0 |209.7 [212.7 {217.1 | 222.6
Supplement 19.9 | 21.1 | 23.1 | 2231229 23.2(23.8 26.8
Profits taxhablhty ________________ 26,0 27.6 1301205208301 31.1] 32.6 Net interest . 48} 50| 55| 53| 54| 55| 57 5.9
Profits after tax.__ 32.6 | 87.2 (44,5 | 43.6 (44.1 | 44.5 | 459 | 48.3 Corporate profits and inventory
Dividends _.___.... 15,8 | 17.2 | 18.9 | 18.0[ 18.6 [ 19.2 | 19.9 | 20.6 valuation adjustment . ______..__ 48.1 | 53.4 | 60.7 | 59.8'| 59.4 | 60.8 | 62.9 | 65.7
Undistributed profits.......____. 16.8 [ 19.9 | 25.6 | 25.7 | 25.5 | 25.3 | 26.0 | 27.7 Profits before tax_.... 1485(53.7(62.83|61.2]61.2|620] 647 68.5
) Profits tax liability. | 226 123.6}26.4(26.0|261|26.3(27.2| 28.9
Inventory valuation adjustment____. —4|~-.3|-1.6]|-1.4|-1.8|-1.2|—-1.8| —2.8 Profits after tax_ ] 25.9130.0359(35.2{351|35.7|37.5] 39.6
. Dividends......_... 138147 {16.1 | 151 | 15.6 | 16.4 | 17.1 | 17.6
Net interest .. ... ._.___.._____ 13,6 | 15,2 | 16,5 | 16,1 | 16.4 | 16,7 | 17.1 | 17.6 Undistributed profits, 12.2 | 15.3 | 19.8 { 20.1 ( 19.5 | 19.3 | 20.4 | 21.9
Inventory valuation adjustment__| —.4 | —. 8 |~1.6 |—1.4 |—1.8 [~1.2 |-1.8 | —2.8
Addenda:
Cash flow, gross of dividends:
All corporations 62.0 | 68.0 | 77.1 | 75.5 | 76.0 | 77.3 | 79.7 | 82.2
Nonfinancial corporations___..___. 57.1]63.2 | 71. 69.8 | 70.0 | 71.1 | 73.4 | 76.0
Cash flow, net of dividends:
All corporations 47.2 1 52.1 | 59.6 | 59.0 | 59.0 | 59.5 | 61.0 | 63.0
Nonfinancial corporations.. ...... 43,3 | 48.5 | 55.0 | 54.6 | 54.4 | 54.7 | 56.2 | 58.3

1 Excludes gross product originating in the rest of the world.



Table 3.—Relation of Gross National Product, National Income,

and Personal Income

{Billions of dollars]
1966
1964 | 1965 v I
Seasonally adjusted at
annual rates
Gross national product.- - 628,7 1676,3 697.2 | 713.9
Less: Capital consumption allowances_ 56.7 1 58.7 59.8 | 60.7
Equals: Net national product 573,0 |617.5 637.4 | 653,2
Less: Indirect business tax and non-
tax lability. .. ... __ 62.0 | 61.5 | 61.4 | 62.0 | 62.9 | 62.5
Business transfer payments 23| 23} 23] 23| 23 2.3
Statistical discrepancy......... —-.2{-3.1|—-1.4]| 1.4| 2.4 1.8
Plus: Subsidies less current surplus of
government enterprises._ ..___ L2] 12 L1 L1
Equals: National iny N 514.4 15547 5708 | 587.7
Less: Corporate profits and inventory
valuation adjustment _________ 64.5 | 73.1 75.2 78.1
Contributions for social insur-
_________________________ 27.8 1 29.5 30.2 | 36.6
Wage accruals less disburse-
ments . .0 .0 .0 .0
Plus: Government transfer payments
topersons..___._.______________ 34.2 | 36.8 37.3 | 39.4
Interest paid by government
(net) and by consumers...._._ 19.1 | 20.6 2.1 | 21.8
Dividends_ - .o 17.2 | 18.9 19.9 | 20.6
Business transfer payments_ - 23| 23 2.3 2.3
Equals: Personal income_ ___._________ 495, 0 |530,7 546.0 | 557.1
Table 4.~Government Receipts and Expenditures
[Billions of dollars]
1966
1964 | 1965 v I
Seasonally adjusted at
annual rates
Federal Government receipts____...___ 114,5 124, 1 124, 125,3 | 133.8
Personal tax and nontax receipts_ - 48.6 | 53.9 54.8 54,0 56.2
Corporate profits tax accruals_ .. .. 26.0 | 28.3 28.0 2.2 30.7
Indirect business tax and nontax
accruals 16.1 | 16.7 16.7 16.3 | 14.8
Contributions for social insurance. 23.7 ) 25.2 24.9 25.8 | 32.1
Federal Government expenditures. ___ 118.3 [123.3 120.6 127.0 | 133.6
Purchases of goods and services.__. 65.3 | 66.6 65.7 69.2 ( 72,5
National defense 49.9 | 49.9 49.2 52,0 | 55.0
her_ s 15.4 | 16.7 16.5 17.2 | 17.5
Transfer payments.._._._..___... 20.9 | 32.1 30.6 3.5 4.0
To persons._.____ 27.829.9 28.2 30.3| 319
To foreigners (net). ... 22| 2.2 2.4 2.1 2.1
Grants-in-aid to State and local .
gOVernments. . oooooo ool 10.4 | 11.4 110 12.0 | 13.5
Net interest paid..ccocmuocoaon 84 88 8.7 8.9 9.3
Subsidies less current surplus of
government enterprises.....-_.. 437 4.5 4.4 4.4
Surplus or deficit (—), national in-
come and product accounts__....._ -3.8 .7 -~L8 .
State and local government receipts... 68,6 | 74.3 76,7 | 79.8
Personal tax and nontax receipts. . 10.6 | 11.5 1.7 | 12.1
Corporate profits tax aceruals_ ... 1.6 1.8 1.9 2.0
Indirect business tax and nontax
aceruals 41.9 | 456.3 46.6 | 47.7
Contnbutions for social insurance. 4171 4.3 4.4 4.5
Federal grants-in-ajd________._____ 10.4 | 11.4 12.0 | 13.5
State and local government expendi-
tures . 67.2 | 72,6 74.1] 76.3
Purchases of goods and services....| 63.1]68.2 69.8 | 7.5
Transfer payments to persons...... 65| 6.9 7.0 7.5
Net interest paid.. ... __.__._____ .7 .6 .7
Less: Current surplus of govern-
ment enterprises. ... ... 31| 33 3.3 3.3
Surplus or deficit (—), national in-
come and product accounts________ 1.4 17 2,6 3.5

Table 5.—Sources and Uses of Gross Saving

[Billions of dollars)
1965 1966
1963 | 1964 | 1965 | I II | III | IV I
Seasonally adjusted at
annual rates
Gross private saving_ ... __| 89.5 [101.7 (107.7 [105.3 [104.4 (110,0 |111,2 | 110,0
Personal saving _ ____________________ 20.4)26.3 | 249 23.3| 224 26.8|27.1| 244
Undistributed corporate profits___.._| 16.8 | 19.9 | 25.6 | 25.7 | 25.5 | 25.3 | 26.0 | 27.7
Corporate inventory valuation ad-
—4| —-.3|-1.6|—-1.4|-1.8|-12|-L8| —-2.8
32.0( 340 36.1]35.4(358)|36.3]368| 3.3
Noncorporate ca]
allowances 3 2171227 (223225228231 23.4
Wage accruals less disbursements__..}] .0 .0 .0 .0 .0 .0 .0 N
Government surplus, national income
and product accounts_.._._______._ L2|-24| 25| 47| 49| -.7 .9 3.7
Federal . . ] .3-3.8 7] 36/ 8.8(-29]-18 2
State and local . __.__________________ 9| L4 L7 L1 L1§ 22| 26 3.5
Gross investment_ _____. ____________ 90,0 | 98,7 1109,9 (106,8 (107.8 |110,9 {114,5 | 115, 4
Gross private domestic investment._| 86.9 | 92.9 |105.7 {103.4 |102.8 (106.2 |110.3 | 111.7
Net foreign investment_..___________ 32| 58] 43) 34 50| 47 41 3.7
. Statistical discr N =71 =5 —-2|-31|-14) L4| 24 L8
Table 6.—~National Income by Industry Division
' [Billions of dollars]
1965 1966
1963 | 1964 | 1965 | I I | III| IV I
Seasonally adjusted at
. annual rates
Al industries, total_ _|481.1 |514.4 (554, 7 |540,6 |549.5 |557.9 [570.8 | 587.7
Agriculture, forestry, and fisheries...._ 18.6 [ 17.61 19.9 | 17.4 | 20.2 | 20.6 | 21.2 | 21.6
Mining and constraction.........._...-.. 301|324 (347340342307 359( 363
Manufacturing. 143.8 [154.7 [169.8 [166.7 |167.4 |170.2 [174.9 | 183.7
Nondurable goods__.__.___________.. 57.7161.9| 66.3 | 65.5 | 65.6 | 66.2 70.
Durable g00dS. «ueooococooam el 86.1 | 92.8 (103.5 |101.2 [101.8 [104.0 [106.8 | 113.1
Transportation 199 21.0 | 22.6 [ 21.8 1 22.5 1229 23.1| 23.5
Communication. . ___________._ 0.8(10.6 | 11.2 | 11.0 | 11.0 | 11.4 [ 11.5 [ 11.7
Electrie, gas, and sanitary services._._1 10.2 { 10.8 | 11.5 | 11.2 | 1.6 | 11.6 | 11.7 } " 11.9
Wholesale and retail trade__________._. 73.3 1781 )183.2|81.8)8268.6(8.0) 87.2
Finance, insurance, and real estate.___| 53.2 | 57.0 | 60.6 | 59.2 | 60.3 | 60.8 | 61.9 | 62.6
Services 54.1) 58.0| 61.8 | 60.1 | 61.1 624|635 648
Govemment and government enter-
|e4s8l 700} 749727737750 781} 80.0
Rest of the world 33| 41| 45| 46| 48| 45| 4.0 4.4

Table 7.—Corporate Profits (Before Tax) and Inventory Valuation

Adjustment, by Broad Industry Groups
[Billions of dollars]

1965

1966

1963 | 1064 | 1965 | I | I | L[ IV

annual rates

Seasonally adjusted at

All industries, total_ _ 581645731 |7L7]720| 73,6 7.2
Financial institutions__._____..__.____ 7.5 80| 89| 83} 89| 92| 93
utual _ _ L6671 L7 ...
Stock_ .. _. ] 89| 6.3 [ceaoe]omeni e
Nonfinancial corporations______.._.___ 50.6 | 56.5 | 64.2 | 63.4 | 63.2 | 64.3 | 656.9
Manufacturing....._. 28.7 1321 |87.5]37.3.36.7 | 37.3 | 38.8
Nondurable goods 13.2114.9 | 16.8 | 16.6 | 16.6 | 16.6 | 17.4
Durable goods. 15.4 | 17.2 1 20.7 | 20.8 | 20.1 {1 20.7 | 21.3
Transportation, communication, -
and public utilities. .________._____ 9.2)10.0(10.8710.5] 10.5] 11.0 | 10.9
12,7 | 14.3 | 159} 15.5 | 16.0 | 16.0 | 16.2

All other industries.__.._...__.__...




SURVEY OF CURRENT BUSINESS

Capital Investment To Rise Throughout 1966

BusiNgss expenditures for new plant -

and equipment are expected to rise
throughout 1966 to a total of $60.8
billion for the year, 17 percent above
1965, according to the OBE-SEC

survey conducted in late April and May. -

In the first quarter of this year, actual
expenditures were at an annual rate of
$58 billion, after seasonal adjustment,
5 percent above the fourth quarter of
1965.
3 percent per quarter, is projected for
the remaining quarters of the year.

el CHART 5

* |nvestment programs:for 1966 have been
revised slightly upward since February

« Upward revision is attributable to
transportation industries and
durable goods manufacturing
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A smaller rate of increase, about

For both manufacturing and non-
manufacturing companies, plant and
equipment outlays in 1966 are now
programed 1 percent higher than those
indicated in the survey made 3 months
ago.. Most industry groups reduced
their spending plans from the previous
survey, with the motor vehicle, textile,
and mining companies reporting the
largest: relative cutbacks.
these reductions were more than offset
by the substantial upward revisions in
capital budgets of transportation com-
panies and producers of nonelectrical
machinery and nonautomotive trans-
portation equipment. On an overall
basis, the upward revision in dollar
terms was about equal to the rise in

capital goods prices during the first

quarter.

Most of the upward revision in 1966
capital investment programs is in the
first half of the year. Actual outlays
in the first quarter and those antici-
pated for the second were each about
$% billion higher at annual rates than
planned expenditures reported earlier
this year.
is now scheduled $400 million higher
than previously.

Factors affecting current investment

During the first quarter, the effects
of economic developments on invest-
ment .were mixed. Several factors had
a stimulating effect. The first quarter
rise in GNP was the largest thus far in
the current expansion, and was accom-
panied by large increases in business
sales and corporate profits—even higher
than business had expected earlier. In
mapny industries, rates of capacity

1 The reported figures for anticipations are adjusted for
systematic biases (footnote 2, table 6). Before adjustment,
expenditures for 1966 were anticipated to be $569.2 billion for
all industries, $26.8 billion for manufacturing, and $32.3
billion for nonmanufacturing. The adjustments were
applied separately to each major industry; their net effect
was to raise the manufacturing total about $200 million and
the nonmanufacturing $1.4 billion.

However,

Spending in the second half

June 1966

utilization rose over the quarter, and in
virtually all cases were unusually high.
At the end of March, for example, firms
holding over one-half of fixed assets in
manufacturing reported that their exist-

‘ing capacity was inadequate for ex-

pected operations over the next 12
months. This was the highest propor-
tion ever reported in this survey, which
was initiated in December 1963.

On the other hand, some restrictive
factors were also at work. The supply
of materials and labor has become
tighter. The rise in interest rates
may have discouraged some investment
programs. Many companies post-
poned some of their plant and equip-
ment projects as a result of the Presi-
dent’s appeal to restrain capital goods
demand. In addition, around the time-
the current reports were being filed
this spring, there was a reduction in
demand for some consumer products,
notably autos, but it is not clear to
what extent businessmen may have
considered this development in pre-
paring the currently reported programs.

Quarterly movements

Capital outlays are expected to
rise $1.6 billion in the second quarter
to an annual rate of $59.6 billion,
after seasonal adjustment. Successive
increases of about $2 billion are sched-
uled for the remaining quarters, with
spending in the fourth quarter expected
to reach an annual rate of $63.6 billion
(table 1).

Manufacturers increased their ex-
penditures in the first quarter to a
seasonally adjusted annual rate of
$25.6 billion, 6 percent over the fourth
quarter rate. Present plans, for both
durable and nondurable goods pro-
ducers, point to a slower rate of in-
crease as the year progresses. Only
nonelectrical machinery companies ex-
pect the rate of rise in the second half
to be greater than in the first half.
Both the auto and the nonferrous
metals industries have projected cut-
backs in spending for capital goods in
the second half.

In nonmanufacturing, expenditures
for new plant and equipment also
rose substantially in the first quarter, "
reaching an annual rate of $32.4
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Table 1.—Plant and Equipment Expenditures 1965 and Anticipated 1966

[Billions of dollars, seasonally adjusted at annual rates]

1965 1966
I II II1 v I jigl jiR) v
All industries_ ______._ 49,00 50,35 52,75 55.35 58,00 59, 60 61, 65 63,55
Manufacturing. .. 20.75 21. 55 23.00 24,15 25. 60 26.60 | 27.55 28,10
Durable goods.._... 10. 40 10, 80 11.75 12.45 13.15 13. 55 14.00 14.30
Nondurable goods.____.____.__.__. 10.40 10.70 11,25 11.70 12.45 13.05 13.50 13.75
Nonmanufacturing__-_._____________ 28.25 28,80 29.75 31.20 32,40 33. 00 34.15 35. 50

1, Anticipated.

Sources: U.S. Department of Commerce, Office of Business Economics, and Securities and Exchange Commission.

billion, after seasonal adjustment.
Current plans call for a moderate
increase in the second quarter and an
acceleration in the third and fourth;
railroads and the commercial group
account for most of the expected ac-
celeration in the second half of the
year. Although the quarterly patterns
among the various industry groups

CHART 6

Plant and Equipment Expenditures,
Carryover, and Starts of Projects

Billion $
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are mixed, in most cases capital out-
lays in the second half of 1966 are
expected to be a little .higher than
during the first half.

Manufacturers Increase
Programs

Although investment by manufac-
turers has been rising sharply and has
added substantially to capacity, ad-
ditions thus far in the current expansion

have not kept pace with rising demand. -

As noted above, an increasing number
of manufacturers considered their ca-
pacity inadequate to meet output
requirements over the next few quar-
ters. Investment commitments have
been undertaken on a very large scale,
and the carryover of expenditures yet
to be made on projects already started
was at a record level at the end of
March. However, if some allowance
is made for seasonal movements, the
survey data for the first quarter
indicate only a further small rise in
carryover and a decline in starts of
new projects. These results may imply
that manufacturers foresee some easing
of capacity pressures from the additions
in current investment programs.

Manufacturers are planning to spend
$27 billion on new plant and equipment
this year, one-fifth more than in 1965.
This rate of increase matches the 1964—
65 advance. Under current plans, out-
lays of durable goods producers are
scheduled to reach $13.8 billion and
those of nondurable goods producers
$13.2 billion. Both totals represent
increases of one-fifth—about the same
rates of rise as in 1965.

Under the stimulus of strong demand
for capital goods and defense products,

9

the nonelectrical machinery and non-
automotive transportation equipment
industries are scheduling the largest
year-to-year increases in investment
outlays of any industry—one-third and
two-thirds respectively. Current plans
are upward revisions over plans reported
in February. In 1965, nonelectrical
machinery producers also increased
their expenditures for new plant and
equipment by one-third; nonautomotive
transportation equipment producers by
one-fifth. Electrical machinery pro-
ducers plan outlays of about one-third
more in 1966 than in 1965. This
program is little changed from plans
of 3 months earlier and shows about the
same rise as in 1965.

Expenditures by the motor vehicle
industry for the year are scheduled at
$2 billion, 3 percent more than in 1965;
earlier plans called for a 7-percent
increase. In each of the 2 preceding
years, spending rose about one-third.
Steel, nonferrous metals, and stone,
clay, and glass producers also reduced
their anticipated outlays for new plant
and equipment from February plans.
For each of these groups, the projected

Table 2.—Percent Change in Plant and
Equipment Expenditures; 196466

Actual, 1965 to.
anticipated
Actual 1966 as re-
1964-65 ported in
February{ May
All industries.___._..._______..__ 15,7 15.9 ( 17,0
Manufacturing 1_______________ 20,8 19.1 | 20.4
Durable goods._.. 20,9 18.4 | 20.9
Primary metal 20.0 9.8 8.0
Machinery. . 32.6- 67.4 | 787
Motor vehicles and parts__ 422 7.1 2.7
Transportation equip-
ment, except motor
vehicles. ... —9.2 457 65.2
Stone, clay, and glass__.._. 1479 1.3 6.6
20.7 19.9 | 19.8
16. 5 18.5 1 16.0
29.8 37.1 29.7
20.0 28.6 | 29.9
3L7 15,71 14.3
13.7 15.4 | 17.5
11,8 18,4 14,3
9.3 16.3 9.2
23.1 55| 18.2
18.4 120 | 24.3
11.7 158 ] 15.1
Communications..____.._... 15.0
tnioatio } 13.3 | 12.4
Commercial and other....___ 8.8

1. Includes industries not shown separately.

Sources: U.S. Department of Commerce, Office of Busi-
ness Economics, and Securities and Exchange Commission .
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1966 increase is smaller than the 1965
advance.

Among nondurable goods industries
both paper and textile companies are
planning substantial advances—30 per-
cent—in capital expenditures for 1966.
Last year, textile companies also in-
creased their capital spending 30 per-
cent; paper companies increased theirs
2 percent. Other nondurable goods
industries are expanding their spending
moderately—somewhat over the 20-
percent average for the nondurable
goods group. For the nondurable
goods industries as a whole, 1966
capital spending programs formulated
in May were about the same as 3
months earlier. Petroleum, paper, and
rubber companies raised their sights

SURVEY OF CURRENT BUSINESS

somewhat while textile, chemical, and
food-beverage groups scaled theirs
down.

Investment carryover and starts

At the end of March, expenditures
yet to be made by manufacturers on
investment projects already started
totaled $18.2 billion, up $1.3 billion
from the end of December and $3.5
billion from March 31, 1965. Carry-
over has continued to increase relative
to prospective expenditures. At the
end of the first quarter, backlogs of
uncompleted projects represented 85
percent of the anticipated rate of ex-
penditures for the remainder of the
calendar year, as compared with 82
percent (of actual expenditures) in the
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corresponding period of 1965 and 72
percent in 1964.

The rise in carryover over.the past
year amounted to $2.3 billion for the
durable goods industries and $1.2 bil-
lion for the nondurables. In both
groups, backlogs of uncompleted proj-
ects have continued to increase rela-
tive to anticipated expenditures. Most
manufacturing industries reported a
larger amount of carryover at the end
of March than a year ago, with the
largest advance in the iron and steel,
nonelectrical machinery, and nonauto-
motive  transportation  equipment
groups.

Thus, the carryover of manufacturers’
projects is obviously quite high at
present and represents a strong under-

Table 3.—~Carryover of Plant and Equipment Projects, Manufacturing and Public Utilities !

[Billions of dollars)
1962 1963 1964 1965 1966
Dee. March June Sept. Dec. March June Sept. Dee. March June Sept. Dec. March
Manufacturing 2. ... .. __ - 7.21 8.61 9,00 9,18 9,08 10,38 11,26 11,88 12,63 14,73 15,99 16,23 16,90 18.19
Durable goods 3.99 4.84 5.15 5.25 5,05 5,61 5.95 6,21 6,62 7.98 8.89 8.82 9.25 10,25
Primary metals 1.66 1.97 2.08 2.27 2.23 2.30 2.56 2.59 2.74 3.05 W34 3.38 3.52 3.68
Electrical machinery._________.____ .33 .37 .36 .33 .32 .33 .37 41 41 .51 .60 .63 .66 .89
Machinery except eleetrical.._ .25 .56 .48 .40 .31 .53 .48 41 .43 .85 77 .80 .78 1.31
Transportation equipment____ .87 1.10 1.40 1.37 1.36 1.48 1.63 1.86 2.02 2.31 2.85 2.73 2.91 2.88
Stone, clay, and glasS. ..o .31 .32 .30 .32 .29 .33 .38 .39 40 .52 .53 .53 .50 .45
Nondurable goods___________________] 3.28 3.78 3,85 39U 4,03 4,78 5.31 5.68 6,01 6.75 7.10 7.41 7.66 7.94
Food and beverage...c-—.-ococoo—- 34 42 .41 .36 .41 42 40 40§, .54 .60 .63 .78 .79 .78
Textile .17 .16 .15 .14 .20 .26 .28 .28 .29 .37 .46 .51 54 .60
Paper._. .36 .52 .56 .61 .59 .61 .78 77 J7 .88 .96 .97 .99 1.04
+ Chemieal. . onnoocaocaaat 1.03 1.01 1.01 1.11 1.03 1.26 1.39 1.61 1.59 1.74 1.86 1.90 1.89 2.01
Petroleum . oo ooooomnaos 1.02 1.32 1.40 1.41 1.50 1.90 2.10 2.23 2.43 2.62 2.72 2.80 2.90 2.93
Publie utilities 5.07 6.13 6.40 5.58 5.46 6.62 6.53 6.09 5.65 7.64 7.67 7.24 8.03 9.82
1. Carryover refers to expenditures yet to be incurred on plant and equipment projects already underway.
2. Includes industries not shown separately.
Sources: U.S. Department of Commerce, Office of Business Economics, and Securities and Exchange Commission.
Table 4.—Starts of New Plant and Equipment Projects, Manufacturing and Public Utilities !
[Billions of dollars]
Annual 1963 1964 .1965 1966
1963 1964 1965 I I s v I I I v I II III v I
Manufacturing 2 17.56 22.17 26.73 4.68 4.30 4.13 4.2 5.10 5.41 5.29 6.37 6.64 6.73 5.96 7.39 6.89
Durable goods 8.91 | 10.99 | 14.03 2.47 2.27 2.06 2.12 2.48 2.65 2,63 3.24 3.62 3.68 2.84 3.90 3.87
Primary metals 2.22 2.68 3.38 .63 .51 .64 .46 .50 77 .58 .84 .80 .89 .70 .99 .76
Electrical machinery .68 .76 1.10 .20 17 .14 .18 .16 .20 .20 .20 .25 .29 .24 .31 .46
Machinery except electrical ... ___________ 1.31 1.76 2.55 .59 .22 .21 .30 .55 .36 34 .52 .83 .43 .58 W72 1.14
Transportation equipment 2.09 2.66 3.44 .55 .70 .39 .45 .49 .63 7 .78 .81 1.21 .56 .86 .59
Stone, clay, and glass .59 .79 .87 .14 .14 A7 .14 .19 .22 .18 .20 .28 .21 .20 .18 .14
Nondurable goods__ ... _____.._.._____ 8.64 | 11.17 | 12.70 2.20 2.03 2.07 2.30 2.61 2,76 2.68 3.13 3.02 3.06 3.13 3.49 3.02
Food and beverage 1.04 1.19 1.49 .30 25 .20 .29 .26 24 W27 .42 32 .35 47 .36 .30
T extile. .68 84 1.23 14 .17 4 .23 .20 .19 .19 .26 .28 .32 .31 .33 .33
Paper .95 1.11 1.34 .30 .21 .24 .20 .19 .40 .23 .29 34 .34 .31 .35 .35
Chemical 1.61 2.52 2.90 .34 .39 .49 .38 .59 .60 72 .61 W71 .76 .67 .76 .73
Petroleum 1.26 4.29 4.30 .89 .78 W77 .96 1.10 1.03 .97 1,18 .98 1.03 1.05 1.24 97
Public utilities ... .. 6.04 6.41 9.32 2.10 1.67 .78 i.48 2.34 1.48 1.27 1,32 3.30 1.75 1.4 2.83 3.38

1. Starts are estimated by adding changes in carryover to expenditures during the given period.

2. Includes

Sources:. U.S. Department of Commerce, Office of Business Economics, and Securities and Exchange Commission,

industries not shown separately.
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pinning for current investment pro-
grams. However, the figures, which
are not available on a seasonally ad-
justed basis, suggest that the $1.3
billion increase in carryover in the
opening quarter of this year was mostly
seasonal in nature. The motor vehicle,
stone, clay, and glass, and food-beverage
industries actually reduced their carry-
over during the first quarter, while the
increase for petroleum was probably
below seasonal expectations. Increases
in backlogs in the machinery and other
durable goods industries more than
offset these reductions.

Starts of new projects by manufac-
turers during the first quarter of 1966
totaled $6.9 billion—up $250 million
from the first quarter of 1965, but $500
million below the fourth quarter of last
year. This was the smallest year-to-
year and first-to-fourth-quarter = rise
since the series was initiated in 1963.
It probably represents a decline in
seasonally adjusted starts from the very
high fourth quarter rate. The value
of new projects undertaken during the
first 3 months of this year was smaller
than in the first and fourth quarters of
1965 in all major durable goods indus-
tries except electrical and nonelectrical
machinery, where commitments for
new projects were substantially in-
creased. In nondurables, the compo-
nent industries reported starts in the
first quarter equal to, or lower than,
those in the fourth quarter of 1965.

Manufacturers’ evaluation of capac-
ity
The latest survey indicated rising
pressures on capacity. Companies
holding 51 percent of total manufactur-
ing fixed assets considered their facili-
ties on March 31 to be inadequate for
the next 12 months. This ratio was 3
percentage points above December 1965
and 9 percentage points above a year
earlier.

The rise from a year earlier in the
proportion of capacity considered inade-
quate was widespread among manufac-
turing industries. For the durable
goods group, the figure was 52 percent,
as. against 42 percent at the end of
March 1965 and 36 percent in March
1964. Both primary metal producers
and metal fabricating companies re-
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ported much larger increases in the
inadequate proportion in the year
ended March 1966 than in the year
ended March 1965. In the nondurable
goods group, all the component indus-
tries reported a rise in the proportion
of assets considered inadequate at the
end of March, as compared with a year
earlier; the percentage for the group
as a whole rose from 43 to 49. How-
ever, the increases were a little smaller
than those shown from March 1964 to
March 1965. ,

The proportion of assets held by
firms reporting facilities in excess of
prospective needs dropped to a low of
4 percent as of March 31, with declines
from a year earlier general among the
various industries. An exception was
the primary metals industry, which
showed no change.

Producers accounting for 45 percent
of fixed assets in manufacturing felt
that their facilities were about adequate
for current and prospective needs over
the next 12 months—as compared with
52 percent as of March 1965 and 58
percent as of March 1964.

11

Nonmanufacturing Programs

Transportation companies are plan-
ning to spend $5% billion on new plant
and equipment this year. For the
railroads, the planned outlays are one-
fifth larger than 1965 expenditures; for
other transportation companies, they
are one-fourth larger. Increases of
these proportions would be about the
same as those realized last year.

Railroads have revised their programs
upward since the survey 3 months ago
and are now projecting sizable increases
in spending in each quarter. The bulk
of the rise over last year’s total and
the strong upward trend during 1966
occur primarily in spending for equip-
ment. However, more than half of the
upward revision since February in

~ planned 1966 outlays was for roadways.

The shortage of freight cars relative
to demand continues to persist. At
the end of March, the number of freight
cars owned by railroads was about the
same as at the end of 1964 and smaller
than in the 2 preceding years—although
the freight cars currently being installed

Table 5.—Manufacturers’ Evaluation of Their Capacity

[Percent distribution of gross capital assets}t

1963 1964 1965 1966
Dec. 31 |Mar. 31| June 30 [Sept. 30| Dec. 31 | Mar. 31) June 30} Sept, 30| Dec. 31 | Mar, 31
More plant and eguipment needed
All manufacturing 2____________.__. 40 36 38 39 43 42 7 49 48 51
Durablegoods...__....__________ 38 36 36 36 41 42 49 53 50 52
Primary metals...__ - 48 45 45 43 44 48 53 53 53 61
Metal fabricators 8_____ - 31 31 30 32 41 39 51 61 51 51 -
Nondurable goods________ o 42 35 40 41 46 43 45 46 46 49
Food and beverage.. - 39 29 32 34 39 37 40 44 46 47
Chemical._____.______. - 61 69 77 77 79 79 83 80 83 81
Petroleum..__.________ - 33 23 23 24 28 24 24 24 23 31
About adequate o
All manufacturing 2____.__.________ 52 58 56 56 51 52 47 45 47 45
Durable goods._ . _..___.___..._.__ 49 53 55 56 51 50 4 40 44 42
Primary metals._______________ 31 33 39 42 42 38 32 33 33 25
Metal fabricators 3_.___ . 59 63 64 64 54 56 46 37 47 47
Nondurable goods._______ - 55 62 57 56 51 54 50 50 50 48
Food and beverage 52 64 58 56 50 54 50 47 46
Chemical . ... ... ___ 38 30 22 22 20 20 16 19 16 18
Petroleum._._______._______.__ 67 77 77 76 72 76 70 71 3 67
Existing plant and equipment ex-
ceeds nee :
Allmanufacturing 2. _____________ 8 6 3 5 [ 6 6 6 5 4
Durablegoods.__.._______________ 13 11 9| 8 8 8 7 7 [ 6
Primary metals......_______.._ 21 22 16 15 14 14 15 14 14 14 )
Metal fabricators $..__________. 10 6 6 4 5 5 3 2 2 2
Nondurable goods....____._._____ 3 3 3 3 3 3 5 4 4 3
Food and beverage.. .- 9 7 10 10 11 9 10 9 10 7
Chemical . __..._____......____ 1 1 1 1 1 1 1 1 1 1
Petroleum ... . ... ______.. (@) (@) ™) ™ *) ™) 6 5 4 2

*Less than 0.5 percent.

1. According to respondent companies’ chara,c%eﬂzations of their plant and equipment facilities, taking into account their

current and prospective sales for the next 12 months,
2. Includes industries not shown separately.

3. Includes machinery, transportation equipment, and fabricated metals industries,
Sources: U.S. Department of Commerce, Office of Business Economics, and Securities and Exchange Commission,
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are larger and more efficient than those
being replaced.

New orders for freight cars placed by
the railroads during the first quarter
were at the highest levels in 10 years
and totaled one-third more than in the
corresponding period of last year. At
the end of April, backlogs were at the
highest point in 10 years, having risen
by nearly one-third during the first
quarter.

In nonrail transportation, the airlines
account for most of the rise in invest-
ment from 1965 to 1966 ; trucking firms
are planning to spend moderately more

SURVEY OF CURRENT BUSINESS

$1.8 billion—more than one and one-
half times their 1965 outlays. Order
backlogs for civilian aircraft are more
than two-fifths above those of a year
earlier.

Public utilities spent over $% billion
more (annual rates) on new plant and
equipment in the first quarter than
anticipated 3 months ago; both the
electric and gas portions of the industry
contributed to the upward revision.
Electric utilities are projecting a rising
rate of outlays throughout 1966, but gas
utilities expect some tapering of pro-
grams during the remainder of this year.

June 1966

ects by utility companies rose sizably
in the first quarter of this year. Carry-
over totaled a record $9.8 billion at the
end of March, up $1.8 billion from
December 31, 1965, and $2.2 billion
from a year earlier. Projects with a
total anticipated cost of $3.4 billion
were started during the first quarter of
this year—up 2 percent from the corre-
sponding period of 1965. The rise from
the fourth quarter of last year to the
first quarter was a little smaller than in
the corresponding periods of the 2
previous years; this suggests that this
year’s. rise was probably seasonal in

this year. The airlines expect to spend The carryover of uncompleted proj- nature:

Table 6.—Expenditures for New Plant and Equipment by U.S. Business,! 1964-66

[Billions of dollars}
Quarterly unadjusted Quarterly, seasonally adjusted at annual rates
Annual :
1964 1965 1966 1964 1965 1966
1964 | 1965 [ 19662} I I II | 1Iv I II | III | IV I Im2yMrz| 1 II I1I | IV I II nar | 1v I Irz | 1112
Al Industries___ .| 44,90 51,96 60.78| 9,40| 11,11| 11, 54| 12,84| 10.79] 12,81| 13.41| 14,95| 12.77| 15.17| 15,66 42, 55 43, 50( 45, 65| 47,75 49, 00| 50,35| 52,75] 55.35] 58.00] 59,60 61, 65
Manuiacturing . : )
industries..._..__._ 18.58] 22.45| 27.02| 3.79| 4.53| 4.67| b5.59| 4.54| 5.47 5.73| 6.72| 5.61] 6.74] 6.84| 17.40| 17.80] 18.85| 20.15| 20.75| 21.55| 23. 00| 24.15| 25. 60| 26. 60| 27. 55
Durable goods
industries______ 9,43| 11.40| 13,78 1,93 2,30 2.37] 2,83 2.25 2.76| 2,91 3.48] 2.87| 3.44] 3.46| 8,85 9.00 9.60| 10.15| 10, 40| 10,80 11,75] 12, 45] 13,15 13,55/ 14,00
Primary iron .
and steel_.__.._ 1.69) 1,93 2.06f .34 .40 .42 .54 .36 44 B0} .62| .42 51| .54 1.60| 1.60( 1.65| 1.90( 1.70] 1.80{ 1.95 2.20; 2.00{ 2.05 2.10
Primary non-
ferrous metal...| .48 .68] .75 .09 .11 13| .15 .14} .15 .16 .22| .18 .19| .18 .40 .45 .50| .55 .60{ .60; .65 .80 .80 .80 .70
Electrical ma-
chinery and i
equipment._.__._ .66/ .85 1131 .14 .16] .16} .20{ .15| .20 .22| .29 .23| .28 .28, .70 .65 .65 .70 .70 .80 .90 .95 1.10[ 1.15( 1,15
Machinery, ex-
cept electrical __| 1.64] 2.21| 2.99] .33 .40  .40{ .51 .41 .51 .86 .74 .61 L7 .74) 1.45) 1.550 1,75 1.80( 1.80[ 2.00| 2.35 2.60| 2.70| 2.80| 3.15
Motor vehicles
and parts___..__._ 151} 1.98) 2.03 .25 .37 .43 .47 .43 .53 .52 .50{ .43; .53 .51 1.25( 1.35 1.65| 1.80| 2.10{ 1.95 2.00{  1.90; 2.10| 2.00| 1.95
Transportation : :
equipment, ex-
cluding motor
vehicles_____.__ .48 .58 .96 .11 .12| .11} .14f .10{ .13| .16} .18/ .18 .23] .2.| .50 .45 .45 .50 - .45{ .55 .65 .60 .85 .95 1.00
Stone, clay, and
glass__._____.... .68 .78 .83 14 .17y .17 .19 .16)  .20f .20 .21 PO L NSt | PSRN FRVUPRVIORY NPIORPIORY [RSIIUION PUUPIVIVUPIS SRUIPIPIUORY FIOIUGIOINS PPV FVIPIUIR PR S
Other durable
goods®__________ 2.28] 2.411 3.04f .51 .58 .56] .62] .51 .60 .60[ .71 N7 S 41 I { ] NI SRS DIV RUPUPRvn FURGIUPIORY GPIIE FPIPUvun NS U ot F,
Nondurable goods ’
industries__.___ 9,16] 11,05| 13.24| 1.87| 2,23 2,30 2.76| 2.28/ 2,70| 2,82f 3,24| 2,74/ 38.30] 3.38] 8.55 8.80| 9.20| 10,00 10, 40| 10,70| 11,25| 11,70 12. 45| 13,05( 13,50
Foodandbeverage.| 1.06| - 1.24| 1.44 L2400 270 .27 . 28] .25 .32 .82 .34/ .31 .38 .37 1.05 1L00| 1.10/ 1.10| 1.10{ 1.20| 1.25| 1.35| 1.35 1.45| 1.45
Textile__.__._._._ .76| .98 1.27 L1418 .20{ .25 .20 .22{ .26; .30( .27 .30 .31 .60 .65 .80 .95] .85] .85 1.05 1.10| 1.20 115 1.25
Paper__.____._____ L9040 1,120 1.46 .18 .22 .24 .30 .22 .26 .30; .33 .30 .35 .37 .80 .90 .95 1.05) 105 1.05( 1.20] 1.20{ 1.35 1.401 1.45
Chemieal____.____ 1977 2.59) 2.96 .37 .47 .50 .63 .b5| .64 .63 .77 .61 ST .73| 1.65p 1.80( 2,05 2.25( 2.50( 2.50] 2.60; 2.70] 2.75( 3.05| 3.00
Petroleum________ 3.36[ 3.82( 4.49 .70( .84| .84] .99 .79 .92| .97| 1.14| .94| 1.09] 1.17| 3.30] 3.35| 3.30] 3.50| 3.70|.3.75 3.80{ 4.00] 4.40; 4.40| 4.60
Rubber__________ .27 .34;  .431 .06) .06 070 .08 .07 09 .09 .09 08| L10] L2 mcm e eemr o | mmmem e e e[ e | m e
Other non-
durable goods ¢.| .80 .96 1.19] .18] .20f .19 .23 .19 .24] .25 .28 .24| .31 LBL| oo feemocilacimo|ommre i | e
Mining_..._.________. 1.19] 1.30{ 1.42| " .26] .29 .30 .33 .29/ .33 .32 .35 .33| .36 .36 L15 L15 1.20] 1,30; 1.25 1.30 1,25[ 1.35 1,40 1.46( 1.40
Railroad__.._._____ .| L41 L73 2,05 .32 .36| .37 .35 .39| .44] 44| .46] .40 .51 .54] 1,40 1.25{ 1,50 1,55 1.75 1.55| L70[ 1.95 1.75 1.85 2,10
Transportation, other .
thanrail_.__________ 2,38 2.81 3.49| .51 .68 .59 .64 .58 .77 .72| .73] . .75 .97 .89 2,30 2,25 2,40 2,60 2,55/ 2,70/ 3.00| 3.00] 3.30[ 3.40| 3.65
Public utilities_______. 6.22|. 6,94 7.99| 1,18 1,58 171 1,76; 1.32| 1,71| 1,88 2,04 1.60| 1.97 2,23 5,95 6.30| 6.30| 6.35 6,80 6,85 6.75 7.30| 8,25 7.80| 8,10
Communications.__ .. 4,300 4.94 .97 110} 1,06) 1.17| 108 1.24] 1.22| 1.41] 1.26 4,05 4.30] 4.40| 4.40| 4.55| 4,80 5.05 5.30 .35
Commercial and 18.80 : 4.62 4.80 18, 50| 18.85
others_ __.. _________ 10,83) 1179 2,37 2,61 2.84] 3.01 2,59 2,85 3,10[ 3.25| 2,83 10,25 10,45 11,00| 11,40 11,30 11.60] 11,95 12,25} 12,35

1. Data exclude expenditures of agricultural business and outlays charged to current account.

2. Estimates are based on anticipated capital expenditures reported by business in late April and May 1966. The estimates for the second and third quarters of 1966 have been adjusted
when necessary for systematic tendencies in anticipatory data. The adjustment for each industry and time period is based on the median ratio of actual to anticipated expenditures for the past
5 years. However, no adjustment is made unless the anticipations have shown a bias in the same direction in at least 4 of the last 5 years and in at least two-thirds of all years since 1956.

3. Includes fabricated metal, lumber, furniture, instrument, ordnance, and miscellaneous industries.

. 4. Includes apparel, tobacco. leather, and printing-publishing. .

5, Includes trade, service, finance, and construction.

NoTE.—Details may not add to totals due to rounding. Data for earlier years were published in the June 1956, March 1958, 1060, 1961, 1962, 1963, 1964, 1965, and 1966 issues of the SURVEY
OF CURRENT BUSINESS. ' :

Sources: U.8. Department of Commerce, Office of Business Economics, and Securities and Exéha.nge Commission.
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The communications and commercial
sectors scaled down their 1966 capital
spending programs between the Feb-
ruary and May surveys. Actual ex-
penditures . in the first = quarter—at
$17.7 billion—were $% billion less than
anticipated earlier this year. Outlays
are expected to rise in the succeeding
quarters of 1966 but at slightly lower
rates than previously scheduled.

SURVEY OF CURRENT BUSINESS

Both the communications and the
commercial groups are expecting ex-
penditures to be about one-eighth
higher than in 1965. If realized, these
increases would be about the same as
last year for communications but some-
what larger for commercial companies.
Within the commercial group, whole-
sale and service firms anticipate the
largest year-to-year increases.

Manufacturers’ Inventory and Sales Expectations—

CHART 7

ARG

cturers Expect:

Manufa

o Sales gains at more moderate rates in second
and third quarters
o Inventory accumulation to continue

o Stock-sales ratios in September to be little
different from year earlier

Ratio

1st Qtr, 1961 =100
160 :

140
120
100

80
Ratio
1.6

1961 62 63 64 65 66
Seasonally Adjusted

® Expectations

1. Trough for sales

2. Sales, quarterly total; inventories, end of quarter

U.S. Department of Commerce, Office of Business Economics 6667

Seond and Third Quarters 1966

MANUFACTURERS expect more moderate

sales increases in the spring and summer
quarters than they experienced in 1965
and early 1966. They expect inventory
additions to ease slightly in the second
quarter and then return to the high
accumulation rate that has prevailed
since mid-1965. These projections im-
ply that stocks would be maintained
through September at 1.6 months of
sales, a ratio that has changed little
since early 1965. Manufacturers’ eval-
uations of their inventory condition
have also been stable from March 1965
to March 1966. During this period,
manufacturers holding approximately
four-fifths of producers’ stocks con-
sidered them ‘“‘about right’’; producers
holding 15 to 16 percent of stocks con-
sidered them ‘high’’; and holders of
only 3 to 4 percent of stocks considered
them “low.” ‘
These findings are based on reports
filed in May by manufacturers in
OBE’s quarterly expectations survey.

Modest sales gains projected

Durable goods producers expect sales
to rise almost 1 percent from the first to
the second quarter and somewhat under
2 percent from the second to the third,
after seasonal adjustment. 'These in-
creases follow sales gains of 4% percent
in the first quarter of 1966 and 2 percent
in the fourth quarter of 1965. Indus-
tries that supply capital goods and
defense products expect continuing
substantial increases in shipments, but
the motor vehicles industry anticipates
some easing from the high first quarter
rate.

13

Sales gains projected by nondurable
goods producers about match those of
the durable goods producers. A rise of
about 1 percent is expected in the sec-~
ond quarter and a rise of slightly under
1% percent in the third. These are not
too different from the increases in the
second half of last year but are much
smaller than the 3% percent gain
achieved in the first quarter of 1966.

Manufacturers’. sales totaled $129.5
billion in the first quarter and are ex-
pected to reach $132.4 billion in the
third, with durable goods producers
projecting sales of $69.6 billion and
nondurable goods producers projecting
sales of $62.8 billion.

Inventory expansion continues

Durable goods producers plan to add
$950 million to their stocks in the cur-
rent quarter; this would match the in-
ventory rise of the first quarter. For
the third quarter, they are currently
planning additions of $1% billion—

CHART 8

Condition of Manufacturers’ Inventories -

Percent of inventories judged “high”
declined for metal producers, but
rose elsewhere

Percent of Inventories
30

METAL PRODUCERS

30

METAL USERS

NONDURABLE GOODS PRODUCERS

1961 62 63 64 65 66
End of Quarter
U.S. Department of Commerce. Office of Business Economics

666-8
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equal to the peak accumulation rates of
the current expansion. The machinery
and aircraft industries expect sizable
additions to stocks in this period.

The book value of durable goods
producers’ stocks was $43.3 billion on
March 31 and is expected to rise to
$45% billion by September 30, after

SURVEY OF CURRENT BUSINESS

seasonal adjustment. If these sales
and inventory expectations eventuate,
the stock-sales ratio, which was 1.94 in
September 1965 and 1.91 this March,
will rise to about 1.95 in September.

Nondurable goods producers expect
to add $300 million to their inventories
in both the second and the third

Table 1.—Manufacturers® Inventories and Sales: Actual and Anticipated

[Billions of dollars]

1964 1965 1966
T 1I I v I I II1 v I IIT: | III?
Inventories, end of quarter
Unadjusted:

All manufacturing 60.7 | 60.7 | 60.7| 626 | 641 65.0| 65.9| 67.6 | 70.0| 7L3 72.1
Durables..____ 36.4 | 36.8| 36.9| 38.0| 39.3| 40.3 41.1 41.8 | 43.6 | 44.6 45.3
Nondurables____.. ......_....__.. 24.3 | 23.9| 23.8| 246 | 24.8| 247} 248 258 265 26.7 26.8

Seasonally adjusted:

All manufacturing...._._.__________._ 60.3 | 60.4| 61.0]| 629 | 63.7| 646 66.3| 68.0 69.6 70.9 72.5
Durables_.__.__ . 36.1 36.5| 37.0| 38.4 | 39.0| 40.0) 4.3 | 4231 43.3 | 44.2 45.5
Nondurables. 242 23.91 240 245 247 | 247 250 257 | 26.4 | 26.7 27.0

Sales, total for quarter
Unadjusted:

All manufacturing. 109.6 | 113.7 | 117.0 | 123.3 | 118.5 i24. 6128.8 | 134.3 128. 4
Durables_-_ _ 55.4 58.6 | 6L.5| 654 60.2( 651 67.6 72.1 65.5
Nondurable 54.3 1 55.2 ) 55.5) B57.9| 58.3 50.4 ) 61.1) 62.2 62.9

Seasonally adjusted:

All manufacturing..___ . ______ _______ 109.1 [ 111.1 | 112.4 | 113.6 { 117.9 | 119.8 |.122.1 | 124.6 | 129.5 | 130.4 | 132.4
Durables.._.___ 57.1 57.5 58.3| 58.5| 621 | 62.1| 63.9 65.1] 68.0| 68.4 69.6
Nondurables. 52.11 853.6 54,1 | 55.2 | 55.8| 57.7 | 58.2 | 50.5] 6L5| 620 62.8

1. Anticipations reported by manufacturers in May 1966. Inventories have been corrected for systematic tendencies in

anticipatory data.

Source: U.S. Department of Commerce: Anticipations, Office of Business Economics; actuals, Bureau of the Census.

Table 2.—~Manufacturers’ Evaluation of the Condition of Their Inventories !

[Percent distribution}

Total Durables Nondurables
High | About | Low | High | About | Low | High | About | Low
right right right

March 31, 1961..____ 18 81 1 20 79 1 16 83 1
June 30, 1961 . 14 85 1 15 84 1 13 85 2
September 30,1961 __._.__-___________:_______| 10 88 2 11 87 2 9 88 | 3
December 31,1961 ___________________________ 10 88 2 10 88 2 9 89 2
14 84 2 19 80 1 8 89 3

14 84 2 17 82 1 9 89 2

y . 15 83 2 18 81 1 11 86 3

December 31, 1962_ 14 84 2 17 82 1 11 86 3
March 31, 1968 -ooooooo . 15 82 3 17 81 2 12 85 3
June 30, 1963 15 83 2 18 80 2 10 88 2
September 30, 1963, 17 81 2 19 80 1 14 83 3
December 31, 1963 .- .l ioo.o. 13 85 2 14 84 2 10 87 3
March 31, 1964 ..l ... 16 82 2 17 81 2 14 84 2
June 30, 1964 13 84 3 16 81 3 9 88 3
September 30, 1964 R - 14 82 4 15 81 4 11 84 5
December 31,1964 . . _____ . .. 13 84 3 15 82 3 9 87 4
March 31, 1965 16 81 3 20 77 3 9 87 4
June 30, 1965.__ - 16 80 4 20 77 3 10 85 5
September 30, 1 16 81 3 22 76 2 8 88 4
December 31, 196! - 15 82 3 19 78 3 8 88 4
March 31, 1966 .. ___. 15 81 4 18 79 3 10 85 5

1. Condition of actual inventories relative to sales'and unfilled orders position as viewed by reporting companies.

distribution of inventory book values according to company’s classification of inventory condition.

Source: U.8. Department of Commerce, Office of Business Economics.

Percent

June 1966

quarters. Their anticipated additions
are below actual additions in each of
the two previous quarters, which were
at the very high rate of $700 million.
However, the projected increases are
not much different from the average
quarterly accumulation rates of 1965,
Chemicals and, to a lesser extent,
rubber and textile companies account
for most of the expected rise from
March to September.

Nondurable goods producers’ stocks
are anticipated at $27 billion in Septem-
ber, as compared with $26.4 billion in
March. These levels and the sales
expectations imply maintenance of the
stock-sales ratio at 1.3 months of sales.

Inventory condition, end of March

Manufacturers’ evaluation of their
inventory condition relative to their
sales and unfilled orders showed only
minor shifts from December 31, 1965,
to March 31, 1966. For both dates,
companies holding 15 percent of total
inventories judged their inventories as
“high.” This ratio has ranged from 13
to 17 percent during the past 4 years.

Producers holding 18 percent of
durable goods stocks considered their.
inventories ‘high” on March 31—down
1 percentage point from December 31,
1965, and 2 points from a year earlier.
The “about right” group held 79 per-
cent of inventories on March 31, 1966,
and the ‘“low” group 3 percent.

The ‘“high’” proportion for primary
metals producers fell from 9 percent in
December to 6 percent in March and
was close to the lowest point for the
current. expansion period. Metal fab-
ricators classifying stocks as ‘high”
reported a ratio of 20 in March—up
1 point from December, with motor
vehicles and fabricated metals pro-
ducers accounting for the rise.

The “high” ratio for nondurable
goods producers rose from 8 percent in
December to 10 percent in March,

‘with the rise widespread among the

industries. The ‘“about right” cate-
gory held 85 percent of soft goods
stocks, and the “low’’ category 5 per-
cent.



by ETIENNE H. MILLER

Foreign Travel Payments Continue To Rise in 1965

MORE U.S. residents than ever be-
fore traveled abroad last year, spending
a record $3.1 billion in foreign countries
and for transportation on foreign trans-
ocean steamships and airlines (table 1).
These combined expenditures were 10
percent more than in 1964, a rate of
increase slightly bigher than the aver-
age during the last 10 years.

About $1.1 billion of the total was
spent in the neighboring countries of
Canada and Mexico, about $1.3 billion
in oversea areas, and $0.7 billion for
fares on foreign carriers (table 2). The
total does not include the $0.6 billion
paid to U.S. airlines and steamship

8 CHART 9

Expenditures of U.S. Residents }
for Foreign Travel Reached $3.7 Billion
in 1965

Billion $
4.0

ares to
. Carriers

3.0 - .
Fares to
Foreign
Carriers
2.5 - —

Total Payments
to Foreigners
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® @ ° ° °

1953 55 57 59 61 63 65
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companies for transocean transporta-
tion. '

Although the number of travelers to
oversea areas rose 18 percent from 1964
to 1965 (table 3), a decline in average
expenditure per traveler (excluding
transocean fares) limited the increase
in total expenditures overseas to. 11
percent. The decline in average ex-
penditures was the result of a large
increase in the number of trips to the
nearby Caribbean area and a shortening
of the average trips to Europe and the
Mediterranean.

Receipts from foreign visitors to the
United States, including fares paid to
U.S. transocean carriers, were nearly
$1.4 billion in 1965, 10.6 percent more
than in 1964 (table 7). Canadian ex-

_penditures in the United States reached

a new high of $490 million. Receipts
from Mexico were $265 -million, a rise
of $15 million from the year before.
Oversea visitors spent about $460 mil-
lion in the United States, 15 percent
more than last year, and paid $165
million to U.S. sea and air carriers.
The balance on travel expenditures
was about $1,740 million in 1965, as
compared with $1,600 million in 1964.
This balance measures the difference
between U.S. travel
abroad (including U.S. fare payments
to foreign carriers) and U.S. receipts
from foreign visitors (including receipts
by U.S. carriers of fares paid by foreign
visitors). These figures do not take
into consideration the expenditures of
U.S. carriers abroad or those of foreign
carriers in the United States (including
the share of their purchases of airplanes
that may be attributed to the transpor-
tation of U.S. travelers abroad).
Neither does the balance take into
account the fact that these funds—as
well as any funds obtained from other

expenditures -

U.S. transactions—add to the ability
of foreign countries to finance their
expenditures or other obligations in the
United States. Canada, Mexico, and
other nearby countries in particular
spend a relatively large part of their
foreign exchange income in the United
States.

U.S. travel spending by region

In Europe and the Mediterranean,
average expenditures continued their
downward trend in 1965, but once more
the increase in the number of travelers
was large enough to raise total spending.
Average expenditures of U.S. travelers
in the area were $611 last year, down
from $637 in 1964 (table 4). The
number of Americans visiting the area

Table 1.—Expenditures for Foreign Travel,
by U.S. Residents

[Millions of dollars]
Payments to foreign
countries
Fares
Total Ex- paid to
pendi- | Fares | U.8.

Total |tures in| to carriers

foreign | foreign

coun- | carriers|

tries

647 483 164 41
443 348 95 27
628 573 55 88
1,354 | 1,153 201 258
1,513 | 1,275 238 301
1,633 | 1,372 261 322
1,780 | 1,460 320 360
1,990 | 1,610 380 390
2,237 | 1,732 *505 *360
2,242 | 1,735 507 358
2,460 | 1,885 575 415
2,705 | 2,090 615 490
2,846 | 2,201 645 520
3,120 | 2,400 720 610

* Begins new series.

Note.—Excludes travel by military personnel and other
Government employees stationed abroad and by their de-
pendents and U.S. citizens residing abroad; includes shore
expenditures of cruise travelers; passenger fares exclude fares
paid by emigrant aliens.

Source: U.8. Department of Commerce, Office of Business
Economics.
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rose from 1,250,000 in 1964 to 1,400,000,

a 12-percent increase. Thus, total U.S.
travel expenditures in the area were
$865 million, 8 percent more than the
$800 million spent in 1964.

-The number of visitors increased last
year in all European and Mediterra-
nean countries except Ireland. How-
ever, half of these countries showed a
decrease or no change in their receipts
from TU.S. travelers (table 5). In
France, Austria, and Switzerland, the
number of visitors did not increase
enough to offset lower average outlays,
and U.S. travel spending fell. Expend-
itures were the same as in 1964 for

Table 2.—~Expenditures for Foreign Travel,
by U.S. Residents, 1961-65

[Millions of dollars]

1961 | 1962 | 1963 | 1964 | 1965

“Total.___ 2, 600 12,875 |3,195 (3,366 | 3,730
Transportation._.___._____ 865 | 990 (1,105 1,165 | 1,330
Foreign-flag carriers. ____ 507 | 575 | 615 | 645 720
U.S.flag carriers....._._ 358 | 4151 490 | 520 610
Expenditures abroad._____ 1,735 {1,885 12,090 2,201 | 2,400
Canada._ ... 425 | 479 ) 522 | 550 600
MexiCo-oooeooocao 370 | 395 448 480 502
Persons visiting
Mexican border
only. ... ... 254 1 280 | 322 | 340 342
Oversea areas........_.. 940 {1,011 1,120 11,171 | 1,298
_ Europe and Medi-
terranean._._._.___.. 618 | 652 7551 800 864
United Kingdom____{ 105 | 113 | 119 130 142
France._...._._____.. 103 | 113 | 124 | 127 1256
Ttaly_____.. -] 10| 118} 138§ 148 152
Switzerland.________| 46 4 55 56 53
Germany.-._.._.._.. 62 64 75 79 79
Austria. __..._..___. 24 21 24 29 27
Denmark_.____.___. 19 18 21 23 23
Sweden__....______. 13 11 13 14 14
Norway.._ 12 11 13 15 16
Netherland 17 17 21 22 24
Belgium-Luxem
UL e e 9 9 9 11 13
Spain___....._..__.. 24 28 38 47 51
Portugal_..__._____. n.a. | n.a. | n.a. | n.a. 17
Treland. .. 12 15 16 20 20
Israel___ 19 22 25 25 31
Greece ccoceooo.. 16 17 26 26 31
West Indies and
Central America._..| 160 | 178 | 180 { 190 220
Bermuda... 31 30 32 33 35
Bahamas. ] 45 48 48 55 62
Jamaica._._._...._..| 30 38 40 45 52
Other British West
Indies....c...._... 18 18 19 20 22
Netherlands West
Indies......_._..__ 11 10 10 12 14
South America.__.____ 48 55 56 57 68
Other oversea areas___| 114 { 126 | 120 124 146
Japan.__ ... .. 46 50 52 54 60
Hong Kong.. 24 23 24 25 28
Australia-Ne
Zealand - 11 12 13 14 15
Other__. 1 33 41 40 31 43

n.a.—Not available,
NoTe.—For coverage, see table 1,

Source: U.8. Department of Commerce, Office of Business
Economics. .

r Revised.
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Germany, Sweden, and Denmark,
where reduced per capita spending

‘offset the increase in visitors, and for

Ireland, where average spending rose.
Israel, Greece, and Belgium-Luxem-
bourg registered the largest gains, from
18 to 24 percent in U.S. travel receipts.

Americans spent more money for
travel in Canada than in any other
country last year. A 9-percent rise
brought the total spent in that country
to $600 million. U.S. visitors to Mex-
ico spent $500 million, about 5 percent
over the 1964 figure of $480 million.

In the West Indies and Caribbean
region, the number of U.S. travelers
rose 27 percent to 890,000 last year.
Together with cruise travelers (who are
not included in the total number of
visitors), they spent a record $220
million in the region. As in 1964, the
change in the number of travelers was
largest in Jamaica, where the increase
was considerably more than the area
average, and in the Bahamas. Dollar

expenditures, however, rose less sharply,

with Jamaica and the Bahamas gaining
16 percent and 13 percent respectively.

The rising trend of U.S. travel to
other oversea areas reasserted itself
last year after leveling off in 1964.
Dollar receipts from U.S. travelers were
up 18 percent to $145 million although
average per capita spending was lower
once again. An increase of 23 per-
cent brought the number of U.S. travel-
ers to other oversea areas to 200,000.
More than three-quarters of all travel-
ers to the Pacific area visited Japan,
and about half visited Hong Kong.
Japan and Hong Kong earned $60 mil-
lion and $18 million respectively from
U.S. travelers in 1965.

Average European trip costs reduced
last year '

U.S. travelers spent an average of
$1,120 for a trip to Europe last year,
about $40 less per person than in 1964
and a continuation of the downward
trend evident since 1956. Transatlan-
tic fares accounted for a slightly higher
proportion of the total trip cost, 46
percent, as compared with 45 percent
in 1964. Fares averaged $510 per U.S.
traveler, only 2 percent below the 1964
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HART 10
~ Average Expenditures of U.S. Travelers
in the European and Mediterranean Area

Dollars
1,100

1,000
900
800
700

600

500

1953 55 57 59 61 63 65

* New series
Note: Excludes transocean transportation

U.S. Department of Commerce, Office of Business Economics 666-10

average of $520. Air fares were down
very slightly from $490 to $488, but
sea fares rose by $5 to $665.

The length of stay of the average
U.S. traveler was 39 days, 2 days less
than in 1964 (table 6). One reason for

Table 3.—U.S. Travelers to Oversea Coun-
tries, by Means of Transportation

{Thousands of travelers]

1961 | 1962 | 1963 | 1964 ( 1965

Total_____.______ 1,575 (1,767 {1,990 2,220 { 2,620

L 268 | 280 318 277 237

Adro o 1,307 (1,487 {1,672 |1,943 | 2,386
Europe and Mediterra-

NeANae o ome ] 826 | 931 [1,102 (1,250 | 1,405
[ T 206 | 221 | 254 223 184
Alr L] 620 | 710 | 848 )1,027 | 1,221

West Indies and Cernitral

America_ ... 550 | 609 | 634 | 701 890
T Y, 37 33 41 35 37
Air . 513 | 576 | 590 { 666 854

83 85 97 | 107 127
10 8 5 5 4
73 77 92| 102 123
116 { 1421 1601 162 200
15 18 18 14 12
101 1 124 | 142 | 148 188

Nore.—For coverage, see table 1; also excludes cruise
travelers, who numbered about 212,000 in 1961, 266,000 in
1962, and 322,000 in 1963, 295,000 in 1964, and 300,000 in 1965.

Source: U.S. Department of Commerce, Office of Business
Economics, based on data of U.S. Department of Justice,
Iminigration and Naturalization Service.
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the shorter stay was the continued
availability of lower transocean fares
for 14- to 21-day trips. The shorter
length of stay contributed to the con-
tinuation of the decline in average out-

Table 4.—Numbers and Expenditures of
U.S. Residents Traveling in Europe and
the Mediterranean Area, Selected Coun-
tries, 1964-65

Number | Total ex-| Average
of travel-| pendi- | expendi-
ers tures tures
(000) | (Million | (Dollars)
dollars)
1,405 864 611
1,250 800 637
184 166 875
223 195 857
1,221 698 571
1,027 605 589
668 142 213
620 130 210
671 125 186
634 127 200
584 152 257
548 148 268
426 53 123
402 56 139
490 79 162
473 79 167
262 27 101
256 29 116
193 23 118
189 23 122
109 14 127
104 14 125
97 16 160
88 15 170
204 13 62
181 11 61
202 24 83
275 22 80
Spain:
1965, oo 242 51 211
1964 . 215 47 219
Portugal:
1965 . ____. 142 17 122
1964 . n.a. n.a. n.a.
Ireland:
1965 . 105 20 185
1964 ... . 114 20 175
Israel:
1965 o .. 109 31 285
1964 ... 84 25 286
Greece:
1965 . 131 31 235
1964 . 109 26 238
r—Revised.

n.a.—Not available.

Nore.—For coverage see table 1: ineludes expenditures but
nlot the number nor the average expenditures of cruise trav-
elers.

A Dbreakdown of the data in this table between U.8.-born
and foreign-born travelers is available upon request from the
Balance of Payments Division.

Source: U.S. Department of Commerce, Office of Business
Economics, based on data of U.8. Department of Justice,
Immigration and Naturalization Service.

217-518 O-66—-3
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lays for travel within Europe and the
Mediterranean area. Lodging, food,
transportation within Europe, personal
purchases, and other expenses cost the
average U.S. traveler $611 during his
visit in Europe last year, about 4 per-
cent less than in 1964. Per capita daily
expenditures were not significantly dif-
ferent from the previous year’s.
Average expenses of sea travelers to
Europe, at $875, were 2 percent higher
last year, but those of air travelers, at
$570, were 3 percent lower. Sea trav-
elers tend to stay abroad for longer
periods and spend more per trip but less
per day than air travelers. Part of the
explanation for this phenomenon is that
many of the sea travelers are foreign-
born Americans who return to their
native lands for extended periods; the

Table 5.—~Percent Change in Total and
Average Expenditures of U.S. Residents
Traveling in Europe and the Mediter-
ranean Area, 1964-65

Total | Average
expendi- | expendi-
tures tures
Europe and Mediterranean_ __._.___._ 8 -5
Sea. —15 0
Air___ 15 -3
United Kingdom . _ ... 9 1
France - oo ] -2 -7
Italy. 3 —4
Switzerland _ -5 —12
Germany - 0 -3
Austria. _ -7 ~13
Denmark 0 -3
Sweden. .. 0 2
Norway... ] 7 -6
Belgium-Luxembourg__._.__________| 18 2
Netherlands 9 4
Spain. - 9 —4
Ireland . . 0 6
Israel . 24 0
Greece. . . 19 -1

Source: U.S. Department of Commerce, Office of Business
Economies.

Table 6.—~Average Length of Stay of U.S.
Travelers in Europe and the Mediter-
ranean Area, 1963-65

(Days)
1963 | 1964 | 1965

All travelers, total______________________ 45 41 39
Sea. s 67 67 70
Air___ 38 36 34
U.8.-born travelers, total..__._.._____ 44 39 36
Sea 55 59 63
Air_ . 36 35 32
Foreign-born travelers, total._________ 55 49 49
Sea, e - 88 80 84
Alr il 42 41 42

Note.—For coverage, see table 1; also excludes cruise
travelers.

Source: U.S. Department of Commerce, Office of Business
Economies.
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hospitality of their friends and relatives
may reduce their average daily outlays.

U.S. oversea travelers pass 215 million
mark

The number of U.S. residents trav-
eling overseas in 1965 increased 18 per-
cent to 2,620,000, as compared with the
1964 increase of about 12 percent. A
rise of almost one-fourth in the number
of air travelers brought their total to

(Continued on page 43)

Table 7.—U.S. Receipts From Foreign Visi-
tors for Travel in the United States and
Payments to U.S. Transocean Carriers,
1961-65

[Millions of dollars]
1961 | 1962 | 1963 | 1964 1965
Total U.S. receipts from
~foreign visitors__._____ 995 | 991 1,052 {1,245 | 1,377
Fares to U.S. carriersi.._| 110 | 113 118 ] 150 165
Spent by visitors in the
United States...__.._. 885 | 878 | 934 (1,095 | 1,212
Canada_______..._____ 491 392 372 | 48 490
Mexico___. oo 200§ 217 | 232} 250 265
Total oversea
countries..______.___ 236 | 269 | 330 | 397 457
Europe and
Mediterranean._] 93] 105 | 113 160 184
United Kingdom..| 30 37 40 55 62
West Indies,
Central and
South America_._.| 90| 110 | 147 [ 157 184
53 54 70 80 89
13 12 20 25 26

1. Includes fares paid as part of a visit to and from the
United States only.

Note.—Includes expenditures of travelers for business
and pleasure, foreigners in transit through the United States,
and students; excludes expenditures by foreign government
xs)erionnel and foreign businessmen employed in the United

tates.

Source: U.8. Department of Commerce, Office of Business
Economies.

Table 8.—Foreign Visitors to the United
States From Oversea Countries, 1964-65

{Thousands of travelers]

To- | Busi-{Pleas-|Tran-| Stu-
tal | ness | ure | sit |dent
Oversea countries total:
1865, e 1,204 | 176 | 864 [ 130 34
1964 . 1,008 | 150 | 807 | 110 31
Europe and Mediter-
ranean:
1965 .o 584 | 112 | 400 66 6
1964 . ... 527 93| 376 54 4
West Indies, Central
and South America:
965 _ . 450 25| 375 37 13
1964 . 414 21 | 346 35 12
Other oversea areas:
1965 . . 170 39 89 27 15
1964 ________ 157 36 86 21 15

Nore.—Excludes visitors from Canada and Mexico;
excludes foreign government personnel and foreign busi-
nessmen employed in the United States.

Source: U.S. Department of Justice, Immigration and
Naturalization Service.



by WALTHER LEDERER, SAMUEL PIZER, and EVELYN M. PARRISH

The U.5. Balance of International Payments: First Quarter 1966

THE balance of the international
payments of the United States meas-
ured on the liquidity basis—i.e., by
changes in U.S. official reserve assets
and in U.S. Labilities to all foreign
residents—was adverse by nearly $80
million in the first quarter of 1966.
Seasonal factors had a strong favorable
influence on the balance, and adjust-
ment for them raises the adverse
balance by about $485 million.

The seasonally adjusted balance of
$563 million was more adverse than the
balance of about $350 million during
the fourth quarter of last year and the
average quarterly balance of $340 mil-
lion for 1965 as a whole. However, it
was more favorable than the adverse
balance of nearly $700 million in the
first quarter of last year.

The balance measured on the basis
of official reserve transactions—con-
sisting of changes in U.S. official reserve
assets and in liquid and certain non-
liquid liabilities to foreign central banks
and other official organizations—was
adverse by about $245 million, after
seasonal adjustment. This was a very
substantial improvement over the ad-
verse balance of $1.2 billion in the last
quarter of 1965, and it also compares
favorably with the average quarterly
balance of $325 million for 1965 as a
whole.

The principal difference between the
two balances in the first quarter of
this year was that after seasonal ad-
justment liquid liabilities to foreign
private residents increased while those
to foreign official organizations declined.
In the preceding quarter, these liabil-
ities shifted in opposite directions.

U.S. official reserves declined during
the first quarter by $424 million, as
compared with $271 million in the
preceding quarter. Gold holdings fell
by $68 million, convertible currency
holdings by $222 million, and the U.S.
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gold tranche position in the Interna-
tional Monetary Fund by $134 million.
Net gold sales were less than in the
preceding quarter, but the decline in
net sales was facilitated by a purchase
of $100 million from Canada.

Chart 11 shows the relationship
between the two measures of the
balance and the changes in reserve
assets since 1960.

Summary of Major
Developments

The major developments that
affected the international transactions
of the United States in the second
half of last year seem to have con-
tinued during the first quarter.

Effects of U.S. business activity

The rapid expansion in domestic
business activity and incomes con-
tributed to the continuing sharp rise
in merchandise imports and certain
service expenditures. Merchandise im-
ports reached a seasonally adjusted
annual rate of $24 billion in the first
quarter as compared with $22.7 billion
in the second half of 1965 and $21.5
billion for 1965 as a whole. During
March and April, they even exceeded
a $25 billion rate.

The domestic busmess expansion
also increased domestic capital require-
ments relative to funds available for
investments and thus contributed to a
further tightening of the domestic
money and capital markets. Although
the effects of these developments on
the balance of payments cannot be
separated from those of the various
Government programs to restrain capi-
tal outflows, it is reasonable to assume
that they: reinforced each other in
achieving that result.

After taking account of $185 million
borrowed abroad by U.S. corporations
to finance their foreign investments,

The tabular presentation of the
U.S. balance of payments has
been reorganized. In this work,
the Office of Business Economics
has benefited from the advice of
the Review Committee on Bal-
ance of Payments Statistics, the
Subcommittee on Economic Sta-
tistics of the Joint Economic
Committee of the Congress of the
United States, the Executive Com-
mittee of the Cabinet Committee
on Balance of Payments, and the
Technical Committee on Balance
of Payments Statistics ¢haired by
the U.S. Bureau of the Budget.
Professor Peter Kenen of Colum-
bia University served as consult-
ant to the Technical Committee.

To provide comparable back
data for an extensive period,
annual figures on the international
transactions of the United States
are presented in the new format
back to 1946 in table 1. The
area breakdown that used to be
part of this table is now shown
separately in table 8 for years
beginning with 1960.

As part of the regular June re-
visions, seasonal adjustments of
the quarterly data have been re-
computed by extending through
1965 the period on which these
adjustments are based. The re-
vised seasonally adjusted data are
presented for the years 1960 to
1965 in table 2. This table corre-
sponds in format to table 1, which
contains the data prior to seasonal
adjustment. Other statistical re-
visions of data presented in earlier
issues of the SurveY are, with a
few exceptions, limited to 1965.
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the net outflow of U.S. private capital
during the first quarter was at an
annual rate of $2.8 billion, about the
same as during the previous quarter,
but about half of the average annual
rate during 1964 or the first quarter of
1965. The outflows in the last quarter
of 1965 and the first quarter of this
year were affected by the postponement
from the former to the latter period of
new issues of Canadian securities in
U.S. markets. If the data on capital
flows are adjusted by shifting about
$110 million—representing these post-
poned transactions less offsetting re-
purchases of Canadian securities by the
Canadian Government—back to the
fourth quarter of last year, those for
the first quarter would indicate an
annual rate of outflow of only $2.4
billion. Thus, the decline in net capital
outflows that took place during 1965
would appear to have continued through
the first 3 months of this year.

The low rate of outflows was due
mainly to a decline from last year in
foreign investments by U.S. corpora-
tions and to continued liquidations of
foreign assets reported by U.S. banks.

However, the favorable effects that
the decline in capital outflows had on
the balance of payments were partly
offset by a further increase in interest

U.S. Balance of International Payments

Billion $
5 :

5 i

1961

U.S. Department of Commerce. Office of Business Economics
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payments to foreigners resulting from
the rise in domestic interest rates,
particularly on money market assets.
The tight money market in the United
States may also have affected the dis-
tribution of liquid dollar liabilities on
the books of U.S. banks between those
attributed to foreign official organiza-
tions and those attributed to foreign
commercial banks and other foreign
private accounts. Part of the increase
in foreign private accounts may repre-
sent dollar funds that otherwise would
have been sold to foreign official organi-
zations. Another part may represent
an increase in dollar funds deposited
by foreign official organizations in
foreign commercial banks (including for-
eign branches of U.S. banks), which
would then become the holders of these
deposits in U.S. banks. = However, there
are also many. other factors that affect
the distribution of foreign holdings of
liquid dollar assets, such as official inter-
ventions in the forward exchange mar-
kets, frequently involving very large
amounts, and changes in confidence in
the ability of foreign countries to main-
tain the exchange value and the free
convertibility of their currency. Ex-
perience in recent periods has shown
that changes in liquid dollar holdings
by foreign commercial banks and other

1962
Quarterly, S

1963
")’ AJ; ted af A

1964

| Rates
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private residents can vary sharply from
quarter to quarter.

The rise of interest rates in the United
States was followed by a rise in discount
rates by the central banks of several of
the major foreign countries during the
second quarter. This would tend to
reverse the direction of the first quarter
changes in the distribution of foreign
liquid dollar assets between official and
private accounts.

Effects of foreign business develop-
ments

Changes in foreign business activity
affect primarily U.S. merchandise ex-
ports and income from direct invest-
ments abroad ; they probably affect U.S.
imports and capital outflows also, but
to a lesser extent. ‘

As compared with the earlier years
of the 1960’s, the rise in business
activity during most of 1965 in the
industrially advanced foreign countries
other than Canada was relatively slow,
but it accelerated in some of these
countries in the latter part of the year
and in the first quarter of this year.

Merchandise exports generally re-
flected these changes. During the first
quarter, they were at a seasonally
adjusted annual rate of $28.5 billion,
more than $2 billion above the annual

CHART 11
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total of $26.3 billion in 1965. This
was a considerable acceleration over
the $1 billion rise from 1964 to 1965.
First quarter exports were approxi-
mately at the rate that could be ex-
pected .on the basis of the relationships
between exports and foreign business
activity in prior years. Through that
period, at least, neither limitations of
productive capacity nor rising prices
in the United States apparently had a
measurable adverse effect on exports.
Investment income rose relatively
slowly last year, particularly in view of
the increase in the size of foreign in-
vestments and if allowance is made for
special dividend distributions during
the first half of the year. Incomes
from investments by the petroleum
industry were adversely affected by
lower petroleum prices and higher
taxes in the oil-producing countries.
During the first quarter, however, the
upward movement in investment in-
comes seems to have been resumed.

Effect of rise in military expenditures

The $66 million rise in military
expenditures was another major factor
influencing the balance of payments.
The total during the first quarter,
according to reports that are still
preliminary, was about $835 million,
or $3.35 billion at an annual rate.
This was about $0.5 billion higher than
the average rate in 1964, before the
recent rise began.

The increase in total expenditures
since 1964 was slightly less than the
$0.6 billion rise in expenditures in the
area comprising all of Asia and Africa
(shown in table 8) as well as in Japan,
and may be attributed to the hostilities
in Vietnam. The figure above covers
only direct expenditures by the military
organizations and their personnel. It
does not cover the indirect effects on the
foreign transactions of the United
States, particularly imports that are
attributable to the increase in domestic
demand associated with the increase in
wmilitary orders and expenditures. It
may be noted, however, that the with-
drawal of strategic materials from the
U.S. stockpile helped to dampen the
rise in imports, through its effect not

SURVEY OF CURRENT BUSINESS

only on the volume of imports but also
on their prices.
Major erratic changes

The first quarter balance was also
influenced by changes in certain types
of transactions that are either tempo-
rary, self-reversing, or subject to major

RN CHART 12

Net Capital Outflow for U.S. Direct
Foreign Investments '
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erratic changes. The postponement of
$150 million of new issues of Canadian
securities from the fourth quarter of
1965 to the first quarter of this year
was mentioned earlier. In part, the
outflow of funds resulting from the
purchases of these securities was re-
duced through repurchases by the
Canadian Government of $40 million
of its own obligations that had been
sold to U.S. insurance companies in
1962 at the time of the Canadian
exchange difficulties. These securities
transactions increased U.S. net pay-
ments in the first quarter by $110
million. Net payments were also
raised by the liquidations by foreign
official organizations of $53 million of
nonconvertible, nonmarketable, me-
dium-term Government securities.

On the positive side of the ledger
were net receipts of about $100 million
from long-term investments by foreign
official and international agencies. Ad-
vance receipts on military contracts,
including those from purchases by a
foreign central bank of special U.S.
Treasury bonds that will be paid off
through the transfer of funds to the
manufacturers of the military equip-
ment, are estimated to have been
$70 million, but this was about $80
million less than in the fourth quarter
of last year.

The total of such transactions—ini-
tiated largely by the U.S. Government
or by foreign official agencies—was
less favorable to the U.S. balance of
payments than were similar transac-
tions in the preeceding quarter, and it is
this difference that accounts to a large
extent for the deterioration of the
(liquidity) balance in the first quarter.
The balance on transactions (particu-
larly in goods and services and capital
flows) that are affected mainly by do-
mestic and foreign business activity,
by the various programs to improve the
balance of payments, and by the or-
dinary operations under the foreign aid
programs had improved sufficiently to
offset the rise in military expenditures
abroad. However, this was accom-
plished by a continued decline in net
capital outflows to a rate that may not
be maintained, much less reduced
significantly.
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Merchandise Trade

In the first quarter of 1966, U.S.
exports and imports, adjusted to a
balance of payments basis, were at
record levels. Imports, however, ad-
vanced more strongly than exports and
the export surplus dropped to a season-
ally adjusted annual rate of $4.5 billion.
This was below the export balances of
$4.8 billion in 1965 and $6.7 billion in
1964.

Exports

Exports rose by about 1 percent from
the fourth quarter of 1965 to a season-
ally adjusted annual rate of $28.5 billion
in the first quarter. The first quarter
rate was about 8 percent above the 1965
total. This gain was well above the 4
percent rise from 1964 to 1965 and ex-
ceeded the 7 percent annual average
growth rate of the preceding 10 years.

The increase from the fourth quarter
was concentrated in exports of nonagri-
cultural goods to areas other than
Canada. Shipments to Canada, which
had comprised a large part of the gain
in exports in 1965, leveled off in the
first quarter. Agricultural exports,
which had risen in the second half of
last year, remained unchanged; those
under aid programs increased somewhat
while commercial exports fell off.

Agricultural exports in the first
quarter, after adjustment for seasonal
variations, were at an annual rate of
$6.7 billion, about the same amount as
in the two preceding quarters. During
the remainder of this year, exports of
wheat, other grains, and soybeans are
expected to continue to expand. Ex-
ports of cotton, which declined in the
first quarter, should recover after the
~start of the new marketing year on
August 1, when the export price of U:S.
cotton will be free to adjust to the world
market prices, thus making U.S. cotton
more competitive in international trade.

Exports of most major nonagricul-
tural commodities in the first quarter of
1966 were considerably above the 1965
quarterly average. Increases in ma-
chinery exports, after seasonal allow-
ance, probably accounted for a large
part of the nonagricultural export rise
from the fourth quarter. New export
orders for machinery rose substantially
during 1965 and have remained at the
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high fourth quarter level during the
first 4 months of 1966. Since exports
generally lag about 6 months behind the
receipt of orders, a further expansion of
machinery exports above the first
quarter rate may be expected.

The first quarter rise in total exports
was held down by the failure of (season-
ally adjusted) shipments of automobiles
and parts to increase. These had risen
sharply in the last quarter of 1965,
reflecting the implementation of the
U.S.-Canadian trade agreement for the
automotive industry. Although virtu-
ally unchanged in the first quarter of
this year, automotive exports remained
well above the 1965 quarterly average.

Agricultural exports are expected to
increase during the year, and there
should be an early resumption in the
upward trend in shipments to Canada,
in view of the confinued expansion of
the - Canadian economy. Improve-
ments in industrial production in Japan
should also help to stimulate foreign
demand for U.S. goods. - Business con-
ditions in Western Europe, however,
remain mixed, and thus may not make
a major contribution to an expansion
of U.S. exports in the near future.

Imports

With domestic business activity ex-
panding rapidly and capacity utiliza-
tion pressing against optimum operating
rates, U.S. imports continued to grow
rapidly in the early months of this year.
Last year, imports rose by 15 percent,
as compared with an average rise of
about 6 percent in the preceding 10
years. It is true that 1965 imports

Table A.—Percentage Change in U.S.
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were increased by an extraordinary rise
in the demand for steel in anticipation
of a strike in the U.S. steel industry,
but this addition was partly offset
by exceptionally low imports of food-
stuffs.

From 1964 to 1965, imports other
than foodstuffs increased about 18
percent, as compared with a rise in
GNP of 7.6 percent. The ratio of
these two percentage figures—which
approximately measures the income
elasticity of nonfood imports for that
period—was 2.3, or more than double
the 1.1 ratio for the 1960 to 1964
period (table A). (The omission of
the extraordinary imports of steel and
of automobile imports from Canada,
which increased sharply because of the
U.S.-Canadian automotive trade agree-
ment, would lower the 1964-65 ratio
only slightly.) The ratio based on
changes from the average of 1965 to
the first quarter of 1966 was 2.2.
The slight drop from the ratio for the
1964-65 period seems to have been due
mainly to a slower rise in imports of
industrial materials relative to GNP—
even after adjustment for last year’s
extraordinary steel imports.

First quarter imports of industrial
supplies were affected by larger draw-
ings on the Government stockpile and
a steep rise in foreign relative to
domestic prices for copper. = The decline
in imports of primary copper was partly
offset by an increase in imports of
fabricated copper products. In view
of limited domestic supplies, a further
expansion in the domestic demand for

Imports and in Gross National Product

Percentage change from Ratio of perceniage change in im-
ports to percentage change in GNP
1965 quar- 1965 quar-
1960 to 1964 terly aver- terly aver-
(annual | 1964 to 1965 age to Ist | 1960 to 1964 | 1964 to 1965 | age to Ist
rate) quarter quarter
1966 1966
Gross national product 5.7 7.6 5.6
Imports:

Total 1. 6.0 15.4 1L.8 11 2,0 2.1
Foodstuffs and beverages._....__.______._._| 4.2 1.2 1.0 0.7 0.2 2.0
Other imports. 6.0 17.7 12.6 11 2.3 2.2

Industrial supplies and materials....._._.. 4.8 15.3 4.0 0.8 2.0 0.7
Excluding extraordinary steel imports._ 4.8 12.7 6.5 0.8 1.7 1.2
Consumer goods. 8.3 21.3 30.5 15 2.8 5.4
Excluding automotive products from
anada. 7.7 18.4 19.2 14 2.4 3.4
OCapital equipment_. ..o . 16.0 40.1 28.5 2.8 53 5.1

! Total on balance of payments basis; commodity detail on Census basis.
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industrial materials could again accel-
erate the rise in these imports relative
to the rise in GNP.

In contrast to imports of industrial
supplies and materials, the rate of
expansion in imports of consumer goods
rose relative to the rate of expansion
in GNP in the first quarter. If the
sudden rise of imports of automobiles
from Canada is omitted, the expansion
from 1965 to the first quarter of 1966
was over 19 percent, or nearly 3% times
the rise in GNP. This represents a
‘considerable acceleration in imports of
consumer goods relative to GNP as
compared with the 1964-65 period,
when imports grew nearly 2% times as
fast as GNP, and is far in excess of the
ratio over the 1960-64 period, when
imports rose only 1% times as fast as
GNP.

The recent relative rise in consumer
goods imports was pot limited to a
narrow range of commodities but was
rather widespread. Among the imports
that had the largest rates of growth
were such diverse commodities as motor-
cycles, diamonds, watches, and tele-
vision equipment. Automobile imports
(other than those from Canada) also
increased sharply, even more than
domestic sales in 1965 and the first
quarter of 1966, but some slowdown
occurred in April.

The relatively large rise in demand for
imports applied also to capital equip-
ment. In the 1960 to 1964 period,
the percentage increase in these im-
ports was 2.8 times as large as the
percentage rise in GNP. From 1964 to
1965, the ratio nearly doubled, but
from the average of 1965 to the first
quarter of 1966, it fell slightly.

The expansion in imports of food-
stuffs from 1965 to the first quarter
of 1966 was twice as large as the rise
in GNP, and a ratio of this size is not
likely to continue. On the other hand,

the relative rise in imports of industrial

materials may have been temporarily
reduced in the first quarter. All told,
it appears that the rise in total imports
early this year was about consistent
with the change in domestic business
activity.
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Private Capital Movements and
Income on Investments

Direct investments

Capital outflows for direct invest-
ment abroad in the first quarter of this
year are now estimated at about $570
million or a seasonally adjusted annual
rate of $2.5 billion. This was signifi-
cantly below the extremely high out-
flows—$3.8 billion at an annual rate—
for the period from September 1964
through mid-1965. The peak rates
of that period reflected in part a
bunching of several very large transac-
tions affecting Canada, Western
Europe, and the Middle East oil-
producing countries (chart 12). In
addition, some funds were probably
moved abroad in anticipation of changes
in Government programs to restrain
capital outflows.

Since the middle of 1965, the outflow
has held fairly steady though the
rate of investment exceeded that of
any year prior to 1965. In the first
quarter of this year, the outflow was
not significantly affected by large single
transactions, but some transactions of
this type are expected later this year.

The capital outflow for direct
investment since mid-1965 was also
moderated by adherence to the Presi-
dent’s program to improve the balance
of payments. While capital outlays
abroad are scheduled to rise sharply
this year,! many firms are arranging to
finance these expenditures by borrowing
abroad. A recapitulation of announced
long-term borrowing abroad shows the
following totals (in millions of dolars):

Through | Through
Period U.8.-in- | foreign-in- | Total

corporated | corporated

liates affiliates
63 63
14 34
88 280
165 377

1966:
1st quarter ... 185 30 215
2d quarter (to June

| 1) P, 113 20 138
The total of over $700 million

includes some long-term loans arranged
with foreign banks, as well as publicly

! SURVEY OF CURRENT BUsINESS, March 1966, p. 7.
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offered debt instruments of various
kinds. Also, it is somewhat larger
than the amounts actually received by
the borrowers since discounts and
commissions have not been deducted.
Out of the $397 million borrowed
through U.S.-incorporated affiliates up
to the end of March, it is believed
that approximately $100 million had
been transferred to foreign subsidiaries
by that date. This includes somewhat
less than $40 million transferred during
the first quarter. The difference be-
tween the amounts realized from bor-
rowing and the amounts transferred
was retained by the U.S. corporations
in liquid assets abroad and is recorded
as a short-term capital outflow (table 1,
line 40). The disposition of the funds
borrowed through foreign-incorporated
affiliates is not currently known.

The net result of foreign borrowing
has been to reduce the need for U.S.
funds considerably. In the remainder
of the year, as the accumulated liquid
foreign assets of the U.S.-incorporated
affiliates are transferred to foreign
affiliates to finance their investments,
the capital outflow for direct invest-
ment will be increased, but this will be
offset by a corresponding reduction in
short-term investments, so that there
will be no net effect on the balance.

Notable features of first quarter
direct investments were the relatively
low figure for Western Europe, $230
million, and the sustained large outflow
to Canada, $210 million. The annual
flow to Europe in 1964 and 1965 was
$1.4 billion, and in view of the enlarged
investments projected for that area
by major firms in 1966, a somewhat
higher pace of outflows may be ex-
pected for the rest of the year. In the
case of Canada, a considerable number
of major projects that will probably
keep the outflow relatively high are in
progress. However, the outflow of
$0.9 billion to Canada in 1965 included
about $0.2 billion to refinance out-
standing debt of foreign enterprises to
the United States; such transactions
are unlikely to recur in 1966. A
sizable part of the financing of Cana-
dian affiliates is obtained by sales of
their bonds in U.S. capital markets.



June 1966

In 1965, such sales amounted to $219
million; they totaled about $70 million
in the first quarter of 1966, and a similar
amount may be sold in the second
quarter.

In contrast to the large capital
outflow to Middle East oil-producing
countries in early 1965, the flow in the
first quarter of 1966 was relatively
small. These capital movements are
quite irregular, and heavy tax or other
payments may result in larger outflows
later in the year.

Other private investments

Purchases of new foreign securities
offered in the United States were un-
usually high—8460 million—in the first
quarter of 1966. Even if $150 million
of delayed Canadian issues is deducted,
the annual rate of outflow would be
$1.2 billion. This is as high as the
average of the 1963-65 period. Cana-
dian issues accounted for $413 million
of the first quarter total, and large
amounts of Canadian issues have al-
ready been sold or are scheduled for
sale in the second quarter. It appears
that Canadian issues in the U.S. market
in 1966 will considerably exceed the
$700 million annual average of 1963-65.
In contrast, sales by other countries
will be well under their 1963-65 average
of $470 million. This decline reflects
the application of the Interest Equaliza-
tion Tax, from which Canadian issues
are exempt, to new issues of other
developed countries.

Redemptions of outstanding issues
by foreigners were unusually large in
the first quarter because of the advance
repurchase by the Canadian Govern-
ment of $40 million of its bonds held
in the United States. This offset part
of the heavy new flow of funds to
Canada. Americans continued to re-
duce their holdings of foreign equity
securities.

Other private capital transactions
included a net accumulation of $160
million of short-term assets in Europe
by nonbanking concerns. This repre-
sents largely the proceeds of $185
million borrowed abroad by U.S.-in-
corporated firms, less the use of funds
borrowed in the same period or in
1965. Apparently there was very little
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further repatriation of outstanding
short-term funds held abroad, in con-
trast to the net recorded inflow of
nearly $250 million in the first quarter
of 1965.

U.S. banks further reduced both their
long- and their short-term assets in the
first quarter. The reduction in short-
term assets by $137 million, after
seasonal adjustment, largely reflected
repayments by Colombia and Vene-
zuela. Reduections inlonger term loans
resulted primarily from repayments by
European countries, especially Italy,
and by Brazil and Venezuela. The
only sizable outflow of longer term
banking funds was to Australia. At
the end of March, the banks’ foreign
assets were about $700 million below
the limit suggested under guidelines
established by the Federal Reserve
System.

Foreign investments in the
United States

Foreign transactions in U.S. securi-
ties in the first quarter of 1966 were
marked by a contirming net liquidation
of U.S equity securities, amounting to
$50 million for the quarter, offset by
purchases of U.S. bonds (other than
bonds of the U.S. Government) of $191
million. The foreign purchases of U.S.
bonds include nearly $185 million of
the issues of companies especially or-
ganized to finance direct foreign invest-
ments. In addition, $73 million were
purchased by international organiza-
tions. Other trading in U.S. bonds
resulted in a net liquidation of about
$65 million. This liquidation and a
similar but smaller net liquidation in
the fourth quarter of 1965 contrast with
a small net purchase balance (aside
from transactions related to the liqui-
dation of British Ctovernment holdings
of U.S. securities) registered during
1964 and the first three quarters of
1965. Such a shift could be related
to market conditions abroad, where
yields were driven up by intense de-
mands for funds. One important ele-
ment in the market was the sale to
foreigners of the honds of the newly
organized affiliates of U.S. companies;
to the extent the purchase of these
bonds was financed by the liquidation
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of other U.S. securities, the gain to
the U.S. balance of payments was
diminished.

Other foreign investments in the
United States were relatively minor in
the first quarter. Long-term deposits
with U.S. banks were raised by $50
million and foreigners increased their
short-term claims on U.S. commercial
concerns by about the same amount.
There were inflows on a similar scale in
both of these types of assets during 1965
but the timing was highly irregular.

Income on investments

Income received from direct foreign
investments was at an annual rate of
about $4.0 billion in the first quarter,
about the same as the total for 1965.
Dividend distributions, however, were
unusually large in the early part of 1965
because of changes in taxation and other
special reasons. These special distribu-
tions amounted to about $125 million.
There were no such unusual distribu-
tions this year. Without these special
distributions, income received in 1965
would have been about $3.8 billion, and
the first quarter 1966 rate would indi-
cate a continued rise.

Data by industry are not yet avail-
able, but in 1965 some weakening in
petroleum income appeared offset by
higher income from other industries.
In the first quarter of 1966, income
continued to be relatively low in the
araas where petroleum production is
important and to rise gradually in other
areas. Income could ordinarily be
expected to rise as the investment base
grows, unless much larger amounts are
retained abroad for reinvestment. How-
ever, the petroleum industry is being
adversely affected by higher taxes and
intensified competition, and manufac-
turing ‘and other enterprises may also
be experiencing reduced profit rates.

Income on private investments other
than direct made further gains in the
first quarter. This reflected partly the
growing holdings of foreign bonds, but
to an even greater extent, it reflected
rising interest rates. Income payments
by the United States are also rising,
primarily because of the higher interest
rates on time deposits and U.S. Govern-
ment obligations.
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Table 1.—U.S. International Transactions—Annual,
[Millions of dollars]
Line (Credits +; debits —) 1946 1947 1948 1949 1950 1951 1952 1953
1 | Exports of goods and services 14,804 19,834 17,237 15,981 14,327 20,183 20,574 21,123
2 Excluding transfers under military grants_ 14,735 19,737 16,789 15,770 13,807 18,744 17,992 16, 947
3 Merchandise, adjusted, excluding military 1 11, 707 16,015 13,193 12, 149 10,117 14,123 13,319 12,281
4 Transfers under military sales contracts_ __ n.s.s. n.s.s. n.8.8 n.s.8 n.S.8. n.8.8. n.s.8. 192
5 Transfers under military grants, net_ 69 97 211 520 1,439 2, 582 4,176
6 Transportation___.________ 1,383 1,738 1,317 1,238 1,033 1, 566 1, 488 1,198
7 Travel - 271 364 334 392 419 473 550 574
8 TFees and royalties from direct investments 64 77 83 100 126 129 130 128
9 Other private services 407 871 422 364 387 429 471 491
10 Other U.8. Government servi 131 70 100 132 132 152 206 173
Income on U.8, investments abroad:
11 Direct investments 2 589 869 1,064 1,112 1,294 1,492 1,419 1,442
12 Other private assets___ - - 162 167 174 185 190 192 205 216
13 U.S. Government 888etS. -« o - cm oo 21 66 102 98 109 198 204 T 252
14 | Imports of goods and services. - —6,991 —8,208 —10,349 —9,621 —12,028 -15,073 —15,766 16,561
15 Merchandise, adjusted, excluding military t___ - -5,078 —5,979 —7,563 —6,879 —9,108 -11,202 —10,838 —10, 990
16 Military expenditures. .. .-.--—-- —493 —456 —799 —621 —576 —1,270 —2,054 —2,615
17 Transportation_ ... .o ______.._____ —459 —583 —646 700 —~818 —97 ~1,115 —1,081
18 Travel ~462 —573 —631 —700 —754 —757 —~840 —929
19 Private payments for other services —190 —195 —~219 ~153 —153 -202 —221 —245
20 U.8. Government payments for other services. .._. - —102 -178 —211 —235 —250 —254 —277 —240
Income on foreign investments in the United States
21 Private payments2____ -197 —229 —263 —308 - 338 —~367 —357 —3gg
22 U.S. Government payments . ... oo e e - —15 —16 —-17 —25 —31 —47 —64 -
23 | Balance on goods and services (lines 1 and 14) 7,813 11,626 6,888 6,360 2,299 5,110 4,808 4,562
24 Excluding transfers under military grants (lines2and 14) . ....._____.. 7,744 11, 529 , 440 6,149 1,779 3,671 2,226 386
25 | Unilateral transfers, net; transfers to foreigners (—) e —2,991 ~2,722 —4,973 —5,849 —4,537 —~4,954 ~5,113 -6, 657
26 Excluding military grants_____________ e -~2,922 —2,625 —4,525 —5,638 —4,017 -3,515 —2,531 —2,481
27 Private remittances. ... o _______.__ R —673 ~682 - 697 —532 —454 —400 —443 - 503
28 Military grants of goods and serviees. _ ... —69 -97 —448 —211 —520 —~1,439 —2,682 —4,176
28 Other U.S. Government grantst_______ -—2,274 —1,897 —3,894 —4,997 -~3,484 —3,035 ~1, 960 —~1,837
30 U.8. Governmept pensions and other transfers - 25 —46 66 —109 79 -7 —128 —141
31 | Balance on goods,\'services, and unilateral transfers (lines 23 and 25, or 24 and
26) 3. 4,822 8,904 1,915 511 —~2,238 156 —305 —2,095
32 [Transactions in U.S. private assets, net; increase in assets (—) . ..--c-c-o_—____. —413 —987 —906 —553 —1,265 —1,048 1,160 —383
33 | Direct investments 2_. - —230 =749 ~721 —660 —621 —508 —852 ~—1735
34 | Foreign securities newly issued in the United States......__..__ . ... —85 —39 -150 -118 ~254 —491 —286 —270
35| Redemptions._...._ - 308 295 62 103 301 113 66 138
36 | Other transactions in foreign securities —131 137 -7 42 ~322 25 133 223
Claimsreported by U.S. banks: ! :
37 Long-term.___ 35 —87 39 —29 -177 —-14 —36 115
38 Short-term.._. —314 ~124 —135 182 —112 ~75 —87 146
Claims reported by U.8. residents other than banks:!
39 Long-term._... - N.A. 2 —13 —-78 —43 —70 —91 -21
40 Short-term_.._ 4 --65 19 5 -37 —28 -7 21
41 |Transactions in U.S. Government assets, excluding official reserve assets, net; -—3,019 —4,224 -1,024 —652 —-156 —156 —420 -~218
increase in assets. (—)
42 | Loans and other long-term assets 1 e e ameme ~3,343 =4, 405 -1, 5588 —684 ~414 —458 —847 —~716
43 | Foreign currencies and other short-term assets 1 238 -113 88 —-173 —37 -3 -2 11
Repayments on credits:
£ Seheduled .- 86 204 443 205 205 305 420 487
46 | Transactions in U.S. official reserve assets, net; increase in assets (—)-.-......___ -623 —3,315 —1,736 —266 1,758 -33 —415 1,256
47 Gold ¢ i ) —623 —2,162 -1, 530 —164 1,743 —53 —379 1,161
48 Convertible currencies.
49 Gold tranche position in IMF ¢ -1,153 —206 —102 15 20 —36 95
50 | T ti in foreig: ts in the United States, net; increase in foreign -985 —1,327 558 174 1,912 581 1,673 1,074
assets (U.S. liabilities) (+).
51 Direct investments 2. ~4 10 34 56 80 90 132 158
52 U.S. corporate securities. —338 —-100 —192 74 -7 126 37 70
53 Long-term labilities reported by U.S. banks. ... * 4 —4 * *) . ™ 1 ™
Other liabilities reported by U.8. private residents other than banks:
54 Long-term -5 —-12 —10 —11 -5 —11 —4 ™
&5 Short-term.__ 1 6 -2 —33 36 35 44 —14
Liabi_lgiesl of U.S. Government, excluding marketable or convertible se- )
curities:
56 Associated with specific transaction —269 —340 ~165 —42 77 300 —158 —68
57 Other nonmarketable, nonconvertible, medium-term securities. . .
58 U.8. Government marketable or convertible bonds and notes !______._.__.._ n.a. n.8. n.a. n.a. 941 - 659 302 —82
59 Deposits and money market paper held in the United States 1__.._..________ —370 —895 919 130 790 700 1,319 1,010
60 | Errors and omissions, net__ 218 949 1,193 786 -11 500 627 366

n.9.s. Not shown separately.

» Preliminary.  *Less than $500,000(%).

n.a. Not available.

1. Details for lines 3 and 15 are given in table 4; for lines 29, 42, 43, 56, and 57, in table 5;

for lines 37 through 40, in table 6; and for lines 58 and 59, in table 7.
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1946~653 Quarterly, 1960-65 and First Quarter 1966
[Mihions of dollars]

1954 1085 1956 1057 1058 1059 1960 1961 1962 1968 1964 1065 | Line
21,121 22,392 26,162 28,899 25,363 25,463 | 29,009 30,040 81,817 33,821 38,288 wenl 1
17,759 19,804 28, 595 26,481 23,067 23,489 27244 28575 30,278 32,330 36, 958 s | 2
12,799 14,280 17,379 19,300 16,264 16,205 19,489 19,954 20, 604 2,01 25, 207 26,276| 3

182 200 161 375 300 302 335 402 656 667 947 84| 4
3,362 2,588 2,567 2,418 2,286 1,074 1,768 1,465 1,530 1,48 21,330 »1,68| 5
L 1,406 1817 1,967 1638 1, 646 1,762 1805 1, 964 2115 2524 2415 6

595 054 785 825 902 875 885 878 934 1,095 Loz 7

136 168 238 246 348 403 463 550 660 756 90| 8

499 B39 | Q| gD 808 810 887 951 967 1,013 1,084 Li2| 9

180 | 123 192 137 141 143 183 i 204 235 263 2| 10
1,725 1,912 2,171 2,249 2,121 2,228 2,855 2,768 3,050 3,134 3,670 3061 11

230 268 297 363 417 166 646 703 904 1022 1,262 Taw| 1

7 274 104 205 307 349 349 380 o 498 160 sz | 18

—15,981 —17,795 —19,628 ~20,752 —20,861 —23,342 | ~23,198 | —22,9510| —25,148| —26,442| —28,468| 32,03 | 14

—10,35¢ ~11,527 —12,804 ~13,201 —12,95 15310 | —14,782| —14510 | —16,187 | —16,002 |  —18 621 —on488 | 15

2640 2,901 2049 3916 3,435 3107 3069 2,081 3,083 2,936 2,834 Zoem | 18
Yo 10 Tas ko Y636 1759 ~1 015 T3 22108 2316 e ~o6m| 17
~1,000 —1,153 —1,275 —1,372 —1, 460 ~1,610 —1,732 ~1,736 —1,885 —2,000 —2,201 —~2,400 | 18
2 2304 389 2384 2427 427 2438 2415 241 2390 244 Zami| 19
o o7 235 Zosi Zosp 301 —313 Z406 Z308 iy ~532 sl 20
—361 305 —414 —438 —530 —547 —667 —656 -y —871 952 “,18| @
=50 o4 Jis ooy 139 |1 332 o 330 Z400 a2 2| 2
5,190 4,697 6,634 8,147 4,492 2,191 5,811 7,086 6,669 7,319 9,820 8,585 | 28
1,828 2,009 8,967 5728 2,208 17 1046 5leat 5,150 5,887 8,480 6057 | o
—5,642 ~5,088 —4,99 —4,768 —4,647 4,422 4,127 —4,05t —4,215 4,266 | o400 | v—4,422| 2
20 —2498 243 5345 21 _2448 2362 Z2)586 “2er8 278 ~2,765 —zr9t | 2
—504 —456 555 —570 —563 ~5%0 —484 —497 —512 —605 —600 e8| m
—3,362 —2,588 —2, 567 —2,418 —2, %86 —1,074 —1, 765 1, 465 —1, 530 1,482 »-1,330| o»-1,628] 28
~1, 647 ~1,901 —1,733 -1, 616 —1,616 -1,633 —1,664 —1,8564 -~1,919 —1,917 -1,886 -1,800 20
2199 2141 2135 2159 2182 2016 2214 2935 2245 2262 2219 2366 | 80
—152 —489 1,544 3,384 —155 ~2,301 1,684 3,035 2,484 3,113 5,725 L3 3
—1,622 —1,255 —3,011 ~3,677 —2,93 —2,376 —3,885 —4,180 —3,425 —4,458 —6,528 60| @
—667 —823 —1,951 —2,442 —1,181 ~1,372 —1,674 —1,590 ~1, 654 —1,976 —2,416 -3.3711| 38
300 218 2453 2507 955 624 555 53 o 1250 “1063 o8| 34
124 100 174 179 85 95 200 148 203 195 108 22| 35
ity &2 _142 52 —380 ~139 ~300 ~387 Jat 49 193 256 | 36
—102 226 —168 ~349 ~152 —181 —155 ~136 ~127 —754 ~o41 —o1| ar
~188 le2 386 Zo56 Zas1 s —905 —1,126 1 78 ~1,523 a5 | a8
~12 —35 ~16 —40 ~| o —45 _r —131 163 343 —onl| 9
147 3 131 a0 0| 20 353 131 220 1 T 136 40
9 —310 ~629 —958 Zom —358 ~1,105 —928 —1,094 —1,664 ~1,674 —LE5| 4
—308 —383 —545 —003 ~1,176 —1,01 1,213 —1,939 ~2,120 —2,187 ~2,358 2,408 | 42
~108 343 563 Zen L2aa0| . —a6 2528 2261 Zo5 ' et 6| 43

. 620 553 578 599 644 880 6t | 44

507 46 47 655 s * - 8 53 696 881 326 193 2| 4

480 182 869 ~1,165 2,202 © 1,08 2,148 606 1,53 378 m 1,22 48

208 " —308 —78 2,275 1,076 1,702 857 890 461 126 Lees | 4

..... |- . - -116 u 13 —220 2349 | 48

i8 i e 367 ir i oY 135 626 30 26 Zoa| 49
1,310 1,357 2,457 Conmef L0 £ 2,104 2,471 1,601 2,881 3,312 309 50

124 107 232 166 o8 238 141 78 132 _5 -5 n| s

1 181 323 237 ® 149 282 324 13¢ 282 Jars? | R

1 ® = 9 -8 3 F Zs 5 62 287 186 | &3

8 2 10 -2 -7 28 1 86 1 —13 —39 v

—25 - 62 o4 106 12 90 178 —115 a3 113 6| 5

™ 1 —i0 52 7 15 2 86 618 M2 486 204 | 56

..... e . - - : 261 56 1 poc 1
8 520 —135 —52 31 686 121 513 —798 1,374 37