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the BUSINESS SITUATION

Available evidence suggests that
aggregate economic activity has resumed
a moderately expansionary course,
although some important indicators
weakened fractionally from July to
August and the auto strike is having a
substantial impact on the economy.
Credit conditions have eased consider-
ably since the spring, and the .outlook
for housing, in particular, has brightened.

EVIDENCE on developments
through the middle of the third quarter
suggests that aggregate economic ac-
tivity has resumed a moderately expan-
sionary course, although some major
indicators—notably industrial produc-
tion and manhours worked in nonfarm
establishments—weaken fractionally in
August. Residential construction has
turned around after a year of decline
and State and local purchases also seem
to have strengthened, apparently be-
cause of a revival in construction out-
lays. The latest survey of plant and
equipment spending indicated a slow
rise in the third quarter, and the export
surplus on goods and services appears to
have increased. Developments in con-
sumption are harder to assess. Spending
for services continues to trend upward
but demand for goods has been some-
what erratic, with the monthly retail
trade data showing an improvement in
July but weekly figures indicating that
the improvement was not sustained in
August.

Inventory accumulation was unusu-
ally heavy in July, the latest month for

which data are available. By contrast,
the quarterly OBE survey of manufac-
turers’ expectations, taken in August,
found plans for additions to stocks in
the third quarter at a rate only slightly
higher than in the second.

The strike at General Motors, whose
impact will initially show up in inven-
tories, is having a substantial effect on
the economy. Although the stoppage
began only 2 weeks before the end of
the quarter, its effect on the Nation’s
output in the third quarter is estimated
at about $2 billion (in annual rate
terms). In spite of this, the rise in
current dollar GNP is likely to be
larger than in the second quarter and
the real volume of output may well
show a measurable increase—one large
enough to exceed the margin of error
in these calculations. A prolonged auto
strike would have a heavier impact on
economic activity, due to mounting
indirect effects. Suppliers of inter-
mediate products to General Motors
would cut their production further and
distributors would also lose business,
and the resulting loss of income from
production would tend to have further
effects on consumer demand.

The slowdown dating back to early
last year was broadly based. The cut-
back in Federal Government demand—
notably in the defense sector—is a
particularly visible facet of the anti-
inflationary course pursued in fiscal and
monetary policy, but activity has been
affected throughout the major sectors
of the economy.

Income and consumption

Cautious attitudes, induced largely
by these policies, have put a damper on

consumer demand and the share of
income saved has moved up sharply
(chart 1). The strength of the economic
outlook in the near term depends
heavily on consumer spending. The
evidence on the summer months is in-
complete; while there were some signs
of a strengthening of consumer at-
titudes, saving seems to have remained
high.

Disposable income this quarter is

Income, Consumption, and Saving
Disposable income showed substantial gains
in the first half of 1970

Billion $ Change From Previous Quarter
20

CHART 1
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being boosted by an increase in the
personal tax exemption and the full
elimination of the income tax surcharge,
both of which were effective at midyear.
Taken together, these actions are cut-
ting tax payments by an amount on the
order of $5 billion. Pretax personal in-
come, however, will show a much more
modest gain this quarter than last, and
the likely net result is a rise in disposable
income that is fairly sizable but no-
where near so large as the gains in the
first half.

The slower growth of personal income
this quarter reflects the fact that the
second quarter total was boosted not
only by the increases in social security
benefits and Federal pay but also by
one-time retroactive payments asso-
ciated with those increases. Altogether,
these events added about $12 billion to
the quarter’s income stream, of which
more than $5 billion was nonrecurring.
On a monthly basis, personal income
growth in the summer was fairly modest
but nevertheless stronger than the
underlying trend (excluding the pay
and benefit increases) in the preceding
few months. Income rose $5 billion in
July, at a seasonally adjusted annual
rate, and $4 billion in August. Income
growth in September is receiving an
extra boost from the full effect of the
postal pay raise, including retroactive
payments.

The key question is the extent to
which consumers will choose to spend
from disposable income. Evidence on
behavior in the summer months is in-
conclusive. Retail sales data for July
indicated an improvement in demand
but the available evidence suggests
that this was not sustained in August,
and dealer sales of new cars in the 2
months were running at about the sec-
ond quarter rate. However, there are
some signs of less cautious consumer
attitudes. The quarterly survey taken
by the University of Michigan, in an
attempt to quantify “consumer senti-
ment,” found at midsummer that sen-
timent had firmed somewhat after a
persistent weakening dating back to
early last year. A related development
is the uptrend since spring in the pace
at which consumers are taking on new
installment credit obligations. This
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shift followed a lengthy period in which
the monthly volume of new credit
extensions was essentially stable.

Trendsin capital spending

Expectations of sustained inflation
and sustained demand expansion were no
doubt important factors in the surge of
capital spending in 1968 and early 1969.
Such expectations have been subject to
very considerable adjustment, espe-
cially in the past 9 months or so, and
fixed investment has progressively lost
most of its buoyancy. While this
demand sector is unlikely to provide
much expansionary thrust in the near
term, a modest pickup in the summer
months is suggested by the findings of
the latest capital spending survey and
by other evidence such as trends in
shipments of capital goods.

The quarterly surveys taken by OBE
and the Securities and Exchange Com-
mission cover the bulk of capital
investment. The midsummer survey
(results of which are reported in detail
on pages 15-18) once again found
spending falling short of previous ex-
pectations and downward revisions in
forward plans. The shortfall of second
quarter spending relative to expecta-
tions was small, however, and expec-
tations of modest growth were reported
for the remainder of the year. The
extent of the cutbacks already made,
and a trend toward smaller shortfalls
from expectations, suggest that the
latest report of plans for the second
half may be more realistic than earlier
reports have proved to be.

The cutbacks in spending programs
have not been surprising, given high in-
terest rates and credit scarcity, reduc-
tions in output and sales, the growth of
excess capacity, and the squeeze on
profits. The trimming of investment
plans has been substantial. Between
February and August, programs for
1970 were cut $2% billion—represent-
ing the difference between 9% percent
and 6% percent in the indicated growth
over 1969. Plans for the second half of
1970 were cut 2 percent between Feb-
ruary and May and another 2 percent
between May and August. Even if the
latest expectations do in fact prove rela-
tively realistic, the level of outlays this
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year will be barely large enough to rep-
resent growth from 1969 in terms of real
volume.

As the year has progressed, the steep-
est reductions in spending programs
have occurred in manufacturing and the
surface transportation industries. The
railroads began the year expecting a 20
percent rise in outlays over 1969, but
now expect essentially no change; the
plans of other surface carriers have been
revised from a figure little different
from that for 1969 to one indicating a
25 percent decline. As of August, dura-
ble goods manufacturers expected no
change in outlays this year relative to
last and producers of nondurables ex-
pected a very small rise; in February,
both groups expected gains of nearly 10
percent. In the durables sector particu-
larly, the weakness is not surprising,
given the pattern of the weakening in
aggregate demand. The percentage of
fixed assets held by durables producers
characterizing their facilities ‘“inade-
quate’ is at its lowest level since the
end of 1963, when the OBE-SEC
quarterly surveys first inquired about
capacity evaluation, and the ‘‘excess”
percentage is close to its highest level.

The strong spots in capital spending
this year are the electric utilities,
airlines, and communications firms.
Firms in the latter two industries have
raised their sights in the course of the
year, while the electric companies
have held to their strong initial plans.
All three industries expect spending
this year to be up somewhat more than
20 percent from 1969. The communica-
tions and utilities industries, which
have rather widespread problems of
capacity shortage, had large gains last
year as well.

Cutbacksin defense activity

Reduction of defense demands has
been & major factor in the overall
restraint on economic activity. Avail-
able information shows continuation
in the summer months of the down-
trend in defense-oriented demands for
both industrial output and manpower,
and a further drop in Federal defense
purchases.

Two monthly indicators in which the
magnitude of the defense cutbacks can
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be measured, though only crudely, are
industrial output and the number of
workers on nonagricultural payrolls.
From the summer of 1969 to the
summer of 1970, the weakening in
defense-related production and employ-
ment was much steeper than the
weakening in other sectors. The data
used in table 1 are not exact measures
of defense-related demands, but they
do give a sense of developments. The
“defense products” employment figures
are simply the aggregate for certain
durable goods manufacturing industries
whose activities are highly defense-
oriented ; the “defense equipment” com-
ponent of the industrial production
index is compiled on a similar basis.

Table 1.—Percentage Change in Employ-
ment and Output*

[Seasonally adjusted]

1968-69 | 1969-70

Nonfarm jobs:

Total . . 3.5 0.3
Defense products industries. .. ] 37 —140
Other durables manufacturing._ 3.9 —4.6
Nondurables manufacturing... 1.4 -12
Allother_ __ ... 4.0 2.1

Industrial production:

...................................... 5.1 —3.0
Defense equipment.__.._.__._____._____ —6.6 | —20.4
Allother_ .. .. ... 6.0 —-2.8

*Changes from 1968 to 1969 based on averages for third
quarter. Changes from 1969 to 1970 based on June-July
averages for employment and June-July-August aver-
ages for industrial production,

Sources: Bureau of Labor Statistics, Federal Reserve
Board.

Federal civilian employment, which
is included in the ‘“all other’”” aggregate,
dropped more than 414 percent from
mid-1969 to mid-1970. This shrinkage
also reflects defense cuts in the defense
establishment. Other data, not directly
comparable with the BLS figures cited
here, indicate a drop of about 10 per-
cent—or more than 100 thousand em-
ployees—in the Defense Department’s
civiian manpower between mid-1969
and mid-1970. In the same period, more-
over, the number of persons in the
Armed Forces also dropped about 10
percent—representing, in effect, the
addition of roughly 400,000 persons to
the civilian population and, in most
cases, to the civilian labor force.

Preliminary data on August employ-
ment are available, but the estimate for
the defense products industries has not
yet been compiled. In the aggregate,
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the number of jobs in nonagricultural
establishments dropped a bit, more than
offsetting the July gain. Employment
in manufacturing, both durables and
nondurables, continued to drop and
there were declines also in construction
and the transportation-utilities aggre-
gate. The separate ‘household survey”
estimates show that the civilian labor
force, following an unusually large spurt
in July, declined slightly in August,
with the number employed down and
the number unemployed up. The over-
all unemployment rate was 5.1 percent,
essentially unchanged from July.

Industrial production estimates for
August show a further decline in de-
fense equipment output and essential
stability, in the aggregate, in the other
production components. The index for
business equipment continued to fall
while output of materials and consumer
goods, which had shown little change
for several months, was again about
unchanged.

Easing in Financial Markets

The very stringent credit conditions
that prevailed in late spring have eased
considerably and borrowing costs, espe-
cially in short term markets, have de-
clined sharply in recent months (chart
2). The changed conditions in financial
markets reflect a move by the Federal
Reserve System toward a less restric-
tive policy stance, as well as a lessening
of inflationary expectations and a shift
in the general atmosphere—which in
the spring was affected by the launching
of the Cambodian expedition and con-
siderable domestic turmoil.

A decision to relax credit restraint
was apparently reached at the May 26
meeting of the Federal Open Market
Committee. The Committee reaffirmed
its view that moderate rates of growth
in money and credit are the appropriate
longer-run objectives, but gave im-
mediate priority to moderating pres-
sures in financial markets and
recognized that this could cause faster
than “moderate’” growth in the mone-
tary aggregates.

The Federal Reserve has since
adopted two major regulatory changes
that have had the effect of relieving
some of the pressure on the banking

3

system. In late June, when confidence
in the commercial paper market was
badly shaken by Penn Central’s finan-
cial difficulties, the Federal Reserve
suspended the interest rate ceilings on
large denomination certificates of de-
posit with a maturity of less than 90
days. This permitted commercial banks
in the major money centers to com-
pete for short term funds on a vastly
enlarged scale, thereby substantially
strengthening their position. In mid-
August, the Federal Reserve reduced
the reserve requirement on time de-
posits from 6 to 5 percent, freeing about
$700 million of reserves. At the same
time, however, the System acted to
reduce the incentive for member banks
to obtain funds through the sale of
commercial paper by bank affiliates.
Funds so obtained are now subject to
reserve requirements, with the reserve
ratio for demand deposits applied to
the proceeds of paper issued with
maturities of less than 30 days and the
5 percent time deposit ratio applied to

I CHART 2
Interest Rates and Bond Yields
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other proceeds. On balance, these
changes freed about $350 million of
reserves.

The less restrictive posture of mone-
tary policy that has emerged during
the past 3 months is reflected in the
stepped-up expansion of the major
monetary aggregates (table 2). With

Table 2.—Changes in Selected
Aggregates

[Billions of dollars, seasonally adjusted at

Monetary

annual rates]

June | Dec. | May

1969~ | 1969- | 1970~

Dec. | May | Aug.

1969 1970 1970
Total Reserves____________...____.__ -3 -1 2.8
Monetary base ______. ... 1.6 53 4.0

Money stock (currencey in circulation

and private demand deposits)._____ 1.2 | 10.3 9.2
Time deposits. ..o ... —13.4 | 13.2 48.4
Large CD’s 2. ________..____..__ —8.4 4.6 24.9
Money stock plus time deposits._..__. —12.2 | 23.5 57.6

1. Sum of member bank reserves with Federal Reserve
Banks (including reserve adjustments) and currency in
circulation.

2. Not seasonally adjusted.

Source: Federal Reserve Board.

commercial banks in a more comfortable
reserve position, bank holdings of loans
and investments have increased sharply.
The recent growth in loans largely
reflects a July spurt in loans to finance
companies that were having difficulty
renewing their commercial paper obli-
gations, and a pick-up in business loans
in July and August. The expansion in
the investment component of bank
credit reflects large scale acquisitions
of U.S. Government securities and a
step-up, particularly in August, in pur-
chases of State and local government
securities (table 3).

Table 3.—~Changes in Bank Credit

{Billions of dollars, seasonally adjusted at annual rates)

June | Dec. | May

1969~ | 1969- | 1970~

Dec. | May | Aug.

1969 1970 1970
Total bank credit*_ ... ... _ . _____ 11.4 ] 18.2 45.6
Totalloans*. ... . _._._______ 21.2 7.2 21.2
Total investments__...__._______ —0.8 | 10.8 24.4
U.S. Government securities_.| —8.8 3.4 15.6
Other securities_____._______| —-L0 7.4 8.8

* Adjusted for loans sold to bank holdi i
affiliates, subsidiaries, or foreign branches. ne compartes,

Source: Federal Reserve Board.
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Savings and loans strengthened

Another important aspect of the
recent improvement in financial mar-
kets, and one that should have a favor-
able impact on homebuilding, is the
strengthened flow of funds to the
savings and loan associations. In July,
the latest month for which data are
available, the associations reported
another sizable gain in deposits. The
saving flow has been favorable since
early this year, a trend which has been
reflected in a pronounced rise in savings
and loan holdings of mortgages (table
4). The associations’ net holdings in-
creased more than $1 billion in July,
the largest advance in more than a
year. Moreover, commitments for mort-
gage lending, which had turned up-
ward in April, have since been rising
steadily and now stand at their highest
level in a year.

Table 4.—Saving Flows, Mortgage Holdings,
and Net Change in Commitments of
Savings and Loan Associations

[Billions of dollars, seasonally adjusted at annual rates 1]

Dec. | June | Dec. | Apr.
1968 | 1969 | 1969- | 1970-
June | Dec. | Apr. | July
1969 | 1969 1970 | 1970
Net saving flows.____.._..___ 6.4 1.7 4.5 12.9
Mortgages. . ... 10.8 8.0 4.4 10.5
Commitments_.............. .81 —-23| -12 4.3

1. Preliminary seasonal adjustments by the Federal
Reserve Board.
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Improved prospects for housing

With the financial position of major
mortgage lenders strengthening and
mortgage money becoming available
again, the outlook for the housing
industry has brightened considerably.
Housing starts and building permits
have been showing a strong recovery
from the lows reached in the spring.
Starts were at a seasonally adjusted
annual rate of 1.59 million units in July
and 1.43 million units in August. The
average of these months represents a
gain of nearly 25 percent from the
low 1.23 million rate recorded in both
April and May. New home sales have
also rebounded; sales averaged 500,000
units at a seasonally adjusted annual
rate in June and July (the latest months
for which data are available), up from a
rate of 439,000 in April and May and
the low of about 375,000 in both
February and March. Homebuilding is
clearly poised for recovery. With va-
cancy rates holding at their lows—5
percent for rental and less than 1
percent for homeowner housing—there
seems to be little question that a strong
underlying demand for shelter prevails.
Given the general shortage of housing
that has been in the making since the
mid-1960’s, the extent of the recovery
in homebuilding activity depends upon
future conditions in money and credit
markets and on the success achieved in
reducing inflationary pressures.

Trends in Commercial Paper

The inflationary pressures of recent
years, and the efforts to control those
pressures, have brought dramatic
changes in the U.S. financial system.
‘One of the more important develop-
ments is the striking growth of commer-
cial paper as a key short-term credit
instrument.

The commercial paper market

Commercial paper consists of unse-
cured corporate promissory notes, tra-

ditionally issued by finance companies
but used increasingly in recent years by
industrial and utility firms and, during
the past year, by bank holding com-
panies. Commercial paper generally
carries a maturity of no more than 9
months, because SEC registration re-
quirements affect longer term obliga-
tions, and the maturity is often as short
as a few days. Though these debts are
unsecured, prime borrowers typically
back their liabilities with lines of credit
at commercial banks.
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An attractive characteristic of com-
mercial paper is that it is a highly
flexible instrument, which can be tai-
lored to the preferences of borrowers
and lenders with respect to both amount
and maturity. Moreover, this method of
financing is generally less expensive
than borrowing from banks; interest
rates tend to be lower and there is
no need to maintain compensating
balances—a requirement commonly as-
sociated with bank borrowing. Com-
mercial paper carries yields that are
typically more attractive than those on
alternative short-term instruments such
as certificates of deposit and Treasury
bills. This fact partly reflects a certain
degree of illiquidity associated with
commercial paper, for which there is
no established trading market.

Borrowers issuing commercial paper
either negotiate terms directly with
lenders or place their paper through
dealers. Directly placed paper, which
today accounts for about 65 percent of
outstanding volume, is essentially lim-
ited to the paper of large finance com-
panies, which are heavy and regular
borrowers. Dealer-placed paper is typi-
cally originated by smaller companies
or issuers who are relatively new to the
market. This type of paper has grown
very rapidly in recent years and now
comprises 35 percent of outstanding
volume, up from about 20 percent in
1965.

Growth of commercial paper

Historically, the market for commer-
cial paper has been small, specialized,
and principally used by just a small
number of large, highly creditworthy
finance companies. The market grew
modestly in the decade ending in 1965
but remained a relatively unimportant
component of the financial structure.
At the end of that year, the total vol-
ume outstanding amounted to only
$9 billion, more than 90 percent of
which represented finance company ob-
ligations (chart 3). Subsequently, how-
ever, the dimensions and character of
the market changed drastically; by
mid-1970, the volume outstanding stood
at $3784 billion.

The extraordinary expansion was
touched off in 1966 as a response of
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both borrowers and lenders to highly
restrictive monetary policy, which sub-
stantially reduced the role of com-
mercial banks as intermediaries in the
financial process. With demands for
credit very strong and the supply of
bank credit severely curtailed, bor-
rowers searched for new sources of
financing, and there was a very sharp
growth in unintermediated credit flows—
that is, flows that bypassed the banking
system. Because the monetary author-
ities chose not to change the inter-
est rate ceilings on bank time’ deposits
at a time when open market rates were
rising sharply, investors found market
instruments such as commercial paper
to be highly attractive alternatives to
bank time deposits. The commercial
paper market thus emerged as an at-
tractive alternative to the banking

5

system for both borrower and lender,
and the volume of commerical paper
outstanding rose more than $4 billion
in 1966, nearly matching the total
rise from 1961 to 1965.

Despite the fact that credit condi-
tions were generally expansive in 1967
and most of 1968, the commercial paper
market continued to record strong
growth. There were several reasons for
this: the desirability of having alterna-
tives to bank loans as a source of short-
term credit was a lesson learned by
many borrowers during the credit
squeeze of 1966; also, lenders as well
as borrowers had become more aware
of the convenience and advantages of
commercial paper; and as dealers be-
came more active in placing paper, new
borrowers found it easier to enter the
market. By the end of 1968, the volume

e CHART 3

Commercial Paper Outstanding, by Issuer
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of paper outstanding had risen another
$7 billion, to $20% billion, and non-
financial corporations accounted for
about 20 percent of the total—com-
pared with a share of less than 10
percent of the much smaller volume
outstanding at the end of 1965.
Monetary policy became highly re-
strictive again in 1969, and the role of
commercial banks in the financial
process was again constrained. The
surge in commercial paper last year
received an extra boost from a new
development—the discovery by com-
mercial banks of a way to use this
market to attract funds to support
continued lending. Although regula-
tions effectively prevented the banks
themselves from issuing commercial
paper, these restrictions did not apply
to bank affiliates, e.g., bank holding
companies. The latter entered the
commercial paper market in a big way
last year, funneling the proceeds of
their borrowing to the banks for the
expansion of lending activity (generally
through the mechanism of having the
bank sell loans to its affiliate).
Many banks, principally the large
institutions in major financial centers,
were also using other nondeposit chan-
nels to attract funds for the support
of their lending activities. Heavy Euro-
dollar borrowing, for instance, repre-
sented efforts by major banks to relieve
the pressure on reserve positions that
was constraining their ability to expand
credit. Arrangements were also worked
out by some banks for selling loans
to nonbank investors. The Federal
Reserve, concerned that the use of
nondeposit sources of funds was impair-
ing the effectiveness of monetary re-
straint, acted in the summer of 1969
to reduce the advantages of both
Eurodollar borrowing and the raising of
funds through sales of loans to nonbank
investors. Although the Federal Re-
serve announced that it was considering
action to affect commercial paper
borrowings as well, this was not done
until the summer of 1970. Thus, with
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the advantage of other nondeposit
sources of funds reduced, sales of bank-
related commercial paper accelerated
sharply. The volume of such paper rose
nearly $3 billion in the second half
of last year, to $414 billion at yearend;
another $3 billion was added in the
first half of 1970. From mid-1969 to
mid-1970, the increase in bank-related
paper accounted for more than half
of the expansion in the total amount
of commercial paper outstanding.

Recent developments

The commercial paper market suf-
fered a setback in June when the Penn
Central Railroad filed for reorganiza-
tion under the bankruptey laws.
Because Penn Central had a sizable
volume of paper outstanding, this
event led to a serious weakening of
investor confidence in commercial
paper. This was reflected in a decline
of about $3 billion in the volume
outstanding between the end of May
and the end of July (the latest date
for which figures are available); the
decline was concentrated in late June
and early July, immediately following
the Penn Central’s action.

Because commercial banks had
provided extensive lines of credit as
backing for commercial paper, the
contraction in this market had serious
implications for the banking system,
which was already strained by the
effects of more than a year of restrictive
monetary policy. The Federal Reserve
System, concerned that banks might
have difficulty meeting their commit-
ments to these lines of credit if large
numbers of issuers were unable to roll
over their commercial paper obligations,
took immediate action to improve the
banks’ position. In late June the System
suspended until further notice the
interest rate ceilings on large denomi-
nation certificates of deposit (CD’s)
with maturities of less than 90 days.
This change permitted banks to bid
freely for loanable funds by offering
CD’s at competitive interest rates.
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Thus an attractive alternative was pro-
vided to investors hesitant to hold
commercial paper.

The banks immediately took advan-
tage of this change and bid aggressively
for CD’s. Since late June, when the
change was made, the volume of CD’s
has increased steadily; by early Sep-
tember, the volume outstanding at
large commercial banks had increased
more than $7 billion. (The volume of
bank-related commercial paper also
continued to grow.) With their role
in the financial process strengthened,
commercial banks were easily able to
accommodate those issuers of commer-
cial paper who were having difficulty
renewing their obligations.

In mid-August, the Federal Reserve
made further regulatory changes that
significantly altered the relationship
between banks and the commercial
paper market. Reserve requirements
were imposed on funds obtained by
member banks through the issue of
commercial paper; the demand deposit
requirement was imposed on the pro-
ceeds of paper with a maturity of less
than 30 days and the time deposit
requirement on other proceeds. This
action put such proceeds on an equal
footing with deposits and significantly
reduced the advantage to banks of
using commercial paper as a source
of funds; however, interest rates on
all maturities of paper are unregulated,
while only the shortest term CD’s
are free of the ceilings.

It seems likely that the commercial
paper market is in for a period of
adjustment which will see the rate of
expansion subside from the extraordi-
nary pace of the past few years. A
major contraction seems unlikely, how-
ever. A large market has developed,
and a broad range of borrowers and
lenders have become aware of its
advantages. Commercial paper has be-
come a very important short term
credit instrument, and is likely to
continue to function as such in the
foreseeable future.
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o In August: Nonagricultural payroll employment declined 90,000

° The unemployment rate was 5.1 percent, virtually unchanged from July
° Wholesale price index declined hecause of sharp drop in nonindustrial prices
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CHART 5

o Personal income increased $4 billion in August

o Expenditures for new plant and equipment expected to rise slowly in the second half
¢ Retail sales edged up in July
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. CHART 6

o Manufacturing and trade firms added $l.2 billion to their stocks in July—the largest increase this year
o Second quarter balance of payments in deficit $1.2 billion on the liquidity basis, $1.8 billion on official reserve basis
e Merchandise trade surplus remained sizable in July

INVENTORIES
Billion $
40
CHANGE [N BUSINESS INVENTORIES**
(GNP Basis)
30 h
20 -]
10+ -1
V] .
Quarterly (I} OBE
Billion $
180
MANUFACTURING AND TRADE INVENTORIES*
(Book Value, End of Month)
170 - -1

160

150

140

Billion $

120

100 |~

Manufacturirf//_._———
80 |- —
Trade S
col=—"""" N
40 Lty b ideseesbepgeadgeegibears
Monthly (July) Census & OBE
Ratio
2.0
INVENTORY/SALES RATIOS*
18 Manufacturing —/\- -
1.6 — 1

1.2

vl

Total

il
Gensus & OBE

NS ARAANERNENRNNNA SRR EE!
Monthly (July)

MANUFACTURING AND TRADE INVENTORIES+
(Book Value, End of Month)

AsrNan
\.—\\,__,‘\~—\_-—/

/

— Total Manufacturing and Trade -1

Litiibagant
1970
Census & OBE

pitiab i
1969
Monthly (July)

pria it
1268

* Seasonally Adjusted * * Seasonally Adjusted at Annual Rates
U.S. Department of Commerce, Office of Business Economics

401-899 0 - 70 - 2

NET FLOW OF PRIVATE U.S. AND FOREIGN CAPITAL
(Other than Liquid Funds)*

FOREIGN TRANSACTIONS
Billion $
12
NET EXPORTS**
0 =
Goods and Services
N i .
—~
7
. -
—N -~
0 \‘,.‘(
Merchandise
-4 [ L1 1 i1
Quarterly (Il} 0BE
Billion $
4.0
MERCHANDISE TRADE* /\/\
-
/Y RN IREE ERE NN L ESRGE RN RNUENERRE ERAB ]
Monthly (July) Census
Billion $
4

2+ -
Inflow
. \v,r\ /\\
Outflow \/
-2 —
-4 | [ Lot
Quarterly (I1) OBE
Billion $
4
BALANCE OF PAYMENTS*
o | Official Reserve Transactions Basis _
A \, =
7\ /===
/7 0\ / \
ol L Y. 4 A
N
-2+ / -
Liquidity Basis v/
-4 [ A Lt 1
1968 1969 1970
Quarterly (11} 0BE

GOVERNMENT
Billion $
140
" FEDERAL PURCHASES OF
GOODS AND SERVICES*»
120 - -
Tot:l
100 _/V_'\ —
Defense
80 el M —
60 111 L1 14
Quarterly (1) 0BE
Billion $
4
DEFENSE PRODUCTS*
3 New Orders N
2 -
. Shipments
Obudaatdaadtbervotboegndberbiedanieg
Monthly (July) Census
Billion $
250
FEDERAL BUDGET~~*
(NIA Basis)
225 | -
Receipts
200 g -
175 —
150 1 | |
Quarterly (i) 0BE
Billion $
175
STATE AND LOCAL PURCHASES
OF GOODS AND SERVICES**
150 -1
125 - -
100 -
75 [
1968 1969 1970
Quarterly (1) 0BE
70-9-6



10

SURVEY OF CURRENT BUSINESS

September 1970

CHART 7
® In August: Industrial production slipped fractionally, as a result of continued weakness in durable goods
o Bank credit and money supply up sharply
A Interest rates lower and stock prices higher
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1969 1970 1969 1970
1068 | 1969 I II II1 v I II 1968 | 1969 I II I Iv I I
Seasonally adjusted at annual rates Seasonally adjusted at annual rates
Billions of current dollars Billions of 1958 dollars
Table 1.—Gross National Product in Current and Constant Dellars (1.1, 1.2)
Gross nationalproduet____________________________________._ 865.0 | 931.4 | 907.6 | 923.7 | 942.6 | 951.7 | 959.5 | 971.1 | 707.2 | 727.1 | 722.1 | 726.1 | 730.9 | 729.2 | 723.8 | 724.9
Personal consumption expenditures.._____________________________ 535.8 | 577.5 | 561.8 | 573.3 | 582.1 | 592.6 | 603.1 | 614.4 { 452.3 | 467.7 | 463.3 | 467.1 | 468.7 | 471.7 | 474.0 | 478.1
Durable goods_ . . iiiiiciiiaao 90.6 | 89.51 90.8 | 89.1| 9L.9] 81.4] 849 849 857 84.1( 840 827 84.9
Nondurable goods 244.0 1 248.1 | 252,0 | 258.8 | 262.6 { 196.5 | 201.2 | 199.7 | 200.9 | 201.9 | 202.4 | 205.6 | 206.6
BOrVICeS. - e 238.7 | 244.5 | 249.8 | 255.2 | 259.9 ) 174.4 | 181.6 | 178.7 | 180.5 | 182.7 | 184.4 | 185.8 | 186.6
Groes private domestic investment______._________________________ 126.5 | 139.8 | 136.0 | 139.3 | 143.8 | 140,2 | 133.2 | 134.3 | 105.7 | 111.3 | 109.7 | 111.5 | 114.1 | 110.0 | 102.9 | 103.1
Fixed investment_ .. ... 118.9 | 131.4 | 128.7 | 131.4 | 132.4 | 133.0 | 131.6 | 131.2 | 98,8 | 104.1 | 103.6 | 104.8 | 104.2 | 103.9 | 101.5 | 100.1
88.7 | 99.3 | 957 97.5 | 101.5 | 102.6 | 102.6 | 102.8 | 75.5 | 80.8 | 79.3 | 80.2 | 8.9 { 82.1| 80.9 80,2
20.6 | 33.8| 326 | 32.3| 32| 351 357 | 36.3| 227 24.0| 23.8| 23.1| 24.6 | 24.3 | 24.4 23,5
§0.1| 65.5] 63.1| 652 | 66.3 | 67.5 66.9 | 67.5| 52.7| 56.9 | 55.4 | 67.0| 67.3 | 57.8 | 56.5 56,7
3.3 320 33.0| 339 3L0| 304 20.1 | 28.4| 23.3| 23.3| 24.3 | 24.7 | 223 | 21.8| 20.7 20.0
20.7 ) 31.5| 324 33.3 30.4| 20.8) 28.4| 27.8] 229 228 | 23.9| 24.2| 21..8 | 21.4| 20.2 19.5
.5 .6 .5 .6 .6 .6 .6 .6 .4 .4 .4 .4 .4 .4 .4 .4
7.8 8.5 7.4 7.9 113 7.2 1.6 3.1 6.9 7.2 6.1 6.6 9.9 6.1 L3 2.9
7.5 8.0 7.3 7.6 ] 10.8 6.5 .9 2.6 6.8 6.8 5.9 6.3 9.3 5.4 .8 2.6
.1 .4 .1 .3 .5 W7 T .5 .1 .4 .1 .3 .6 .8 .6 .4
2.5 1.9 1.3 1.3 2.6 2.6 3.5 4.1 .9 2 =4 =3 .8 .9 1.9 2.4
50.6 | 55.5 | 47.8( 57.2| 58.3 | 58,8 61.1 | 62.8) 457 | 48.5| 42.3 | 50.7 | 50.8!| 50.0( 52.0 52,9
48,1 ; 53.6| 46.5| 559 | 556 | 56,2 | 57.6 ) 58.7| 44.8| 48.2 | 426 | 511 | 50.0 | 49.1 ] 50.1 50,5
200.2 | 212.2 | 208.5 | 209.9 { 214.1 | 216.3 | 219.6 | 218.4 | 148.3 | 147.8 | 149.5 | 147.9 | 147.3 | 146.6 | 145.0 | 141.3
99.5101.3 | 100.9 | 99.8 | 102.5 | 1021 | 102.3 | 99.7) 78.7 | 75.7| 78.0| 758 | 75.2| 73.8 | 7.1 67.8
78.0| 78.8] 786 77.9 | 79.81 788 | 70.3 | 6.8 | . foooifeeion] e emm e e
21.5 | 226 | 224 | 2.9 | 227 | 23.3| 23. b7 O PN OISR BN [N SO MU MR,
100.7 | 110.8 | 107.5 | 110.1 | 111.6 | 114.2 | 117.4 | 118.7 | 60.6 | 72.1 | 7.5 | 721 721 | 72.9| 73.8 73.5
Table 2.—~Gross National Product by Major Type of Product in Current and Constant Dollars (1.3, 1.5)

Gross nationalproduet_._______ .. . . _______.. 865.0 | 931.4 | 907.6 | 923.7 | 942.6 | 951.7 | 959,585 | 971.1 | 707.2 | 727.1 | 722.1 | 728.1 | 730.9 | 729.2 | 723.8 | 724.9
Final sales 857.4 | 922.9 | 900.2 | 915.9 | 931.2 | 944.5 | 957.9 { 968.1 | 700.3 | 719.9 | 716.1 | 710.4 | 720.9 | 723.0 | 722.4 | 721.9
Change in business inventories 7.6 8.5 7.4 7.9 11.3 7.2 1.6 3.1 6.9 7.2 6.1 6.6 9.9 6.1 1.3 2.9

Goodsoutput. . .. ... e eaiceciccaciaaan 6 | 460.0 | 448.3 | 456.7 | 466.2 | 468.9 | 467.1 | 474.9 | 380.7 | 392.2 | 388.5 | 391.1 | 395.7 | 393.5 | 387.3 | 391.1
Finalsales_ - o..coceemeoooo. .0 | 451.6 | 440.9 | 448.8 | 454.9 | 461.7 | 465.5  471.8 | 373.8 | 385.0 | 382.4 | 384.5 { 385.8 | 387.4 { 386.0 | 388.2
Change in business inventories .6 8.5 7.4 7.9 1.3 7.2 1.6 3.1 6.9 7.2 6.1 6.6 9.9 6.1 1.3 2.9

Durablegoods.___________ ... .1 | 190.2 | 186.1 { 189.4 | 102.7 | 192.7 | 185.3 | 186.6 | 162.1 | 170.1 | 168.4 | 170.0 { 171.6 | 170.3 | 162.3 162.9
Final sales. .4 | 183.9 | 180.5 | 182.7 | 184.8 | 187.4 | 185.5 | 188.51 157.1 | 164.7 | 163.6 | 164.5 | 164.9 | 165.9 | 162.6 164. 4
7 6.4 56 6.7 7.9 53| —-.3| —L9 5.1 5.3 4.8 5.5 8.7 44| -3 -1.5
254.5 | 260.8 | 262.1 | 267.3 | 273.5 | 276.2 | 281.8 | 288.3 | 218.6 | 222.1 | 220.1 | 221.1 | 224.1 | 223.3 | 225.1 ) 228.3
252.5 | 267.7 | 260.4 | 266.1 | 270.1 | 274.3 | 280.0 | 283.3 | 216.7 | 220.3 | 218.8 | 220.0 | 220.9 | 221.5 | 223.4 | 223.8
2.0 2.1 L8 1.2 3.5 1.9 1.9 50 1.8 1.8 13 1.1 3.2 18 1.6 4.5
347.1 | 877.6 | 364.8 | 372.3 | 383.0 | 390.3 | 400.1 | 405.8 | 260.0 | 268.2 | 264.7 | 267.2 | 269.8 | 271.3 | 273.1 | 272.8
87.4 1 93.8 945 | 94.8| 93.3) 92,5 92.3| 90.4| 66.6| 66.6 | 68.9| 67.8| 65.4 | 64.4 | 63.4 60.9
Table 3.—Gross National Product by Sector in Current and Constant Dellars (1.7, 1.8)
865.0 | 931.4 | 907.6 | 923.7 | 942.6 | 951.7 | 959.5 | 971.1 | 707.2 | 727.1 | 722.1 | 726.1 | 730.9 | 729.2 | 723.8 | 724.9
770.1 | 827.8 | 808.2 | 822.3 | 836.6 | 844.0 | 848.5 | 858.4 ] 647.6 | 666.4 | 662.1 | 665.6 | 669.8 | 668.1 | 663.1 | 664.2
740.1 | 705.4 | 776.2 | 790.3 | 804.2 | 810.8 | 814.3 | 824.5 | 627.2 | 646.0 | 641.5 | 645.3 | 640.7 | 647.6 | 642.1 | 644.0
714.6 | 767.9 | 740.1 | 762.7 | 776.6 | 783.0 | 785.5 | 796.0 { 603.4 | 622.5 | 616.7 | 622.0 | 626.2 | 624.7 | 619.5 | 621.0
25,6 21,5 | 27.1| 27.6{ 27.6 | 27.8| 28.8| 28.5| 23.8| 23.6 | 24.7 | 23.3| 238.5| 228 226 23.0
Households and institutions__... ... ... . ... ... 25,31 28.1| 27.4| 27.8 | 28.3| 29.0| 29.6| 30.0] 159 | 16.4 ] 16.3| 163 | 16.3 ] 16.6 | 16,7 16.5
Restof the world.. ... .. . eiiaeao.. 4.7 4.3 4.6 4.2 4.1 4.2 4.5 3.9 4,5 4.0 4.3 3.9 3.8 40 4.3 3.6
Generalgovernment.. ... . L.i..._... 94.9 1 103.6 | 99.4 | 101.4 | 106.0 | 107.7 | 111.0 | 112.8 | 59.7 | 60.7 | 60.1 | 60.5 | 61.0 | 61.1 | 60.7 60.7

HISTORICAL STATISTICS

National income and product statistics for earlier periods are available as follows:
Data for 196669, July 1970 SurvEy or CURRENT Busingss; 1964-65, July 1968 SurvEY;
1929-63, The National Income an{d Product Accounts of the United States (available from
U.8. Department of Commerce Field Offices or from the Superintendent of Documents,
U.S. Government Printing Office, Washington, D.C. 20402, price $1.00 per copy).
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September 1970

1969 1970

I II | III | IV 1 II

Seasonally adjusted at annual rates

Billions of dollars

| 1970

1969 IllI,III'IVIIlII

Seasonally adjusted at annual rates

Billions of dollars

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

Groses national product.________________
Less: Capital consumption allowances.
Equals: Net national produet.___._.__.

Less: Indirect business tax and nontax
Hability - oo
Business transfer payments. ___.
Statistical discrepancy._...__._..

Plus: Subsidies less current surplus of
governinent enterprises.._.....

Equals: National income______.._..__.

Less: Corporate profits and inventory
valuation adjustment.___..___.
Contributions for social insur-

Interest paid by government
(net) and by consumers_.__._.

Dividends_.._........._..._.._.

Business transfer payments_.._.

Equals: Personal income______________

3oy

907,.6 [923,7 [942.6 |951,7 [959.5 | 971.1
77.0 1 78.2 | 79.4 | 80.7 | 821 | 83.6
830,6 |845,5 |863.1 |871.0 |877.4 | 887.5

82.1|84.3|86.687.7|8.3| oL1
3.5 36| 3.5 3.5| 3.6 3.6
—3.6 {—5.3 [—5.5 |~4.3 ([~5.4 | —3.1

749.3 |764.0 (779.5 |785.2 |791.5 | 797.4

87.1187.4 (868820 76.7| 7.5
5191531642561 5.0 56.7

59.8 | 61.0 | 62.0 | 63.4| 66.3 | 75.8
28.0 | 28.6|29.1(30.23L0 | 3L4
24.1 | 24.4 1250252252 251
3.5| 3.5| 35| 3.5 3.6 3.6

725.8 |741,1 [758,1 |770,5 |782,3 | 801.3

Table 5.—Gross Auto Product in Current and Constant Dollars
(1.15, 1.16)

Billions of current dollars

Grossautoproduct 1__________________|

Personal consumption expenditures.
Producers’ durable equipment_._. ..
Change in dealers’ auto inventories. |

New cars, foreign....

Grossautoproduct !______________.____

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

Net exports
Exports. .
Imports.._

Addenda:

New cars, domestie 2. ... ... .. ____.

New cars, foreign...__..__....._...___.

36.6 | 38,2 | 34.8 | 37.6 | 35.8 | 31,1 ) 35.4

31.8|3L.5| 315316325289} 30.4

561 56| 56| 66| 57| 6.1 5.4

.10 L1 (—-1.2{ 1.4|-11(-17 .8

L1| —2|—-14|~24}|—-1.6|—-15| —14

2.2 2.3 2.3 2.4 2.0 2.0 2.6

3.4 25| 37| 3.7| 3.6| 3.4 4.0

32,2133.8(30.8|335|30.7|2.5( 30.7

56| 49| 55| 56| 65| 6.2 6.7
Billions of 1958 dollars

36,9 | 33,3 | 35.8 (33,91 29,2 | 33.2

30.3130.2{30.1|308 ;271 285

54! 54| 54| 55| 49 51

1.1]-1.2]| 1L.4!-L1|-L6 .8

—.2|~1.4|-1.3|~15)-14| —1.4

23| 23| 24| 20| L9 2.5

25| 3.6) 3.7 3.5| 3.4 3.9

33.1130.1(327(29.8|253| 20.5

48| 54| 55| 63! 60 6.4

1. The gross auto product total includes government purchases.
2. Differs from the gross auto product total by the markup on both used cars and foreign

cars.

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

Nationalincome . _ ... ... __
Compensation of employees____._..__.
Wages and salarfes_......_.__..____.

Private.._...
Military. ...
Government civilian____...._.____

Supplements to wages and salaries_
Employer contributions for social
insuranee. ... . ...
Other labor income _ ....._.._..__.
Proprietors’ income ___________._______

Business and professional ...._..._._._
Farm. o

Rental income of persons. . ...._.._...

Corporate profits and inventory valua-
tion adjustment____._.________._____

Profits before tax_..._.............._.
Profits tax liability. ... ......_...
Profits after tax _

Dividends.........
Undistributed profits..._._.__.
Inventory valuation adjustment.____

Netinterest .__._______._ . .______..___

791.5
§92.2
534.4
422.6
20.1
917
57.9

28.6
29.3

67.6

50.6
17.0

22.5

76.7
82.6
38.0

25,2
19.4

-5.8
32.4

797.4
596.4

537.4
424.0

93.9
50.0

29.0
30.0

67.8

51.2
16.5

22.6

7.5
82.0

3.1
43.9

188
—-4.5
3.1

Table 7.—National Income by Industry Division (1.11)

All industries, total .._..._.... ..

Agriculture, forestry, and fisheries_....
Mining and construction. ._...........
Manufacturing._.____.

Nondurable goods.

.18
Durablegoods. ...

Transportation._. ... ............_.
Communication
Electric, gas, and sanitary services___
‘Wholesale and retail trade . .__.._._____

Finance, insurance, and real estate_.__
Services. ... il
Government and government enter-

prises
Restoftheworld . ... ______.____.___..
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Table 8.—Corporate Profits (Before Tax) and Inventory Valuation

Adjustment by Broad Industry Groups (6.12)

All industries, total..___._.._____

Financial institutions_.___________.___._

Non b ial cor 43

Manufacturing. ... ...

Nondurable
Durable g
portation, communication, and

ublic utilities. ... _........ ...
All other industries...........__.__._

B

DD -
s
[-T- T |
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1969 1970 1969 1970
wes|eo| I | m{m|iv| 1| 1 1968 | 1060 | I | I | I | w1 l I

Seasonally adjusted at annual rates

Billions of dollars

Seasonally adjusted at annual rates

Billions of dollars

Table 9.—Gross Corporate Product ! (1.14)

Table 10.—Personal Income and Its Disposition (2.1)

Gross corporate product. _......_. 492.8 518.5 [528.9 (537.7 (539.7 |539.7 | 544.0
Personal income ... _____._.._._____.__ 748.9 1725.8 |741.1 [758.1 782.3 ) 801.3
Capital consumption allowances._ ..._. 46.5 48.5 | 49.3 | 50.1 | 51,0 | 52.0 | 53.0 i
Indirect business taxes plus transfer Wage and salary disbursements_.... 4 509.0 [491.6 (502.9 |516.4 531.9 | 539.5
payments less subsidies_.._._.._____ 4.8 46.9 | 48.1 ) 49.3 | 49.9 | 50.7 | 5L 7 Commodity-producing industries. 197.5 (19L.5 (196.0 {199.9 202.7 | 201. 5
’ Manufacturing_..._.__._..._.__. 1 157.5 ;153.2 |156.4 |159.7 160.7 | 159.6
Income originating in corporate busi- Distributive industries 119.8 1115.5 {118.5 (121.3 125.9 | 127.0

| S, 401, 5 423.0 [431.4 1438, 2 {438.8 |437.1 | 439.3 Service industries. . - 87.7 | 84.5 | 86.7 | 88,7 93.9| 955
Compensation of employees. -1319. 2 338.7 [346.6 |354.1 {369.5 |363.2 | 363.8 Government.__________.______.._. 104.1 |100.0 1101.7 {106.5 109.3 | 115. 5

Wages and salaries__.._ -|284.3 300.9 (308.0 1314.7 |319.6 (322.6 | 322.8 )

Supplements_ .. __.__......o..... 34.9 37.81385(39.4{39.9|40.6| 41.0 Other labor income___._....__..... 27.6 | 26.7 | 27.3 | 27.9 29.3 | 30.0
Netinterest.. . __............... .9 15| 18| 20| 21| 23| 2.4 Proprietor’sincome_.____..._...__.. 66.8 | 66.0 [ 66.7 | 67.5 67.6 | 67.8

Business and professional._ _ 50.5 | 49.9 | 50.5 | 50.9 50.6 | 51.2
Corporate profits and inventory Farm. ... 16.4 | 16.2 | 16.2 | 16.6 17.0 | 18.5
valuation adjustment_.__._._._. 8.6 82,8 1831822773 7L6} 73.0
Profits before tax.._.. o] 84.8 88.7 [ 89.1 18531838 77.4] 7.5 Rental income of persons_._...___... 22,0 | 21,6 | 22.0 | 22.1 22.5 | 22.6
Profits tax liability. ... 40.8 43.5 (438 (421|414 ]330} 381 Dividends__ ... 23.3124.7 | 24.1 | 24.4 | 25.0 25.2 | 25.1
Profits after tax. 442 45.3 (45.4 | 43.3 | 42.4 { 39.4 | 39.5 Personal interest income._......_.... 59.7 | 57.7 | 59.0 | 60.1 63.4 | 64.5
Dividends. __.__. 218 22.5122.9|23.3(23.5(23.3| 23.4
Undistributed profits__ _.____. 22.4 22,8 225|199 (189 (16.2| 16.0 Transfer payments. . _.____ e 65.1 ) 63.3 | 64.5 | 65.5 69.8 | 79.4
Inventory valuation adjustment..]—-3.3 —5.9 [—6.0 [~3.2 |—6.5 |—5.8 | —4.5 014 age, survivors, disability, and
health insurance benefits. .. ... 33.0 323|329 33.1 34.2| 415
Cash flow, gross of dividends........__ 90,7 [ 93.8 | 93.8 | 94.7 | 93.4 | 93.4 { 91.4 | 92.5 State unemployment insurance
Cash flow, net of dividends_.__._..... 68.9 | 70. 71.3 | 7.8 | 70.1 | 69.9 | 68.2 | 69.0 benefits 2.1 21 L9| 2.2 2.9 3.6
Veterans benefits 83) 79| 84| 83 9.0 9.5
Gross product originating in Other._. ... 21.6 | 2.0 | 21.4 | 21.8 23.81 24.9
financial institations_ . ... ... 22.5 24.0 | 24.6 | 24,9 25.1]25.3| 256
Less: Personal contributions for .
Gross product originating in social insurance______.____________ 26.0 | 25.2 | 25.8 | 26.4 27.4 | 21.7
nonfinancial corporations._.___ 470, 2 494, 5 [504,3 |512.8 (514.6 |514.4 | 518, 4
Less: Personal tax and nontax pay-
Capital consumption allowances__.... 45.1 47.1 | 47.9 | 48.6 | 49.5 | 50.4 | 51.4 ments_.. . ... 117.3 |113.8 |118.1 {117.5 117.0 | 117.7
Indirect business taxes plus transfer )
payments less subsidies_...__._...._. 42.9 44,9 46.0 | 47.2 [ 47.7 1 48.4 | 49.4  Equals: Disposable personal income.. 631.6 (612.0 |623.0 [640.6 665.3 | 683.6
Income originating in nonfinancial Less: Pergonaloutlays. . .._.___._..... 593.9 |577.7 [589.7 |598.7 620.5 | 632.1

corporations. ... 402.5 |410.4 |417.0 [417.4 415.5 | 417.5 Personal consumption expenditures. 577.5 |561.8 1573.3 |582.1 603.1 | 614.4
Compensation of e .9 [334.1 |339.1 {342.3 | 342.9 Interest paid by consumers____..__. 15.7 | 15.3 | 15.6 | 15.8 16.4 | 16.8

‘Wages and salaries 297.3 |301.8 |304.4 | 304.6 Personal transfer payments to for-

Supplements. .. 36.8 | 37.3 | 37.9 | 38.3 eigners._ ... .8 7 .8 .9 .9 1.0
Net interest.. ... ... 12.9 [ 13.3 [ 13.6 | 13.9  Equals: Personalsaving....____..____. 37.6 | 34.3 ) 33.3 | 42.0 4.8 51.5
Corporate profits and inventory

valuation adjustment._ ... .._.. 70.4 71.3 | 71,11 70.0 { 65.1 | 89.6 | 60.7  Agqdenda:
Profits before tax__._......._._____ 73.7 77.2 (77.2 | 78.2 { 7.6 | 65.4 | 65.2  pPigpogable personal income:
Profits tax liability. 34.7 87.2137.2| 353346 (3.1 310 Total, billions of 1958 dollars 511.5 |504.7 [507.5 |515.9 522.9 | 532.0
Profite after tox. oo 309 A ER A AR 8.2 Percapita, current dollars_ . 3,108 (3,023 [3,070 (3,148 3,252 | 3,333
Undistributed profits. ... 18.4 188|184 150|151 |125| 123  Fercapita 1988 dollars. ... % 517 12,498 12, 501 12, 535 2,556 | 2,504
Inventory valuation adjustment..|—3.3 ~5.9 |—6.0 |~3.2 |—6.5 [~5.8 | —4.5  Ppergonal saving rate, percent . _.._.._. 60| 56| 53| 6.5 67| 1.5
Cash flow, gross of dividends.._......_ 84.1 871 87.8 | 86.5| 865|847 856
Cash flow, net of dividends._ ..__.___. 63.5 65.9166.3 ) 64.6| 64.5 629 63.7
Table 11.—Personal Consumption Expenditures by Major Type (2.3)
Billions of 1958 dollars
Gross product originating in Personal consumption expendi-
nonfinancial corporations. ... |415, 1 128.5 |432,9 |435.6 [433.0 |428.4 | 4277 PUFeR. oo oeoooniiiii e 577.5 |561.8 1573.3 15682.1 603.1 | 614.4
Durablegoods. ... ...__..____._.___. 90.0 | 89.1 | 90.6 | 89.5 89.1| 91.9
Dollars Automobiles and parts_.__._.__.___ 40.3 { 39.8 { 40.0 | 40.2 37.7| 39.4
Furniture and household equipment. 36.7 | 36.8 137.2136.7 38.3 | 38.9
C ';;;g nt :ol‘ll:' cost per ‘m.iit of Other_______ ... 1 13.1 | 13.5 | 13.4 { 12.6 13.1] 13.6
ollar gross product
originating 2in nonfinancial Nondurablegoods_ . _._._________._._. 245.8 239.2 (244.0 [248.1 258.8 | 262.6
corporations *.................. L.133 154 (1.165 [1.177 10188 |1.201 | L212  Fg04 and beyerages- -.-.-....-.... 1217 |119.1 [120.8 [122.4 128.8 | 131.2
Capital consumption allowances..._... .100 0 | .ut {12 |Lus | 10 Glothing and shoes 90 T 200 0T a3l a0k
Indirect business taxes plus transfer Other - 532 | 52.0 | 52.4 . 56.3 1 56.9
Cpaymentts less fsubsi«l*lies ............. ;(2)2 .;gg %gg .;2273 ;tl;g IS k2 I § [ y . " . :
ompensation of employees_..________ . . . . . L799 | .802
Net nterest. .. .- oonoo oo L025 028 | ;029 {030 | .031 | .032 | [033 Services...............ooooo 241.6 1233.5 |238.7 244.5 255.2 | 269.9
Corporate profits and inventory valu- S S oreration 7T I LR R AR g 231
ation adjustment. . .. oo oeoo oo e 166 | 164 | 161|150 | 139 | 182 pranportation... ..l ... .. 16.7 | 6.2 | 165 | 168 17.7 | 17.9
rofits tax liability_..____._.____ . . . . . . . 07 Sttt o d Y Y Y 3
Profits after tax pius inven- Other. ... . 107.1 103.2 [105.9 |108.5 113.3 | 115.4
tory valuation adjustment._ __] . 086 .079 ) .078 | .080 | .070 | .067 | .069
%, %ﬁglu.des gro?stprgguczit %ri%inaiting in the r:,lst %ftlfme woéld' | . o th Table 12.—Foreign Transactions in the National Income and
. This is equal to the deflator for gross product of nonfinancial corporations, with the
decimal point shifted two places to the left. po ’ Product Accounts (4'1)
3. Personal saving as a percentage of disposable personal income.
Receipta from foreigners_........_... 55.5 | 47.8 | 57.2 | 58.3 62.0 | 63.7
Exports of goods and services.......... 55.5 | 47.8 | 57.2 | 58.3 6l.1 | 62.8
Capital grants received by the United
[T 73 71 U NP SUUIN [P NP PRI .9 .9
Payments to foreigners_____..._..... 55.5 | 47.8 | 57,2 | 58.3 62.0 | 63.7
Imports of goods and services 53.6 | 46.5 | 55.9 | 55.6 57.6 ( 58.7
Transfers to foreigners_ ... 28] 2.4 32| 28 2.8 3.0
Personal ... __ .8 .7 .8 .9 .9 L0
Government....... 21| L8] 2.5, L9 19 2.0
Net foreign investment._ . _.._____.___. -9 |=1.1{=2.0| —.1 1.6 2.0
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Table 13.—~Federal Government Receipts and Expenditures (3.1, 3.2)

1969 1970
I | m I 11
Seasonally adjusted

Index numbers, 1958=100

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

Federal Government receipts. . __..____

Personal tax and nontax receipts. . .
Corporate profits tax aceruals. ...
Indlrect business tax and nontax

ruals
Contributlons for social insurance. _ .
Federal Government expenditures._.___

Purchases of goods and services_.._..
National defense

Grants-in-aid to State and local gov-
ernments_ ..o,
Net interest paid_ .. _.c.oeoooooo o
Subsidies less current surplus of gov-
ernment enterprises...............
Less: Wage accruals less disburse-
ments. . eiiioaoos

Surplus or deficit (—), national
i and produci -

99.8
77.9
21.9

8
[N
~E8 8

202.5 (200.8

97.3
40.2

19.0
46.0

189.1 {192.5

102.5
79.8

9.6 1200
2.9 13.2
4.6 4.6
.0 .0
13.4 | 8.3

95.6
38.6

19.5
47.0

pEE 8385
[ 1
88 B
=¥ -] <>

7
2
3
9

196.7

93.5
34.9

19.4
48.9

Table 14.—State and Local Government Receipts and Expenditures

State and local government receipts____

Personal tax and nontax receipts. . . _
Corporate profits tax accruals_..._..
Indirect business tax and nontax
acCrualS. ... iaooioal
Contributions for social insurance. . _
Federal grants-in-aid_..___.......__..

State and local government expendi-
tur:

Purchases of goods and services..__..
Transfer payments to persons.._.__.
Net interest paid. ... ... ...
Less: Current surplus of government
enterprises. .. ...

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

28
e

117.9 |119.8

110.1
L2 | 1.7

.1 .2
3.6 3.6

-15} —.3

(=
Bag
0 v

-3
B ek
(== Y] o2

»

132.0

3.2

[
abada
-3

128.7
118.7

13.8

3.8

3.4

Table 15.—~Sources and Uses of Gross Saving (5.1)

Gross privatesaving___________________

Personal saving________.__.____...__
Undistributed corporate profits.._..
Corporate inventory valuation ad-

Justment_ .l
Corporate capital consumption
allowances. . ... .oo.....
Noncorporate capital consumption

ce
‘Wage accruals less disbursements____

Government surplus or deficit (—),
tional i and d

Gross investment______.________._______ 1

QGross private domestic investment. .
Net foreign investment._..__...__._.

Statistical discrepancy . ... ... _....

130.7 (141.1

33.3
25.2

 |-6.0

42,0
22.9

-3.2

49,3 | 50.1

28.9 [ 29.3
.0

149.4

516
18.8

—-4.5

53.0
30.6
.0

-10.9
—14.2

3.4

Gross national produet_______.__
Personal consumption expenditures____
Durable goods. ... ...
Nondurable goods._......._..........
Serviees. .. m e cimeeicieees
Grosa private domestic investment_.__.
Fixed investment _ . _ ..__...__..___.

Nonresidential . _.._.___.._..__.._

Struetures . __ ... ... ... 1

Producers’ durable equipment . _

Change in business inventories._....
Net exports of goods and services. .. __.

Exports. ...
Imports_ . oL

Government purchases of goods and

services ... ... 1

Federal. .. . ..
Stateand loeal . __.__._...._.....__.

127.22
122.8

141.9

131.7
162.6

128.97
124.2

123.9
143.3
115.6
138.9

139.0
131.1 |133.6

145.4

136.3
154.9

127.2
107.8

125.9
137.3

151.5
143.8

158.9

132.57

133.98

128.5

108.2
127.1
130.3

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

Gross national product ... ___._
Finalsales_._ .. .. ........

Goodsoutput_..____ ... ...
Durable goods. . ... ...
Nondurable goods_..................

Addendum:
Grossautoproduct_ . ........._...._.

I i
125 68 127.22 128.97
127.3 i129.

116.8
1105 1114 112.3
119.1 {120.9 ‘122 1
. .8 [137.8 |139.3

131.3 ;140.8 {137.2 {139.9 142.7

102.4 1104.7 [103.7 [104.4 1105.0

117.8

1142.0

130.52/132.57
130.6 1132.6

120.6
114.2
125.2

146.5

7 (1457

106.6

Table 18.~Implicit Price Deflators for Gross National Product by

Sector (8.4)

Gross national product ._______..
Private. ..o el

Business _____ ...
Nonfarm

arm
Households and institutions_

General government _ .. _______________

122.31!128.11!125.68'

i |

127.22 128.97 130.52“132.57 133.98
118.92 124.22 122.08 123.55 124.90.126.32 127.96'129.24
118.0 {123.1 [121.0 [122. 5 |123.8 |125.2

126.8 |128.0

159.1 (170.8 |165.4 |167.6 |173.6 |176.5 [182.9 | 185.9

Table 19.—Gross National Product: Change From Preceding Period

Gross national product:
Current dollars . ___.___.._._.._.....
Constant dollars ... .._._...._.._
Implicit price deflator....._..._.._._

Gross private product:
Current dollars . ... ...
Constant dollars..__..._.._......._.
TImplicit price deflator..__......_...

Percent at annual rate
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Capital Expenditures

Public utilities, communications firms, and airlines
account for most of the rise in outlays from
1969 to 1970

Billion $ (ratio scale)
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Nata: OBE-SEC

U.S. Department of Commerce, Office of Business Economics 0-9-8

Plant and Equipment Expenditures—
Moderate Rise Projected For the Second Half of 1970

Business capital spending is expected
to rise moderately throughout 1970.
However, programs continue to be
reduced from earlier expectations;
spending in the full year 1970 now is
scheduled at 6% percent higher than
in 1969, compared with projections of
7% percent last May and 93 percent
last February. Most of this year's
expected rise is attributable to the
public utilities, airlines, and com-
munications companies.

INVESTMENT in new plant and
equipment is scheduled to rise moder-
ately in the third and fourth quarters
of 1970, according to plans of business
firms as reported in late July and
August. Spending was at a seasonally
adjusted annual rate of $80.2 billion
in the second quarter, up 2% percent
from the first; it is expected to rise
1 percent in both the third and fourth
quarters, reaching a rate of $82.2 billion
in the latter period.

If these expectations are realized,
expenditures for the full year 1970 will
be $80% billion, up $5 billion or 6%
percent from 1969.! The increase last
year was 114 percent. That the physi-
cal volume of fixed investment may
differ little from 1969 is suggested by
the steady rise of plant and equipment
prices; at midyear, they were 5 percent
higher than a year earlier.

The current survey shows a continua-
tion of downward revisions in 1970
spending programs. The total now
expected for the year is 1 percent lower
than in May and 3 percent lower than in

1. The reported figures for expectations are adjusted for
systematic biases in survey responses. The adjustment pro-
cedures are described on dpages 36 through 39 of the February
1970 SURVEY. Before adjustment, 1970 expenditures were
expected to be $80.26 billion for all industries, $32.58 for
manufacturing, and $47.68 for nonmanufacturing. The
adjustments were ap]{lied segarately to each major industry;
the net effect was to lower the manufacturing total by $0.53
lgillﬁon and to raise the nonmanufacturing total by $0.79

on.

February. The successive lowering of
investment sights for 1970 centered in
manufacturing and railroads. Airlines,
commuanications firms, and public utili-
ties expanded their programs as the
year progressed.

Actual expenditures in the second
quarter were only slightly below the
May expectation but expectations for
the second half have been reduced
$1% billion (seasonally adjusted annual
rate). The reduction was centered in the
manufacturing sector.

The current investment outlook

The survey vresults indicate a
softening in overall investment demand

Table 1,—Plant and Equipment Expendi-
tures, Annual Percent Change 1969-70

Expected 1970 as

Ac- reported in:
tual
1969
Feb- | May ( Au-
ruary gust
All industries 1..._______ 11.5 9.8 7.8 6.6
Manufacturing ... _._____ 11.7 9.2 3.7 1.2
Durable goods .. _...._.._. 13.0 9.6 3.0 -.5
Primary metals_.......__| —3.8 6.8 38! —L8
Electrical machinery._.... 144 | 13.9| 1558 10.6
Machinery except elec-
trical .. ... 21.1 18.9 7.2 2.1
Transportation equip-
ment- ... 11.5 | —9.4 |—14.3 | —12.9
Stone, clay, and glass....] 240 | 13.6 | —1.7 | —13.5
Nondurable goods t_____.__ 10.3 8.8 4.5 2.8
Food including beverage.| 17.5] 10.0 | 13.0 10.2
Textile. ... ... ... 18.0 ] 1.3 |—1L.3 -=8.1
Paper.. e eaes 19.9 3.9 6.1 2.2
Chemieal.__......._____. 9.4 20.7 8.1 9.6
Petroleum. . ......__..... 7.3 5.6 9] =10
Rubber.. ... ... 11.2{ ~9.3| —-9.9 | —-12.2
Nonmanufacturing._____..___ 11.4 ( 10.1 | 10.7 10.5
Mining...._... 14.2 .4 1.0 -3
Railroad 28.5 | 20.7 7.0 -1
Air transportation....._.__ -211 129 ]| 259 21.1
Other transportation.......] 6.2 | —3.0 |—10.6 | —256.3
Public utilities._____.._____ 13,9 14.4 ] 17.0 16.5
Communication. . _.__.._.. 21.6 | 152 | 153 22.4
Commercial and other.__ .. 6.0 53 53 4.5

1. Includes industries not shown separately.

Sources: U.8. Department of Commerce, Office of Business
Economics and the Securities and Exchange Commission.
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for the year but not a downturn in the
near term. The closeness of actual
second quarter expenditures to ex-
pectations, compared with the sizable
shortfalls of actual spending from
expectations in preceding quarters, sug-
gests that businessmen may spend
close to the projected rates through the
remainder of the year. This spring’s
cessation of the decline in business
activity and corporate profits, easier
money conditions, and the recent im-
provement in new orders probably
provided a more congenial investment
atmosphere this summer than obtained
earlier in the year.

Weakness in manufacturing outlays
in the second half is indicated by two
findings in the current survey: a sub-

IR CHART 9

Starts and Carryover of Investment Projects

© Manufacturers’ carryover dropped in the second
quarter as starts fell helow expenditures

o Carryover by utilities continued to expand

Billion $ (ratio scale)
30

MANUFACTURING

20

/

Carryover*

stantial second quarter drop in starts of
industrial investment projects, and a
decline in the proportion of facilities
considered inadequate for near term
production needs. Also, the manu-
facturing capacity utilization rate
dropped in the second quarter to its
lowest point in 9 years.

Manufacturers’ Programs

Manufacturers now project 1970 ex-
penditures of $32 billion, an increase
from 1969 of only 1 percent, which
implies & decline in the physical volume
of investment. The high in manu-
facturers’ spending was set in the third
quarter of 1969 at a seasonally adjusted
annual rate of $33.1 billion; since then
spending has held at a rate of $32.4
billion.

Very substantial cutbacks in invest-
ment programs have occurred during
1970 across the entire range of manu-
facturing industries, thcugh the impact
has been somewhat heavier in the
durables sector than in the nondur-
ables. Durables producers as a group
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now expect to spend $15.9 billion this
year, just under the 1969 total. Tron
and steel, transportation equipment,
and stone, clay, and glass companies
are projecting substantial reductions
but electrical machinery and nonfer-
rous producers are programing advances
of about 10 percent. In the nondurables
group, reductions from 1969 totals are
expected by textile, rubber, and petro-
leum producers. The 3 percent rise for
the group as a whole is due primarily to
strong programs of food and chemical
companies and the “other nondurables.”

Starts and carryover decline

The value of investment projects
started by manufacturers during the
second quarter declined 21 percent
from the first quarter. At $6.8 billion,
second quarter starts were $1.3 billion
lower than expenditures (chart 9). As
a consequence, the carryover of expend-
itures yet to be made on uncempleted
projects declined to $22.8 billion.

The decline in starts was shared
equally by the durable and the non-
durable groups, with cutbacks wide-

Table 2.—~Manufacturers’ Evaluation of Their Capacity

[Percent distribution of gross capital assets1]

10 Starts of Projects - 1967 1968 1969 1970
8 —
— Dec.| Mar |June | Sept.| Dec. | Mar. | June | 8ept. | Dec, | Mar. | June
6 = 31 3t 30 30 31 31 30 30 31 31 30
4l_~" Expenditures | More plant and equipment needed
iR RN IR T A T N B All manufacturing ... 43 40 41 45 47 48 43 44 46 4 42
Durable goods2. ..o 38 39 41 44 45 46 40 40 39 37 3
30 Primary metals..... .. 381 35 41 44 41 41 30 31 33 30 30
PUBUC U'"LITIES Metal fabricatorss.. 43 47 44 46 49 49 49 47 43 41 36
Nondurable goods2_.___..... 49 40 41 45 49 49 46 48 53 51 49
20 - - Food including beverage. 42 38 41 49 54 46 43 4 47 46 44
Chemical ... ........_. 78 67 65 71 58 72 56 71 73 68 68
39 27 29 32 40 39 41 42 47 48 47
Carryover=
\ About adequate
10 - All manufacturing_ ..o oo 52| 55| 53| 50| 48| 47| 52| 51| 49 50 52
8 — Durable goods? | 55 53 50 48 48 47 53 53 53 53 56
— imary metals... 4 83 50 44 41 45 44 56 54 52 54 54
6 _ Metal fabricators 4 & 49 51 50 48 48 48 50 52 52 56
Nondurable goods?. . d 9 58 56 52 48 48 51 49 44 47 48
— Food including beverage ] 53 57 53 45 41 49 53 53 49 51 53
Chemical....._.........._. g2 31 33 27 40 25 43 27 26 31 31
4 Starts of Projects - Petroleun_ - Z_ T ITIIIIIITIIIT 60| 72| 70| 67| 5| 60| 58| 57( 5] 2| 58
- — Existing plant and equipment exceeds needs
All manufacturing. ... ... .._... 5 5 6 5 5 5 5 5 5 6 6
2~ - Durable goods?.._ .. 7] 8f ol s8] 7 7| 7| 7i 8| 18] 1w
Primagry metals.. 16 15 15 15 4 15 14 15 15 16 18
- Expenditures Metal fabricators 3 4 5 4 3 3 3 3 5 7 8
Nondurable goods?.__.... 2 2 3 3 3 3 3 3 3 2 3
Food including beverage__. 5 5 6 6 5 5 4 3 4 3 3
1 hemical ... .........___. - 2 2 2 2 2 3 1 2 1 1 1
- Petroleum. ... . . 1 1 1 1 1 1 1 1 0 0 0
slhooabvoa b dbon v ben s b bin e b

1963 64 65 66 67

Seasonally Adjusted
* Carryover as of end of period.

68 69 70

Data: OBE-SEC

U.S. Depariment of Commerce, Office of Business Economics 70-9-9

1. According to respondent companies’ characterizations 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 the Securities and Exchange Commission.
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spread among the component indus-
tries. Contrary to the general trend,
however, starts by nonelectrical machin-
ery firms increased.

Pressure on capacity eases further

Manufacturers responding to a ques-
tion on their needs for productive
facilities in light of their prospective
operations for the ensuing 12 months
indicated that pressures on industrial
capacity continued to decline during
the second quarter. Companies owning
42 percent of total fixed assets reported
that their facilities on June 30 were
inadequate for near term needs. This
proportion was down from the 44 per-
cent registered as of March 31 and 46
percent as of December 31. All major
manufacturing industries except pri-
mary metals and chemicals showed
declines in pressure on capacity during

SURVEY OF CURRENT BUSINESS

the first and second quarters. The
figures for primary metals and chemical
firms showed no change.

The proportion of assets considered
“adequate” has tended to rise slightly
throughout manufacturing. Firms re-
porting facilities in excess of prospec-
tive needs accounted for 6 percent of
fixed assets at June 30. While the “ex-
cess” proportion has shown little fluc-
tuation since the survey began at the
end of 1963, 6 percent is at the upper
end of the range.

Nonmanufacturing Programs

Expenditures in the nonmanufactur-
ing sector are expected to reach $4814
billion this year. The expected rise of
10} percent is about as large as the
increase last year. Public utilities and
communications and commercial firms
are maintaining a growth rate about
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the same as last year’s; airlines have
swung from a reduction in 1969 to a
strong expansion in 1970, while other
groups have retrenched.

Electric utilities are expecting to
to spend 23 percent more in 1970 than
in 1969, with higher outlays in the
second half than in the first. In con-
trast, gas and other utilities expect to
spend slightly less this year than last,
but are programing an upward trend in
spending during 1970.

At the end of June, public utilities
had a carryover of $22.77 billion of
expenditures yet to be made on un-
completed projects, up $1% billion from
the end of March and $5% billion from
a year earlier. Starts of projects in the
second quarter rose to a record $4.8
billion.

Communications and airline com-
panies expect to spend one-fifth more

Table 3.~~Starts and Carryover of Plant and Equipment Projects, Manufacturing and Public Utilities—1967-70

[Billions of dollars]
Starts 1 Carryover 2
Annual 1969 1970 1969 1970
1967 1968 1969 I I III v, I 1I Mar. June | Sept. | Dec Mar. | June

Manufacturing 3 29,64 | 34.07 8.49 8.72 8.06 8.80 8.64 6.92 21,77 | 22.66 | 22,57 | 22,26 | 23.75 22,51
Durable goods 3. . - - o iimeee 12,42 1 14.59 | 16.85 4.19 4.30 4.03 4.32 4.42 3.37 1.38 | 1170 | 1L.70 | 11.43 | 12.27 11. 56
Primary metals. ... 2.81 1 321 | 2.9 .76 69 75 .75 65 54 402| 39| 38| 370 367 3.43
Electrical machinery..._._____ 1.54 181 | 280 .61 68 73 .77 82 41 1.46 1. 64 190 202 2.36 2.21
Machinery except electrical..___. 2.681 270 ) 3.60 -89 95 77 .99 84 86 L16( 128 118 116 1.17 110
Transportation equipment ¢.__ 2.24 2.9 2. 66 .73 87 65 .41 .78 58 2,84 3.02 2.90 2.60 2.78 2.68

Stone, clay, and glass_____________ ... .. _____ .66 1.06 1.08 .35 23 31 .18 .32 13 .73 .69 .73 .62 .70 .56
Nondurable goods 3. ... . ______ .. 14.08 | 15.05 | 17.22 4.30 4.41 4.03 4.48 4.21 3.54 10. 39 10. 96 10.87 | 10.82 11.48 10.95
Food including beverage... ... ... 200 2.32] 297 .59 .92 .69 .77 .66 .66 .20 148 149 | 153| 153 1.44

Textile. ... .83 .59 .60 L4 .19 L4 .14 .16 .15 .30 .33 .30 .27 .30 .31
Paper.__. 152 1.42 1.59 .46 .35 .46 .32 .58 .33 1.23 1.18 1.22 1.08 1.29 1.19
Chemical 2.48 2.98 3.62 .88 1.06 1.03 .65 .96 .71 2. 58 2.88 3.156 2.89 3.10 2.92
Petroleum. 5. 59 5.57 6.19 1.66 1.35 1.18 2.00 1.39 1.23 3.76 3.79 3.47 3.7 4.04 3.90

Public utilities__. ... ... 12,58 12.86 | 15.16 5.30 2.54 3.56 3.77 5.63 4.16 18.68 18.23 18,76 19.30 | 22.39 23.26

Adjusted for Seasonal Variation

Manufacturing 3_____ e eeea e 8.42 8.89 9.11 8.33 8.56 6.76 21,54 | 22.64 | 23.48 | 23.72| 24.17 22,82
Durable goods 3. . el 4.04 4.63 4,79 3.92 4.33 3.39 1L42 | 1205 | 12.71| 12.67 | 12.90 12.21
Primary metals .. i ecee e .73 69 1.00 .60 .61 60 4.19 4.05 4.24 4.08 3.87 3.68
Electrical machinery.. .. .59 90 .67 .78 42 1.39 .56 195! 2.09| 230 2.15
Machinery except electri .60 1.47 96 .92 .71 99 1.06 1.70 1,74 179 1.60 1,66
Transportation equipment .80 72 67 .47 .84 45 2.88 2.92 2.83 2.65 2.81 2.59

Stone, clay, and glass .40 20 37 16 .32 12 .78 .70 .79 .70 .76 .62
Nondurable goods 3. __ i 4.39 4.26 4.32 4.41 4,23 3.37 10.12 | 10.59 10.77 | 1L.05| 11.27 10. 61
Food including beverage .60 .90 69 .83 .7 .59 1.22 152 1.54 1.65 1.61 1.50

Textile. .. ... .15 .19 14 .12 .21 14 .30 .34 .30 .27 .33 .33
Paper.... 42 .31 49 .39 .49 .29 1.17 L09 1.18 114 1.20 1.08
Chemical.__ .89 .84 | 123 .70 .94 .55 258 269| 312{ 302! 313 2.81
Petroleum. ... ... 176 | 134 1.24 1.83 1.42| 128 3.78| 377| 851 3.8 3.9 3.85
Publicutilities___._______._____________ e 3.70 | 2.96| 4.71| 3.94| 3.95| 4.84| 17.33| 17.37| 19.21| 20.20 | 21,12} (2277

pe{r'i sdtarts are estimated by adding changes in carryover to expenditures during the given
od.

2. Carryover refers to expenditures yet to be incurred on plant and equipment projects
already underway at end of period.

3. Includes data not shown separately.

4. Includes guided missiles and space vehicles.

401-899 O - 70 - 3

NotE: Details may not add to totals because of rounding.

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

and Exchange Commission.
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Table 4.—Expenditures for New Plant and Equipment by U.S. Business,! 1968=70
[Billions of dollars]
Annual Quarterly, unadjusted Quarterly, seasonally adjusted annual rates
1968 1969 1970 1968 1969 1970
1968 | 1969 |19702

I Im(or{mv | I II | II| IV l I II (11X Ive| I II x| v 1 I |Imm{mwv| 1 II | II2 [ IV?
All industries._ _.. 67.76{75.56:80.52/15,10(16.8516.79{19.03{16,04(18.8119.25,21.46/17.47(20.33/20.0622. 66, 68.09/66.29(67.7769.05/|72.52)73.94/77.84|77.84/78.22(80.22; 81.05/82.24
Manufacturing industries 28.37(31.68 32.05| 6.15 6.99) 7.13| 8.10| 6.58| 7.82! 8,16 9.12| 7.14) 8.15] 7.76| 8.99] 28.02/27.8428.86(28.70/|29.99!31.16!33.05,32.39(32.44/|32.43| 31.21{32.15
Durable goods.._._... --}14.12/15,96:15.88| 3.06| 3.36] 3.54) 4.16] 3.36| 3.98| 4.03| 4.59| 3.59| 4.08) 3.78| 4.44| 14.11/13.51{14.47(14.39(15.47!15.98(|16.53|15.88(16.40{16.32| 15.38)15.53
Primary metals 3. ___.__._.... 3.36] 3.23| 3.17| .70/ .79) .88 .99 .71 .81 .81 .90} .69| .78 .78| .92| 3.31{ 3.21) 3.50 3.39| 3.37| 3.31| 3.20| 3.09| 3.28| 3.15( 3.07| 3.20
Blast furnace, steel works..] 2,00 1.83| 1.66| .40| .46] .52] .62| .41 .47| .45 .500 .35 .43| .39| .49| 1.96! 1.87 2.09| 2.07| 1.98} 1.91] 1.80| 1.70| 1.72| 1.73| 1.54{ 1.66
Nonferrous_. .. ._...._....- 1.09] 1.10; .20 .24 .26) .29 .31 .23 .27) .28 .32{ .27| .28 .30 .34| 1.06: 1.06| 1.14| 1.09| 1.04{ 1.12{ L 11j 1. 12| 1.25} 1.12 1.19| 1.23
Electrical machinery._.___..- 1.78] 2.03| 2.25| .37| .44| .43 .54{ .39] .50; .49 .65{ .48| .56| .52| .69 176/ 1.78 1.79| 1.78| 1.86 2.04) 2,02/ 2.16| 2.25| 2.27| 2.17| 2.29
Machinery, except electrical .| 2.841 3.44| 3.51| .66| .65 .67 .85 .72 .84/ .86 1.01| .82 .93] .81 .95 2.96/ 2.56| 2.87 2.96] 3.22| 3.34| 3.66/ 3.50! 3.62] 3.69] 3.39| 3.36
Transportation equipment 3_.{ 2.48( 2.76' 2.41| .54| .61} .65 .68 .59 .69 .77 .71 .60/ .68 .568| .56/ 2.54; 2.40| 2.54) 2.44; 2.76| 2.73) 3.00; 2.60| 2.74] 2.71] 2.21| 2.04
Motor vehicles_........_._. 1,36 1.65] 1.58| .32 .34] .35 .35 .34 .40} .46 .44 .38 .47 .39| .34 1.49| 1.30| 1.36} 1.33; 1.57| 1.55| 1.78] 1.67| 1.70] 1.85| 1.46| 1.31
Adreraft 4. .. _____ .86/ .83 .55 .17 .21 .23| .25 .18/ .22| .23 .19| .14] .14 .12| .14 .82 .85 .907 .86] .88 .92| .92} .64| .67 .58 .48 .50
Stone, clay and glass. . .86 1,07 .92y .18 .23 .20/ .25 .23) .28 .27] .30 .24] .27| .20 .21 .81 .91] .85 .86 1.03! 1.11| 1.14] 1.01| 1.06| 1.05| .86| .76
Other durables®______________ 2.82| 3.44| 3.63] .60, .66] .70] .85 .71 .86/ .84) 1.02| .76 .87 .89 111 2.73| 2.64| 2.92] 2.96; 3.24| 3.45| 3.50| 3.52| 3.45| 3.46| 3.68| 3.88
Nondurable goods____..______.. 14.25(15,72/16.16) 3.09| 3.63| 3.59] 3.94| 3.22| 3.84| 4.12; 4.53! 3.56, 4.07| 3.98] 4.55| 13.91'14,33'14.40 14.31{14.52'15.18/16.52/16.50/16.05/16.11| 15.84/16.62
Food including beverage. . 2.591 2.86] .45 .57| .61 .57 .54| .64 .68 .73l .67 .74 .70 .75 2.04 2 14 2.40, 2.23| 2.45! 2.38] 2.68! 2.86) 3.00( 2.80| 2.72| 2.93
Textile. _____ . _______. .63 .58 .13| .13] .13| .14 .13| .16, .17 .16{ .13| .15/ .14/ .16/ .56 .52| .53} .53| .59 .63; .69/ .61) .58 .57} .54 .61
Paper.._ 1.88) 1.62| .27| .36 .32 .37 .31 .40| .41, .46) .37 .43 .40| .42] 1.24| 1.40) 1.26] 1.37| 1.42! 1. 58] 1,62| 1.70! 1.71| 1.65; 1.57| 1.56
Chemical.__ 3.10, 3.39] .65 .76) .66 .77 .67} .76/ .76 .91 .76 .89 .82| .93| 2.91| 2.93] 2.78| 2.72| 3.00: 2.95| 3.19| 3.22] 3.32| 3.44| 3.44| 3.38
Petroleum. 5,63 5.58/ 1.15) 1.26[ 1.33| 1.50| 1,12} 1.32; 1.49. 1.68| 1,14] 1.38/ 1.40! 1.66| 5.17| 5.16] 5.32; 5.32| 504! 5.41) 5 98! 5.98! 5.15| 5.68| 5.54| 5.85
Rubber.. . ... ... .09 .95 18] .22] .26; .31 .24] .28 .28] .28| .24] .25| .23| .24| .82 .88] 1.06; 1.11| 1.07| 1.12} 1.13! 1.04| 1.10| .98 .90 .86
Other nondurables ¢ 1.10) 1.19| .25 .32} .27) .28 .21 .27 .32| .30] .25 .25/ .30| .38 1.16| 1.30{ 1.05 1.03| .94| 1.11] 1.24| 1.09| 1. 18 1.00| 1.12{ 1.42
N fact 43.88|48.47! 8.95| 9.86| 9.66(10.93| 9.45(10.99|11.10|12.34(10.32;12.1812.3013.67| 40.07/38.45 38,91 40.35(42.53 42.78,44.80 45.46 45,.78(47.79| 49.8450.09
Mining.___ ... . 1.86| 1.86| .42 .43] .39 .40| .42| .48 .47| .49| .45 .47 .44| .49 1.80| 1.66| 1.57| 1.52) 1. 83| 1.88) 1.89; 1.85] 1.92( 1.84; 1.78) 1.89
Railroad. ... . 1.86| 1.86| .39 .37| .31{ .38 .38 .44 .49; .55 .42| .47 .46] .52} 1.68; 1.49 1.29: 1.34] 1.68: 1.76; 2.06! 1.94| 1.74| 1.88] 1.93) 1.87
Air transportation___________._. 2.56| 2.51( 3.04] .68/ .58 .64] .66} .68 .66] .53 .64 .73 .80/ .80| .71| 2.88) 1.98) 2.69! 2.87| 2.89: 2,22 2.23: 2,80 2.94| 2,88| 3.48| 2.89
Other transportation_ ..._.____. 1.59] 1.68] 1.26| .30) .42} .41| .47] .38/ .46) .40/ .44} .28 .31} .31 .35 1. 43' 1.49] 1.65( 1.75| 1.87| 1. 66\ 1.65 1. 63’ 1.37) 112 1.26| 1.30
Public utilities. .. ... 10.20{11. 61113. 52| 2.07| 2.62| 2.61] 2.90| 2.36| 2.99} 3,03 3.23! 2,54 3.28! 3.70| 4.00| 10.08'10.24| 9.82°10. 63|11. 52'11. 68'11,48'11, 80 12. 14'12. 72| 14.34!14, 62
tri . 8,94 10.97 1.60] 1.94] 1.87| 2.16| 1.88| 2.22| 2.23| 2.61) 2.15. 2.59; 2.91| 3.32| 7.76; 7.64| 7.50, 7.74| 8.62 8 71: 8.98 9.36 9.77 10.15; 11.8211.92
2.67| 2.55| .38 .68] .74| .74] .48] .77) .80| .62| .39 .69 .79 .68| 2.32| 2.60 2.32| 2.89! 2.90, 2.97| 2 2.44 2.37| 2.57| 2,52 2.70

Communication. .. ________._ 6.83] 8.30{10.16{ 1,59 1.62| 1.61{ 2.00| 1.81| 2.00] 2.11{ 2.39{ 2.14| 2. 59 }6 sl 7 60{ 6.83| 6.42! 6.67| 7.34| 7.74] 7.92] 8.71| 8.76] 9. 14\10. 38} .
3 f 27.05.27. 53

Commercial and other7._______ 15. 1416, 05{16. 77| 3.50) 3.81] 3.69| 4.13] 3.41| 3.97| 4.07| 4.60| 3.76! 4. 26| 15. 37115, 17(15. 22/14. 91|15. 00{15. 67]16. 78.16. 67|16. 52|16. 98

1. Excludes agricultural business; real estate operators; medical, legal, educational, and

cultural service; and nonprofit organizations.

2. Estimates are based on expected capital expenditures reported by business in late July
and August 1970. The estimates for the third quarter and fourth quarter of 1970 have been
corrected for systematic biases. The adjustment procedures are described in the February 1970
issue of the SURVEY oF CURRENT BUSINESS. Before such adjustments, 1970 expenditures
were expected to be $80.26 billion for all industries, $32.58 billion for manufacturing, and $47.68

billion for nonmanufacturing.
3. Includes data not shown separately.
4. Includes guided missiles and space vehicles.

this year than in 1969, with outlays of
$10 billion and $3 billion, respectively.
Both groups have expanded their 1970
programs from earlier expectations and
both expect larger expenditures in the
second half than in the first. The rise
projected by the commercial group is
accounted for by trade, finance, and
insurance firms. Declines are projected
by service and construction firms.
Railroads and mining companies
have revised their 1970 plans down-
ward substantially as the year has
progressed, and now expect little change
from last year’s totals. Railroads still
expect to spend a little more on equip-
ment this year than last but are re-
ducing road outlays. Transportation
firms other than airlines and railroads
expect to reduce expenditures by one-
fourth this year; while cutbacks are
prevalent in the group, trucking firms
account for most of the decline.

5. Includes fabricated metal,

lumber, furniture, instrument, ordnance and miscellaneous

except guided missiles and space vehicles.

NoTE.—Details may not add
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6. Includes apparel, tobacco, leather and printing-publishing.
7. Includes trade, service, construction, finance, and insurance.

to total because of rounding. Data for earlier years 1947 through

1969 have been revised and were published in the January and February 1970 issues of the

38.

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

and Exchange Commission.

Manufacturers’ lnventoty

and Sales Expectations,

Second Half of 1970

THE regular quarterly survey of man-
ufacturers’ inventory and sales expec-
tations was conducted in August by the
Office of Business Economics. High-
lights of the findings were:

1. Inventory additions in the second
halt of 1970 are expected to be $14 bil-
lion larger than in the first half, but
smaller than in the second halt of 1969.

2. A substantial sales tise is projected
for the third quarter and a more mod-
erate rise for the fourth. Sales were slug-
gish in the first two quarters of 1970.

3. The projections imply stock-sales
ratios somewhat lower in the second
half than in the first half, but higher
than in the second half of 1969.

4. There was no further deteriora-
tion in the condition of manufacturers’
stocks between the end of March and
the end of June. Over the previous 18
months, the proportion of inventories
classified as “high’’ had risen.

5. “Excessive”’ inventories held by
manufacturers at midyear were small—
only 215 percent of total producers’
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stocks, unchanged from the March 31
figure.

Inventory additions

Manufacturers plan te add $1 billion
to their stocks this quarter and $1.3
billion in the next, after seasonal adjust-
ment. Additions in the first and second
quarters were $1 billion and $800 mil-
lion, respectively.

Actual accumulation by durable goods
producers in the first half and expected
accumulation in the second are below
the 1969 pace. Their stocks rose $700
million in the first quarter and $100
million in the second ; they are expected
to rise at a rate ot $700 to $800 million
per quarter for the balance of the yvear.
Last year, durables accumulation ran
$1.5 billion per quarter.

Durables manufacturers’ expecta-
tions imply stock-sales ratios of 2.08 at
the end of September and 2.09 at the
end of December (relative to average
monthly sales in the quarter), down
from 2.14 at the end of both March
and June. During 1969, the ratio rose
from 1.99 to 2.05.

Actual and expected inventory addi-
tions by nondurable goods producers are
larger in 1970 than in 1969. They
added $300 million to stocks in the
first quarter and $700 million in the
second, and project additions of $200
million and $600 million, respectively,
in the third and fourth quarters. Last
year, their stocks rose at an average
quarterly rate of $300 million.

The implied nondurables stock-sales
ratio is 1.30 on September 30 and at
yearend—not too different from the
figures during 1969 and the first half
of 1970.

If current expectations are realized,
the book value of manufacturers’ in-
ventories will reach $100 billion at
yearend, with durable goods producers’
holdings accounting for two-thirds of
the total.

Sales projections

Manufacturers expect sales increases
of 3 percent in the third quarter and 1
percent in the fourth, after seasonal
adjustment. Sales fell 1% percent in the
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first quarter—entirely in durables—and
rose fractionally in the second.

Both durable and nondurable goods
producers expect stronger sales in the
second half of 1970 than in the first.
While the trucking strike may have
shifted some shipments from the second
to the third quarter, contributing to the
large size of the expected gain in the lat-
ter period, it should be noted that
producers’ expected sales have tended
to exceed their actual sales in the past
few quarters. The third quarter pro-
jections of the automotive companies
did not make any allowance for a
possible strike.

After falling 3 percent in the first
quarter, durable goods producers’ sales
rose fractionally in the second. Sales
are expected to rise 4 percent this
quarter and % percent next. Sales of
nondurable goods producers grew frac-
tionally in both the first and second
quarters. They are expected to rise 2

19

percent this quarter and 1% percent
next. For both durables and nondur-
ables producers, the gain projected
from the first half of 1970 to the second
about matches those registered in the
second half of last year.

Inventory condition, June 30

On both March 31 and June 30 this
year, companies holding 24 percent of
producers’ stocks judged their inven-
tories ‘‘high’”; three-fourths of the
stocks were judged ‘“‘about right”’ and
only 1 percent were ‘“low.” Last year
the ‘“‘high” ratio rose from 18 to 23
percent.

The “high’” ratio in durables manu-
facturing was 28 percent on June 30, up
1 percentage point from March 31.
This ratio has been rising since the end
of 1968, when it was 19 percent.

The “high” ratio for nondurable

R CHART 10
Manufacturers’ Sales and Inventory Expectations

 Sales gains expected to be substantial in third quarter, smaller in fourth

o Stock accumulation to continue at moderate rates
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goods producers dropped from 19 per- Inventory imbalance, June 30 in excess of needs, after netting the
cent at March 31 to 17 percent at excesses and deficiencies of companies
June 30, little different from the figures At midyear, manufacturers’ inven- which judged their stocks either ‘“high”
reported last year. tories were estimated to be $2} billion or “low.” The imbalance represented

about 10 percent of stocks held by those

companies. Excess inventories have

Table 1.—Manufacturers’ Inventories and Sales: Actual and Expected been largely in the hands of durable
(Billions of Dollars) goods producers both this year and last.

The net excess of durable goods
producers was $1.9 billion at midyear;
1o lmiw!| 1o jm|w /| 1] a|u|1v: unchanged from March 31 but double
the amount at the end of 1968 and
equal to almost 3 percent of durables

1968 1969 1970

Inventories, end of quarter:

Unadjusted: stocks as compared with 1¥% percent in
All manufacturin 85, 86.4 | 88.2 ) 90.9 925 | 93.4 955 97.5| 981, 97.9 99.6
Rl HEHEDEHEHEHE HEHEHE R Stavsisintie
ondurables. . .6 .6 . A 9 3 33. 34. . .
Net excess inventories held by non-
Seasonally adjusted : .
Y adj durable goods producers fell slightly
All manufacturing - 83.8 | 85.6 | 87.1 88. 90,3 | 92.2 | 94.2 | 959 96,9 97.7( 98.8 100. 1
Durables. . | sk3| sea) ss) s s 5| 610 6ae | 3| 64| 62| 650 from March 31 to June 30. At $570
ondurables.. . § 1 0, 7 1 1, . 2 . 2. 6 .4 3 . 172 . .
million, they were little different at
Sales, total for quarter: . .
midyear from a year earlier and were
Unadjusted : .
equivalent to only 1% percent of total
All manufacturing. .. __....._.__ 144.9 | 153.8 | 148.3 | 156.7 | 158.6 | 166.6 | 161.9 | 168.2 | 164.9 | 171.2 | 166,.5 | 172.9
Durables. . ............ 21 80,5 | 857 | 78.7| 86.0 | 88.7 | 93.4 | 88.2 | 93.4 | 8.8 | 94.5| s9.3| o948 soft goods stocks.
Nondurables_.._....._._.... 64.4 | 68.1| 69.6 | 70.7( 70,0 | 73.2 | 73.7| 748 | 51| 76.7| 7.2 78.1
Seasonally adjusted :
All manufacturing. __._.._.._... 1452 | 149, 5 | 152,7 | 156.6 | 159,2 | 161.8 | 167,1 | 168.3 | 165.6 | 166.3 | 171.5 | 173.0
Durables. .. ... 80.5 | 82.0 | 83.0| 855 | 88.8 | 89.4 | 93.2| 93.0 | 90.1 | 90.4 | 94.1 94.5
Nondurables___.__._...._.... 64.8 | 67.5| 69.7 ] 7.1 70.4 | 72.5| 73.9| 752 | 755 | 75.9| 7.4 8.5
Table 3.—Inventory Imbalance, Decem-
bi 1. Expectations reported by manufacturers in August 1970. Inventory expectations have been corrected for systematic ber 31, 1968 to June 30, 1970
iases.
Sources: U.S. Department of Commercg. Expectations, Office of Business Economics; actuals, Bureau of the Census. Net excess
Inven- | Inven-
tory tory
excess defi- |[Amount | Percent
ciency ?f total
nven-
Table 2.—Manufacturers’ Evaluation of the Condition of Their Inventories ! tories
(Billions of dollars)
[Percentage distribution]
Total Durables Nondurables All manufacturers:
December 31,
High About Low High About Low High About Low Mlgfgﬁ-élniééé:: { g? 0: fg i % i;
right right right June 30, 1969__ .. 1.9 2| 17 1.9
Selpg%ember - 2.3 1 2.21 2.4
March 31, 1965_ ____..._..___ 16 81 3 20 77 3 9 87 4 Dece?{ﬁ;e'; 3, 36 18 :
June 30, 1965. ... ......._. 16 80 4 20 7 3 10 85 5 1060 oo ... 2. 50 .16 2.5
September 30, 1965. 16 81 3 22 76 2 8 88 4 March 31,1970_..]  2.58 .10 2.48 2.5
December 31, 1965 15 82 3 19 8 3 8 88 4 June 30, 1970 ____ 2.62 .15 2,47 2.5
March 31, 1966 15 81 4 18 79 3 10 85 5 .
Lo 3 g LRl a2 Bl BB 8 o
eptember 3
December 31, 1966 2 70 2 33 65 2 18 79 3 December3h, | 110 20 99 L7
M .- . . 1.19 2.0
March 81, 1967, _..ooo...... 31 68 1 37 62 1 20 78 2 e ooty I 8 IR I 4 Lo
June 30, 1967, _______......_. 31 67 2 36 63 1 20 76 4 September 30
September 30, 1967_.__._.._. 27 69 4 34 63 3 15 81 4 106 i 175 Bt 1.64 2.7
December 31, 1967 ... 25 72 3 31 67 2 15 81 4
L .1 1.78 2.8
March 31,1968 _.____.___._ 25 72 3 31 66 3 15 82 3 1. 3% ‘03 1 gg 2,9
June 30, 1968. ... 25 72 3 31 67 2 16 80 4 2,00 .10 1.90 2.9
September 30, 1968. .. _..... 24 73 3 28 70 2 16 79 5
December 31, 1968_ . ..___._. 18 80 2 19 79 2 16 82 2
March 31, 1969_ - _...._..... 20 78 2 21 77 2 17 82 1
June 30, 1969__________._.._. 21 it 2 22 76 2 18 80 2 968 54 .05 49 16
September 30, 1969__.._.._.. 23 76 1 26 73 1 17 82 1 March 31, 1969_. . 56 L4 .52 1.6
December 31, 1969 ... 23 6 1 25 73 2 18 81 1 TJune 30, 1969. ... 61 .06 .85 1.7
March 31, 1070 .___....... % 7 1 7 7 1 19 ) 1 September 30, | ol  al & L8
June 30, 1970_ -2 020120000 24 75 1 28 71 1 17 8l 2 Decertber 31,
1969 . __..... .59 . g(il . gg {g
1. Condition of actual inventories relative to sales and unfilled orders position as viewed by reporting companies. Percent }\141?12030311,9;370. o gé ‘05 57 1.7
distribution of inventory book values according to companies’ classifications of their inventory condition. A

Norte: Due to change in survey questionnaire, data starting December 31, 1968 are not strictly comparable to prior data. Source: U.S. Department of Commerce, Office of Business
Source: U.S. Department of Commerce, Office of Business Economics. Economics.



By HOWARD MURAD and R. DAVID BELLI

Plant and Equipment Expenditures by Foreign
Affiliates of UN. Corporations, 1969—71

Foreign affiliates of U.S. corporations
continue to expect a large increase in
capital spending in 1970, 16 percent
over last year, to be followed by an 18-
percent gain in 1971. The strong growth
is being led by manufacturers in the
developed countries.

P LANT and equipment expenditures
by foreign affiliates of U.S. firms are
expected to total $12.5 billion in 1970,
up 16 percent from the final 1969 esti-
mate of $10.8 billion. First estimates for
1971 indicate a further large increase of
18 percent to $14.8 billion. Heavy
spending by manufacturing affiliates in
the developed countries is the most im-
portant factor contributing to the high
level and rapid growth of total spending
in all 3 years.

These findings are based on the most
recent semiannual survey taken by the
Office of Business Economics in June
1970. The survey covers about 500
large U.S. investors with approximately
5,000 foreign affiliates.

Estimates made 6 months earlier (see
the March Survey) indicated a slightly
lower expenditures total for 1969 ($10.6
billion, rather than the $10.8 billion
final estimate) ; the $0.2 billion revision
mostly reflects the inclusion of large
expenditures by affiliates for which only
yearend data are reported. Expendi-
tures in 1970 were previously expected
to be $12.7 billion, $0.2 billion more
than now estimated; this revision
largely reflects correction of a reporting
error.

The net result of the two revisions
is to reduce the expected percentage
increase for 1970 to 16 percent from
the 20 percent previously estimated.

The most noteworthy aspect of the
latest findings is that foreign affiliates
plan to continue the steady increase
in spending begun in 1969 into both
1970 and 1971, and that they made
no important cut in 1970 spending plans
despite the extreme tightness in capital
markets both here and abroad. The
need to finance the high level of spend-
ing planned for 1970, in the face of
tight conditions in capital markets
abroad, probably was a major reason
for the very large outflow of direct
investment funds in the first half of
1970 (reported in ‘“The U.S. Balance

of Payments: Second Quarter 19707,
elsewhere in this issue).

Industry pattern

Large increases in outlays by manu-
facturing affiliates continue this year to
be the primary factor in the overall
growth of plant and equipment expend-
itures abroad. Spending by manufac-
turing affiliates increased 18 percent
last year to $5.0 billion, and manufac-
turing is expected to lead or equal all other
industry divisions in 1970 and 1971
with planned increases of 32 percent
and 26 percent, respectively. If current

R T CH ART 11
Expenditures for Plant and Equipment by Foreign Affiliates of U.S. Companies
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expectations are realized, outlays by
manufacturing affiliates will reach $8.3
billion in 1971, almost double the 1968
figure. Manufacturers in all major
areas of the world expect to increase
spending in 1970 and 1971, but by far
the strongest expansion is planned in
the developed areas, particularly in
Germany and other countries in the
European Economic Community.
Manufacturing affiliates in the chemi-
cal industry decreased expenditures 9
percent in 1969 but expect gains of 28
percent in both 1970 and 1971. Particu-
larly large increases are planned in
Germany, the Netherlands, and Japan.
Machinery manufacturers expect to
continue in 1970 and 1971 the broad
expansion begun in 1969. If expecta-
tions are realized, they will increase
spending by 38 percent to about $1.8
billion in 1970 and by 36 percent to $2.4
billion in 1971. (The cost of machinery
acquired or produced by manufacturing
affiliates for leasing to others, a signifi-
cant factor in the computer manu-
facturing industry abroad, is counted as
part of the affiliates’ capital expend-

SURVEY OF CURRENT BUSINESS

itures. 'Therefore, the very rapid
growth being registered in this industry
does not entirely represent expansion of
plant capacity.)

Manufacturers of  transportation
equipment plan relatively modest in-
creases of 11 percent this year and 8
percent in 1971 following a 29 percent
increase in 1969. While German affili-
ates will lead the expansion, a large rise
is planned for Latin America in 1971
and it will account for better than half
of the 1971 growth in manufacturing
outlays in that area.

Affiliates in all other manufscturirg
taken together expect to raise outlays 40
percent this year and 30 percent in 1971,
following a sizable 27 percent expansion
last year. Important within the total
for this group are large increases by
primary and fabricated metal manu-
facturers in the United Kingdom and
Australia and pulp and paper manu-
facturers in Canada.

Affiliates in the petroleum industry
are the only major group expecting a
reduction in expenditures this year.
The indicated decline of 4 percent,

September 1970

which follows a 10 percent rise last
year, is centered in Libya; outlays there
tor oil field development are expected to
decline somewhat this year from the
high level reached in the inital devel-
opment stage, and to drop even more
in 1971. Affiliates in Canada, Venezuela,
and the Middle East also expect to
reduce spending in 1971, but laige in-
creases are planned in Japan as well as
for tankers so that the industry as a
whole expects a small rise in expendi-
tures in 1971.

Affiliates engaged in mining and
smelting expect to increase expenditures
12 percent in 1970, a gain slightly
higher than last year’s, to be followed
by a 26 percent increase in 1971 to a
level of $1.5 billion. Most of the
expansion in both 1970 and 1971 is ex-
pected in Canada and Australia. Affil-
iates in the “other industry’ category
plan increases of 20 percent this year
and next, down only slightly from the
23 percent rise last year. Increases are
expected in all areas of the world, with
affiliates engaged in trade and leasing
showing the largest gains.

Table 1.—~Estimates of Plant and Equipment Expenditures by Foreign Affiliates of U.S. Corporations, Actual and Projected, by Percent

Change and Amount !

(Percent change) (Billions of dollars)
Industry, area and schedule Actual Projected Actual Projected
1966 1967 1968 v 1969 1970 » 1971 1965 1966 1967 1968 1969 1970 r 1971

Total. o iicicciicaan 16 7 1 15 16 18 7.4 8.6 9.3 9.4 10.8 12.5 14.8

25 17 12 9 12 26 .6 .8 .9 1.0 1.1 1.3 1.5

11 19 10 10 3 2.3 2.5 3.0 3.3 3.6 3.5 3.6

18 —1 —7 18 32 26 3.9 4.6 4.5 4.2 5.0 6.5 8.3

Chemieals. ..ol 21 16 [ —9 28 28 .9 1.0 1.2 1.2 11 1.4 1.8

Machinery._ .. iiiiiiees 19 4 —7 32 38 36 .9 1.0 1.1 1.0 1.3 1.8 2.4

Transportation equipment.._ .- 11 —18 —22 29 11 8 .9 1.0 .8 .6 .8 .9 1.0

Other manufacturing_ ... ___._.__.__..__... 21 —7 —6 27 40 30 1.3 1.5 1.4 1.3 L7 2.4 3.1

Other industries. ... .. . ...l 14 10 3 23 20 20 7 7 .8 .8 1.0 1.2 1.4

By area

[87:3 4T Va . S 28 -5 —5 10 16 7 1.8 2.4 2.2 2.1 2.3 2.7 2.9
Latin American Republics and Other Western

Hemisphere. . .o 2 17 29 12 —1 10 11 1.1 1.3 1.6 1.9 1.9 2.0

Burope. .« ieieas 23 12 —14 20 30 25 2.6 3.3 3.6 3.1 3.7 4.9 6.1

European Economic Community.._......... 31 15 ~—19 20 33 35 1.4 1.9 2.1 1.7 2.0 2.7 3.6

Other, including United Kingdom___..._.... 15 8 —7 19 25 12 12 1.4 L5 1.4 L7 2.1 2.4

Other areas. ... ..o i iciaaaas 3 9 17 15 10 21 1.9 1.9 2.1 2.5 2.9 3.1 3.8

By OFDI schedule

All sehedules 23, ___ il 12 12 3 16 16 21 5.6 6.3 7.0 7.2 8.4 9.7 1.7

Schedule A __ - 3 11 24 17 2 10 L7 1.8 2.0 2.4 2.9 3.0 3.3

Schedule B _ . ieiiciicae- 4 12 8 14 22 18 2.0 2.1 2.4 2.6 2.9 3.5 4.1

Schedule C.. il 30 13 —16 18 26 33 1.8 2.4 2.7 2.2 2.6 3.3 4.4

r Revised.

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

1. See notes to table 2 for derivation of 1970 and 1971 estimates.

2. Does not include Canada.

3. Beginning with 1970 Spain is classified in Schedule B; prior to 1970 it is classified in

Schedule C.
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Table 2.—Estimates of Plant and Equipment Expenditures by Foreign Affiliates of U.S. Corporations—Summary of Surveys !

[Millions of dollars]
1965 1966 1967 1968 1969 1970 1971
Area and industry
E E E E A B C D E A B C A
By area and major industry division
Al areas. .. e 7,440 | 8,640 | 9,267 | 9,387 | 10,384 | 11,448 | 11,780 | 10,864 | 10,787 | 12,235 | 13,655 | 13,690 14,426

Mining & smelting. ... ... 629 789 920 | 1,035 | 1,014 | 1,205 | 1,201 { 1,172 | 1,131 | 1,016 | 1,283 | 1,351 1,281

Petroleum..__ ...... 2,277 | 2,526 | 3,000 | 3,311 | 3,523 | 4,029 | 4,146 | 3,789 | 3,650 [ 4,112 | 4,167 { 3,994 4,228

Manufacturing._ . || 3,884 | 4,583 | 4,525 | 4,191 | 4,925 | 5,241 | 5351 | 4,880 | 4,960 | 6,034 | 6,938 | 7,042 | 7,627

Other industries.. ..l 650 741 823 850 922 974 | 1,082 | 1,023 | 1,045 | 1,073 | 1,266 | 1,303 1,290

Canada. .., 1,847 | 2,357 | 2,233 | 2,128 | 2,269 | 2,295 | 2,467 | 2,340 | 2,336 | 2,613 | 2,888 | 2,857 2,71

Mining & smelting._ . ... 212 297 332 340 286 350 358 347 340 321 409 429 400

Petroleum..' _____ 503 649 636 669 707 664 722 686 629 783 754 742 679

Manu(acturmg- . - 944 1,174 1,001 854 1,015 998 1,074 993 1,036 | 1,204 1,370 | 1,310 1, 336

Other industries.. ...l 188 237 264 265 261 284 313 314 332 306 355 377 376

Latin America Republics and Other Western Hemisphere.._ ... .. .__..___ 1,073 | 1,092 | 1,282 | 1,656 | 1,831 | 2,154 | 2,160 | 1,939 | 1,856 | 1,883 | 2,277 | 2,149 2,075

Mining & smelting. .. .. 160 229 288 456 481 558 531 510 497 386 502 480 419

Petroleum-.: ...... . 307 268 306 405 441 564 607 533 511 570 639 571 528

Manufacturing. - 459 453 505 575 679 761 721 623 602 636 797 770 830

Other industries.. . ... il 147 143 183 220 230 271 301 273 247 201 338 318 298

Europe:

European Economic Community____________ ... ______ ... ___ 1,418 | 1,853 | 2,124 | 1,717 | 2,149 | 2,238 | 2,300 | 2,126 | 2,065 | 2,688 { 3,052 3,072 3,622
Mining & smelting__. ... .. ... 3 3 3 3 3 3 3 3 4 6 3 3
Petroleum....._... 306 434 582 401 588 636 557 518 472 615 662 594 681
Manufacturing 1,042 1,331 1,438 1,195 1, 430 1,481 1, 586 1,466 | 1,440 | 1,905 | 2,201 2,267 2,726
Other industri 85 100 118 128 118 153 139 149 163 183 207 211

Other, including United Kingdom___. ... ... .. . ___.____.__. 1,222 | 1,400 | 1,508 | 1,408 | 1,695 | 1,782 | 1,810 ; 1,669 [ 1,675 | 2,090 | 2,236 | 2,271 2,349
Mining & smelting. ... oo s 2 4 5 7 4 2 9 9 8 9 6 8 8
Petroleum.__......... 297 344 463 450 475 466 497 423 404 524 540 451 527
Manufacturing. ... . 818 913 894 817 1, 064 1,154 1,136 1,076 | 1,099 1,369 1,475 1, 581 1, 565
Other industries. .. . iiiiiiiiaaiiiao 106 141 146 134 151 160 168 162 164 189 215 232 250

Other areas. ... . e 1,880 { 1,938 | 2,121 | 2,477 | 2,441 2,979 | 3,043 | 2,790 | 2,854 | 2,961 | 3,202 | 3,340 3,589

Mining & smelting. ... .... 252 257 293 230 240 292 300 303 284 297 360 422 451

Petroleum._.__.._._...___. 864 832 1,012 | 1,386 1,313 1, 699 1, 763 1,629 1, 634 1, 620 1,572 | 1,636 1,812

Manufacturing. . ................. - 621 714 687 749 737 848 833 722 784 920 | 1,095 [ 1,114 1,170

Other industries 143 135 130 113 152 141 147 136 152 124 175 168 156

By area and major manufacturing industry
Allareas. L iieeiiiiiiiiei.l. 3,884 | 4,583 1 4,525 | 4,191 | 4,925 | 5,241 | 5,351 | 4,880 | 4,960 ! 6,034 | 6,938 | 7,042 7,627

Chernieals. o i 861 1, 040 1,210 1,208 1,122 1,186 1,193 1,109 1,102 | 1,259 1,525 | 1,533 1,616

Machinery..........._.__... 882 | 1,046 | 1,088 | 1,016 | 1,300 | 1,364 | 1,449 | 1,363 | 1,344 | 1,660 | 1,913 | 1,994 [ 2,251

Transportation equipment - 873 966 795 617 1,015 1,036 986 808 795 1,275 1,220 | 1,100 1,375

Other manufacturing. ... 1,267 | 1,531 | 1,432 | 1,349 | 1,488 | 1,654 | 1,723 | 1,600 | 1,719 | 1,840 | 2,279 | 2,415 | 2,385

Canada. .o iiiiicciiiaeilool 944 | 1,174 | 1,001 854 | 1,015 998 | 1,074 993 | 1,036 | 1,204 | 1,370 [ 1,310 1,336

Chemieals. .. . ieeaes 225 221 166 158 207 180 178 184 169 197 244 210 207

Machinery.___.. - 114 186 190 144 194 186 214 193 222 221 238 252 273

Transportation equipment 224 255 234 194 262 248 251 207 211 368 321 271 258

Other manufacturing 381 513 411 358 352 383 431 409 434 418 567 576 598

Latin American Republics and Other Western Hemisphere______.__________ 459 451 505 575 679 761 721 623 602 636 797 770 830

[0 175 413 71 151 143 150 179 230 224 220 203 190 148 203 208 176

Machinery. .. o........_. 66 65 78 86 109 123 115 107 95 121 146 160 166

Transportation equipment. _ - 73 72 88 90 109 151 145 105 104 149 169 138 258

Other manufacturing. . iices 168 171 188 220 231 264 242 208 214 218 280 264 230

Europe:
European Economic Community. .. ... e 1,042 | 1,331 1,438 | 1,195 | 1,430 | 1,481 | 1,586 | 1,466 | 1,440 | 1,905 | 2,201 | 2,267 2,726
275 427 313 249 251 322 293 288 362 482 485 568
- 389 444 511 486 591 617 654 632 620 775 888 897 1,083
Transportation equipment._ _ 278 373 245 146 266 269 263 223 210 326 325 353 518
Other manufacturing._ ... 228 239 255 249 323 344 348 313 321 442 507 532 557

Other, including United Kingdom______________________.....__.________. 818 913 894 817 | 1,064 | 1,154 | 1,136 | 1,076 | 1,099 | 1,369 | 1,474 | 1,581 1,565
Chemieals__ ... 174 187 210 210 168 197 217 183 195 281 271 308 348
Machinery..-cooceeeoaoo 193 220 202 203 283 285 290 280 261 342 402 407 431
Transportation equipment._ 180 191 134 86 250 233 193 173 180 273 257 218 210
Other manufacturing. - - oo iiiieiieeaa 270 315 349 318 373 438 436 440 464 472 545 647 576

Other areas_ . ieieeao. 621 714 687 749 737 848 833 722 784 920 | 1,095 | 1,114 1,170

(03115 131 LU 164 213 258 348 278 334 256 246 261 272 326 322 316

Machinery............. 120 132 107 98 123 154 176 151 146 200 240 277 297

Transportation equipment. . 118 75 94 100 128 136 134 95 90 159 148 120 132

Other manufacturing. .. iiieeiieiio... 219 204 228 204 208 224 267 230 287 289 381 396 425

1. A. Estimated in June of previous year. B. Estimated in December of previous year.
C. Estimated in June of current year. D. Estimated in December of current year.
E. Actual reported in June of following year. The most recent figures for 1970 and 1971 (col-
umns 1970 C and 1971 A in tables 2-4) are not necessarily the best estimates of the actual
amounts of expenditures likely to be made in these years. Better indications of year-to-year
changes are likely to be obtained by comparing an estimate for a given year with that made
in the corresponding survey for the previous year, for example 1970 C versus 1969 C, in order

to adjust for systematic reporting bias. The “projections” for 1970 and 1971 in table 1 were
derived on this basis. For 1970, the change in the C estimates (1970 C/1969 C) was applied
to 1969 E (Actual) to obtain the 1970 adjusted estimate. For 1971, the change in the A esti-
mate (1971 A/1970 A) was applied to the adjusted estimate for 1970. (For further discussion
see the technical note on page 46 of the March 1969 issue of the SURVEY.)

Source: U.S. Department of Commerce, Office of Business Economics.
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Geographic pattern

The latest survey shows a continua-
tion of the trend toward increased
emphasis on investment in the de-
veloped areas. If current projections
are realized, affillates in Western
Europe, Canada, Japan, Australia, and
South Africa will account for 74 per-
cent of total expenditures in 1971, up
from 67 percent in 1968.

Following cutbacks in 1968, spending
by affiliates in Europe is expanding at a
high rate. It increased 20 percent in
1969 to $3.7 billion, and is expected to
increase 30 percent in 1970 and 25 per-
cent in 1971, to a total of $6.1 billion.
Affiliates in the European Economic
Community (EEC) show percentage
increases in each of the 3 years 1969-71
larger than those in any other major
area. They registered a 20 percent
increase in 1969 and expect gains of 33
percent this year and 35 percent to
$3.6 billion in 1971. Manufacturing
affiliates in Belgium and Germany are
expected to show the largest growth in
expenditures. Affiliates in other Euro-
pean countries, including the United
Kingdom, increased spending 19 per-
cent in 1969 to $1.7 billion and expect to
add 25 percent in 1970, but the growth
rate is expected to drop in 1971 to
approximately half the 1970 rate.

Led by affiliates in the petroleum
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industry, outlays in Latin America rose
12 percent to $1.9 billion in 1969.
Expectations are for little change this
year and a modest increase to $2.0
billion in 1971. The extractive in-
dustries, historically the most im-
portant in this area in terms of both
the level and the growth of plant and
equipment expenditures, plan to reduce
spending this year and to hold it at
about the 1970 level in 1971. The
nature of plant and equipment expendi-
tures in Latin America appears to be
changing. Affiliates in manufacturing,
by contrast to those in the extractive
industries, are planning increases of
7 percent in 1970 and 30 percent in
1971, compared to 5 percent in 1969.
Reflecting this, affiliates in the extrac-
tive industries account for only 46
percent of the spending planned in
Latin America in 1971, compared with
52 percent in 1968, while manufacturing
affiliates will increase their share from
35 percent in 1968 to 40 percent in
1971.

In Canada, spending increased 10
percent to $2.3 billion in 1969, largely
due to expansion by manufacturing
affiliates. The 16 percent rise expected
in 1970 is 10 percentage points smaller
than that anticipated previously in part
because of less exuberance in the
spending plans of manufacturing affil-
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iates. Expenditures are expected to
increase 7 percent in 1971 to $2.9
billion. Manufacturing affiliates, espe-
cially in pulp and paper, will continue
to be a major factor in spending growth
in 1970 and 1971.

Affiliates in “‘other areas” increased
their expenditures 15 percent in 1969
to $2.9 billion. A 10 percent increase is
expected in 1970 and 21 percent in
1971—the later primarily reflecting
large gains in outlays in Japan and
Australia.

The breakdown of spending according
to the country schedules established by
the Office of Foreign Direct Investment
(OFDI) shows a pattern similar to that
described above: namely, a stronger
expansion in developed than in less
developed areas. Affiliates in schedule C
countries (most of continential Western
Europe and South Africa!) for which
the controls on capital outflows are
strictest, show the largest percentage
increases in all 3 years covered by the
survey: 18 percent in 1969, 26 percent
this year, and 33 percent in 1971 to a
total $4.4 billion.

The slowest growth in 1970 and 1971

1. In April 1970, Spain was reclassified by OFDI to sched-
ule B from schedule C. All 1970 and 1971 data on spending by
OFDI schedule areas reflect that change. If Spain had
remained on schedule C, the expected 1970 rise in expendi-
tures by affiliates in schedule C countries would have been
33 percent instead of the 26 percent reported here, while the
increase in schedule B countries would have been 16 percent
instead of 22 percent.

Table 3.~Estimates of Plant and Equipment Expenditures by Foreign Affiliates of U.S. Corporations by OFDI Schedule Area and In-

dustry—Summary of Surveys

[Millions of dollars]
1965 1966 1967 1968 1969 1970 1971
Schedule
E E E E A B C D E A B C A
Altechedules!. L ieiiei-. 5,595 | 6,282 | 7,034 | 7,259 | 8,115 9,153 9,313 | 8,524 | 8,451 9,622 | 10,766 | 10,833 11,635
Schedule A eeicdcceaes 1,743 | 1,787 1,990 | 2,458 | 2,832 3,294 3,264 | 2,912 | 2,879 | 3,037 | 3,458 | 3,318 3,358
Mining & smelting 209 271 333 487 513 600 592 576 576 458 595 602 534
Petroleum_ ______ 638 574 688 981 1,093 1,334 1,374 1,223 1,210 1,354 1, 380 1,316 1,465
Manufacturing_ .. - 658 718 714 705 901 998 912 772 760 866 1,055 1,000 1,002
Other industries. . eicciociiiail. 238 225 255 285 325 362 385 342 333 359 428 400 357
Schedule B_ . e 2,026 | 2,124 | 2,374 | 2,560 | 2,600 | 3,061 3,130 | 2,916 | 2,921 | 3,364 | 3,673 | 3,830 3,988
Mining & smelting 147 185 222 187 187 227 214 223 183 200 241 277 315
Petroleum.____.. 714 692 935 1,116 958 1,212 1,301 1,182 1,163 1,199 1,205 1,163 1,190
Manufacturing 1,069 1,153 1,113 1,172 1,360 1,528 1, 515 1,406 1,467 1,835 | 2,058 [ 2,205 2,292
Other industries. .. 96 94 104 85 95 94 100 104 108 130 169 185 191
Schedule C_ .- 1,826 | 2,871 2,670} 2,241 2,683 | 2,798 | 2,919 | 2,696 | 2,651 | 3,221 | 3,635 | 3,685 4,289
Mining & smelting. 62 36 33 23 28 28 37 26 33 37 38 44 32
Petroleum._._.______. 422 612 741 544 766 821 748 699 647 777 829 771 892
Manufacturing- - _ -} 1,213 1,538 1, 697 1,459 1, 649 1,717 1,851 1, 709 1,698 | 2,127 | 2,454 | 2,527 2,997
Other industries_ . - .. iceeees 129 185 200 21 240 232 2 26; 272 280 314 343 368

1. Does not include Canada. For a listing of the countries in each schedule area, see Foreign
Direct Investment Regulation (15 CFR 1000.319 F.R. 49) or reprints of the regulation dated
July 20,1968 Office of Foreign Direct Investments, U.S. Department of Commerce, Washing-

ton, D.C. 20230. Beginning with 1970, Spaln is classified in Schedule ;B; prior to 1970 it is
classified in Schedule C.
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is being registered by affiliates in
schedule A countries, primarily less
developed areas for which the capital
outflow controls are most lenient.
Spending by these affiliates increased 17
percent in 1969; it is expected to show
little change this year but to rise 10
percent in 1971 to $3.3 billion. Expendi-
tures in schedule B countries,® which
include the United Kingdom, Japan,
and Australia, rose 14 percent last year.
Gains of 22 percent and 18 percent
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are expected for 1970 and 1971,
respectively, with the total reaching
$4.1 billion in the latter year.

The large expenditures planned in
developed countries are not limited by
the direct investment controls under
the OFDI program to the extent that
such expenditures can be financed by
borrowing abroad. Despite the tightness
of overseas capital markets in the first
half of 1970, there were evidently no
significant cuts in spending plans be-
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tween December 1969, when the
previous survey was taken, and June
1970. This may imply expectations on
the part of U.S. parent firms that
capital markets abroad will ease later
in the year, or that the OFDI program
will be relaxed. If these expectations
are not realized, then very large
yearend capital inflows into the United
States will be necessary to meet OFDI
requirements if current spending plans
are carried out.

Table 4.—Estimates of Plant and Equipment Expenditures by Foreign Manufacturing and Petroleum Affiliates of U.S. Corporations by

Selected Country—Summary of Surveys

[Millions of dollars]
L. ) 1965 1966 1967 1968 1969 1970 1971
Area and major industry division
E E E E A B C D E A B C A
Manufacturing

ANl areas. .. iiiieeeeieeaaan 3,884 | 4,583 | 4,525 | 4,191 4,925 | 5,241 | 5,351 | 4,880 | 4,960 | 6,034 | 6,938 | 7,042 7,627
Canada. . i 944 | 1,174 | 1,001 854 | 1,015 998 | 1,074 993 | 1,036 | 1,204 | 1,370 | 1,310 1,336
Latin American Republics and Other Western Hemisphere_....___.________. 459 453 505 575 679 761 721 623 602 636 797 770 830
Argentina_ ..o . ... 101 91 100 71 167 150 149 107 95 140 169 172 163
Brazil...__. 8 100 131 186 206 252 240 213 177 195 206 178 211
Mexico. . 145 126 133 182 154 184 178 161 170 160 220 221 210
(033 R, 135 136 141 136 153 175 154 142 160 141 202 198 246
BUroPe. oo el 1,860 | 2,243 | 2,332 | 2,012 | 2,494 | 2,634 | 2,723 | 2,542 | 2,539 | 3,274 | 3,676 | 3,848 | 4,291
United Kingdom .. iiiieiao. 657 698 643 582 845 924 885 834 858 { 1,079 | 1,131} 1,225 | 1,194
European Economic Community..........._...._..____..____.__ 1,042 | 1,331 | 1,438 | 1,195 | 1,430 { 1,481 | 1,586 | 1,466 | 1,440 | 1,905 2,201 | 2,267 | 2,726
Belgium and Luxembourg-_. 113 186 200 153 110 118 115 104 111 141 200 196 212
France .......__..._____. 243 288 371 306 405 434 421 369 338 505 539 505 582
Germany.__..._._... 508 581 518 423 573 577 645 620 607 863 | 1,005 [ 1,081 1,385
taly oo 110 125 150 166 211 202 193 174 181 210 229 247 268
Netherlands. ... i 68 151 198 147 130 150 213 200 203 187 228 238 279
[0 1T 160 214 251 235 219 230 251 242 241 290 344 356 37
FAPAN . L iiiiieeeeeaoe 168 153 190 227 195 251 275 262 261 306 413 427 453
Australia, New Zealand, and South Afriea___ ... ... ... ... ___._. 287 332 256 295 272 309 328 270 305 381 403 384 491
Australia. . ... ... 231 218 208 240 235 261 272 235 258 322 347 331 416
15 6 4 6 7 6 5 5 9 10 8 11
39 42 51 31 41 50 30 42 50 46 45 64
55 31 14 8 17 13 12 15 27 22 33 29
23 62 11 74 77 59 55 73 31 40 87 66
150 148 102 188 194 158 123 130 175 217 183 131
91 50 25 90 79 49 39 47 57 86 64 60
59 98 77 98 115 109 84 83 118 131 119 71
2,526 | 3,000 | 3,311 3,523 | 4,029 | 4,146 | 3,789 | 3,650 | 4,112 | 4,167 | 3,994 | 4,228
649 636 669 707 664 722 686 629 783 754 742 679
268 306 405 441 564 607 533 511 570 639 571 528
101 103 175 227 268 289 249 238 231 274 217 171
Other Latin American Republics 109 148 164 161 182 168 152 148 214 221 204 249
Other Western Hemisphere ... ... ... 61 58 55 66 53 114 150 132 125 125 144 150 108
BUFOPe. . e eeeeeee 603 778 | 1,045 851 | 1,063 | 1,102 | 1,054 941 876 | 1,139 | 1,202 | 1,046 | 1,208
United Kingdom. ... o el 177 163 289 283 286 272 282 251 246 286 294 229 248
European Economic Community_ ... ... ... 306 434 582 401 588 636 557 518 472 615 662 594 681
Belgium and Luxembourg 26 40 101 71 33 44 64 61 31 126 142 109 120
France 75 96 61 62 95 94 95 78 86 93 90 95 110
97 172 251 100 211 214 160 162 154 170 158 140 196
75 87 93 86 138 148 135 121 111 156 171 164 167
33 39 7 82 110 135 103 96 91 70 101 87 88
Other. 120 180 174 167 189 14 215 172 158 238 246 222 279
Japan 91 120 146 207 206 206 234 208 189 216 287 329 395
Austmlia._New Zealand, and South Africa. 100 93 96 133 183 205 201 188 211 168 166 174 137
Other Africa_._. 258 265 363 507 382 587 641 563 560 544 481 484 440
Middle East__...._. 233 206 191 185 175 182 162 151 154 180 140 154 162
Other Asia and Paci 116 99 123 158 210 251 222 195 201 277 287 290 379
International shipping. . 66 49 94 196 157 268 303 324 319 235 211 205 300

rRevised. See table 2 for notes.

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



by EVELYN PARRISH

The U.S. Balance of Payments: Second Quarter 1970

The liquidity balance was in deficit
by $1.2 billion in the second quarter,
an improvement of $0.2 billion. The
official balance improved $1.1 billion to
a deficit of $1.8 billion. Excluding
changes in special financial transactions
and errors and omissions, the liquidity
balance deteriorated $0.2 billion. That
deterioration mainly reflected a rise in
net outflows of U.S. and foreign capital
that was only partly offset by an increase
in the surplus on goods and services.

IN the second quarter of 1970 the
US. balance of payments on the

$1, 420 million excluding allocations of
SDR. Both figures represented a favor-
able shift of $180 million from the
comparable figures for the first quarter.

The balance on the official reserve
transactions basis, seasonally adjusted,
was in deficit by $1, 761 million ($1,978
million excluding allocations of SDR).
This was an improvement of $1,125
million from the record first quarter
deficit.

Major Developments

International transactions in the sec-
ond quarter reflected the effects of past
and current cyclical developments and
related economic policies here and

improved and this was due not only to a
slower growth in import demand, such
as would be expected to accompany a
slowdown in the U.S. economy, but
also to continued expansion of exports
stemming from strong demand pressures
in foreign economies and the associated
rise in foreign costs of production.
Capital movements (other than those
associated with special financial trans-
actions or with flows of foreign liquid
funds) showed a deterioration, on
balance, in the second quarter. This

Nore.—Leonard Campbell, Richard John-

liquidity basis, seasonally adjusted, abroad. son, Nancy Keith, George Kruer, Max
q ; y it y . ;] ’ . Lec’hter, and Russell Scholl also made
was in deficit by $1,203 million, or The U.S. merchandise trade balance significant contributions.
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was to be expected in a period when the
U.S. economy was slack and overall
monetary conditions were becoming
somewhat less restrictive. The impact
of these developments was reinforced
by the very tight monetary policy
pursued in Germany and several other
countries, which caused many of their
residents (including the foreign affiliates
of U.S. companies) to borrow (or
reduce lending) abroad.

Movements of individual capital
accounts reflected more complex fac-
tors, of course, and flows of foreign
private liquid funds shifted favorably
rather than adversely. These develop-
ments partly reflected the changing
pattern of interest rates in the different
markets here and abroad. Interest rates
on short-term U.S. obligations rose
early in the quarter, but in June
dropped back close to the March low,
and for the quarter as a whole average
rates were significantly lower than in
the first. Domestic bond yields, on the
other hand, rose sharply, reflecting
very high U.S. corporate demand for
long-term funds. Rates on Eurodollar
deposits rose along with U.S. short-
term rates early in the quarter, but
later, when U.S. rates declined, they
remained high, which may have re-
flected the influence of foreign demand
for funds. Short-term interest rates
increased in Germany and several other
foreign countries, but declined in the
United Kingdom and Canada. Long-
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term rates rose in the Eurobond market
and most foreign markets (except
Canada).

Another major development in the
second quarter was the decision by the
Canadian Government at the end of
May to change from a fixed to a floating
exchange rate for the Canadian dollar.
This decision followed a large rise in
Canadian reserves, resulting mainly
from substantial trade surpluses and
from short-term capital inflows that
probably stemmed in part from expec-
tations of a possible rise in the value of
the Canadian dollar.

Liquidity balance

The liquidity balance is intended to
be an indicator of potential pressure
on the dollar resulting from changes
in our liquidity position. It is measured
by changes in U.S. official reserve
assets and in liquid lLabilities to all
foreigners. As pointed out in previous
discussions in the Swurvey, this measure
has been distorted by two factors,
neither of which represents a change
in our underlying liquidity position:
(1) Special financial transactions—
mainly shifts of liabilities to foreign
official agencies and international and
regional organizations between liquid
and near-liquid forms—have substan-
tially affected the balance for the last
10 years. (2) During the first three
quarters of 1969 there probably were
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very large flows of U.S. funds to the
Eurodollar market that were mostly
unrecorded, which resulted in a sharp
increase in the “errors and omissions.”
As aresult of such outflows the liquidity
deficit was substantially enlarged, but
the associated increase in liquid liabili-
ties was offset by an increase in mone-
tary dollar claims of U.S. residents.
Furthermore, it appears that the out-
flow did not reflect any increase in
demand for funds for use abroad but
primarily reflected the effects of the
tight U.S. monetary policy combined
with certain U.S. banking regulations.
As a result, US. banks increased
Eurodollar borrowing through their
foreign branches and this generated
the outflow of funds from the United
States. In effect, the flows were ‘‘round-
about”: U.S. funds that were initially
on deposit in U.S. banks were placed
with the foreign branches, who then
placed them with their U.S. parents.

Special financial transactions in the
second quarter of 1970 favorably af-
fected the liquidity balance by $690
million, largely due to $800 million of
Canadian purchases of nonmarketable
U.S. Government bonds; in the first
quarter, special financial transactions
adversely affected the balance by $255
million. Without these transactions,
the liquidity balance would have shown
a deterioration of $770 million.

On the other hand, the net outflow of
funds through unrecorded transactions

Table Al.—~Summary of U.S. International Transactions

[Millions of dollars; seasonally adjusted)

1969 1970
Line| Lines in tables 1, 2, and 8 in which transactions are included are indicated in ( ) 1968 1969 Charllgg%
I I IIE A Ir II» I-1I
1 | Balance on goods and services (244)!. 2_____ oo 2, 559 1,949 330 313 656 651 851 1,119 268
2 | Private and government.transfers (27, 30)5___________ —1,121] —1,190 —270 —204 —318 —309 —328 —359 =31
3 | U.8. private and foreign capital (32f, 52 through 561)! 765 —795 419 | —1,443 —210 439 —766 | —1,093 —-327
4 1 U.8. Government grants and capital (29, 411, 571, 581)t. —4,241 1 —3,506 —842 | —1,079 —964 —619 —~960 | —1,048 ~88
5 | Allocations of SDR (62) - - - oo i e e el 217 217 0
6 | Errors and omissions (63) ... ..._...________.___ —514 | —2,841 | —1,196 —922 —927 204 —144 —729 —585
7 | Special financial transactions (table A2, Yine 1)___._.______.._________________________. 2,723 —628 207 —374 —518 57 —254 692 946
8 | BALANCE ON LIQUIDITY BASIS, including allocations of SDR (table 3, line
2)=total of above 1ines 1-7._ ..o e 17| —-7,012| -1,352| -3,801| —2,279 420 | ~1,381} —1,203 178
9 | Plus: Inflow (+) of foreign private liquid funds (table 7, lines 15a, 20, 26).._____._.... 3,810 8,716 2,842 4,742 1,180 —48 | —1,927 —52 1,875
10 | Adjustment for changes in certain nonliquid liabilities to foreign official agencies (an
increase is shown with a negative sign) (table A2, line 3, sign reversed) 5. _________. —2,341 996 —37 374 517 142 422 —506 —928
11 | BALANCE ON OFFICIAL RESERVE TRANSACTIONS BASIS, including
allocations of SDR (table 3, line 16) = total of above lines 8 through 10_______________ 1,641 2,700 1,453 1,315 —582 514 | —2,886 | —1,761 1,125

r Revised.  » Preliminary.  { Portion of line.

1. Excludes special financial transactions (see table A2).
2. Excludes transfers under military grants.

3. Excludes military and other U.S. Government grants.
4. Excludes liquid liabilities.

5. All of the changes in “certain nonliquid liabilities’” are included among .the.s}gecial finan -
cial transactions (line 7); and an increase in such liabilities improves the liquidity b‘alance.
The balance on official reserve transactions, however, is not affected by changes in “certain
noniiquid liabilities” since they are considered part of the financing of this balance.

NoTE.—Details may not add to totals because of rounding.
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rose to $730 million, seasonally ad-
justed, from $145 million in the first.
It is not clear whether this shift can be
considered a distortion. A part of it
may have been associated with an
increase in U.S. monetary claims in
the Eurodollar market. But flows into

Canadian dollars and German marks

may have also been important and such
flows imply exchange market pressure
on the dollar. “Roundabout” flows
were not important since U.S. banks’
liabilities to their foreign branches
showed little change.

Aside from the favorable shift in
special financial transactions and the
adverse shift in unrecorded transac-
tions, the liquidity deficit showed a
deterioration of $180 million in the
second quarter in contrast to the re-
corded improvement of $180 million
(table Al). Contributing to that deteri-
oration were a $330 million rise in the
outflow of U.S. and foreign private
capital and a $120 miilion rise in out-
flows through U.S. Government trans-
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fers, grants and capital transactions
and through private unilateral trans-
fers. Those adverse shifts were partly
offset by a rise of $270 million in the
surplus on goods and services.

Official reserve transactions balance

The official reserve transactions bal-
ance is intended to be an indicator of
immediate exchange market pressures
on the dollar in the reporting period.
It is measured by changes in U.S.
official reserve assets and in liquid and
certain nonliquid liabilities to foreign
official agencies.

This measure has also been distorted,
however, through shifts of dollar funds
owned by foreign official agencies be-
tween deposits in U.S. banks and de-
posits in the Eurodollar market. Such
transactions indicate neither changes
in the dollar assets of foreign central
banks nor in exchange market pres-
sures on the doliar. A shift of official
funds from U.S. banks to the Euro-
dollar market has the effect of reducing

Table A2,—~Special Financial Transactions
[Millions of dollars, seasonally adjusted]
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U.S. banks’ liquid liabilities to foreign
official agencies and increasing their
liabilities to foreign commercial banks.
Fragmentary information suggests that
such shifts may have made some con-
tribution to the second quarter im-
provement in the official balance.
The major item accounting for the
larger improvement in the official bal-
ance than in the liquidity balance in
the second quarter was the $1.9 billion
change in the flow of foreign private
liquid funds.! In the first quarter, as
monetary conditions in the United
States eased and short-term interest
rates fell sharply, U.S. banks reduced
Eurodollar borrowing through their
foreign branches. This development

1. The difference between the liquidity balance and the
official balance is due to the flow of foreign private liquid
funds and changes in certain nonliquid liabilities to foreign
official agencies. The latter are all special financial trans-
actions and affect the liquidity balance but not the official
balance. After adjusting the recorded liquidity balance to
exclude changes in certain nonliquid liabilities to foreign
official agencies, it shows a deterioration of $750 million in
the second quarter. The difference between that deteriora-
tion and the $1.1 billion improvement in the official balance
is fully explained by the $1.9 billion favorable shift in foreign
private liquid funds.

1969 1970 l Change:
Line (Favorable effect on balance ) 1968 1969 1970
Lines in tables 1, 2, and 8 in which transactions are included are indicated in ( ) I-I1
I I 11t v Ir II»
Total:
1 Effect on balance measured on liquidity basis 1. .._..._..____. 2,723 —628 207 —374 —518 57 —254 692 946
2 Effect on balance measured on official reserve transactions basis 2. _ - 185 —78 —14 34 —162 64 73 142 69
3 | Certain nonliquid liabilities to foreign official agencies; decrease (—) (table 3, line 21) 3__ 2,341 —996 37 —374 —517 —142 —422 506 928
4 Long-term labilities reported by U.S. banks (54t) ________.__________ ... 535 —834 —43 —195 —390 —206 —156 —230 =74
5 Long-term liabilities reported by U.S. Government (571, 581 5. .. .. 111177 1, 806 —162 80 —179 —127 64 —266 736 1, 002
Nonconvertible U.S. Treasury securities issued:
6 %o ICtaly (iin connectlon wlth military purchases in the United States (57f) . __. —30 —11 -5 -1 -1 —4 —14 —89 —75
o Canada:
7 In connection with Columbia River power rights (571) 3. .. ___.....____. -30 —-30 -8 -7 -8 =7 —8 ot QEEEET TS,
8 Other (88F) ... o] 1, 050 —175 | =250 |oen. 75 300 800 500
9 To Germany (58t) ¢_____ 501 249 125 124 || —542 | 542
10 To other countries (581) 287 —120 —20 *) =100 | oot (G I B s
Export-Import Bank obligations:
1 To be liquidated against U.S. elaims (574) - ..o —19 —4 —2 |l -2 =2 |ceaeaceaan 2
12 Other (581) .. ... . .. L 47 —70 —10 —45 -15 (G0 T IS (S I
13 .S% T‘reasury obligations to Germany to be liquidated against U.S. claims 32 32
14 | Other special financial transactions. ... ... ... 382 368 170 0 -1 199 168 186 18
15 Long-term liabilities to international and regional organizations reported by U.8.
banks (541) . ........._. R A —49 —%
16 Long-term banking liabilities to Germany (54f) 4. .. 1177777771777 55 55
17 U.S. agency bonds issued to international and regional organizations (53t) 94 | e
18 No;g:on‘vertlble U.S. Treasury securities issued to German commercial banks
19 German Government 10-year loan to U.S. Government (581) 4__
20 Special deposits in accounts with U.S. Treasury (571) - - oo oo
Nonscheduled repayments of U.S. Government credits (including sales of foreign
obligations to foreigners) (451):
21 Collected from Germany 4. ... ... o oo e e 99 99
22 Collected from other countries. .. .. __ T 1T TTTTTTTTI T ITITTIT 269 130 1 34 —15 -1 88 14 —7
Other special financial transactions with Canada:
23 Newly issued securities of Canadian Government (34f)__._..._..._...__.____.
24 Canadian Government purchases of IBRD bonds from U. 8. owners (361) ____
25 Deferral of interest payment on United Kingdom loans (184)._________..._.._____
26 Deferral of principal payment on United Kingdom loans (44%) .- ... _..._._.._____
r Revised. » Preliminary. 1Portion of line. *Less than $500,0004-. quarter. They have been seasonally adjusted.

1. Includes all special financial transactions (lines 3 through 26).
2. Includes only special fnancial transactions In lines 16, 18 through 26.
3. Transactions in connection with Columbia River power rights regularly occur in fourth

4, Transactions under agreements to offset U.S. military expenditures in Germany.
No1E.—Details may not add to totals because of rounding.
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was encouraged by the imposition last
fall of reserve requirements on Euro-
dollar borrowings (above a historical
base level) and by the banks’ success
in developing an alternative domestic
source of funds through issuance of
commercial paper by bank holding
companies. With this decline in Euro-
dollar borrowing by U.S. banks, Euro-
dollar rates also fell, and the incentive
for private foreigners to hold dollars
declined, particularly since monetary
conditions in most foreign countries
remained firm. As a result, there was
a $1.9 billion outflow of foreign private
liquid funds which resulted in large
dollar gains by foreign central banks.
Flows into sterling were particularly
large, reflecting both the relatively tight
credit conditions and the continued
recovery of confidence in sterling.

In the second quarter total outflows
of foreign private liquid funds dropped
to a mere $50 million, a $1.9 billion
improvement. U.S. banks’ liabilities to
their foreign branches rose slightly and
liabilities to other foreign private resi-
dents declined. Some U.S. banks may
have hesitated to make further reduc-
tions in liabilities to their branches and
to other foreign banks as such liabili-
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base (the base for most large individual
banks is reduced if liabilities go below
their historical holdings as of May 1969
and later increases in liabilities would
become subject to reserve require-
ments). In addition, the rise in Euro-
dollar rates early in the quarter
increased the incentive for private for-
eigners to hold dollars. With short-
term rates in the United Kingdom
declining and with no further shift of
expectations in favor of sterling, capi-
tal flows to the United Kingdom fell
off sharply from the first quarter.

Other developments tended to ad-
versely affect the flow of foreign private
liquid funds, particularly the tightening
of monetary policy in Germany and
the developments in Canada mentioned
earlier.

Financing the Balances

U.S. official reserve assets decreased
$1,022 million during the second quar-
ter. (Figures in this section are not
seasonally adjusted.) The decline re-
flected: (1) a $14 million decrease in
official gold holdings; (2) a $37 million
increase in SDR holdings; (3) an $818
million decrease in official holdings of
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foreigners continued for the third suc-
cessive quarter to make net repay-
ments of drawings on mutual swap
facilities; and (4) a $227 million de-
crease in our gold tranche position at
the IMF (essentially, our automatic
drawing rights) reflecting a $150 million
drawing by the United States and $77
million net repayments by foreigners
of U.S. dollars to the IMF.

Liquid liabilities to all foreigners
increased $389 million in the second
quarter. This increase, plus the $1,022
million decrease in reserve assets,
equaled the liquidity deficit of $1,411
million. Liquid liabilities to foreign
commercial banks decreased $203 mil-
lion despite a $44 million rise in U.S.
banks’ liabilities to their foreign
branches. Liquid liabilities to foreign
official agencies increased $526 million;
those to international and regional
organizations declined $124 million;
and those to other foreigners rose $190
million.

The deficit of $2,061 million on the
official reserve transactions basis con-
sisted of the above-mentioned $526
million increase in liquid liabilities to
official foreigners, a $513 million rise in
certain nonliquid liabilities to official
foreigners, and the $1,022 million de-

ties approached their ‘reserve free”” convertible foreign currencies, as crease in U.S. reserve assets.
Table Bl.=~~Goods and Services
[Millions of dollars, seasonally adjusted]
I
1969 1970 Change:
Line Lines in tables 1, 2, and 8 in which transactions are included are indicated in ( ) 1970
1968 1969 I-1T
I I 11 v Ir s
1 | Exports of goods and services (21) !, 2 ___.____ ... __. 50,688 55,514 11,948 14,291 14,565 14,712 15,355 15,890 535
2 Merchandise, adjusted, excluding military (3).. 33,588 | 36,473 7,472 9,585 9, 581 9,835 | 10,241 10, 714 473
3 Transfers under military sales contracts (4).____ 1,395 1, 515 391 313 458 352 258 432 174
1 Transportation (6)_...____._........____.____ 2, 969 3,131 660 827 843 803 877 921 44
5 Travel (7)o oo 1,775 2,058 501 520 519 518 559 575 16
6 Other services (8 through 10) , 208 3,498 835 896 878 890 921 968 47
7 Income on U.8. investments abroad (11 through 134) 2_______ 7,753 8,838 2,089 2,150 2,286 2,314 2,499 2,280 —219
8 Direct investments (11).........___.___________ ... 4,973 5,639 1,342 1,370 1,455 1,472 1, 601 1,394 —207
9 Other private assets (12).._..._ JOR 1,949 2,267 519 549 588 611 654 647 -7
10 U.S. Government assets (13) 2. IR 831 932 228 231 243 231 244 239 -5
11 | Imports of goods and services (14)___.___..__..._.___ —48,129 | —53,564 | —11,618 | —13,978 | —13,909 | —14,061 | 14,504 | —14,771 —~267
12 Merchandise, adjusted, excluding military (15). —32,964 | —35,835 | —7,576 | ~0,606 | —9,263 | —9,300 | —9,723 | —9,867 —144
13 Military expenditures (16)._______.___._______.__ —4,535 | —4,850 | —1,198 | —1,187 | —1,220 | —1,245 | —1,178 | -1,247 —69
14 Transportation (17).__...__._.__. o —3,269 | —3,608 ~775 —907 —960 —967 —976 | —1,002 —26
15 Travel (18)_ ... __ .. —3,022 | —3,390 —820 —855 —875 —840 —914 —947 —33
16 Other serviees (19, 20) ..« oo oo ___ —1,406 | —1,419 —344 —352 —351 —372 —365 —380 —15
17 Income on foreign investments in the United States (21, 22)_. —2,933 | —4,463 —905 | —1,071 | —1,240 | -—1,247 | —1,348 | —1,328 20
18 Private payments (21) oo _..___________...__.__ —2,231 | —3,686 —719 —881 | —1,042 | —1,044 | —1,138 | —1,093 45
19 U.S. Government payments (22)... ... ... —702 —777 —186 —190 —198 —203 —210 —235 —25
Balances:
20 | Goods and services, total (2f, 14) 2_____________________ ... 2,559 1,949 330 313 656 651 851 1,119 268
21 Merchandise, adjusted, excluding military (3, 15)_ 624 638 —104 —21 318 445 518 847 329
22 Military transactions (4, 16). —3,140 | —3,335 —807 —874 —762 —893 —920 —815 105
23 Transportation (6, 17)_ ~300 —477 —115 —80 —-117 ~164 —99 —81 18
A Travel (7, 18) - —1,247 | 1,332 -319 —335 —356 —322 —355 —372 -17
25 Other services (8 through 10, 19, 1,802 2,079 491 544 527 518 556 588 32
26 Investment income (11 through 13f, 4,820 4,375 1,184 1,079 1,046 1,067 1,151 952 ~199
27 | Special financial transactions: Deferral of interest on U.K. loan (table A2, line 25).._.. L J PSRN U FUNUUUN RN SRR ISR Y

r Revised.  » Preliminary. fPortion of line.
1. Excluding transfers under military grants.
2. Adjusted for special financial transactions shown in line 27.

NotE.—Details may not add to totals because of rounding.
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Details of Major Transactions

Special financial transactions

Special financial transactions, sea-
sonally adjusted, improved the liquidity
balance by $692 million in the second
quarter, a favorable shift of $946
million from the $254 million adverse
impact in the first (table A2). Most of
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the shift was in ‘“certain nonliquid
liabilities”” to foreign official agencies,
which increased $506 million in the
second quarter after declining $422
million in the first. Other special
financial transactions favorably affected
the balance by $186 million in the
second quarter, as compared with
$168 million in the first.

Table B2,—U.S. Merchandise Exports and Imports, by Major World Areas!—Balance of
Payments Basis

[Millions of dollars, seasonally adjusted]

1969 1970 Change:
1968 1969 1970
I-I1
I II III1 v I II»
EXPORTS
Total, all countries (line 3, tables 1,2, 8)____| 33,588 | 36,473 | 7,472 | 9,585 | 9,581 | 9,835 | 10,241 | 10,714 473
Agricultural goods.._ 6,294 | 6,011 980 | 1,758 | 1,590} 1,683 | 1,683 | 1,788 105
Nonagricultural good 27,294 | 30,462 | 6,492 | 7,827 | 7,991 | 8,152 | 8,558 | 8,026 368
Developed couniries, total._________________. 23,023 | 25,674 | 5,499 | 6,486 | 6,742 | 6,950 | 7,241 | 7,549 308
Western Europe . .__.......__....______ 10,539 | 11,638 | 2,256 | 3,056 | 3,084 | 3,239 | 3,420 | 3,697 277
United Kingdom.__.... eesezocoaon 1,959 | 2,026 392 536 513 584 585 693 108
Other Western Europe (incl. EEC)_| 8,580 | 9,612 | 1,864 | 2,520 | 2,571 | 2,665 | 2,835 | 3,004 169
Canada...... ... ... . .. 8,141 | 9,170 | 2,304 | 2,200 | 2,352 | 2,334 | 2,347 | 2,310 —37
Japan._ - ... iicieieioao. 2,959 | 3,503 689 876 946 987 | 1,115 | 1,151 36
Australia, New Zealand, and South
Afriea. . il 1,384 | 1,354 250 354 360 390 359 391 32
Developing countries,total ... __.____...__ 10,565 | 10,799 | 1,973 | 3,099 | 2,839 | 2,885 | 3,000 | 3,165 165
Latin American Republics and other
Western Hemisphere. 5,274 5, 532 1,095 1,515 | 1,446 1,463 | 1,560 1,632 72
Eastern Europe. ... 20 253 34 64 85 80 76 91 15
Other countries in Asia and Africa..._,.] 5071 | 5,014 844 | 1,520 | 1,308 i 1,342 | 1,364 | 1,442 78
IMPORTS
Total, all countries (line 15, tables 1,2,8) ___] 32,964 | 35,835 | 7,576 | 9,606 | 9,263 | 9,390 | 9,723 9,867 144
Developed countries,total ._..__..___________ 23,788 | 26,156 | 5,473 | 7,044 | 6,778 | 6,848 | 7,059 | 7,151 92
Western Earope. ... ... 10,203 | 10,214 | 1,848 | 3,022 | 2,807 [ 2,566 | 2,671 | 2,836 165
United Kingdom__.________________ 2,075 | 2,112 408 609 573 517 580 553 —27
Other Western Europe (incl. EEC).| 8,128 | 8,102 | 1,440 | 2,413 | 2,234 | 2,049 | 2,001 | 2,283 192
Canada 9,094 | 2,422 | 2,447 | 2,39 2,713 | 2,699 | 2,664 —35
Japan.__ 4,893 988 1, 308 1,278 1, 296 1, 389 1,402 13
Australi
Africa. 1, 055 215 267 297 273 300 249 —51
Developing countries,total . ______._________. 9,176 | 9,679 | 2,103 | 2,562 | 2,485 } 2,542 | 2,664 | 2,716 52
Latin American Republics and other
Western Hemisphere_ ___.__._.___._._ 5137 | 5,217 | 1,143 | 1,389 | 1,333 | 1,370 | 1,451 | 1,541 90
Eastern Europe..__.___._._.__...._ 205 199 44 57 49 49 59 52 -7
Other countries in Asia and Africa 3,834 | 4,263 916 { 1,116 | 1,103 | 1,123 | 1,154 | 1,123 —-31
BALANCE
Total, all countries.__________....._....___._ 624 638 | —104 -21 318 445 518 847 329
Developed countries, total__________._______. —765 | —482 26 | 558 —36 102 182 398 216
Western EUrOpe. .o oocooooooooaanooa 336 | 1,424 408 34 277 673 749 861 112
United Kingdom_______________._.__ —116 —86 -16 —~73 —60 67 5 140 135
Other Western Europe (incl. EEC). 452 | 1,510 424 107 337 606 744 721 ~23
Canada._ - ... oL —451 | —815 ) —118 | —247 —~44 [ ~379 | —3562 | —354 -2
Japan. o ool —1,110 |—1,390 —-299 —432 —332 —309 —274 —251 23
Australia, New Zealand, and South
Afriea. . .ol 460 299 35 87 63 117 59 142 83
Developing countries,total .. _.____..________ 1,389 | 1,120 -~130 537 354 343 336 449 113
Latin American Republics and other
Western Hemisphere. __ . 137 315 -48 126 113 93 109 91 —18
Eastern Europe__.....__. - 15 54 —~10 7 36 31 17 39 22
Other countries in Asia and Africa___... 1,237 751 —72 404 205 219 210 319 109

» Preliminary.

1. Seasonally adjusted country and area data shown in this table correspond to the country and area data shown, unad-

justed, in table 8, lines 3 and 15.

NOTE.—Seasonally adjusted quarterly details may not add to unadjusted annual totals.
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The principal favorable transaction
in the second quarter was an $800
million purchase by Canada of non-
marketable, medium-term U.S. Gov-
ernment securities; Canada had pur-
chased $300 million of such securities
in the first quarter. Transactions under
agreements to offset U.S. military
expenditures in Germany favorably
affected the liquidity balance by $186
million; in the first quarter Germany
had liquidated $542 million of non-
marketable, medium-term U.S. Gov-
ernment securities previously pur-
chased under those agreements. Other
favorable transactions in the second
quarter were $94 million in purchases
of U.S. Government agency bonds by
international and regional organiza-
tions, and $14 million of nonscheduled
repayments of U.S. Government credits
(including sales of foreign obligations
to foreigners) other than repayments
by Germany arranged under the offset
agreements.

Partly offsetting the favorable special
financial transactions in the second
quarter was a repurchase by the
United States of $85 million of non-
convertible U.S. Treasury securities
originally issued to Italy in connection
with intended purchases of military
equipment in the United States. Long-
term liabilities to foreign official agen-
cies declined $230 million in the second
quarter, and long-term liabilities to
international and regional organiza-
tions declined $49 million.

Most of these transactions have no
impact on the balance measured on the
official reserve transactions basis as
it is affected neither by shifts between
liquid and certain nonliquid liabilities
to foreign official agencies nor by similar
shifts in liabilities to international and
regional organizations. The other types
of special financial transactions (mainly
nonscheduled repayments of U.S. Gov-
ernment credits and some transactions
under the offset agreement with Ger-
many) favorably affected the official
reserve transactions balance by $142
million in the second quarter, compared
with $73 million in the first.
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Goods and Services

The balance on goods and services
improved $270 million in the second
quarter to a $1.1 billion surplus (table
B1). Merchandise exports rose $475
million and imports only $145 million,
so that the trade surplus increased
$330 million. The balance on military
transactions improved $105 million,
mainly because of a bulge in transfers
under military sales contracts to Israel.
The balance on investment income
deteriorated $200 million, however,
reflecting a decline from the exception-
ally high first quarter level of income
on U.S. direct investments abroad.

Merchandise trade

The second quarter surplus on mer-
chandise trade was $847 million, season-
ally adjusted, with exports of $10,714
million and imports of $9,867 million.
The $330 million increase in the surplus
was much larger than the $100 million
average gain in the two preceding
quarters. The trade surplus was at an
annual rate of $2.7 billion in the first
half of 1970, compared with a $1.5
billion rate in the second half of 1969.
For the full year 1969, the surplus was
only $0.6 billion, reflecting the impact
of the dock strike which caused deficits
during the first half of the year. (These
figures are on a balance of payments
basis which excludes exports and im-
ports by Department of Defense agen-
cies and reflects various other adjust-
ments made to the trade data reported
by the Census Bureau.)

Exports

Of the total $475 million second
quarter increase in exports, developed
countries accounted for $310 million, a
figure about equal to that for the first
quarter (table B2). An exceptionally
large rise in exports to the United
Kingdom—following no change in the
first quarter—helped offset a much
reduced increase to Japan and a decline
to Canada. Larger shipments to Asia
and Africa boosted the rise in exports
to developing countries to $165 million
in the second quarter, compared with
about $115 million in the first.

SURVEY OF CURRENT BUSINESS

Agricultural shipments, which were
unchanged in the first quarter, rose $105
million in the second. The gain re-
flected a sharp recovery in tobacco and
grain exports, and further increases in
cotton and soybeans.

Exports of nonagricultural goods
rose $370 million in the second quarter,
compared with $405 million in the first.
The $125 million increase in exports of
nonagricultural industrial supplies was
nearly $100 million less than the first
quarter gain: the $85 million increase in
chemical exports was not repeated and
exports of some nonferrous metals de-
clined, but there were further large in-
creases in coal shipments to Japan and
in exports of steel and steel scrap.
Machinery exports rose $100 million,
about the same as in the first quarter.
Automotive exports, which had dropped
$40 million in the first quarter, rose
$140 million as demand for passenger
cars in Canada recovered sharply. Ex-
ports of civilian aircraft increased
barely $20 million, following a $160
million rise in the first quarter. Stepped-
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up deliveries of the new jumbo jets
were nearly offset by declines in sales of
conventional transport planes. Exports
of nonfood consumer goods and other
commodities showed only minor
changes.

Although the growth of total exports
continued to accelerate in the second
quarter, most of the upward impetus
stemmed from agricultural exports and
automotive exports to Canada. Growth
in aircraft exports decelerated sharply.
More significantly, other nonagricul-
tural exports grew only half as rapidly
as in the first quarter. As can be seen in
chart 13, the rate of change in these
other nonagricultural exports has been
closely related to the rate of change in
foreign industrial production. The
growth of foreign industrial production
began to slacken in the second half of
1969 and continued to slow in the first
half of 1970. The growth rate of these
nonagricultural  exports,  however,
slowed only slightly in the second half
of 1969, and even in the first half of this
year remained well above the growth

I CHART 13

Percent Change in U.S. Nonagricultural Exports and Percent Change
in Industrial Production in Major Foreign Industrial Countries

Percent

20

U.S. Nonagricultural Exports!?

v Foreign Industrial Production 2

1958 59 60 61 62 63

64 65 66 67 68 69 70

Half Years
Percent Change From Corresponding Period 1 Year Earlier

1. U.S. nonagricultural exports are adjusted to exclude automotive exports to Canada, aircraft, and temporary effects of U.S. strikes.

2. Industrial production in Canada, Japan, United Kingdom, Germany, France, Italy, and the Netherlands weighted by these countries’ percentage shares in U.S. exports.

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

70-9-13
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rate of foreign industrial production. 1t
seems probable that export growth was
sustained by the heavy pressure on
industrial capacity abroad. However,
this pressure is likely to ease as a result
of anti-inflationary policies in some
major foreign countries, and the growth
of these U.S. exports therefore may
show further weakening.

Imports

The growth of imports slowed from
$335 million in the first quarter to $145
million in the second. The slowdown
affected imports from both developed
and developing countries. Imports from
continental Western Europe grew sub-
stantially but those from Japan were
little changed, and those from Canada,
the United Kingdom, and other de-
veloped countries declined.

Imports of foodstufls rose about $50
million, compared with $120 million in
the first quarter when special factors
were important. A recovery in coffee,
with volume as well as prices higher,
was largely responsible for the second
quarter gain. Meat imports, which had

Percent Change in U.S. GNP and Percent Change in U.S. Imports

Percent

20 —
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been inflated in the previous period,
declined to more normal levels.

Nonfood consumer goods rose only
$25 million in the second quarter, com-
pared with $160 million in the first.
Industrial supplies and materials fell
nearly $100 million, following a $70
million rise. Roughly half of the decline
was in petroleum, which may have been
affected by special factors such as
recent increases in tanker rates and the
effect of mandatory quotas imposed on
oil imports from Canada on March 1.
Machinery imports were unchanged,
after rising $100 million in the first
quarter.

In contrast to the general slowing,
automotive imports registered an un-
usually large rise of over $200 million.
The increase, shared about equally
between U.S. affiliates in Canada and
producers in Europe and Japan, followed
a $125 million first quarter decline that
reflected a drop in imports from Canada.
The recovery in imports from Canada
was assoclated with both increased
domestic sales and some inventory
rebuilding, following sizable liquida-

CHART 14

Gross National Product

N

-10 —

64 65 66 67 68 69 70

Half Years

Percent Change From Corresponding Period 1 Year Earlier

1. U.S. imports are adjusted to exclude automotive shipments from Canada to the United States and temporary effects of U.S. strikes.

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

70-9-14
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tions in the first quarter. The $100
million rise in imports from overseas
reflected a strong gain in U.S. sales of
foreign-type cars, which continued to
increase their share of the U.S. market.
A deceleration in the growth of
imports was to be expected in view of
the slowing in the U.S. economy. Chart
14 illustrates the close relationship that
has generally existed between the rate
of change in GNP and the rate of
change in imports. The chart shows
that imports have tended to grow faster
than GNP in periods of accelerating
domestic activity, and to fall more
sharply when GNP growth is deceler-
ating. The slowdown in the growth in
GNP in 1969 was accompanied by
slackening in the growth of imports, but
the import growth rate increased in the
first half of 1970 even though GNP
growth slowed further. However, that
upturn in the growth of imports mainly
reflected a first quarter gain that was
partly due to exceptional and temporary
circumstances. The trend of imports
from April onward is much weaker.

Military transactions

The deficit on military transactions
(excluding transfers under military
grants) improved from $920 million in
the first quarter to $815 million in the
second. U.S. defense expenditures abroad
rose $70 million, but transfers under
military sales contracts rose $175
million, partly because of a bunching
of previously delayed aircraft shipments
to Israel.

Nearly half of the increase in oversea
defense expenditures resulted from the
April increase in military and civilian
pay, which was retroactive to the first
of the year. The increased expenditures
were largely in Western Europe, where
U.S. troop strength has been relatively
stable. The pay raise did not increase
personnel expenditures in the rest of
the world because of the offsetting
effects of troop reductions, particularly
in Southeast Asia. The rest of the
increase in defense expenditures abroad
was mostly attributable to settlement
costs for closing several bases—a one-
time expense—and to increased costs
for the operation of other overseas
bases. Expenditures for military con-
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struction projects in the first and
second quarters were lower than at any
time since the buildup in Vietnam
began in 1965. Other categories of
defense expenditures were essentially
unchanged in the second quarter.

Investment income

The balance on investment income
dropped $200 million in the second
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quarter to a $950 million surplus.
U.S. receipts declined $220 million,
almost entirely because of a drop in
income on U.S. direct investments
from the exceptionally high first quarter
figure. (In the first quarter, companies
apparently took advantage of an OFDI
regulation that permitted them to
bring capital transfers, including rein-
vested earnings, under their 1969 ceiling
by distributing dividends in the first
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60 days of 1970.) Income on direct
investments in the first half of 1970
was about $3.0 billion, slightly more
than in the preceding half year and
about $300 million more than in the
first half of 1969.

Payments of investment income to
foreigners were $1,330 million in the
second quarter, down about $20 million
from the first. The decline, which
followed substantial increases in four

Table C1.—Private U.S. and Foreign Capital !

[Millions of dollars, seasonally adjusted]

Credits (4); Debits (=) ‘ 1969 1970
Line| {Lines in tables 1, 2 and 8 in which transactions are included are indicated in ( )] 1968 1969 8‘7‘3‘%’%
I l 11 ‘ 151 } wvr I II»
1 | Private U.S. and foreign capital (32}, 52 through 56%) 1.2 _______________________.__.__ 765 795 419 | —1,443 ~210 439 —766 —1093 —327
2 U.8. corporate capital (assets and liabilities) (table C2,line 1) _ ... ____.... —907 | —1,430 —420 —843 —167 | .. —999 —730 269
3 U.S. corporate long-term claims associated with foreign direct investment in the
United States. - oo o e cecceecmcccacccacmeammammmmmme e e e e | e emmmoa | camcmm s aaf e e mc e | ammaoe e 3 —286 |cecenan-- 286
4 Foreign direct investment in the United States (52).... 319 832 246 164 152 270 3 459 100 —359
5 U.8. transactions in foreign securities (34 through 36t) 2.___. —1,133 —1,479 —304 —-539 —567 —69 —133 64 197
6 Foreign securities newly issued in the United States (341) 2. —1,618 | —1,652 -~ 531 —269 —571 —281 —420 ~91 329
7 Redemptions (35) 2. . eeeiioioo. 546 478 130 85 80 183 127 125 -2
8 Other transactions in foreign securities (361) —61 —305 97 ~-355 —76 29 160 30 —130
9 Foreign transactions in U.8, outstanding securities (53t) 2. 42,126 1,747 803 256 117 571 48 —78 —126
10 Bonds (531) 2.. 182 51 104 -52 79 133 45 —88
11 Stocks (531)... 42,09 1, 565 752 152 169 492 —85 —-123 -~38
12 Claims and nonliquid liabilities reported by U.S. banks (37, 38, 245 —493 62 —490 254 —319 153 —451 —604
13 Long-term claims (37)._ 358 330 133 31 131 35 26 47 21
14 Short-term claims (38)_. —105 —871 —65 ~533 98 —-371 121 —506 —627
15 Long-term liabilities (541)2. .. ... ... -8 48 —6 12 25 17 6 8 2
16 Claims and liabilities reported by brokerage concerns (40t, 561)- 115 28 32 9 1 —14 —8 2 10
17 Claims (401) oo e —210 230 115 —4 100 19 58 39 -19
18 Liabilities (561) oo oo oo ee e eemmen 325 —202 —83 13 —99 —33 —66 -37 29
19 | Special financial transactions (table A2, lines 4, 15, 16, 17, 23, and 24).___..__.......____ 611 —403 126 —229 —229 -71 —61 —130 —69

r Revised. » Preliminary.

1. Excludes liquid liabilities.

2. Excludes special financial transactions shown in line 19.

3. Part ofthe $459 million foreign direct investment inthe United States (line 4) wasfinanced
through a $286 million long-term note held by a U.S. corporation. That U.S. corporate claim

t Portion of line. has been omitted from the total of U.S. corporate assets and liabilities in line 2 and is shown

separately in line 3. .
4. Excludes purchase of $210 million by a foreign company of stocks issued by a U.S. sub-
sidiary. This purchase is treated as a foreign direct investment in the United States.

NoTE.—Details may not add to totals because of rounding.

Table C2.—Net Change in Foreign Assets and Liabilities of U.S. Corporations !

{Millions of dolars, seasonally adjusted)

1969 1970 ch
8 Credits (+); Debits (—) ange:
Line [Lines in tables 1, 2 and 8 in which transactions are included are indicated in ¢ )] 1968 1969 - 1970 I-11
1 11 IIX Ve Ir II»
1
Ot s —907 | ~1,430 —420 —843 —167 |oeeeooo —999 —~1730 269
2 | Direct investment (33) ... . il -3,208 | —3,070 —902 | —1,015 —877 —276 | —1,411 | —1,363 48
Other corporate claims:
3 Long-term (39) . —220 —424 —82 —80 —13 —249 5 —89 35 124
4 Short-term (401) 2 ~772 66 —93 -1 148 22 28 —129 —157
Corporate liabilities other than new issues of securities:
5 Long-term (58) . ... .. ... 715 691 256 59 145 231 235 273 38
6 Short-term (561) 2 434 278 * 52 212 14 83 187 104
7 | New issues of securities sold abroad by U.S. corporations (53t) 3. ... .._...._.. 2, 144 1,029 401 152 218 258 155 267 112
8 | Uses of funds obtained through new issues of securities sold abroad by U.S. corporations:_.___ 2,144 1,029 401 152 218 258 156 267 112
9 Additions to, and refinancing of, direct investment (33t) —631 —190 —151 —190 —100 -7 —-78 19
10 Short-term claims reported by U.S. residents other than banks (401) - —187 70 14 |eeceaaaan —181 —4 -3 1
11 Reductions in corporate liabilities to foreign residents (551, 661) 15 [ 7 2 P AR PP PO,
12 Transfers of funds to U.S. residents (60%) 4 ... .. —196 —1}1 —15 —18 —27 —b64 —186 —132
r Revised. 7 Preliminary.  f Portion ofline.  *Less than $500,000 . issued by U.S. corporations if the proceeds of such issues are transferred to U.S. parent com-
1. Excludes banking and brokerage claims and liabilities. panies. : .
2. Excludes brokerage transactions. 4. A(—) reflects a decline in foreign deposits and money market paper held in the United
3. Excludes funds obtained abroad by U.S. corporations through bank loans and other States.

credits and also excludes securities issued by subsidiaries incorporated abroad. However,
securities issued by finance subsidiaries incorporated abroad are treated as if they had been

NoTE.—Details may not add to totals because of rounding*

5. Excludes an increase in U.S. corporate long-term claims of $286 million that was as-
sociated with increased foreign direct investment in the United States. See table C1, line3.
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of the five previous quarters, resulted
from the influence of lower interest
rates which was only partly offset by
an increase in liabilities.

Private U.S. and Foreign
Capital

The net outflow (seasonally ad-
justed) resulting from private U.S. and
foreign capital transactions was nearly
$1,100 million in the second quarter,
$330 million more than in the first
(table C1). There were adverse swings
of $605 million in claims reported by
U.S. banks, $125 million in foreign
transactions in outstanding U.S. securi-
ties, and $75 million in flows related to
foreign direct investment in the United
States. Favorable swings included a
$270 million decline in net outflows of
U.S. corporate capital and a $195
million shift to net inflows through U.S.
transactions in foreign securities.

U.S. corporate capital

The outflow of corporate capital was
$730 million, down only $270 million
from the very large first quarter gut-
flow of $1,000 million (table C2). The
improvement—mainly through trans-
actions with Europe—resulted from a
$50 million decline in outflows for
direct investment and a $250 million
increase in capital inflows through cor-
porate borrowing abroad. Partly off-
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setting those favorable changes was a
$30 million increase in capital outflows
to nonafliliated foreigners.

In spite of the second quarter decline,
the net outflow in the first half of 1970
was substantially larger than the total
for the full year 1969. This deteriora-
tion primarily reflected a sharp increase
in direct investment outflows only
partly offset by a moderte rise in bor-
rowing ebroad by U.S. corporations.
Tight credit and capital markets abroad
contributed to both developments.
These conditions discouraged larger
borrowing by U.S. corporations (which
held down capital inflows) and led
foreign affiliates to obtain funds re-
quired for large planned increases in
plant and equipment from their U.S.
parents rather than from local sources
(which increased direct investment out-
flows).

It may be difficult for U.S. corpora-
tions to maintain net outflows of this
magnitude for the rest of 1970 and still
meet OFDI program requirements.
There is some expectation that condi-
tions for borrowing abroad will be
somewhat easier in the second half, but
large yearend inflows (perhaps through
the direct investment account) may
be necessary.

Direct investment.—Capital outflows
to foreign affiliates amounted to
$1,365 million in the second quarter and
$1,410 million in the first. Direct in-
vestment for the two quarters together
approached the total for the full year

Table C3.—Transactions in U.S. Securities Other Than Treasury Issues
[Millions of dollars]

Increase in foreign assets (4) (Trans-
actions are included in tables 1, 2,
and 8, in line 53)

Line 1968 1969

1969 1970 Change:
1970

I-11

III v Ir II»

4,389 | 3,112
2 | New issues of securities sold abroad
by U.S. corporations! (table C2,
line 8) . . iiciieeos 2,144 | 1,029
3 | Investment by international and re-
gional organizations in nonguaran-
teed U.S. Government agency
bonds (table A2 line 17)__..________ 118
22,12

30
22,096

336

1,747
182
1,565

4 | Other transactions (table Cl,line 9)___
5 Bonds (table C1, line 10) N
[ Stocks (table C1,line 11) _._.._....

1,388 365 396 963 297 282

401 152 218 258 155 267 112

184 —43 61 134 94 94

803 256 117 571 48 —78
51 104 —52 79 133 45
752 152 169 492 -85 | —123

rRevised. » Preliminary.

1. Proceeds from securities issued by finance subsidiaries incorporated abroad that are transferred to the U.S. parent com-
panies are treated as if they had been issued by U.S. corporations.
2. Excludes purchase of $210 million by a foreign company of stocks issued by the U.S. subsidiary. This purchase is treated

as a foreign direct investment in the United States.

NoTE.—Details may not add to totals because of rounding.
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1969 and was nearly $0.9 billion above
the first half of that year.

Seasonally adjusted direct invest-
ment data are not available by area.
On an unadjusted basis, the rise in
outflows from the first half of 1969 to
the first half of this year was $0.8 billion.
Europe accounted for $360 mlllion of
the increase, mainly reflecting a $285
million rise in flows to the United
Kingdom. Outflows to Canada ad-
vanced $230 million, and most of the
remaining increase was to Australia and
the oil-producing countries of Asia and
Africa.

Part of the first half rise in direct
investment outflows may reflect in-
creasing plant and equipment expendi-
tures by foreign affiliates in 1970, which
are now expected to rise about 16 per-
cent over the year before. (See “Plant
and Equipment Expenditures by For-
eign Affiliates of U.S. Corporations,
1969-71, elsewhere in this issue.)
Tight conditions in credit snd capital
markets abroad had, perhaps, an even
greater influence on the magnitude of
the direct investment outflow. Foreign
affiliates had more difficulty in borrow-
ing local or Eurodollar funds and per-
haps a greater need to extend credit to
customers. Thus, to maintain plant and
equipment expenditures at planned
levels required more funds from the
U.S. parents.

Corporate  borrowing.—Capital ob-
tained by U.S. corporations from for-
eign sources amounted to $1.2 billion,
seasonally adjusted, in the first half of
this year, compared with about $2.0
billion for the full year 1969. The small
rise in borrowing was perhaps less
significant than the changes in terms.

This year’s borrowing generally was
on shorter terms, as indicated by the
medium-term maturity dates on many
of the bond issues and the rise in
borrowing from other sources, mainly
banks. Within the latter category
short-term borrowing grew particularly
fast. This shift to shorter terms may
reflect expectations that interest rates
on longer term loans will decline. It
may also have been encouraged by a
change in OFDI regulations, which
now permits short-term borrowing to
be used as an offset to direct invest-
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ment outflows provided there is a re-
newal provision.

New issues of securities sold abroad
by U.S. corporations rose $110 million
in the second quarter to $267 million.
Corporations had reduced their Euro-
bond borrowings in the first quarter
apparently because of tight conditions
in capital markets, particularly in
Germany. The second quarter increase
was quite moderate and was largely due
to increased borrowing by finance sub-
sidiaries incorporated in the Nether-
lands Antilles who repatriated the
proceeds.

Foreign direct investment

The inflow of foreign capital for
direct investments in the United States
was $100 million in the second quarter,
down $360 million from the first.
The inflow in the previous period was
sharply boosted by an international
petroleum company’s $400 million in-
vestment in a U.S. oil company, $286
million of which was offset by an as-
sociated increase in long-term U.S.
corporate claims. Direct investment
inflows from EEC countries increased
by $110 million (shifting from a small
outflow in the first quarter to an $87
million inflow), but inflows from Canada
decreased $95 million. These changes
were mainly due to transactions on
intercompany account; it is not unus-
ual for a few companies to show large
changes in payables and receivables in a
particular quarter.

Foreign securities

U.S. transactions in foreign securities
shifted favorably by almost $200 million
from net purchases of $133 million in
the first quarter to net sales of $64
million in the second quarter. Purchases
of new issues fell $330 million, mostly
reflecting a $265 million decline in
Canadian issues. Several Canadian
issues scheduled for placement here
were withdrawn as demand for long-
term funds in the United States intensi-
fied and bond yields rose to record
levels. In addition, the World Bank,
which was responsible for a $48 million
takedown from new issues in the first
quarter, was not in the market in the
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second. Partly offsetting the favorable
shift in new issues, U.S. residents’ net
sales of outstanding foreign securities
dropped $130 million from an unusually
high first quarter figure. Redemptions
showed little change.

Outstanding U.S. securities

Foreigners’ net sales of U.S. corporate
stocks increased to $123 million in the
second quarter from $85 million in the
first. Large net sales of almost $200
million in May paralleled a precipitous
decline in U.S. share prices but there
were small net purchases in April and
June, as well as in July. Problems
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besetting foreign mutual funds in the
second quarter also may have exerted
some pressure on foreign institutions to
reduce their holdings of U.S. stocks.

Foreign net purchases of outstanding
U.S. bonds (other than Treasury issues
and those already discussed under
special financial transactions and U.S.
corporate transactions) fell from $133
million in the first quarter to $45
million.

Bank reported claims

Bank reported claims increased $460
million in the second quarter following
(Continued on page 49)

Table D1.—U.S. Government Grant and Capital Transactions

[Millions of dollars, seasonally adjusted]

1969 1970
Line| Lines in tables 1, 2, and 8 in which | 1968 1969 Change:
transactions are indicated in ( ) 1970 I-I1
1 II 111 v Ir I
1 | Government grants (excluding mili-
tary) and capital, net (29, 42 through
44, 45%, 571, 581)1. -3,506 —842 (—1,079 —964 —619 —960 |—1,048 ~88
2 Grants (excludi
20) e iaaceann ~1,644 | —342 | 518 | —372| —412| —411 | -39 15
3 Additions to assets (42, 43) ... —3,388 -776 '—1,001 —841 ~771 —867 —§93 —26
4 Credit repayments (44, 45{)! 1,334 340 326 345 324 335 389 54
5 Liabilities other than marketable
or convertib