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SELECTED DONESTIC NONFIRAMCIAL DATA
AVAILABLE SINUE FRECEDING UREINBOUK

(Seasonally odjusted)

Jaswary 3, 1930

Latest Daca Petcont Chaige ITom
Three
Rslvase Preceding Periode Tesr
Poriod Date Data Period Eaclier eazlier
(At ansual rate)
Civilian lador force Bov. 12-7-7% 103.7 2.4 2.5 <0
Uoemployment rate (X) 1/ Nov. 12-7=79 $.8 6.0 [%-) 3.8
Insured unemployweat rete (2) 1/ Wov. 12=7-79 2.9 3.0 3l 3.0
Boafars employwent, payroll (ail.) Nov. 12=7-19 90.2 2.9 1.9 2.7
Mansfacturing Novw, 12-7-79 20.9 1 -1.3 -6
Remmsnufacturing Yov. 12-7=19 9.3 3.8 2.9 b % |
Private aonfarm:
Average veekly bours (hr.) 1/ Nov. 12-7-79 35.6 33.6 315.6 35.8
Rourly esrnings (S) )/ Yov. 12-71-79 632 €.27 6.22 $.87
Nanafacturizg:
Aversge weekly hours (hr.) by Bov. 12-7-79 40.0 40.2 40.1 Db
Galt labor coet (1967=100) Bov. 12-31-79 129.¢ 12.1 7.9 8.0
ladustrial production (1967=100) Sov. 12-14-79 131.6 6.3 -0 4

Consumer goods Rov. 12-14-79 148.7 9.6 1.3 -1.7

Business equipment | 12-14~79 171.4 7 -2 3.9

Defense & space equipmest Rov. 12-14-79 "n.6 2.5 11.3 4.8

Matertials Nov. 12-14-79 155.6 7.7 =-.0 o7

Consumer prices all items (1967=100) Nov. 12-21-79 227.5 11.7 12.3 =.6
All itess, excluding food & esargy Mov. 12-21-79 26. 1 14.0 2.8 pla 79 §
Pood Eov. 12-21-79 240.2 6.5 3.9 3.6

Prodwcer prices: (1967=100) )

Yigished goods Bov. 12-4-79 28.2 15.6 15.2 .8

1oternediste materisls, nonfood Nov. L2-6~79 258.5 10.8 17.4 5.7

Crude foodstuffs & feedstufls Bov. 12-4-79 256.1 23.9 1.9 —

Personal iscoms ($ dil.) 2/ Bov. 12-18=79 1999.4 12.9 10.9 .0

(Net st samual ratas)

Nfrs. sew orders dur. goods ($ Bil.) Now. 13-21-79 75.5 -i.2 1.9 -1.9

Capital geods izdustries Xov. 12-21-79 24.6 3.5 3.6 2.0
Sondafense Bov. 12-21-79 20.9 S5 o7 -7
Defense Bav. 12=-21-79 3.7 24.0 23.2 -oheS

lavestories to sales ratlfo: }/

Masufacturing and trade, toctal Octe 12-11-79 1.41 1le41 143 le
Manufacturing oct. 12-311-79 1.53 1.3% 1.3) .49
Trade Oct. 12-11-7% .29 1.28 1.3 .3l

Ratfo: Nfrs.' durzble goods frven~

tories to unfilled orders 1/ Oect. 12~11=-79 366 « 360 +557 «380

Retsil sales, toral ($ bil.) Rov, 12~10-79 17.0 T 1.8 2.9 9.7
GAF 3/ Rov. 12~10~-79 16.8 2.4 .3 A.5

Auto saies, total (mil. uaits.) 2/ Nov. 12~3-79 9.3 o3 -13.9 -3.2
Domestic eodels Nov. 12-5-79 6.9 2.5 «21.7 -22.1
Poreizs models Sov. 12~3-79 2.6 8.1 15.8 p<

Pleat & Equipsent expen. (3 dil.) &/

All iadustries 1973 12+6-79 176.37 — — un.?

1979%¢% L2-6-79 184.132 2.8 — 2.4
1990  12-6-79 189.32 2.7 — .l
1900~2 12~4-~79 195.76 3.4 — 2.8

Capital Appropristions, Wg. 19793 11-27-79 22,520 7.3 — ».2?

Rousing starcts, private (thous.) 2/ wov. 12-18-79 1,518 «13.8 -15.3 -23,0

Leading indicatorcs (1967~100) Yov. 12-31-79 136.6 1.3 ~2.2 -%.3

1/ Actual dats used in liav of percent chawges fof eariisr periods.

2/ At aanual rate.
3/ Excludes seil order houses.
4/ Pleaneé-Commerce November 1979 §

urvey,



DOMESTIC NONFINANCTAL DEVELOPMENTS

Recent indicators of economic activity suggest, on balance, that
the economy performed more strongly than expected in late 1979, 1In
November increases in employment and personal income growth were robust,
despite layoffs in the motor vehicle industry, In addition, gains in
retail sales outstripped continued large price increases, Areas of weak-
ness were apparent, however, the most notable being the auto industry and
residential construction. Reduced domestic auto sales led to higher
inventories in October and induced production cuts in November and early
December, Moreover, recent tight financial conditions appear to have
weakened housing activity in November, and investment spending has con-
tinued to moderate,

Emplovment and Production

Labor demand remained quite strong through mid-November with non-
farm payroll employment up 220,000 over the month. As in recent months,
the bulk of the hiring was reported in the trade and service industries,
Manufacturing employment was unchanged in November after falling almost
200,000 over the preceding three months., Factory layoffs have been con-
centrated in durable goods industries--particularly in motor vehicles
and steel--while strike activity has reduced payrolls in machinery. In
contrast, employment in most soft-goods industries has continued to edge
up. Since the November labor market surveys were taken, automakers have
announced further cutbacks, raising the number of indefinite layoffs
from about 100,000 in mid-November to nearly 130,000 in the third week

of December,
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CHANGES IN EMPLOYMENT!
(Thousands of emplovees; based on seasonally adjusted data)

1978 1979

Ql Q2 Q3 Oct. Nov.

-—-Average monthly changes~--
Nonfarm payroll employment2 334 302 196 59 164 218
Strike adjusted 318 304 205 62 184 231
Manufacturing 69 64 -3 -38 -63 !
Durable 57 56 3 -8 =97 =26
Nondurable 12 8 -6 =30 34 27
Construction 39 48 16 3 22 38
Trade, finance and services 169 150 113 77 165 153
Private nonfarm production workers 256 230 111 11 141 154
Manufacturing production workers 50 44 -19 =46 -67 -13
Total employment3 275 329 =29 253 =220 353
Nonagricultural 268 344 -2 206 =108 216

1. Changes are from final month of preceding period to final month of
period indicated.

2. Survey of establishments. Not strike adjusted, except where noted.
3. Survey of households.

SELECTED UNEMPLOYMENT RATES
(Percent; based on seasonally adjusted data)

1973 1979

Ql Q2 Q3 Oct. Nov.

Total, 16 yvears and older 4.9 5.7 5.7 5.8 6.0 5.8
Teenagers 14.5 15.8 16.2 16.1 16.6 15.9
20-24 years old 7.8 8.7 8.8 9.2 9.5 8.8
Men, 25 years and older 2.5 3.2 3.2 3.4 3.4 3.5
Women, 25 years and older 4.0 4.9 4.9 4.8 4.9 4,7
White 4.3 .0 4.9 5.1 5.2 5.2
Black and other 8.9 11.4 11.6 10.8 11.7 10.8
Fulltime workers 4.3 5.2 5.2 5.4 5.5 S.4
White collar 2.9 3.4 3.3 3.4 3.5 3.1
Blue collar 5.3 6.5 6.7 7.2 7.3 7.5
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Total employment, as measured by the household survey, rose 350,000
in November, more than offsetting October's 220,000 decline, The in-
crease in empleo.ment, along with a decrease in unemployment, was concen-
trated among adult women and teenagers, The decline in unemployment
rates for these groups pushed the overall jobless rate down 0,2 percent-
age point to 5.8 percent,

Led by a decline in the output of autos, industrial production
decreased 0.5 percent in November to a level close to that of December
1978, The fall off in output also reflected a significant cutback in
the production of trucks and auto-related materials and parts, Industry
sources have reported further reductions in auto output in December, In
addition, output of home goods and construction supplies declined in
November, while business equipment production remained at the reduced
October level, in part reflecting the continued effect of strikes in that
sector, In line with the drop in production, capacity utilization in
manufacturing fell about 1/2 percentage point to 84.4 percent in November--
nearly 3 percentage points below its recent March peak; the large cutback
in the production of motor vehicles and parts accounted for a substantial
part of this decline,

Personal Income and Consumer Spending

Total personal income rose at a $21-1/4 billion annual rate (13
percent annual rate) in November after an $18 billion increase in
October, The pickup reflected a more rapid growth of private wage and
salary disbursements--almost twice the October increase--as average
weekly hours and employment in some industries increased., Payrolls

declined in the motor vehicle industry, but the drop was more than off-

set by relatively large increases in services and trade.
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INDUSTRIAL PRODUCTION
(Percentage change at annual ratel; based on seasonally adjusted data)

77-Q4 78-Q2 78-Q4 79-Q2 Sept. Oct.
to to to to to to
78-Q2 78-Q4 79-Q2 79-Q3  Oct. Nov.

Total 7.0 7.9 1.6 1.1 .0 ~-6.0
Final products 6.4 5S¢ 1.9 -.8 ~1.2 ~6.0
Consumer goods 3.7 2.7 -.4 =3.7 1.2 -9.6
Durable 6.0 1.5 =6.7 ~11.5 7.2 =26.4
Nondurable 2.7 3.3 2.3 =.3 ~1.2 -2.4
Business equipment 10.2 8.6 6.1 3.8 -l4.4 1.2
Materials 8.4 11.1 1.3 2.9 1.2 -7.2
Durable 9.7 16.1 5 2.6 -3.6 ~15.6
Nondurable 9.9 6.3 3.7 5.4 9.6 .0
Energy materials 2.9 5.2 =1.2 .9 3.6 -1.2

1. Rates of change for periods longer than one month are compound rates.

SELECTED CAPACITY UTILIZATION RATES FOR U.S. INDUSTRY
(Percent, seasonally adjusted)

1973~ 1979 Nov. 1979
1974 1979 less

High Marchl  Oct. Nov. Mar. 19792
Manufacturing 88.0 87.1 B5.0 84.4 =2.7
Primary Processing 93.6 88.6 87.2 86.6 -2.9
Advanced Processing 85.4 86.2 83.8 83.1 -3.1
Electrical Machinery 88.2 90.5 90.6 90.6 W1
Instruments 86.7 89.5 86.3 86.4 -3.1
Materials 93.1 88.3 86.7 85.9 -2.4
Durable Goods Materials 92.5 87.5 84.7 83.5 -4,0
Basic Iron and Steel 105.2 89.4 83.6 82.9 -6.5
Nondurable Goods Materials 94.6 90.0 90.4 90.1 .1

1. Recent peak.
2. Percentage points.
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PERSONAL INCOME

(Based on seasonal.y adjusted annual rate data)

. 1979

1977 1978 Q1 Q2 Q3 Oct. Nov.

- - - Changes in billions of dollars! - - -

Total personal income $13.9 s17.8 si5.1 s11.0 ¢18.3 s18.1 §21.3

Nonagricultural income 12.6  17.1 15.3 1i.4 19.8 18.7 20.7

Agricultural income 1.2 o7 -2 =4 -1,5 -7 .6

Wage and Salary disburse- 8-4 1105 1108 6-1 9.1 9.5 1202
ments

Private 7.0 10.1 10.8 4.9 8.3 5.6 11.1

Manufact“ring 2.5 3.2 3.5 «5 1.3 2.4 1.5

Other income 6.0 7.1 5.6 5.2 9.7 9.2 9.6

Transfer payments 1.2 1.5 1.8 1.8 6.0 1.9 1.2

- - Percentage change, at

annual rates? - -

Total personal income 11.5 12.9 11.4 8.9 11.9 1i.1 12.9
Wage and salary 11.2 12.8 12.7 8.0 8.8 9.1 11.6
disbursements
Memorandum:
Real disposable personal 5.4 4.2 2.1 ~l.4 .2 -.8 n.a.
income
Per capita 4.5 3-4 102 -203 --8 '106 Nedes

1. Changes over periods longer than one month are averages of montly

changes.

2. Changes over periods of one quarter or more are from final quarter of
preceding period to final quarter of period indicated. Changes for
quarterly periods are compound rates of changes.
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Although an estimate of the change in the personal consumption
deflator is not yet available for November it appears that real dis-
posable personal income rose somewhat that month, but remained about 1
percent below its peak in December 1978, 1In per capita terms, real
disposable income probably dropped 2 percent over the same period,

Consumer purchases rebounded in November (latest available data),
following a decline in the previous month, The November gain in retail
sales was widespread and nominal sales excluding autos and nonconsump-
tion items increased 1.6 percent, Sales of apparel and general mer-
chandise were particularly brisk, while a significant portion of the
increased spending at food stores and gasoline service stations appar-
ently was accounted for by higher prices. Nonetheless, in real terms,
retail sales less auto and nonconsum tion items are estimated to have
risen somewhat in November,

Total unit auto sales were at a 9.5 million annual rate in November,
about the same pace as in October, However, sales of domestic units fell
further to a 6.9 million unit rate, following the end of rebates and
price discounts that had stimulated demand in August and September. The
introduction of new discount schemes appeared to boost sales of domestic~
type models somewhat in the first 10 days of December, when sales rose
to a 7.7 million unit annual rate, Sales of foreign cars rose to a 2.6
million unit annual rate in November, the highest rate since May, as
recent stock shortages eased somewhat,

The University of Michigan Survey Research Center survey of con-
sumer attitudes in November indicated that consumers continued to be

pessimistic about the economy and their personal financial conditioms,
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RETAIL SALES

(Percentage change from previous period;

based on seasonally adjusted daca)

1979 1979
Q2 Q3 Sept. Oct. Nov.
Total sales .5 4.2 2.9 -1.7 1.8
(Real)l ~2.1 2.2 1.9 ~2.3 .9
Total, less auto and
nonconsumption items 2.4 4.1 2.4 .2 1.6
GAF2 2.4 5.3 .3 -4 2.4
Durable -20 7 501 4.0 -508 1.09
Auto "7-1 3~9 505 "9-4 306
Furniture & appliances 2.3 8.1 -.7 -2.2 .1
Nondurable 2.3 3.7 2.3 .5 1.8
Apparel 08 508 '208 °05 3-6
Food 205 1-9 309 "‘-3 lol
General merchandise3 3.1 4.0 1.9 o4 2.9
Gasoline 7.2 7.4 2.4 2.8 4.5

1. BCD series 59.

2. General merchandise, apparel, furniture and appliance stores.

3. General merchandise excludes mail-order nonstores; mail-order sales
are also excluded in the GAF composite sales summary.

AUTO SALES

(Millions of units; seasonally adjusted annual rates)

1979

Ql Q2 Q3 Sept. Oct. Nov,

Total 11.%6 10.7 10.8 10.7 9.4 9.5

Imports 2.4 2.7 2.3 2.2 2.4 2.6

Domestic 9.1 8.0 8.5 8.5 7.1 6.9

Small 3.8 3.9 3.6 3.6 3.2 3.1
Intermediate &

standard 5.4 4.1 4,9 4.9 4.0 3.8

Note: Components may not add to totals due to rounding.
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The Michigan index of sentiment--a composite of 5 questions--rose slightly
from October but still was significantly below a year earlier and in the
depressed range reported during the 1974-75 recession. Results of this
survey suggest that motives to buy-in-advance-of-inflation, which have
been important since early 1977, may be diminishing even though infla~
tion expectations have been revised up. Concern about the high level

of interest rates and housing prices has heightened consumer pessimism
about housing market conditions. In November the Conference Board
confidence index--also a composite of 5 questions but with wording of a
more near-term orientation than the Michigan index--edged up after the
October rebound, However, it remains relatively low by historical
standards,

Residential Construction

Tighter financial conditions since October 6 appear to have damped
housing activity. Total housing starts fell 14 percent in November to a
1,5 million unit annual rate, following an 8 percent decline in October,
Moreover, permits issued for residential building dropped to a 1.3 mil-
lion unit annual rate, the lowest monthly total since the summer of 1976,
Declines in both measures were experienced throughout much of the nation,
with the largest losses in the north central and west regions.

Residential comstruction activity has receded most noticeably in
the single family sector, where starts fell 23 percent from September to
November, Aside from the weather-depressed rate last February, the
November level of 966,000 starts in this sector was the lowest monthly
total since September 1975, Other incoming data also indicate some

weakening of demand pressures in the single-family market. For example,
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NEW PRIVATE HOUSING ACTIVITY
{Seasonally adjusted annual rates, millions of units)

1978 17/9
FYARS VAR
Annual QlLv QLI QIII Sept. Oct. Nov.
Total
Permits 1.80 1.82 1.59 1.65 1.77 1.54 1.27
Starts 2.02 2.08 1.83 1.83 1.92 1.76 1.52
Single-family
Permits 1.18 1.22 1.03 1.02 1.01 .93 .75
Starts 1.43 1.49 1.26 1.24 1.25 1.16 .97
Sales
New homes .82 .83 .71 +76 .74 .72 N.a.
Existing homes 3-90 4027 3073 3088 4,01 3.99 3055
Multifamily
Permits .62 .60 +56 .64 76 .61 «52
Starts «59 <59 «57 .60 67 .60 .55
Mobile home shipments .28 .29 .27 .28 .27 .29 n.a.

1/ Regular monthly revision.

zy Preliminary estimates except permits which reflect first monthly

revision.
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.NEW PRIVATE HOUSING STARTS
(Seasonally adjusted annual rate)

Millions of units
— 2.4

SINGLE-FAMILY

MULTIFAMILY

I L1t i1t 111ty ‘l NEREEEENNE 0

1976

1977 1978 1979
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industry sources report that total home sales declined in November, and
home prices have declined recently--particularly prices of existing
homes,

The multifamily market has shown less weakness than the single-
family sector. Even though multifamily housing starts fell 8 percent
in November, they still were more than 4 percent higher than the average
pace of the first half of the year, The relative strength in this sec-
tor undoubtedly reflects the continued tightness of rental markets in
many areas of the country.

Business Fixed Investment

Indicators of business capital spending were mixed in October and
November, but, on balance, they suggest a decline in real nonresidential
fixed investment in the fourth quarter, Shipments of nondefense capi’al
goods fell 2 percent in November--in part because of strikes in the
construction machinery industry--after little change in the previous
two months, Sales of heavy-weight trucks in October and November were
below the third quarter pace, and business purchases of automobiles
were probably down in line with the overall slump in auto sales., On the
other hand, the value of nonresidential construction put-in-place rose
4-1/2 percent in October, partly due to the unusually mild weather expe-
rienced in much of the country, before easing off in November.

Capital spending commitments suggest a further slowing of outlay
g;owth in the near term. New orders for nondefense capital goods in
nominal terms rose 1.5 percent in November and were close to the level
around which they have fluctuated since last spring. Contracts for non-

residential construction also have shown little overall growth since
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BUSINESS INVESTMENT SPENDING
(Percentage change from preceding comparable period,
based on seasonally adjusted data)

November 1978
1979 to
QL Q2 Q3 Sept. Oct. Nov. November 1979

Nondefense capital goods

Shipments 502 -n6 514 .l 00 "'200 9-1
Nonresidential construction

put-in-~place 0.0 8.0 4.8 -0.6 4.5 =0.7 17.1

Building 0.6 10,9 n.a. n.a. n.a n.a. N.a.

Nonbuilding 0.7 4.3 n.a. n.a. n.a. n.a n.a.
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CAPITAL 3PTNDING CCMMITY TTS

(Seasonally adjusted)

NEW ORDERS NONDEFENSE CAPITAL GOODS Billions of dollars

LillLlJLlllllJJlllLlJil‘llllLllllll

1977 1978 1979
Quarterly rate,
MANUFACTURERS' NEWLY APPROVED CAPITAL APPROPRIATIONS billions of dollars

Net of cancellations

p— (22.17

L Total —

1977 1978 1979

(354
[+

20

18

16

14

12

22

20

18

14

12
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PLANT AND EQUIPMENT EXPENDITURES
(Percentage change from period indicated)

Anticipated

for 1980-Q2

Anticipated for 1979 from 1978:1 from 1979-Q42

Survey taken Survey taken
Dec. Feb. May Aug. Nov. Nov.
1978 1979 1979 1979 1979 1979
All Business 11.2 11.3 12.7 13.2 14.7 12.8
Manufacturing 13.8 14,7 14.8 14.7 15.8 15.2
Durables 16-2 1905 1609 18-5 1907 22.5
Nondurables 11.7 10.4 12.9 11.2 12.4 8.6
Nonmanufacturing 9.1 8.6 11.1 12.1 13.8 10.9

1. Results are adjusted for systematic bias. Without this adjustment,
the 1979 increase would have been 11.6 percent in December, 13.5 per-
cent in February, l4.l1 percent in May, 15.2 percent in August, and
15.1 percent in November.

2. Annuval rate of change.

NOVEMBER ANTICIPATED AND ACTUAL PLANT AND EQUIPMENT EXPENDITURES
(Percentage change at annual rates)

Percentage change over

two quarters ending in: Survey Actual Error
1970:Q2 10.2 6.2 4.0
1971:Q2 1.2 7.7 -6.5
1972:02 10.9 9.7 1.2
1973:Q2 12.4 13.1 -7
1974:Q2 13.7 15.3 -1.6
1975:Q2 9.1 -6.4 15.5
1976:Q2 10.9 12.9 =2.0
1977:Q2 5.4 14.9 -9.5
1978:Q2 10.8 19.2 -8.4
1979:Q2 8.3 11.9 -3.6

1980:Q2 12.8
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early in 1979, In addition, a 13,5 percent increase in net capital appro-
priations by large manufacturers in the third quarter did little more
than offset an 11 percent decline in the second quarter, Excluding the
volatile petroleum industry, these appropriations were 6 percent below
the record level reached in the first quarter,

In contrast to the commitments data, the most recent Commerce
Department survey of plant and equipment expenditures--taken in late
October and November--suggests a further rise in capital spending through
the first half of 1980, According to the survey, businesses in November
anticipated that expenditures would rise at a 14,7 percent annual rate
in the fourth quarter of 1979 and at an annual rate of 12,8 percent during
the first half of 1980; manufacturers of durable goods were planning the

mst substantial increases, However, these survey results should be inter-
preted with some caution since the track record over the years has been
somewhat uneven, Moreover, the spending growth planned over the first
half of the year, as indicated by this survey, appears to be higher than
the increases implied by two private surveys, which reported anticipated
expenditures for all of 1980,

Inventory Investment

The pace of inventory investment rebounded in October (the latest
month for which total business inventory data are available) from an
exceptionally low September rate, In large part this reflected a turn-
around in the stocks of motor vehicles and parts. The book value of
total manufacturing and trade inventories increased at a $50 billion
annual rate, about the same as the average rate of accumulation during

the first nine months of the year. Stocks of motor vehicles and parts,
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(Billions of dollars; annual rate of change
in seasonally adjusted book values)

1978 1979
Q2 Q3 Sept. Oct.
Manufacturing and trade  41.5 49.1 56.3 45.5 4.5 49.9
Manufacturing 18.1 30.2 35.0 28.3 27.4  24.4
Durable 13.7 24.2 25.7 16.9 11.5 25.4%
Nondurable /A 600 9-3 11.4 15.8 -1.0
Trade, total 23.5 18.9 21.3 17.2  -22.8 25.5
Wholesale 12.8 13.2 4e7 12.6 4.0 8.2
Retail 10.7 5.6 16.6 4.6 -18.8 17.3
INVENTORY TO SALES RATIOS
1978 1979
Ql Q2 Q3 Sept. Oct.
Manufacturing and trade 1.42 1.4l 1.44 1.42 1.41 1.41
Manufacturing 1.52 1.49 1.55 1.55 1.55 1.53
Durable 1.85 1.82 1.94 1.97 1.97 1.96
Nondurable .15 1.1I 1.11 1.10 1.09 1.08
Trade, total 1.33 1.33 1.33 1.30 1.28 1.29
Wholesale .29 1.23 1.18 1.17 1.16 1.15
Retail 1.45 1.43 1.48 1.44 1.40 1.44
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which fell at more than a $30 billion annual rate in September, rose at
a $7 billion rate in October, Overall, however, the inventory to sales
ratio for manufacturing and trade remained unchanged in October,

Retail trade stocks rose at an annual rate of $17 billion in
October, following a $19 billion rate decline in September, This turn-
around, as already indicated, can be attributed in large part to the
buildup at dealers of motor vehicles, following two months of rapid
liquidation. However, dealers' unit stocks of domestic autos again
edged down somewhat in November. Manufacturers added to inventories at
a $25 billion anmual rate in October, down somewhat from the average of
the first three quarters, but still fairly high in comparison with annual
averages for recent years, The October increase was entirely in durable
goods, with most of the accumulation at producers of aircraft and
machinery. By stage of fabrication, the book value of manufacturers'
materials and supplies increased at a $14 billion annual rate in October,
after remaining unchanged in September, The rise in these stocks over
the six months ending in October had been at a moderate $9 billion annual
rate,

Government Sector

Available Treasury data now indicate that the federal govermment's
unified budget deficit in the fourth qdarter of 1979 was $25 billion
(not seasonally adjusted), up slightly from a year earlier. To date,
outlay growth has exceeded earlier Administration expectations, with
gains particularly noticeable in defense, interest payments on the public
debt, and CCC loans to farmers, Congressional action on the military

appropriations bill and Administration commitments for higher real defense
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expenditures both suggest that the recent sizable rise in arms spending
is likely to continue in the year ahead, On the receipts side of the
budget, federal tax collections also increased more than anticipated,
mainly because of larger than expected gains in nominal income that
further boosted receipts of withheld taxes.

Both the Senate and House have now passed bills imposing a "wind-
fall" tax on the additional producers' revenues that result from the
phased decontrol of oil prices. Over the 1980-1990 period, the tax pro-
ceeds of the conference committee version of the bill are tentatively
estimated at $227 billion, The Senate bill earmarks a portion of these
revenues to fund mass transit projects, low income heating assistance,
and energy conservation and development programs,

spending by state and local govermments appears to have slowed
recently, with construction outlays falling and employment remaining
essentially unchanged., New construction put-in-place, typically a
volatile series, decreased 5 percent in November, following a robust
8-1/2 percent increase in October. In real terms, expenditures continued
to run around 8 percent below the peak level of October 1978. State and
local govermment payrolls reportedly changed little in November, following
a small decrease in the previous month, The sector's weak employment
picture reflects, in part, reductions in federal appropriations for sub-
sidized public service jobs for the 1980 fiscal year,

Prices

Aggregate price measures continued to rise during October and

November at about the same rapid pace as in earlier months of 1979,

Consumer prices advanced by 1 percent in both months, continuing the
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RECENT CHANGES IN PRODUCER PRICES
(Percentage change at annual rates; based on seasonally adjusted data)l

Relative Dec. 77 Dec. 78
Importancez‘ to to 1979
Dec. 1978 Dec. 78 Nov. 79 Sept. OQOct. Nov.

Finished goods 100.0 9.2 12.7 17.1 12.5 15.6
Consumer foods 25.4 11.9 8.4 22.0 -1.1 31.6
Consumer nonfood 45,2 8.4 17.9 22.6 19.4 12.0

Energy 7.2 8.0 65.8 81.2 56.1 29.6
Exc. energy 38.1 8.5 9.0 8.5 9,1 7.1
Capital equipment 29.4 8.0 8.6 3.3 14.3 6.5

Intermediate materials3 94.6 8.3 16.3 18.4 22.4 10.8
Exc. food and energy 83.5 8.9 12.8 12.2 20.1 7.9

Crude food materials 58.6 18.3 12.3 17.5 5.8 23.9

Crude nonfood 41.4 15.6 25.7 35.1 33.7 24.1
Exc. energy 4/ 11.2 21.3 20.8 3.2 52.5 47.3

1. Changes are from final month of preceding period to final month of
period indicated. Changes for other than monthly and yearly periods are
compounded.

2. Relative importance weights are on a stage of processing basis.

3. Excludes intermediate materials for manufacturing food and animal
feed.

4. Also excludes agricultural nonfood materials.

RECENT CHANGES IN CONSUMER PRICES!
(Percentage change at annual rates; based on seasonally adjusted data)?

Relative Dec. 77 Dec. 78
importance to to 1979
Dec. 1978 Dec. 78 Oct. 79 Sept. Oct. Nov.

All items 100.0 9.0 13.1 13.0 11.8 11.7
Food 18.2 11.8 9.4 10.7 9.1 6.5
Energy> 8.5 8.0 38.5  32.4  12.6 1.2
All items less food

and energy3 73.3 8.5 11.2 12.0 11.9 14.0
Commodities 35.9 7.6 8.7 7.7 7.7 11.4
Services 37.4 9.3 13.3 13.1 15.0 13.3

Memoranda:

Gasoline 4.2 8.5 53.7 41.8 21.0 20.6
Homeownership 23.6 12.4 19.6 16.6 23.0 25.6

1. Based on index for all urban consumers.

2. Changes are from final month of preceding period to final month of
period indicated. Changes for other than monthly and vearly periods are
compounded.

3. Energy items (not seasonally adjusted): gasoline and motor oil, fuel
0il and coal, gas and electricity.
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steady 13 percent annual rate of increase observed so far in 1979,
Producer prices for finished goods rose at an annual rate of nearly 16
percent in November, slightly more than the average increase over the
three previous months. Prices of materials continued to rise rapidly
at the crude level, for both foodstuffs and nonfood materials, but
slowed at the intermediate level,

Increases in homeownership costs accounted for a substantial part
of the CPI advances in October and November, This component, with a
relative importance weight of nearly one-fourth of the overall index,
rose at about a 27 percent annual rate over the two months, as the CPI
measures of both home prices and mortgage interest rates continued to
increase sharply, The rise in mortgage interest rates is due, in part,
to the increases in the FHA/VA ceiling rates in September and October,
Recent increases in commitment rates for conventional mortgage financing,
which lead the closing rates used in the CPI by about 1 quarter, suggest
no near-term slowing of increases in the mortgage rate component, In
other shelter costs, rents accelerated sharply in October, probably re-
flecting a passthrough of fuel costs, but rose less rapidly in November,

Retail food price increases were somewhat smaller in November,
after substantial advances in September and October, This moderation
was partly due to a slower rise in meat prices, with beef prices regis-
tering a small decline following 2 months of large increases, Advances
in prices of crude foodstuffs, a leading indicator of near-term retail
food prices, have averaged about 1-1/4 percent per month over the last

three months, with a 2 percent rise in November,
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Energy price increases have slowed markedly in recent months,
although they remain quite large, Renewed acceleration seems l_kely in
the near term, however, as a number of 0il companies recently have
announced sizable gasoline price hikes, These price increases are in
response to a further round of imported crude oil price hikes, some of
which were made retroactive to November 1,

Price pressures have been less evident outside the food, energy
and homeownership areas; nevertheless, prices of other consumer goods
and services have generally advanced in 1979 at a pace slightly above
that in 1978, These larger price increases reflect, for the most part,
past changes in labor costs, which accelerated sharply in 1978, while
energy and materials costs play a much smaller role, Price increases
for capital equipment slowed in November, with smaller inc reases for
many machinery groupings as well as a slight decline for trucks; but
so far in 1979 they have increased at a pace slightly higher than during
1978, Price increases of intermediate materials also slowed considerably
in Novemeer, but remained about 12 percent above their level a year ago.,
Hages

The average hourly earnings index rose at a 9-1/2 percent amnual
rate in November., The index has risen at an annual rate of 8 percent
since the preceding December, compared to an 8-1/2 percent increase
during 1978, The nondurable manufacturing sector and the transportation
industry, in which a new Teamsters' contract was negotiated last spring,
have been the major sectors where an acceleration in wages has occurred
since 1978, The moderation in wages in other sectors has been most

marked in trade and in contract comstruction.
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HOURLY EARNINGS INDEX!
(Percent change at compound annual rates;
based on seasonally adjusted data)?

DeCc 77 DEC~ 78 1979
to to 1 2 3 Oct.  Nov.
Dec. 78 Nov. 79 Q Q ¢
Total private nonfarm 8.5 7.9 8.5 7.1 8.5 3.7 9.5
Manufacturing 8.6 8.6 8.5 9.7 8.1 7.0 9.1
Durable 8.8 8.4 8.6 10.0 7.9 4.8 9.5
Nondurable 8.2 8.1 8.4 9.1 8.5 11.1 8.4
Contract construction 7.7 6.5 7.7 7.6 6.6 -2.5 9.0
Transportation and
public utilities 7.5 8.8 8.6 3.5 15.9 4.9 7.5
Total trade 9.6 7.6 10.3 5.8 7.2 1.8 12.0
Services 7.7 7.2 7.5 5.4 7.3 3.9 R.3

1. Excludes the effect of interindustry shifts in employment and fluctu-
ations in overtime pay in manufacturing.
2. Changes for other than monthly and yearly periods are compounded.
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SELECTED DOMESTIC FINANCIAL DATA

Latest data Net chanre from:
Moanth fhree Year
Indtcator Period Llevel ) month:s dgo  aeo
$ billions Percent at .annual rates
Monetarv_and credit nvgrcga:esl .
Totel reserves November 42,7 4.5 12.4 2.6
Nerborrowed feserves Noveeber 40.7 8.1 4.5 -0.3
Money supply
el November 3178.9 1.0 4.9 5.1
M-2 Novumbher 943.4 6.1 9.1 8.0
M-3 Novenmber 1611.1 5.5 7.9 7.9
Tire and savings dcposits (less CDs) November 564.5 9.6 11.9 16.0
Chs? November 95.0 3.9 9.1 0.4
Thrift deposits (S&ls + MSBs
+ Credit Unlons) November 667.7 4.3 6.2 .
Bank credit November 1113.0 0.5 9.6 12.0

Net chanue from:

Latest data Three
Indicacor Percent Month months Year
Period or indg ago ago ago
Market vields and scock prices
Federal funds wk. endg. 12/26/79 13.49 1.03 1.58 3.24
Treasury bill (90 day) ot 127267179 12.01 .79 1.89 2.71
Commercial paper (90-119 day) * 12/26/79 13.35 b4 1.60 2.83
Nev utilicy issue Aaz " 12/28/79 -— -— -—_ -
Municipal bonds (Bond Buver) 1 day 12727719 7.23 -.03 .67 .62
FRMA auction yield (FHA/VA) 12/26/79 12.55 -.02 1.30 1.95
Dividend price ratio (common
stocks) wk endg. 12/26/79 $.56 .01 .32 .17
NYSE {andex (12/31/65=50) end of day 12/24/79 61.74 2.08 -.63 7.38

det changa ot gross offerines

Latest Year Year to date
Perfod data afo 1879 1972

Elﬁﬂlf dvnﬂh{i

1

Business leans at commercial banks November =0.7 3.4 41.8 33.2
Consumer {nastilleent credit outstanding 13 Octoher 2.2 3.4 31.7 35.0
Morexare debt outstanding (major holders) Scpteomber 8.2 9.2 5.8 81.4
Corporate bonds (public offerings) November  1.5e 1.6 24.0¢ 18,7
Municipal long-term bonds (gross cfferinps) December 3.3e 1.7 43.00  43."
Federally sponsored agency (net borrowine) Sovember 2.5¢ 1.2 22.2¢  20.%
United States Treasyry (net cash borrowing) November 5.5 5.2 26.1 50.0

Scanvonally adjusted.
$ dillifons, not at annual rates

Includes corm®l banks, S5Ls, MSBs, life tnsurance companfes, FNMA, and GNMA.
Estiasted

8 te =]
.



DOMESTIC FINANCIAL DEVELOPMENTS

Interest rates in securities markets declined further following
the November FOMC meeting, extending the downtrend from peak levels
that began in late October-early November. A portion of this decline
has been erased since late November, however, in response to indications
that economic activity was less weak than expected in the fourth quarter
and tc increasing concerns about the inflationary implications of OPEC
actions.

Over the intermeeting period as a whole, short-term rates have
registered net declines of about 20 to 60 basis points and major banks
have lowered their prime rates 50 basis points to 15-1/4 percent.
Treasury bond yields have also dropped about 20 to 60 basis points while
vields on high grade corporate issues, municipal bonds, and home mort-
gages have changed only minimally. Short-term rates are now about 1/2
to 1-1/2 percentage points, and bond yields about 1/2 to 1 percentage
point, above levels prevailing at the time of the October 6 meeting.

Because of the uﬁcertainties that continue to influence attitudes
in financial markets, demands for highly liquid investments have remained
strong since the November FOMC meeting and yield spreads between securi-
ties of differing quality have generally widened a bit. In spite of the
short-range uncertainty among market participants, there still appears
to be a consensus that interest rates will be declining significantly in
1980. This outlook is reflected, for example, in the Treasury bill
futures market where rates on 90-day bills for June 1980 delivery are

almost 2 percentage points below spot market quotations.

III-1
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SEIECTED TDMANCIAL MARKET QUOTATICNS

{percent)
1970¢ Change from:
1974 1978 1979 _ -
M . 1 ToMC TOMC i Qe Nov,
Bigh Jan.s Jan,2 set. s Yo, 20 Jan.2 ' zome sove
Shorz-term Tates
Tederal funds - 13.55 5.69 10.39 11.31 13.10 14,04 2,13 A
Treasury bills
l-month 9.38 5.81 8.33 10.40 11.75 10.86 .6 -.39
3-month 9.63 5,16 9.30 10.70 11.92 12.17 1.-7 2
6-monch 9.75 3.45 9.49 10.53 12.02 11.97 1.34 -.05
leyear 9.54 6,35 9.68 10.28 11.42 11.40 .72 -, el
Commercial paper
lezonth 12.25 6,62 10.32 11.73 13.29 13,28 1.55 -1
3-monch 12.25 6.58 10.57 11.86 13.36 13.15 L.29 ..l
5-month 12,00 5.70 10.62 11.34 12,21 12.87 .83 -.34
4
Large negotiable Ds
i-oonch 2,58 6.62 10.237 12.09 13.56 12,29 1.28 ~.37
3-monzh 12,54 6,76 10.93 12,50 13,35 13.33 23 -.62
Sfemonth 12.30 7.01 11.31 12.80 14,02 3.31 31 -.71
furodollar deposi:3
l-month 13.78 6.89 11.14 12,453 14,33 16,27 1.82 -.36
3-mouch 14,01 7.25 1.81 12.79 15,16 14,83 1.86 -.51
3ank prime Tate 12.90 7.75 11.75 13,30 15.75 15.25 1,78 -.50
tactermediacs- and long-
cerm rates
U.5. Treasury
(constant msaturity)
3-vear 8.3 7.38 9.51 10.31 11.40 10.77 .75 -.582
10-vear 8.l4 7.81 9.16 9.50 10.78 10.50 .30 -8
20-year n.a. 8.06 8.97 9.36 10.39 10.22 .87 -..5
Municival s
(Bond 3uver)” 7.15 3,36 5.58 6,54 7.31 7.23 .39 -.08
Corporate iaa
vew issue? - 10.61 .- - 10.22 11.50 .- - .-
Recently oflered’ 1C.32 3.48 9.31 10.25 11,41 11.50p 1.18 -1
Primary couventiongl
nOTTZages’ 10.02 3.90 10.28 11.35 12.30 12,30 1,33 .23
1974 1978 1979 3 TOMC T cam.: Jee. Nov
Tovw cac.3 Jam. 3 Jez.3 MNov.20 s TOMC Tove
Sicck srices
dcw=Jones IaduscTial 377.50 307.43 §21..2 397,31 30¢.22 824037 2.is
NYSE Composite 32.89 31.34 54,74 33,29 38,09 50.99% M1
LMEY Composize :8.25 125.2 154,38 235,15 226,33 L. 27078
NASDAG (OTCY .27 03,3 118.32 152.29 139.30 Le8.L7T ew, 2 2,37

Stacemen: weexX averages 2xcept vhere noted,
Jae-day juotes axcept as noted.

sverages for statezent week closest t3 date shown.
Secondary aarket,

Cne-day guotas Zor sreceding Thursdav.

Averages Zor orecediag week,

One-day juctes Zcr sreceding Tridav.

Calendar week iaverazes,

. .

[SC VTR T VERU S RIS

w -
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Aggregate credit flows to the private sector generally appear
to have weakened during the fourth quarter. In addition to the sharp
rise in the cost of credit, this development reflects the effects of a
significant tightening of lending standards and terms, as well as some
dropoff in credit demands with the apparent slackening of economic
growth. Business net borrowing at commercial banks and in the commer-
cial paper market, after slowing in October, turned negative in November
before apparently recovering moderately in early December. Offerings
of longer-term securities by nonfinancial corporations remained light
in November and December. Installment borrowing by households weakened
noticeably in October and November, and mortgage lending fell sharply
in November. Treasury borrowing on the other hand, was comparatively
heavy in the fourth quarter, reflecting a large fourth=quarter deficit,
and state and local financing remained sizable.

The monetary aggregates grew at a reduced pace during the final
quarter of 1979. M=l advanced at about a 5-1/2 percent annual rate in
December and 5 percent for the quarter as a whole. =2 growth deceler-
ated during the quarter, reflecting the moderation in M=l and a slowing
in the interest-bearing component of the broader aggregate.

Monetary Aggregates and Bank Credit

Despite the moderate pickup of M-l growth in December, the fourth
quarter gain was only about half the 9-3/4 percent advance in the third
quarter. The slower pace of economic expansion and the attraction of
unusually high nominal yields on interest~bearing assets damped growth
of M-1 during the quarter. The impact on M=l growth of movements into

ATS and NOW accounts meanwhile was negligible.
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MONETARY AGGREGATES
(Seasonally adjusted annual races of growth)l

Dec. "18 Q4 '78

1979 to to
Ql Q2 Q3 Q4¢ Nov. Dec.® Dec. '79® Q4 '79€
Ms jor monetary aggregates
1. M=1 -2,1 7.6 9.7 4.9 1.0 S.4 S.4 S.1
2. Currency 9.1 8.1 11.1 8.5 4.6 5.7 9.0 9.5
3. Demand deposits -%.2 7.5 9.2 3.4 ~Q.4 5.3 4.9 3.5
4e M=2 1.8 8.6 12.0 8.9 6.1 6.1 8.3 8.0
S. M=3 4.7 1.9 10.5 7.8 5.5 6.4 8.0 8.0
Bank time and savings deposits
6. Total 8.4 1.2 9.0 14.6 15.5 4.4 8.3 8.5
7. Other than large negotiable
CDs at weekly reportiang banks 45 9.3 13.6 1.7 9.6 6.8 10.3 10.1
8. Savings deposits ~9.6 <=3.1 5.5 =13.4 <=34,7 =~10.2 -6.0 =S.1
9. Individuals 2 -3,4 ~2.9 6.3 =12,2 =32.4 5.1 =5.4  =4.5
10. Other 2 -13.0 ~8.1 =2.7 <=30.3 =52,2 =-18.2 -13.3 ~13.0
11. Time deposits 15.6 18.5 19,2 28.6 37.9 17.0 22.8 22.0
12. Small time 16.5 36.3 26.9 30.3 45.5 30.7 33.0 30.4
13. large time ¢ 13.6 =12.1 4.5 26.6 21,3 =11.5 5.5 7.7
l4s Time and savings deposits sub-
fect to rate ceilings (8+12) 2.2 15.1 15.9 8.4 6.6 11.5 11.6 10.8
Deposits at nonbank thrift inscitutions -
15. Total 8.8 6.8 8.4 6.4 4,3 6.8 7.5 7.9
16. Savings and loan associations 11.3 7.8 9.2 8.9 8.0 9.0 9.4 9.6
17. Mutual savings banks 4o 3.1 2.2 0.0 <2.5 =1.7 2.0 2.5
18. Credit unions 0.8 8.3 .19.3 0.7 <=6.3 8.5 7.2 7.4
MEMORANDA: Moathly changes in billions of §
15, Total U.S. govt. deposits & ~2.0 1.5 0.7 0.8 ~4.§ 2.4 -1.9 0.2
20, Total large time deposits 1.3 =6.3 2.3 3.6 5.9 ~1.9 0.3 0.7
2l. Nondepoait funds 5.3 5.0 52 mea. =5.1 Nea. Sea. Dede
22. Other 8 2.0 1.3 2,2 B.ae  =5.5 1m.a. Beds  Dede
23. Net due to related foreign
institutions 3.3 3.7 3.0 Nede 0.3 n.a. Ne8e Qede

e-—estinated. Ned«=not available.

l. Quarterly growth rates are computed on a quarterly average basis.

2. Savings deposits held by individuals and nooprofit organizations.

3. Savings deposits of business, government, and others, not seasonally adjusted.

4. Small time deposits are time deposits in denominations less than 5100,000. Large time
deposits are time deposits in denocminaticns of $100,000 and above excluding negotiable
CDs at weekly reporting banks.

5. Growth rates computed from monthly levels are based on average of current and preceding
end-of-month data.

6. Includes Treasury demand deposits at commercial bsuks and Federal Reserve Banks and
Tressury note balances.

7. All large time certificates, negotiable and nonnegotiable, at all CBs.

8. Domestic nondeposit borrowings of commercial banks from nonbank sources include Federal
funds purchased and security RPs plus other liabilities for borrowed money (imcluding
borrowings from the Federal Reserve), and lcans sold, less interbank borrowings.
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Time and savings deposit flows at commercial banks in Novenmber
and De_.ember continued to exhibit the wide monthly swings typical of the
past year. On balance, growth in the interest-bearing component of =2
was less rapid in the fourth quarter than in the third. While the time
deposit portion strengthened, there was a large contraction in savings
deposits=—an outflow that apparently crested in November at a record
$6-1/4 billionm.

Particularly strong growth for small time deposits at banks in
the fourth quarter was fueled entirely by MMCs. In the year and a half
since MMCs were introduced, they have more than accounted for the cumu-
lative growth in small time deposits, and by October had reached 40 per-
cent of the outstanding stock of these deposits (see chart on page 1II-6).
Vet issuance of MMCs abated somewhat following October's record $15
billion increase, although substantial sums reportedly remain in savings
accounts with balances over $10,000 which could be readily converted
into MMCs.!

MMC issuance at thrift institutions alsc remained brisk in November,
though below the October pace, while large net withdrawals were made from
passbook accounts. Fragmentary data suggest that this disparity may have
moderated somewhat at S&Ls in December, as at banks. S&Ls continued to
rely heavily on large time deposits in November, but reportedly cut back
on their issuance in December. Overall, growth in thrift deposits—-—and
1. Beginning January 1, 1980, depositary institutions have been autho-
rized to offer a new floating rate certificate with maturities of 2-1/2
vears or more. The certificate has no required minimum denomination,
and the maximum nominal rate is set for thrifts at 50 basis points below
the market yield on a 2-1/2 year Treasury obligation (75 basis points

for commercial banks). Also effective on this date, the rate ceiling
on 90-day to l=year deposits has been increased by 25 basis points.
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in ¥=-3——slowed during November, then apparently picked up a little in
December.l

At the same time that savers were acquiring additional MMCs and
reducing their fixed=-ceiling deposits in the fourth quarter, they were
also expanding their holdings of nondeposit assets sharply further.
Money market mutual funds, for instance, swelled by $3 to $4 billion a
month during the final quarter, and in November noncompetitive tenders
at 3- to 6é-month Treasury bill auctions reached their highest monthly
total of the year before slowing somewhat in December.

Managed liabilities at banks rose less than $1 billion in November,
well below the nearly $6 billion increase in the previous month. As in
October, the increase in managed liabilites was entirely in the form of
large-denomination time deposits issued in domestic markets, which
expanded $6 billion before contracting in December; nondeposit funds,
principally repurchase agreements, declined in November (December data
are unavailable). Some banks reportedly were attempting to keep managed
liabilities from rising above base levels in order to avoid incurring
marginal reserve requirements. A number of large member banks, particu-
larly those with weak loan demand, have remained under this base, as
have most U.S. agencies and branches of foreign banks, since late Novem-
ber. For all banks, managed liabilities subject to marginal reserve
requirements averaged $5 billion in November--equal to about 2 percent
of all managed liabilities--and declined in December, reflecting in
part a runoff of large time deposits.

1. An appendix in the Greenbook supplement will discuss recent develop-
ments regarding S&L liability structures.
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Total reserve growth rebounded to a 15-1/4 percent annual rate in
December, raising the average growth rate over the September-to-December
period to 13-3/4 percent. This rate exceeded the growth of required
reserves over the same period by 2 percentage polnts, as excess reserves
doubled over the three months, perhaps reflecting uncertainties related
in part to the new operating procedures. Despite a December spurt in the
growth of nonborrowed reserves, this reserve aggregate advanced slightly
more slowly than total reserves from September to December, a development
associated with an increase over the three months in member bank borrow=
ing at the discount window.

Total bank credit remained about unchanged in November following a
relatively small advance in October, as an increase in investments offset
a slight decline in total leoan., centered in business and security loans.
Mortgage loan growth, which in large part reflected commitment decisions
made before October 6, was only slightly below the pace of other recent
months.

Business Sector Finance

Bank lending to businesses {net of bankers acceptances held) con-
tracted in November, in contrast to double-diglt increases earlier in
the year. Small banks shared in the weakness that had first developed
at large banks and at foreign-related institutions in the previous month.
Slackening business demand for short- and intermediate-term credit was
suggested also by the sharp November drop in commercial paper outstanding
and by the abrupt slowing of growth in total bankers acceptances in
October.l This weakness appears to have abated in December. In the first

l. The new treatment of bankers acceptances in the reported measures of
short= and intermediate—term business credit is presented in Appendix A.
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COMMERCIAL BANK CREDIT AND SHORT- AND INTERMEDIATE-TERM BUSINESS CREDIT
(Percent changes at annual rates, seasonally adjusted)

12
months
1678 1879 ending
33 Q4 QLP QZP Q3¢ Ocr.t Nov.t  Nov.®
1. Total loans and investments
ac banks 2 13.3 12.7 13.3 11.9 15.8 6.4 0.5 12.0
2. lavestments 6.4 ~1.8 7.6 5.4 8.5 5.5 3.4 3.9
3. Traasury securities 1.2 =21.1 2.1 3.8 1.7 1.3 =-11.3 -1.7
b Other securities §.4 9.5 10.5 8.2 12.1 7.7 10.8 10.1
5.  Total loans 2 15.9  18.2 15.2 16,2 18,2 6.7 =0.3 16.2
6. Business loans 12.7 14.2 20.5 16.6  12.7 10.6 =3.3 17.1
7. Security loaus ~16.7 =23.3 33.0 38.1 8.7 =148.1 =134.0 -8.0
8. Real estate loans 20.4 17.7 1l4.6 13.0 14.7 15.4 13.2 15.2
9. Cousumer loans 17.9 15.9  16.3 12.4 7.5 7.3 7.3 11.8
10. Jotal short- and {ntermediate~
tera business credit (sum of
lines 13,14 aad 13) 11.5 19.4 20.8 20.1 27.4 10.0 Qede Bed.
11. Business loans net of
bankers acceptances ! 12.6  l4.% 20,4 16.6 21.7  12.7 -3.0  17.2
12. Commercial paper issued by
nonfinancial firms 23.1 7.5 33.5 6547 69.7 2.7 =33.%6 47.1
13, Suz of lines 11 & 12 13.1  14.6 21.4  20.3 25.7 13.6 =5.8 19.4%
14, Finance company loans to
business * 5.5 23.0 16.6 17.7 9.4 ~5.2 eds Q.a.
1s. Total bankers scceptances
outstandiag * 10,0 50.2 26.8 23.3 74.) 8.4 f.d.  Dea.
e—estizated. p—prelininary. n.a.—oct available.

1. Average of Wednesdays for dowescic chartered banks and average of current and preced-
ing ends of months for foreign-related institutions.

2. Loans include outstanding amounts of loans reported as sold outright to a bank's own
foreign branches, unconsolidated noonbank affiliates of the bank, the bank's holding
company {(if not a bank), and unconsolidated nonbank subsidiaries of the holding com—

pany.

3. Average of WJednesdays.

4, Based en average of current and preceding ends of zonths.
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three weeks of the month, outstanding business loans at large banks were
about unchanged, and commercial paper issuance picked Jp significantly.1

The slowdown in business lLending at banks in November reflected
curtailed availability of credit, as well as reduced demand, according
to the Senior Loan Officer Opinion Survey of Bank Lending Practices
taken in mid-month. Two-fifths of the respondent banks=-—about double
the number in August-—expressed a reduced willingness to extend business
loans, and a large number reported tighter standards of creditworthiness
and more stringent compensating balance requirements. Consistent with
these tighter policies, the Survey of Terms of Bank Lending for November
indicated that fewer loans were being made without prior commitment and
that a higher proportion carried floating rates.2 Moreover, there was a
substantial de~<line in the proportion of short-term locan extensions made
below prime at large banks.

Gross public offerings of corporate bonds in November and December
fell substantially below the average monthly levels of the second and
third quarters, a decline that ocecurred in the face of deterioriating
balance sheet conditions. Most measures of corporate financial position
indicated weakness on a par with 1974 experience. Corporate bond under-
writers have generally attributed the recent low volume of industrial
debt financings to a widespread reluctance to issue longer-term debt at
1. December loan volume included a $1.,1 billion loan to Shell 0il
Company by a syndicate of 25 U.S. banks to finance the purchase of
Belridge 0il.

2. Unused loan commitments to business firms rose sharply for the

second consecutive month in November, likely reflecting concerns of
C&I customers regarding the future availability of bank credit.



GROSS OFFERINCS OF CORPORATE AND FOREICN SFCURITIES.
(Monthly totals or monthly averages, {(n millions of doliars)
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1979 1980
H1 Q)p th Nov.P Dvc.p Jan, Fvb.f
Seasonally sdjusted
Corporste securities--total 4,335 4,275 3,450 3,200 3,175 3,525 3,t00
Publicly offered bonds 2,125 2,350 1,800 1,400 1,650 1,750 1,600
Privatcly placed bonds 1,555 900 1,000 1,000 1,000 1,000 900
Stocks 655 1,025 650 800 525 775 600
Not scasonally adjusted
publicly offered bonds--totat 2,280 2,075 1,850 1,450 1,400 1,900 1,500
By quality
Aas and Aa 1,225 1,250 950 650 650 -- .-
Less than aal 1,055 825 900 800 750 -- --
By type of borrower
Utilicy 700 575 1,080 1,325 670 .- .-
Induscrial 635 850 575 125 300 .- --
Financial 945 650 195 0 430 .- .-
Forcign securitics--cotal“ 408 S17 43S 375 0 300 300

1. Bonds catvgorized according to Moodv's bond ratings.

2. Incliudes issucs not rated by Moodv's,
J. Includes cquipment truse certificatcs,
4. lncludes both publicly offered and privately placed issues.

p. Preliminary,
f. Forvcase,
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near-record interest rates.! A& relatively light volume of financial
issues in the fourth quarter partly reflected a slowdown in offerings of
mortgage-~backed bonds by Sé&ls.

Private placements of corporate bonds appear to have remained well
below the $1.6 billion pace recorded in the first half of 1979. Because
corporate bond commitments are currently low at life insurance companies
{the principal investor in private placements), takedowns are unlikely
to recover substantially in coming months. Life insurance industry repre-
sentatives cite a comparatively large volume of mortgage commitments out-
standing and the expectation of a somewhat slower growth in cash flow as
reasons for the reduced pace of corporate bond acquisitions. In addition,
policy-loan extensions have climbed dramatically since October 6, thereby
reducing total investable funds. The proportion of funds diverteu to
policy loans, however, has probably been below the near~record share
recorded in the third quarter of 1974.

Although fluctuating rather widely, corporate bond yields have
changed little on balance since the November FOMC meeting. Rate spreads
between quality categories of corporate bonds have widened somewhat in
recent weeks, however. These spreads are generally about twice as large
as they were prior to October 6, though well below levels reached in mid~-
October.

Most major stock price indexes have risen about 3 to 10 percent
from their levels at the time of the November FOMC meeting., A somewhat
1. Exclusion of IBM's $1.0 billion note and bond financing, which was
publicly cffered by underwriters on October 4, would reduce the fourth

quarter average of industrial debt issues to the smallest volume since
1973,
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reduced slate of new equity offerings in December was again dominated
by public utility issues.

Government Debt Markets

With the federal budget moving substantially further into deficit
in the fourth quarter and with a large deficit also projected for the
first quarter, the Treasury raised an estimated $18 billion in new cash
during the October-December period. Given the large need for new money
at a time when a sizable volume of coupon issues was maturing, the
Treasury for the first time since 1976 began to make significant net
additions to the weekly bill auction. New funds raised in this manner
totaled $3.7 billion for the quarter. The Treasury also issued about
$7.3 billion of cash management bills dated to mature in the spring, sub-
stantially above the volume of such bills issued in other recent fourth
quarters.

Borrowing by the federally sponsored credit agencies totaled a
relatively strong $2.3 billion in November, after seasonal adjustment,
and is estimated at about $3.0 billion in December. Borrowing by the
Federal Home Loan Banks to rebuild liquiditv, by FNMA to finance mortgage
acquisitions, and by the Farm Credit Banks to meet intensified credit
demands all contributed to the continued strong growth in federal agency
indebtedness. For the full fourth quarter, borrowing by the sponsored
credit agencles amounted to about $8.3 billion--the largest quarterly
volume ever recorded-—and this brought total agency borrowing for the

year to a record $23.9 billion.
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GOVERNMENT SECURITY OFTFERINGS
(Monthly Sotals or monthly averages, in millions of dollars)

1279 1360

B e 2 K
288 Q32 Qs Nov. Dec, San. Ten,

Seasonallv adiusted

State and local goverrmermt
securities, 3zross oifferings

Tatal

5,057 3,486 5,700 6,200 5,663 5,100 4,800
Long-ter: 3,337 3,586 4,300 4,250 4,018 3,000 2,700
Short-term 1,720 1,800 1,400 1,850 1,330 2,10C 2,100
C.5. zovermment securities,
net offerings
.S, TreaSury* 3,278 1,688 3,892 8,105 3,237 3,705 10,827
Sponsored agencies 2,219 734 2,767 2,315 3,938 1,835 2,942
Not, seasonallv adjussed
ate and local govermmens
securities, gross offerings
Total 3,509 3,26 5,200 6,000 4,000 4,500 4,200
Long-zerm 3,327 3,381 4,000 L,200 3,200 3,300 2,300
Short-tern 1,882 1,385 1,200 1,800 1,30C 1,500 1,300
~.3. government securities,
net offerings
T.8. Treasury’ 1,986 2,168 5,989 10,260 3,525 2,300 14,400
Sponsored agencies 2,390 1,308 2,368 1,894 2,088 330 2,325

1. Marketable issues only,
2 = gsiimate,
H = Zorecass.
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A large volume of new state and local government bond issues has
been absorbed in recent weeks. Yields on tax—~exempts nonetheless have
edged downward on balance, with dealers reporting continued strong demand
for tax-exempt securities from banks and casualty insurance companies.
The decline in municipal bond rates has kept the ratio of tax—exempt to
taxable yields close to its historic low recorded in October of 1979.

Offerings of tax-exempt bonds averaged $4.1 billion per month,
seasonally adjusted, in November and December, somewhat less than iIn
October but well above the $3.4 billion monthly average of the first
three quarters. About one-half of the increase in bond offerings for
new capital in the fourth quarter was attributable to a rise in housing
revenue bonds. These issues averaged about $1.0 billion per month,
divided nearly equally between single- and multi-family housing issues.
The single-family issues are still coming to market under rules estab-
lished last April for bond ocfferings that were under way at that time,
when restrictive legislation was first proposed. Since then, about
$4,1 billion of these bonds have been sold. A more recent legislative
proposal would liberalize the transition rules sufficiently to permit
an additional $10 billion of single~family mortgage revenue bonds to
be sold, according to estimates released by the House Ways and Means
Committee., For 1979 as a whole, states and localities raised $10
billion through housing revenue bonds, $7 billion of which was used
for single~family housing.

Dealers reported that a portion of the increased volume of new

capital issues other than housing revenue bonds represented offerings
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that had been delayed earlier in the year, when interest rates had been
expected to decline.

Mortgage Markets

Commitment policies at mortgage lenders have tightened markedly
since October. The proportion of major lenders offering commitments for
conventional home mortgages was down sharply in early November for all
loan~to=-value ratio classes (see chart on page III-17). Special FHLBB
surveys of large S&Ls suggest that, although some associations liberal-
ized their commitment policies in late November and early December
following an earlier pronounced tightening or complete closedown, S&L
commitment policy generally remained much more stringent than in September
and early October.. Data for ail operating S4&Ls indicate that mortgage
commitments outstanding (including loans in process) declined by 10 per-
cent during November to $29.3 billion, and that new commitment volume
fell by more than 40 percent. New commitments dropped sharply in each of
the 12 FHLBank districts.

In a late-November Federal Reserve survey of commercial banks usu-
ally active in the home mortgage market, about two-thirds of respondents
reported that they had tightened their mortgage lending policies after
October 6, primarily by increasing effective interest rates charged
(where permitted by existing ceilings). A mid-December survey of
economic and financial developments by the research directors of the
Federal Reserve Banks suggested that mortgage lending had fallen sharply,
TT_TEEEE-;urveys were conducted as part of a study {(coordinated by the

Council of Economic Advisers) of changes in mortgage commitment policiles
at major lenders subsequent to October 6.
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PURCHASING NEW HOMES, AT SELECTED LOAN-TO-PRICE RATIOS
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Percent of Respondents
50.

Loan-to-price ratio

75 percent
80 percent

90 percent

95 percent
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PERCENT OF RESPONDENTS OFFERING MORTGAGL COMMITMENTS FOR

20.

Source:

AR AR AR AR AR AR AR R AN R R AR E SRR AR ARRARNERRE AR RARBRRRE WV
1973 1 ¢ 1979

974 1975 1976 1377 1978
Federal Home Loan Bank Board survey of S&Ls, commercial banks, savings
banks, and mortgage companies offering 25~year home loans,

LT-1I11
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INTEREST RATES AND SUPPLY OF MORTGACE FUNDS
AT SELECTED Sals

Conventional home morteages

Average rate on Basl{s point
new comaitaents change trom Spruadl Percent of S&Ls?
for 80X loans wouth or (basiy wvith aortgage funds
Period (percent) week earlier points) in short supply

1979~=ligh 12.90 -— +17% 1)
Low 10.38 — +04 Se
1979—Aug. 11.09 0 +160 17
Sept. 11.30 +21 +143 8
Oct. 11.64 +34 +79 83
Nov. 2 12.80 +80 +138 85
9 12.85 +3 +140 88
16 12.80 -5 +139 86
23 12.80 0 +142 88
30 12.90 +10 +173 82
Dec. 7 12.90 0 +174 84
14 12.9G 0 +153 87
21 12.90 0 +155 85
28 12.90 0 +150 85

1. Average mortgage rate minus average vield on recently offered Aaa utility bonds.
2. Percent reporting supply of funds slightly or substantlally below normal seasonal

patterns.
SECONDARY HOME MORTGAGE MARKET ACTIVITY

FNMA auctions of forward purchiasce commitzents Yields on CNMA-
Conventional GCovernment-underwritten Ruarantecd
mortgage~backed
Amount Yield Amount Yield securtties tor
(s milltons) to (s mtllions) to famediate
Period Offered Accepted Fxmal Offered Accepted FuMal  delivery?
1979~—i{igh 454 172 13.97 1,035 448 13.29 11.77
Low 19 18 10.92 37 19 10.42 9.51
1979~=Yov., 5 11.73
13 274 137 13.97 358 169 12.93 11.51
19 11.69
26 92 53 13.35 201 96 12.57 1l.36
Dec. 3 11.29
10 207 73 12.98 305 119 12.42 11.18
17 11.49
6 206 80 12.99 344 131 12.55 11.19
i1 11.39

1. Average gross yield before deducting fee of 38 basis points for mortgage servicing.
Data, based on 4=month FYMA purchase commitments, reflect the average accepted bid
yileld for home amortgages, assuning a prepayaent pectiod of 12 years fur 30-year loan
without special adjustment for FXUIA commitaent feces and related stock tequirements.,
Mortgage anmounts offered by bidders relate to total elizible bids recelved.

2. Average net vlelds to {nvestors aseuazing prepavment in 12 years on pools of 30-year
FHA-VA mortgzages carrying the prevailing ceiling rate on such loans.
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as potential borrowers were deterred by higher interest rates and by =ore
stringent -.onrate terms.

Special surveys of mutual savings banks and mortgage coumpanies
also revealed substantial tightening of lending policies. The mortgage
companies reported that the supply of funds for FHA/VA lending continued
to be adequate, primarily because the GNMA-guaranteed mortgage-backed
securities provide access to the general capital markets. However, they
also reported that the demand for FHA/VA funds had weakened considerably
owing to high yields required by investors and substantial discounts on
loans bearing the current 11-1/2 percent éeiling rate. The availability
of funds for conventional loans at mortgage companies apparently has been
sharply reduced as permanent investors have cut back the volume of pur-
chase commitments issued to mortgage bankers.

Average interest rates at S&Ls on new conventional mortgage commit-
ments have remained at the exceptionally high levels reached in early
November, while secondary market ylelds have dropped below their early-
November highs. 1In view of high market yields on competing investments,
constraints posed by state usury ceilings on conventional home nmortgage
lending have remained intense. During December, 16 states had fixed
ceilings below national average mortgage vields, and in several other
states floating rate ceilings tied to Treasury yields were below going
mortgage vields. However, on December 28 the President signed into law
a bill that temporarily exempts from state usury limits conventional
first mortgages made by wost types of lenders for the purchase of resi-

dential property. Unless revoked by state action, the exemption will
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apply until March 31, 1980, and covers new wmortgage commitments made, as
well as loans closei, during the suspension period.

Consumer Credit

Despite considerable variability since mid-year, growth in consumer
installment credit outstanding has tapered off substantially, on balance.
Expansion averaged around an 8 percent annual rate in October and November,
the slowest pace since 1975, The slowdown was most pronounced for auto
credit. YNew loan extensions by credit unions fell in both months,
reflecting limitations on lending because of liquidity problems. The
amount of installment loans outstanding at credit unions contracted in
October for the first time in over seven years and apparently was down
further in November.

During the fourth quarter, sharply increasing costs of funds gave
impetus to less accommodative consumer loan policies—-—especially in
states where finance rates were subject to restrictive rate ceilings.l
Commercial banks rationed supplies of consumer credit to a greater
extent than before, judging from results of the latest Survey of Senior
Bank Loan Officer Opinion. Forty-one percent of the mid-November sample
responded that theyv were moderately less willing or much less willing to
make installment loans to individuals than theyv had been three months
earlier. Reports in late December from the research directors of several
Federal Reserve Banks confirm an upgrading of consumer lending standards.

Sharply higher consumer finance rates also reveal a movement towards
less accommodative policies. Finance rates on selected tvpes of closed-

1., The structure of state regulations affecting consumer installment
rates i1s discussed in Appendix B.
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CONSUMER INSTALLMENT CREnIT!

1679
1977 1978 Q2 03 Cct. Nov.ep

Total
Change in outstandings

Bi{llions of dollars 35.3 44,8 319.9 37.3 26.2 22,2
Percent 18.2 19.4 14.1 2.8 8. 7.3
Bank share (percent) 52.9 53.1 47.8 32.7 35.3 15.3
Extensions

Billions of dollars 254.1 298.4 324.2 332.3 332.3 320.9
Bank share (percent) 46.4 47.8 47.9 49.9 45.9 43.9
Liquidations

8{llions of dollars 218.8 253.5 284.3 294.9 306.1 298.6
Ratio to dispusable income 16.8 17.4 17.8 18.0 18.4 17.8
Automobile Credit

Change in outstandings

Billions of dollars 15.2 19.6 13.2 12.1 5.8 3.9

Percent 2205 23.6 12 3 11.0 5.2 3-5
Extensions

Billions of dollars 75.6 89.0 93.7 94.2 92.1 R8.5

1. Quarterly and montlly dollar flgures and related percent changes are

seasvnally adjusted annual rates.
p = preliaminary.

FINANCE RATES O CONSUMER

INSTALLMENT CREDIT AT COMMERCIAL BANKS
(Annual percentage rate, not seasonally adjusted)

1979 Change tn
Type of loan August Noveamber basis pofnts
New automoblile (36 mo.) 11.88 12.85 +97
Moblile home (84 mo.) 12.65 13,51 +86
Other consunet goods
24-month 13.76 14.39 +63
12-month 14.02 14,56 +54

Note: Figures are for "most comnon” rates on direct loans zade during the

first week of the =month.
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end consumer installment credit at a sample of commercial banks increased
by record amounts between August and N~vember of 1979. The average
finance rate on new-car loan contracts at finance companies rose sharply,
too, nearly equalling the previous largest 3-month rise. The sizable
rate hikes from August to November suggest that finance rates may be

approaching their statutory limits in an increasing number of states.



APPENDIX A%

TREATMENT OF BANKERS ACCEPTANCES IN THE MEASURE OF SHORT AND INTERMEDIATE
TERM BUSINESS CREDIT

A bankers acceptance-—which is 2 negotiabl: time draft maturing in
less than nine months, guaranteed by a bank, and drawn to finance the
shipment or storage of goods--is a financial instrument with characteris-
tics akin to both a business loan and a short-term security. On the one
hand, bankers acceptance financing generally is treated like a straight
loan in a bank's negctiation of a line of credit with a business borrow-
er. And, if an acceptance, when created, is then bought and held in the
portfolio of a bank, it represents funds extended by the bank to a C & I
customer. On the other hand, there is an active secondary market in
bankers acceptances, and in most instances banks can treat these accep-
tances like any other short-term security.

Acceptance financing of trade has grown rapidly in recent years, a
development not adequately captured by the previous measure of short-
and intermediate~term business credit. The previous measure included
only those acceptances held in commercial bank portfolios (and there-
fore reported as business loans). This procedure had two major short-
comings. First, it failed to reflect the rapid growth in recent years
of total acceptances outstanding, since most of the zcceptances created
were held by nonbanks (see chart on page A-3). Second, movements in the
0ld measure sometimes were influenced by factors other than business
credit market conditions, as banks altered their holdings of bankers
acceptances to reduce taxes.l

The new measure of short- and intermediate-term business credit in-
cludes business loans at domestically chartered commercial banks and at
U.S. branches and agencies of foreign banks less bankers agceptances held
at large commercial banks and foreign related institutions® plus

1. In 1975-77, some banks boosted their holdings of acceptances at yearend
in order to enlarge C & I loan totals and thus to increase loan loss pro-
visions to reduce income taxes. Acceptances held then ran off sharply

at the beginning of each subsequent year. In the past two years, there
has been less of an incentive to manipulate their acceptance port-

folios because loan growth has been sufficient to build up the loan loss
provision and because changes in the tax laws have made the artificial
buildup less profitable.

2. No data are available for acceptances held at small banks. However,
the amount held at these banks is estimated to be relatively insignifi-
cant.

* Prepared by Perry D. Quick, Senior Economist, Banking Section,
Division of Research and Statistics.



commercial paper of nonfinancial businesses plus business loans at
finance companies plus total bankers acceptances outstanding (columns
(1), (7}, (8) and (9) of table).' ' The series for acceptances outstanding
is from the New York Federal Reserve Bank survey of over 300 commercial
banks and foreign-related institutions whose acceptances are traded
regularly in the New York market.

In the first ten months of 1979, short- and intermediate-term
business credit grew at a 23 percent annual rate (column 10). The rate
of expansion of this measure has been falling since August, and is
expected to be negative in November,
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Bankers Accaptances
Monthiy Aversges. Sessonatly Adjusted

Bilkons of dottars

TOTAL ACCEPTANCES OUTSTANDING

ACCEPTANCES HELD 8Y COMMERCIAL BANKS

l l l IUIUILUHJHHUIIIllllllllllll
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40
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Last observanon «4 October 19789
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SBORT= AND INTERMEDIATE~TERM BUSINESS CREDIT
Seasonally adjustad monthly averages-

Susiness Loans at Commercial 3anks Total Total
Totai Large toraign= Commarcial Sankers Short o
Zxcluding Sanks Related Total Totai Papar Business Accept= Iater wd
Sankers Exciuding lastituzions Accep= Ilocluding of ‘loa=- Loans at rances {ate~Ter
Accep~ Accep= Excluding : Seall taocces Accep= financlal Finance Jut- Busines

zances? 3 taaces? 3 Acceptances Baoks Held® tancesd 1  Business Companies standing Cradd
{13 (2) (3} (%) (S5} (5) [ €] (8) (9) (1C)

¢

avel i{n Billions of Doilars

1978 —=Dacember 21,7 1238.4 25.0 38.3 6.8 248,53 9.4 62.8 32.3 355.9
1379—=February 251.3 132.8 2644 92.7 T.6 259.3 19.8 64e 5 33.3 370.0
varch 255.1 136.1 7.2 93.3 7.2 262.3 20.7 65.% 34.3 375.5
Aoril 288.7 137.7 27.9 93.1 7.3 266.0 22.2 %6.3 3445 3B1.5
May 262.4 1«0.2 28.5 3.4 T3 269.4 23.5 67.2 35.1 387.9
June 265.7 142.1 29.% 94.0 7.3 273.2 24,2 48.3 35.3 394.4
July 78.2 ek, 7 30.9 94.6 8.1 278.3 5.8 69.7 38.1 403.3
August 274058 147.2 32.2 95.2 8.0 282.6 27.2 70.8 41.2 «13.8
September  180.1 150.1 33.8 36,4 8.6 288.7 28.3 49.9 2.1 421.4
Jdctober 283.3 W51.1 3402 98.0 8.9 91,0 28.6 69.6 43 @24.9
November & 282.: 149.6 3.5 98.6 7.8 290.4 27.8 Neds Aede fede
Annusl Percentage Rate of Change
137 3==Year 2.2 23.1 45.1 16.9 4.3 1.8 i5.4 19.3 5.0 .5
1974 ==Year 18.9 20.6 ale7 1.2 45.8 19.3 57.8 15.2 108.2 23.5
1375==Year =3.1 4.8 6.2 4od 68.6 -3.3 ~22.5 5.9 1. .0
1376==Yegr D] 7.3 =-3.9 8.8 32.2 1.3 21.8 13.2 17.8 dea
1977 ==Year 1.1 15.9 1304 16.1 -3.8 10.5 6.3 22.3 15.2 13.6
1978 ~=Year 17.3 19.5 47.9 14.2 -9.3 1643 2440 14.8 32.4 18.2
1379==Firse Otr  20.4 la.S 35.2 26.9 29.9 20,5 33.5 16.6 24.8 20.8
Second Qtr 6.8 23.9 35.3 0.9 16.7 16.6 55,7 7.7 23.2 0.3
Third Qtr  Il.7 22.3 S4.1 10.2 58.7 2.7 69.7 9.4 T4 ..
L373==)ctober 9.2 12.3 10.8 25.5 5.3 7.5 39.3 1402 4100 19.i
November 7.9 7.5 4.0 0.8 =-17.4 16.8 2.0 32.1 68./ P
Jecemder 7.8 -0.9 65.8 5.3 3.0 7.8 12.7 27.4 3404 lé.
L37%—january 26.7 14,3 33.5 42,1 38.3 26.9 .3 7.2 6.0 23,
Tebruary 18.4 16.3 32.7 17.. 182.9 20.7 373 15.3 29.1 19.
March 5.2 il.7 36.4 14,2 ~$3.1 12.9 S4.5 16.7 i7.8 7.
April 16.9 32.2 3C.9 ~3.0 1607 16.9 75.3 6.5 ") .3,
May 5.8 21,8 25.3 3.3 2.0 15,3 3.8 16.3 20.9 2C.
Jjune 16.5 16.3 0.3 7.7 32.9 16.9 30.6 19.8 4l.0 7.
July 20,3 22,3 2.7 7.7 96.2 2.4 84,6 M 59.3 8.
Augusz 9.3 20.7 SC.5 7.6 =14.3 18.5 85.1 18.9 7.5 29
September 24,2 2,5 2.2 15.1 90.0 5.3 8.8 =15, 55.3 2
QJctober 13.7 8.0 2.4 19.9 -83.7 10.4 12.7 3.2 8.4 12
November e .3.3 -11.9% T T.3 =30.2 -3.3 -33.6 Nede Tede -7
Tea,=-20C 3vailable. s~=esiimated.
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~

Suginess loao and accentances data in columns l-6 are monthly averages and raflect prorsted averages of wednesdav da
for domestic chartered banks and averages of curreat aod previous lonth=end data far foreigu-related instituzions.
Commercial paper reflects prorated aversges of Jednesday data. Jusiness loans it fiaance 2ompanies aad danksrs ace
tances outstanding in columns 5 and 9 reflect averages of current and preceding month=end data.

Adjusted for loans sold to banks' affiliates.

Zffective December 31, 1978, business losns wmre incressed by 35600 =m{llfon as the result >f 3 $700 3illion upward
reclassification {n loaas offset in part 5y 1 3100 stlllon decline due to baiance sheet -eclassifications. GEffecsi

© January I, 1979, as the resul: of reclassifications, business loans were Lncreased bdv S4lt.

i

hr

Zxcludes acceptances heid at small >anks, for which 30 data are availaoie. Iacludes i small amount of commercial
ao0ldings.
Sum ¢f coluzns 1, 7, 8, and %.



APPENDIX B*

RATE CEILINGS ON CONSUMER INSTALLMENT LOANS

Recent record increases in finance rates on closed-end consumer
installment loans at commercial banks, and similar large increases at
finance companies, appear to confirm trade reports that rising costs
of funds have exerted strong upward pressure on rates. Other reactions
to cost pressures, especlally in states where statutory ceilings have
hindered rate adjustments, have included greater relliance on tightening
lending standards and nonrate terms. Such curtailment of credit avail-
ability may partly explain the weakening of consumer credit growth since
midyear, which became more pronounced in October and November.

Rate cellings on consumer loans typically are set by special
statutes enacted by states as exceptions to a general state usury law.
These consumer credit rate ceilings usually remain fixed from year to year
unless changed by legislative amendment. However, federal law permits
national banks to charge a rate one percentage point above the Federal
Reserve discount rate, regardless of state limitations.l

The rate ceilings enacted by state legislatures have created a
complex structure of rate limits on consumer credit. Within a given
state, rate ceilings typically vary not only for different types of con-
sumer credit, but also for particular sources and for various amounts of
credit. Rate ceilings also differ considerably among states. These
variations are illustrated in the table on page B-2 for specific types of
loans in five selected states.

Separate statutes ordinarily govern maximum rates on installment
sales financing and on cash loans. Laws limiting rates on the closed-
end credit sale of goods often distinguish between motor vehicles and
other goods. All but four states have special rate ceilings for credit
card balances, and maximum rates on overdraft credit are sometimes sepa-
rately established.

Rate ceilings on cash loans nearly always differ for commercial
banks as compared with "small loan” finance companies. This distinction
reccgnizes the higher risk and servicing costs associated with small
loans to a generally more risky clientele. In the case of credit unions,
all federally-chartered and most state~chartered institutions face a
flat 12 percent rate ceiling on consumer loans.

1. P.L. 96~161, effective in late December, relaxed state usury ceilings
for certain business and agricultural loans through June 1980 and sus-
spended them for most home mortgage loans through March 1980, unless
reestablished by state action. Consumer credit rate ceilings were not
affected.

*Prepared by James T. Fergus, Economist, Mortgage and Consumer Finance
Section, Division of Research and Statistics.

B-1
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MAXIMUM PERMITTED FINANCE RATES (APR)
FOR SPECIFIED CONSUMER LOANS IN SELECTED STATES

Personal cash loan Bank

Consumer  Commercial Finance credit

New=car durable bank company card

$4,000 $700 $4,000 $1,000 3200

State 36-mo. 24=mo. 36-mo. 24-mo. balancel

California 21.20 18.16 none 2 17.68 18.00
New York 13,38 17.17 13.38 21.75 18.00
Ohio 15,443 21.083 18.79 26.15 24.00
Pennsylvania 13.38% 14.68 13.38 22.67 15.00
Virginia 24.00 24.00 13.97 26.42 18.00

1. Since there typically is no finance charge on bank credit card
accounts during the initial billing period, the effective rate ordinarily
is somewhat below the rate limit permitted on balances on which interest
is paid.

2. No maximum rate specified for commercial banks, which are constitu-
tionally exempted from usury law that might otherwise apply.

3. Includes "acquisition fee,"” and other fees where applicable.

4, Maximum rate for commercial bank direct loans, as governed by the bank
installment lending statute. Pennsylvania law also allows state-chartered
banks to lend at rates permitted national banks by the National Banking
Act.

NUMBER OF STATES WITH INDICATED STATUTORY RATE CEILINGS ON
NEW AUTO LOANS AT COMMERCIAL BANKS1

Rate ceiling Number of

(annual percentage rate) states?
10 to 13 16
Over 13 to 15 17
Over 15 to 18 13
Over 18 to 24 5

1. 54,000, 36-month direct loan. Rates for other lenders would be the
same in most states.
2. Including the District of Columbia.
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Rate limits by loan size may be either uniform or graduated. Under
a graduated rate celling one rate 1imit applies to the portion of a loan
below a certain dollar amount. Then a second, lower ceiling rate is set
on additional sums loaned in excess of that amount. Rate ceilings with
three or more levels are fairly common. Under a graduated rate ceiling,
of course, the gross return on funds loaned will fall if the typical loan
amount increases beyond the point at which a lower rate maximum takes
effect. If larger loans do not yield sufficient offsetting reductions
in average costs, lenders may choose to curtail the amount of consunmer
credit they will extend and shift resources to alternative uses.

Statutory rate limitations that currently apply to new=guto loans
suggest that ceilings In a substantial number of states may have become
seriously binding as market-determined rates have risen. In the case of
bank direct new—=auto loans of $4,000, for 36 months, rate limits are now
at or below 15 percent in 33 states, as shown in the lower table on page
B=2.1 In 16 of these 33 states, the prevailing rate waximum is 13 per-
cent or less——probably below the marginal cost of lending at many providers
of auto credit.

1. Ceilings are generally expressed as "add on" or "discount™ rates,

which convert to effective annual percentage rates that vary with maturity.
In a few states, auto loan rate cellings vary with loan size. Ceillings

for this type of loan are the same for other lenders as for banks in

most, but not all, states.



INTERNATIONAL DEVELOPMENTS

Foreign exchange markets

Over the last two months of 1979 and the first week of the new
year, the dollar's average exchange value declined by 4-1/4 percent.

As shown in Chart 1, this decline entirely reversed the dollar's sharp
rise in October. On January 3, 1980, the weighted-average dollar

was 1-1/3 percent below its value at the end of 1978, and slightly
below its low point at the beginning of October 1979.

A major factor influencing exchange rate fluctuations over the
final quarter of last year was the relative movement of U.S. and foreign
short-term interest rates. During October, U.S. interest rates rose
sharply, both absolutely and relative to interest rates abroad. Over
November and December, however, U.S. short-term interest rates declined
on balance while foreign rates continued to rise; since the beginning
of November discount rates were increased in all foreign G-10 countries
except France. By the end of the year, the U.S. three-month CD rate
was only 1-1/2 percentage points above the weighted-average foreign
three-month interest rate, down sharply from a nearly 4 percentage
point differential at the beginning of November and below the level
prevailing when new Federal Reserve monetary measures were announced
on October 6.

The onset of the Iranian crisis in early November also contri-
buted to selling pressure on the dollar, especially the U.S. freeze
of Iranian official assets on November 14 which led to speculation
that other oil exporting countries might become reluctant to hold
dollar-denominated assets., In December, the meeting of OPEC oil

Iv-1
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ministers focused market attention on the sharp escalation of o0il prices.
Uncertainty over the impact of these increases, as well as the contin-
uing Iranian crisis and the situation in Afghanistan, led to unsettled
conditions on exchange markets with sharp and volatile fluctuations

in rates. This heightened uncertainty was also reflected in the very
sharp rise in the gold price. Gold prices rose by nearly $250 an

ounce in December and early January, moving above the $600 per ounce

level.

. Japan's heavy dependence on imported oil and the pros-
pect of higher oil prices combined to generate downward pressure
on the yen relative to all other major foreign currencies. Conversely,
Britain's o0il self-sufficiency was a major factor in the relative
strength of the pound late in the year.

On November 30 the Danish krone was devalued by 5 percent relative
to all other EMS currencies. Following this realignment, the Belgian
franc moved to the bottom of the EMS currency band and the Belgian
National Bank sold dollars and French francs to support the Belgian
currency.

U.S. intervention since the November green book provided net
intervention support for the dollar equivalent to $1/3 billion, with
sales of German marks at times of downward pressure on the dollar

exceeding mark purchases --



. U.S8. foreign currency
sales to support the dollar wewve financed equally by the System and
the Treasury while nearly all foreign currency acquisitions were used
to repay System swap drawings. As a result, outstanding System swap

debt was reduced slightly to about $3-1/4 billion equivalent.
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L.S, International Transactions

The trade balance continued to im.rove in October and November;
the deficit for the two months averaged $26 billion at an annual rate,
Agricultural exports climbed again, reaching an average annual rate of
$41.3 billion in October and November, with most of the increase going
to the Soviet Union, Transportation bottlenecks have not limited
agricultural exports as much as expected, Nonagricultural exports
were also above the third quarter level; the average for October and
November was up almost 9 per cent. The advance was widely based, with
exports of industrial supplies (e.g., nonmonetary gold and chemicals)

particularly strong.

U5, Merchandise Trade, Inrernational Accounts Lasis
(btlttons ot dollors, seasonally adjusted annuol rates)

197851 19787! 19709

r Ost. [l 4

Year 40 1o 29 3 & Nowv, Oee ™ N ™
ENPORTS 142,1 157,6 165 .4 171,2 199,1 205.0 207 % NINDS
Agric, 29,9 3,2 30,0 3u.9 In4 1.3 J1.0 alun
Nonagric. 112.1 126.5 134.8 140.,2 150,9 1nl.6 Y 100,35
IMPORTS 175,8% 11,5 180 9 ny.n 2198 2313 RS A NI
Petroleum 42.3 { 41,4 4n,6 51,06 vn,S 7.3 T nS .Y
Nonpetroleun 133.5 138.2 143.3 150.5% 152.0 159.5 194, 10,3
BALANCE 233.8 | =23.9 | 226,85 230,029 | 223 fe2se 2240

NOTE: Details mey not add to totals because of rounding,

r/ Revised

*/ The Munthly Internetional Accounts fiuures sre vonly rouch estimates
T and are subject to considerable revision,
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U.S. Merchandise Trade
intermationai.Accounts Basis

Ratio scale, billions of dolfars, seasonally adjusted, annual rate
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Nonpetroleum imports averaged $160 billion (annual rate) in
October and November, up 5 per cent from the third quarter, Petroleum
imports fell in value to $66 billion in November, after reaching al-
most $78 billion in October (annual rates), Volume dropped sharply in
November, as stocks peaked at very high levels early in the month and
then leveled off, Petroleum unit values continued to climb, reaching
$23,08 in November, up from an average of $20,97 for the third quarter,
Only part of this increase was due to higher official contract prices;
part was due to increases in the percentage purchased at spot market
prices, It is estimated that more than 15 per cent of U,S, imports
were purchased at prices of $35 to $40 in November,

The U,S, current account for the third quarter of 1979 showed a
surplus of $3 billion (annual rate), Net investment tncome increased
sharply from $30 billion in the second quarter to $35 billion in the
third (annual rates), This increase was mainly attributable to the
growth in earnings on U,S5, direct investments abroad, both in petro-
leum and in other industries,

Turning to capital flows, foreign official reserve assets in the
United States fell by $2,5 biliion in October, Holdings of the OPEC
countries increased by $2,3 billion but holdings of the G-10 countries
and Switzerland fell by $3.,5 billion, Japan accounted for a large part
of this decrease, Partial data for November and December indicate that

foreign official holdings at the FRBNY declined by $5 billion,
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. OPEC holdings at the FRBNY were virtually unchanged in the last
two months of the year,

Private capital flows reported by banking offices in the United
States showed a net inflow of $3,9 billion in October., The net inflow
was more than accounted for by a reduction in banks' loans to un-
affiliated banking offices abroad, Partial data for November indicates
that U,S, agencies and branches of foreign banks continued to shift
loans to non-affiljiated foreign banks to the books of their offshore
offices, By shifting such loans to foreign banking offices, zyencies
and branches have been able to reduce their Eurodollar managed lia-
bilities, which are subject to the October 6 marginal reserve require-
ment, by about $3 billion relative to their base levels,

In October the interest rate differential favoring Eurodollar
over domestic CDs widened and added to the existing incentive for U,S,
non-bank residents to place funds offshore. U,S, non-banks' dollar-
denominated deposits in foreign branches of member banks increased
$2.5 billion in October, This reversed the September decline and
brought the volume of these holdings to a new high, Eurodollar CD
holdings of open-ended money-market mutual funds and short-term unite-
investment trusts continued their recent rapid growth, During October
and November, the volume of those holdings increased from $5.4 billion

to $7.8 billion,



RESTRICTED U.S, Internstional Transactions

(in willione of dollare; teceipts, or incrcase in liabilitien, +)

1977 1978 1978 1979 1979
Year Year Q4 ql Q2 Q3 Aug. Sept, Det.,
¥. Tcade balswee ¥ =30,873 “34,187] -6,369 6,115 7,716 ~7,282] -2.649 =3.144 -2.383
L. Merchapdios exports 120,816 141,884 39,118 41,348 42,792 47,337 16,1% 15,3500 17,318
3. Herchandise imports ~151,689 176,0711 -45,684 -47,463 -30,508 .$4,619] -18,643 -1k 640 19,701
4. Change in_wnet fore! sitions of Bankin
offices tn U.S. (vxel. 11ad,to foreign officfal inst, ~3,909 ~14,926 1 -17,697 14.681 4.790 [¥1.) 9.210__-1,210 3.87%
Through tnterbank traneactions with
9. e) Own offices {w foreign countrise -2,718 4,960 ] ~3,221 13,327 6,7%) 8,143 1 16,821 7,007 954
4. b) Unaffilisted Sanking offices in foreign countries -2,204 -4,520 | -6,423 818  -1,268 -2,246 1 4,920 38s 4,187
Trough nonbenk tresenctions
r. g) Clatus en nonBanke 1n loveign countries (incresse,~) ~§24 16,431 1 -4,829 _1,006 -2,017 -3,410) -2,143 -1,396 -1,391
8. ) Ltabilities to private aonbanks in foreign 1,436 1,089 176 Y 1,327 159 1" 248 126
cowntries (dnc. custody Lisd.)
¥. Privete securities transactions net (excl, U.85. Treas. Obl{y.) =3,068 -683 =118 -537 =11 ___-1.970 ~$61 =941 112
(18 oreign net purcheses of U.5, corp. bonds 1,11 1,17 506 * 278 3 %7 10% 161
1. Foveign net purchaves of U.S8. ecorp. stocks 1,326 1,686 297 424 274 142 127 17 .10
13. U.8, net purchases (~) of foreign securtttes -3, 506 =), a0 ~919 =961 -61%  .2.118 -443  -1,063 -273
13, Poreign met gwrchases of U.§, Treasury obligetions 2/ 334 2,251 1,348 2,564 -2)9 1,572 1 53 3%
14, Chenge In foreign olficial reserve sesets in U.8. (iacresse +) 35,4048 31,473 | 16,853 -8,257 -10,293 5,313 969 525 =2.413
By Ares
13. €~10 countries and Suttzeriond 29,414 29,953 | 15,924  -7,101 -11,61) 4,321 27  t,021 -3,%29
. orec 3,743 =1,074 1,073 -1,648 p{] ] 1,43) 1,383 -810 1,263
(¥ A21 ether countries 19 2, %0 200 A¥? 1,072 «901 =433 422 «1,297
. Type
118 V. 8. Treaspry secerities 30,266 23,0609 § 13,309 -7,93% -12,79% 5,038 987 796 -2,430
1. Other 3/ 5,181 1,602 3,544 -291 2,%6 MW 2 29 43
-237 062 200 -~3,008 &4/ 448 2,712 0 1,409 %0
2l. Al gthet tfamedctions and statisticel diegrupsmcy 2,105 13,418 1,58) 622 13,081 -1,060 ) -7,686 3,48 529
Mo
\ Current Ascount (bil. §. scasomally ad)., emmual retes) o141 -13.3% .3 1.7 4.2 3.0 W R n.e n.s

(32,



Iv-10

Foreign Economic Developments. Economic growth in foreign indus-

trial countries on balance continued to be strong in the third quarter.
Significant gains in real GNP were recorded in Japan, Canada, Italy,
and France. In Canada, and, to a lesser extent in France, private
domestic demand expanded vigorously; increases in exports and inven-
tories boosted activity in Japan, while a cessation of strike activity
accounted for the Italian gains. On the other hand, strike activity

in the United Kingdom accounted for much of the 2 percent fall of real
GDP during the third quarter. 1In Germany, the third quarter saw a
slowing in the rate of expansion after a 2 percent increase in resl

GNP during the second quarter.

Inflation proceeded at a high and, in several cases, rising rate
in most of the major foreign countries. O0il price increases, various
special factors, and, for Japan, currency depreciation were important
contributors to the inflationary process.

Since the previous green book, discount rates have been increased
in the United Kingdom, Italv, Canada, Sweden, Norwav, the Netherlands
and Belgium. In several of these countries, the increases were quite
large; the U.K. and Italian rates each rose by 300 basis points, while
the Norwegian rate increased by 200 basis points. Continuing high
inflation rates generally were cited as reasons for these increases;
exchange-rate considerations and efforts to achieve monetary targets
were more proximate factors in several countries.

Monetary targets recently announced for Germanv, the United
Kingdom, Canada, and Switzerland indicate a desire to retard money

supply growth. The target range for German central bank money is a
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growth rate between 5 and 8 percent from 1979-Q4 to 1980-Q4, compared
with the 6 to 9 percent target range for 1979 and the 7.5 percent
growth actually achieved in the year ending in October. The target
range for sterling M3 growth, currently 7 to 11 percent for the ten
months from mid-June, was extended through next October, but with the
base remaining at the mid-June level. Thus the rapid growth in ster-
ling M3 ~- nearly 14 percent (s.a.a.r.) from mid-June to mid-October -~
will not be built into the target over the next twelve months. The
target range for Canadian Ml growth is between 5 and 9 percent from
the second quarter of 1979, compared with the target range of between
6 and 10 percent from June 1978 and actual growth of 7 percent from
June 1978 to November 1979. Finally, the Swiss National Bank has
announced a target of 4 percent growth in the monetary base for 1980.
The most notable development regarding current-account balances
continues to be the shift towards deficit among foreign G-10 countries.
The combined current-account balances of Germany, Japan, and the United
Kingdom reached a deficit of about $18 billion in the first 11 months
of 1979 compared with a surplus of $26 billion in the corresponding
period of 1978.

Individual Country Notes. Despite persistent strong inflation

and virtual consensus among forecasters of an imminent slowdown in
the Japanese economy, most recent figures for industrial production
and GNP suggest that the economy is continuing to expand strongly.
Third quarter GNP was about 7-1/4 percent (a.r.) above the preceding
quarter, making it quite likely that real growth in 1979 will reach

at least 6 percent. The largest gains in real growth in the third



Real GNP and Industrial Production in Major Industrial Countries
(percentage change from previous period, seasonally adjusted)

1978 1979 1979

1976 1977 1978 Q3 Q4 Q1 Q2 Q3 Jun  Jul  Aug  Sept Oct  Nov

Canada: CNP 5.4 2.4 3.4 1.1 0.7 1.6 -0.7 1.3 ® * * * * *
P 5.1 4.0 5.3 1.8 2.6 1.4 -1.2 2.3 -1.1 2.4 -0.2 2.4 ~1.1  n.a.

France: GbP 4.9 3.0 3.5 0.0 1.9 -0.2 0.5 1.8 * * * * * *
1v 9.5 2.0 1.9 -0.3 1.8 0.0 0.5 4.1 -0.8 3.8 0.0 -0.7 ~2.2  n.a.

Germany: GNP 5.5 2.6 3.5 1.0 0.8 0.4 2.0 1.1 * * * * * *
1p 7.2 2.6 2.3 2.9 0.8 -0.3 3.4 1.9 0.8 3.2 -3.9 0.8 0.0 n.a.

tcaly: Gbp 5.9 .0 2.6 0.6 2.9 1.1 -0.7 1.0 * * * * * *
Ip 12.4 1.1 1.9 1.0 6.1 .l =206 1.1 -4.5 3.2 ~0.1 6.4 3.6 n.a.

J('lpi"\: (;NP 6.10 Soli 6-0 008 l¢6 105 107 1-8 * * * * x *
1p 1.1 4.2 6.2 1.3 2.2 1.8 2.4 2.0 0.2 .t 0.9 -i.5 2.6 1.0

United Kingdom: GbP 3.1 2.0 2.6 1.1 -0.1  -1.5 2.1 n.a. * ¥ * * * *
1P 1.9 3.8 3.8 0.8 -1.1 -0. 5.5 -2.3 2.0 -1.0 -4.0 -0.9 2.1 n.a.

United States: GNP 5.9 5.3 4.4 0.9 1.4 0.3 -0. 0.9 * * * * * *
1P 10,7 5.9 5.8 1.9 1.9 1.0 -0.1 0.l 0.3 -0.1 -0.7 0.5 0.0 -0.5

1-AL

X GNP data arve unot published on monthly basis.



Consumer and Wholesale Prices in Major Industrial Countries
(percentage change, from previous period or as indicated)

Latest 3 Months
from:
Previous
1978 1979 3 Months Year Latest
1976 1977 1978 Q3 Q4 Ql Q2 Q3 Q4 (at Ann. Rate) Ago Month
Capada: CPI 7.5 8.0 8.9 2.5 1.6 2.3 2.6 2.0 n.a. 9.1 9.4 Nov
WPI 5.1 7.9 9.2 2.1 3.3 4.9 3.1 2.7 N.a. 13.0 14.6 Oct
France: CPI 9.6 9.5 9.2 2.7 2.1 2.2 2.8 3.2 N.a. 12.6 11.3  Nov
WPI 7.4 5.6 4.3 1.9 2.9 4.4 3.8 2.8 N.a. 5.9 13.9 Nov
Germany: CPI 4.6 3.9 2.6{ 0,0 0.1 2.1 1.6 1.2 0.8 3.3 5.7 Dec
WPI 5.8 1.8 ~0.3 | ~0.6 0.1 3.4 3.3 1.7 n.a. 3.8 9.8 Nov
Italy: CPI 16.8 | 18.4 12.1 2.4 3.0 3.8 3.7 3.5 n.a. 25.2 17.0  Nov
WPI 22.9 17.4 8.4 1.8 2.2 4.4 4.6 4.3 N.a. 24.2 19.1 Nov
Japan: CPI 9.7 8.3 4.3 0.8 0.2 -0.2 2.2 0.9 2.0 8.1 4.9 Dec
WPI 5.0 1.9 -2.5]|-1.7 -0.6 1.9 4.1 4.9 N.a. 18.8 14.4 Nov
United Kingdom: CPI 16.6 15.8 8.3 1.7 1.7 3.1 3.7 6.7 n.a. 16.8 17.0  Nov
WPI 17.3 19.8 9.1 1.9 1.7 2.7 4.0 5.0 N.a. 14.4 15.0 Nov
United States: CPI 5.7 6.5 7.6 2.4 2.0 2.5 3.4 3.3 N.a. 12.6 12.3 Nov
WPI 4.6 6.1 7.8 1.5 2.3 3.6 3.6 3.0 N.a. 15.1 14.1 Nov

£1~AI
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Trade and Current-Account Balances of Major Industrial Countries—
(billions of U.S. dollars; seasonally adjusted)

1978 1979 1979
1977 1978 Q2 Q3 Q4 Ql Q2 Q3 Sept Oct Nov
Canada: Trade 2.7 3.1 0.6 0.6 0.7 .6 0.6 0.8 0.6 0.3 n.a.
Current Account -4.1 -4.6 -1.1 ~-1.2 -1.5 -1.2 -1.3 -1.0 * T % *
France: Tradegl b/ -2.4 0.6 0.2 0.2 0.0 0.3 -0.4 -1.4 -0.4 -0.7 -0.3
Current Account~ -3.3 3.8 1.4 0.9 1.3 0.6 0.7 0.1 * * *
Germany: Trade / 16.5 20.6 4.9 5.4 5.6 4.3 3.8 2.4 0.8 0.4 n.a.
Current Account< 4.3 8.9 1.8 0.2 4.8 1.4 -1.1 =-4.2 -1.4 -0.4 -0.5
Italy: Trade / -2.8 -0.2 0.3 -0.8 0.5 -0.4 -0,7 -1.2 -0.3 0.0 n.a.
Current Account< 2.5 6.4 1.7 2.5 1.7 1.1 n.a. n.a. * *
Japan: Trade 17.4 25.0 6.8 7.0 3.9 2.7 1.9 -0.9 -0.5 ~-0. -0.7
Current Account 10.9 16.5 4.8 4.5 1.7 0.3 -0.7 -3.8 -1.4 -1.2 -1.7
United Kingdom: Trade 4/ =3.0 -2.2 -0.3 -0.7 -0.1 -3.2 -1.5 -0.9 -0.3 -0.7 -0.1
Current Account— 0.6 2.0 0.7 0.6 1.2 -2.4 -1.3 -0.5 -0.3 ~-0.6 0.0
United States: Trade -30.9 -33.8 ~7.9 ~-7.9 -6.0 -6.1 -7.7 -7.3 -3.1 ~2.4 -2.0
Current Account -14.1 ~-13.5 -3.5 -3.2 0.1 0.4 -1.1 0.8 * * *

%1-A1

a/ The current account includes goods, services, and private and official transfers.
E/ French annual data is not seasonally adjusted.

c/ Not seasonally adjusted.

d/ Monthly data do not add to quarterly totals because of rounding.

* Comparable monthly current account data are not published.
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quarter were in net: exports and private inventory accumulation. The
fact that private consumption was quite weak by comparison, however,
may foreshadow considerably weaker domestic demand in 1980. The
government sector is also not expected to be a stimulus to growth
next year given that in the recently proposed budget outline for FY
1980 real government expenditure will expand very slowly, if at all.

Inflation in wholesale prices continues to plague the economy.
Wholesale prices increased by another 1-1/2 percent in November -~
the eighth consecutive month of greater than 1 percent month-to-month
increases. About half of recent increases in the WPI are attributable
to depreciation of the yen. The CPI, which has lower weights for raw
materials and fuel, increased at a much slower rate.

Japan recently has been recording its largest monthly trade- and
current-account deficits of the decade. With a $1.7 billion deficit
in the current account (and a $700 million trade deficit) in November,
the Japanese current-account deficit for all of 1979 is likely to
exceed $8 billion -- a remarkable turnabout from last year's $16-1/2
billion surplus. The recent decline in Japan's nominal trade position,
due largely to rapid increases in the prices of o0il and other imported
commodities, is obscuring a strong increase of export volume. While
export volume had been flat through 1978 and early 1979, in the three
months ending in October it has advanced at over a l4 percent annual
rate.

Real GNP in Canada rose 5.2 percent (s.a.a.r.) in the third
quarter, after declining by 2.8 percent in the second. A 5.3 percent

increase in real personal expenditures weighed heavily in the strong
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performance of GNP. However, the strength of consumption, which
accounts for 60 percent of GNP, was in part due to the spending of
income tax refunds received in the second quarter. Although personal
income was up by 8-1/2 percent, increases in personal income taxes
led to virtually no change in disposable income in the third quarter.
Real business fixed investment continued to be the strongest sector
of the economy in 1979. Investment in plant and equipment increased
by over 20 percent and non-residential construction increased by over
25 percent (s.a.a.r.). A sharp increase in before-tax profits was an
important factor in these additions to capacity.

After submitting its first budget since the May 22 electioms,
the government of Canadian Prime Minister Clark lost a vote of con-
fidence ard resigned on December 14. Proposed increases of energy
and excise taxes played a role in the defeat of the Clark government.
A general election will be held on February 18.

The Italian economy rebounded strongly in September and October
after the mid~year weakness caused by widespread strike activityv.
Industrial production in October was about 10 percent higher than
the July-August level (not annual rate). GDP data for the third
quarter capture only part of the rebound, showing a 1 percent increase
over the previous quarter. Business survey data point to a continued
moderate strengthening of activity for the near-term.

Consumer price data for November indicate that inflation decel-
erated somewhat after the dramatic upsurge in September and October
when prices rose a total of 5 percent. The sharp acceleration was led

by one-time increases in energy-product prices (which are administra-
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tively set) and taxes, and also by the quarterly rent adjustment in
October.

The trade balance also appears partly to have reflected the
effects of the mid-year strikes. The customs deficit (s.a., imports
c.i.f.) fell from about $2 billion in May-July, which was the period
of strikes, to $300 million in August-October.

The French economy has strengthened in the third quarter after
a weak performance in the first half of the yvear. Industrial produc-
tion rose dramatically during the third quarter, while real GDP
increased by about 7 percent (s.a.a.r.). However, the sharp fall
of industrial production in October may portend weaker fourth quarter
activity.

Inflation, a5 measured by the rate of change of the consumer
price index, accelerated during the first eleven months of last year;
in November the CPI was 11-1/2 percent above its year-earlier level.
Throughout the first eleven months of last year, wholesale prices
rose somewhat more rapidly than consumer prices, and in November they
were about 14 percent above their level of November 1978.

Growth of real GNP in Germany has slowed in the third quarter
and there are some signs that the slowdown continued in the fourth
quarter. Industrial production in the three months to October was
0.8 percent below its level during the preceeding three-month pericd.
Housing orders have continued tc decline, retail sales have been
falling for several months, the two-vear actomobile boom ended in
mid-year, and orders for investment goods are rising only slowly.

However, employment (s.a.) has been rising during the year and the
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unemployment rate, at 3.6 percent, is currently at its lowest level
since 1974,

In December the consumer price index was 5.7 percent over its
year-earlier level. The monthly rate, after having dropped to 0.1
percent in August and September, accelerated again to 0.4 percent in
November and December. Wholesale prices in November were 9.6 percent
above their year-ago level. Differences in the weights accorded to
fuels and raw materials account for the different rates of increase
of these two indexes.

Germany's current account (n.s.a.) has swung from a $7.3 billion
surplus for the first eleven months of 1978 to a $4.7 billlion deficit
in the corresponding period of last year; $6.8 billion of this $12.0
billion swing is accounted for by the reduction in the trade surplus.
The major factor in this swing has been worsened terms of trade rather
than adjustment in trade volume.

In the United Kingdom real GDP in the third quarter of 1979 fell
at an annual rate of about 8-1/4 percent, according to early estimates
of the output-based measure of GDP. This decline primarily resulted
from widespread strikes in the manufacturing sector. Recent data --
the October rise in industrial production, substantial increasec in
the volume (s.a.) of retail sales in October and November, and increased
vehicle production (s.a.) in these two months -- suggest that real GDP
probably rebounded in the final quarter of 1979.

Wholesale and retail prices have been rising since last summer
at roughly 1 percent per month. Increases in wage settlements will

contribute to continued high inflation rates: U.K. average earnings
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in October were nearly 16-3/4 percent higher than a year ago, sharply
higher than the 14-1/2 percent year-on-year increase in September.

The large rise in the index in October was mainly due to the engineering
industry wage settlement of roughly 20 percent.

There has been a sharp turnaround in the U.K. current account
from a $2 billion surplus in 1978 to a nearly $5 billion deficit
through November of 1979. Contributing to this turnaround has been
an increase in the trade deficit (due in part to exports lost because
of strikes) despite a growing contribution from North Sea oil. Im
addition, the surplus on the service account, which in 1977 and 1978
more than offset the trade deficit, has declined from $4.25 billion
in 1978 to $1.4 billion in the first three quarters of 1979. Part
of this decline has been caused by an increase in interest, profits
and dividends due overseas for foreign participation in North Sea oil.

Preliminary data indicate that the strong expansion of economic
activity that characterized the first half of 1979 in Belgium and the
Netherlands has continued into the fourth quarter, although perhaps
at a slightly slower pace in the second half of the year. Unemploy-
ment has remained approximately unchanged in the Netherlands from
January through September and has fallen slightly in Belgium during
the same period. In the Netherlands, the rate of inflation as
measured by the consumer price index increased slightly in recent
months, and in November was about 4-1/2 percent above its year-earlier
level; in Belgium it has risen from an annual rate of 3.8 percent in
the first quarter to an annual rate of 5 percent during the fourth

quarter. Because of the continued inflation and the exchange-rate
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constraint associated with participation in the EMS, both Belgium

and the Netherlands pursued tight monetary policy through the end

of 1979.





