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DOMESTIC NONFINANCIAL DEVELOPMENTS

The indications from the labor market are that the economy has
maintained a strong forward momentum this year., interrupted only
briefly by severe winter weather. Average menthly gains in payroll
employment during the first four months of the year exceeded the
improved fourth-quarter pace, workweeks lengthened, and the
unemployment rate continued to move lower. Figures on expenditures
have not exhibited comparable strength; subsequent data may
eliminate this seeming discrepancy, but it is certainly
conceivable that productivity growth slowed markedly after surging
in the latter half of 1%93. To date, higher interest rates and
lower share prices have left little clear imprint on the recovery
with the possible exception of a modest effect in the housing
marker. Wage and price trends have thus far remained favorable
despite the tightening of markets--with the exception of industrial
and construction materials prices.

Employment and Unemplovment

Labor demand has displayed substantial strength this year.
After adjustment for Teamsters and other workers on strike, nonfarm
payroll empleyment advanced 341,000 in April, raising the average
monthly inc¢rease in 1994 to more than 260,000--up from about 200,000
at the end of 1993. The official unemployment rate edged down
further last month, to 6.4 percent, and other indicators usually
associated with weak labor demand--the number of persons working
part time for eccnomic reasons and the proportion of the unemployed
who had lost jobs--also fell.

Gains in payroll employment in April were concentrated in three
sectors. In two cases--construction and retail eating and drinking
places--the gizable increases likely represented rebounds from

weather-related weakness earlier in the year. In addition. the
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CHANGES IN EMPLOYMENT!
(Thousands of employees; based on seasonally adjusted data)

1993 1994 1994
1983 Q3 Q4 Q1 Jan. Feb. Mar. Aapr.
---------- Average monthly changes-------
Nonfarm payrecll employment? 169 134 203 237 -31 278 464 267
Strike-adjusted 165 136 196 237 -31 278 464 341
Private 154 101 192 234 -6 273 434 248
Manufacturing -15 -24 13 19 31 14 13 3
Durable -5 -12 18 17 33 10 7 10
Nondurable -6 -12 -5 3 -2 4 6 -7
Conastruction 17 6 24 22 -12 -3 82 64
Trade 47 31 43 53 -3 74 89 98
Finance, insurance, real estate 7 9 15 6 -4 10 13 9
Sarvices 99 86 22 123 -26 i70 22§ 146
Health services 25 24 21 28 20 17 48 34
Business services 39 31 54 46 -1 57 83 78
Total government 16 33 11 3 -25 5 30 19
Private nonfarm production workers 142 84 167 220 -25 292 354 220
Hanufacturing production workers -4 -14 22 29 39 29 20 ic¢
Total employment3 209 127 364 459 1310 287 -221 301
Nonagricultural 219 106 363 349 1074 228 -256 269
Memo:
Aggregate hours of private producticn
workers (percent change) .3 .0 .5 .4 .7 =1.3 1.8 .2
Average workweek (hours) 34.5 34.5 34.5 34.6 34.8 34.2 34.7 34.7
Manufacturing (hours) 41.5 41.4 41.7 41.7 41.8 41.2 42.2 42.2

1. Average change frem final month of preceding periocd t¢ final month of

period indicated.
2. Survey of astablisiments.
3. Survey of households.

SELECTED UNEMPLOYMENT AND LABOR FORCE PARTICIPATION RATES!

{Percent; based on seascnally adjusted data)

1993 1994 1994

1993 Q3 Q4 Q1 Jan. Feb. Mar. Apr.

Civilian unsmployment rate
(16 years and older) 6.8 6.7 €.5 6.6 6.7 6.5 6.5 6.4
Teenagers 19.¢ 1s8.2 18.3 18.0 18.4 17.% 17.8 19.9
20-24 years old 10.5 10.4 9.7 10.6 11.0 10.0 11l0.9 $.9
Men, 25 vears and c¢lder 5.8 5.8 5.8 5.3 5.4 S.4 5.1 5.0
Wemen, 25 years and older 5.4 5.3 5.3 8.3 5.4 5.1 5.4 5.1
Full-time workers 6.8 6.7 6.4 6.7 6.8 6.6 6.6 6.4
Labor force participation rate 66.2 66.1 66.2 36.6 66.7 66.7 66.6 66.6
Tesnagers 51.5 51.5 51.1 52.7 ©53.3 52.4 52.3 54.0
20-24 yeara cold 77.1 77.0 76.7 77.0 76.2 77.5 77.4 76.7
Men, 25 years and older 76.2 76.2 76.2 76.3 76.5 76.2 76.1 75.9
Women, 25 years and older §7.1 57.1 57.5 58.0 58.0 58.2 58.0 57.9

1. Data for 1994 are not directly comparable with earlier values due to a

redesign of the CPS in January 1994.



services industry added 146,000 jobs: more than a third were at
personnel supply services firms. In manufacturing, a risze in the
number of production workers narrowly exceeded a decline in the
number of supervisory workers. Apart from the striking Teamsters,
the employment increase in transportation and public utilities alsc
was small.

The average workweek of producticn or nonsupervisory workers
remained at an unusually high level in April, suggesting that the
March surge in hours reflected more than a temporary rebound from
the weather-depressed level of February. The overall manufacturing
workweek and the level of factory overtime were at postwar highs in
March and April.

As noted above, the unemployment rate continued its descent in
April. Adjusting for the possible bias in seasocnal adjustment, the
jobless rate in April likely was 6.6 percent compared with a rate of
about 7 percent, as estimated by the parallel survey in the fourth
quarter. The BLS projection of the o0ld unemployment rate, based on
payroll employment and insured unemployment, moved similarly; that
projection places the current rate at about 6.1 percent--down from
6-1/2 percent in the fourth quarter.

Productivity in the nonfarm business sector currently is
estimated to have risen 0.5 percent, at an annual rate, in the first
quarter of 19%4, after surging at a 6.4 percent rate in the previous
quarter.l Over the past four quarters, nonfarm business output

per hour rose 2-1/2 percent--down from the 3-1/2 percent pace

1. The data used to calculate labor productivity include the
hours of supervisgory as well as production workers, unpaid family
workers, and self-employed persons in the nonfarm business sector.
The hours of unpaid family and self-employed workers are derived
from the household survey. Rather than allow a break in the hours
series as a result of the CPS redesign. the BLS made judgmental
estimates of growth in the hours of the self-employed and of unpaid
family workers.
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LABOR PRODUCTIVITY
(Nonfarm Business Sector)

$1987/hour
—_ 26

1973 1976 1979 1982 1985 1988 1991 1994

LABOR PRODUCTIVITY AND COSTS
(Percent change from preceding period at ccmpound annual rate;
based on seasonally adjusted data)

1993 1994 1993:01
to
19921 19931 @2 Q3 Q4 Q1L 199%4:Q1

Total business 3.8 2.2 .0 3.3 7.1 .5 2.7
Nonfarm business 3.8 2.0 -.4 4.0 6.4 .5 2.6
Manufacturing 4.8 5.2 6.0 3.0 7.4 6.6 5.7
Nonfinancial corporations? 4.4 2.4 3.9 3.7 6.1 ND ND

1. Changes are from fourth quarter of preceding year to fourth
quarter of year shown.

2. The nonfinancial corporate sector includes all corporations doing
business in the United States with the exception of banks, stock
and comra>dity brokers, and finance and insurance companies; the sector
accounts for about two-thirds of business employment.
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eariier in the recovery but stilil well zbove cur esgtimate cof the
cyclically adjusted trend growth rate.
Industrial Pr i

The index of industrial production evidently rose appreciably
in April but probably less than the average pace of arcund
1/2 percent per month in the first quarter. On a quarterly average
basis, output grew at a 7.7 percent annual rate in the January-March
period, boosted. in large part. by another spurt in assemblies of
motor vehicles and by a weather-related boost to electricity
generation. Qutput of other consumer gcods and business equipment
excluding office and computing equipment grew slowly during the
first quarter, as weather-related stcppages early in the year were
only partiy offset by a strong rebound in March.

PRODUCTION OF DOMESTIC AUTOS AND TRUCKS
{Millions of units at an annual rate; FRB seasonal basis)

1694
Jan., Feb, Mar, Apr, Q1 Q2
! -gscheduled-
UJ.S. production 12.8 13.9 13.0 12.3 13.2 11.9
Autos 7.0 7.6 7.2 6.9 7.3 6.5
Trucks 5.9 6.3 5.7 5.6 6.0 5.4
Days’ supply
Autos 61.2 60.9 58.2 58.1°
Light trucks 55.2 55.7 55.3 57.8°
Medium and
heavy trucks 60.0 65.9 63.8 64.5°

1. Components may not add to totals due to rounding.
e Staff estimate.

In April, a sizable increase in manufacturing output exciuding
motor vehicles and parts was partly offset by a 500,000-unit decline
in motor vehicle assemblies and a slowing of electricity generation.
Because automakers stepped up production sharply at the beginning of
the year and are operating close to capacity, second-quarter
production sgchedules are substantially lower than first-quarter

output cn a seasonally adjusted basis. (The number of vehicles
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GROWTH IN SELECTED COMPONENTS OF INDUSTRIAL PRODUCTION
{Percent change from praceding comparable pariod)

Propgrtion 1993 1994 1994
n
total
IP
1993:Q4 19931 Q4 Ql Jan. Feb. Mar.
-Annual rate- --Monthly rate---
Total index 100.0 4.2 6.7 7.7 .4 .5 .5
Pravious 4.3 6.7 .5 .4
Manufacturing B5.2 5.0 8.4 7.8 .1 .7 .6
Motor vehicles and parts 5.6 16.6 91.4 45.8 2.2 5.4 -4.2
Mining 6.9 ~.8 2.1 4.7 .0 1.8 1.0
tvtilities 7.9 .9 -6.5 9.4 3.8 =-1.2 -1.8
Manufacturing
excl. motor vehicles and parts 79.6 4.3 4.4 5.5 .0 .3 1.0
Consumer goods 21.4 .6 -1.1 1.7 -.3 .7 .8
Durables 3.7 5.8 4.6 1.4 -.1 -.1 .3
Nondurables 17.7 -.4 -2.2 1.8 -.4 .8 .9
Buginess equipment 14.9 9.1 7.6 11.0 .6 .5 1.5
Office and computing L4.2 33.9 35.5 4.8 2.2 2.4 2.3
Indugcrial 3.9 4.2 .2 4.6 -.5 .0 1.3
Other 6.8 .3 -2.2 1.4 .1 -.4 1.1
Defense and space equipment 2.8 -9.5 -9.7 -12.0 -.8 -1.5 -1.1
Construction supplies 5.3 5.9 11.0 .3 ~1.1 ~-1.0 1.1
Matarials 39.0 4.3 E.3 7.4 .3 .4 .8
Durables 19.8 7.4 8.0 10.2 .5 .2 1.2
Nondurables 9.2 i.8 4.9 2.5 -.9 -4 .6
Bnergy 190.0 ~-1.0 -1.3 6.6 1.0 .7 .2

1. Prom the final quarter of the previous pericd to the final quarter of the periecd
indicated.

REW ORDERS FOR DURABLE GOODS
(percent change from preceding pericd, seasonally adjusted)

1993 1994 19%4
Share
1993
H2 Q4 Q1 Jan. Feb. Mar.
Total durable goods 100.0 6.4 5.4 4.3 -1.8 .B
Adjusted durable goods ordersl 67.0 5.8 2.9 -.8 .4 3.8
Nondefaense capital goods
axcluding aircraft and computers 17.0 10.4 1.9 ~9.0 6.4 1.0
All othar categories? 50.0 3.9 3.2 2.3 -1.6 4.8
Real adjusted durable goods orders? §.2 2.2 -.8 .3 3.7

1. orders excluding defense capital goods, rondefense alreraft, and motor vehicle
parta.

2. Includes primary metals, most fabricated metals, most stone,clay, and glass
products, computers, and electronic, compoments, househbold appliances, gcientific
instruments, and miscellanecus durable goods.

3. Nominal adjusted durable goods orders werae deflatad with a PPI for durable goods
axcluding transportation equipment and the BEA deflator for office, computing
and accounting machinery.
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CAPACITY UTILIZATICN IN INDUSTRY
(Percent of capacity; seascnally adjusted)

1967-93 1988-89% 1993 1954 1994
Avg. High ? Q4 Q1 Feb, Mar.
Total industry 81.9 84.8 82.3 83.3 83.4 83.6
Manufacturing 81.2 85.1 81.5 82.5 82.5 82.8
Primary processing 82.2 89.1 85.5 86.0 85.8 86.4
Textile mill products 86.2 92.1 89.8 90.0 89.7 90.4
Lumber and products 83.1 93.3 81.1 90.5 90.1 90.4
Pulp and paper 92.2 98.1 93.0 94.1 94.0 95.1
Primary chemicals? 83.3 92.3 84.9 85.2 85.1 85.0
Petroleum products 85.5 88.5 93.2 91.3 S1.4 92.0
Stone, clay and glass 77.9 83.7 78.6 77.8 77.2 78.7
Primary metals 80.1 92.5 89.4 90.3 90.2 80.7
Iron and steel 79.8 95.7 1.5 92.1 92.2 92.5
Nonferrous metals 80.% 88.9 86.2 87.7 87.2 87.9
Fabricated metal products 77.2 82.0 78.8 80.2 79.8 80.7
Advanced processing 80.6 83.3 7.9 81.1 8.2 81.3
Furniture and fixtures 81.7 86.8 81.0¢ 81.3 81.3 gl1.8
Advanced chemicals3 77.3 82.0 78.0 78.9 78.9 79.4
Nonelectrical machinery 80.8 83.7 85.7 87.4 87.0 88.0
Electrical machinery 80.4 84.9 84.1 85.0 84.9 85.5
Motor vehicles and parts 75.7 84.5 84.4 91.7 94.7 90.4
Aerospace and misc.
transportation equipment 75.5 88.3 64.2 62.6 62.4 62.2
Instruments 82.0 81.2 72.6 73.1 72.9 73.3
Mining 87.4 87.0 87.8 88.9 89.2 90.1
Utilities 86.7 92.6 86.1 87.8 87.9 86.2

1. The historical highs shown are specific to each series and did not occur

in the same month.

2. Primary processing chemicals includes industrial organic and inorganic

chemicals, synthetic materials, plastics resins, and fertilizers.
3. Advanced processing chemicals includes drugs and teoliletries,

soaps and

detergents, paints and allied products, pesticides, and other miscellaneous

chemical products.
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SALES OF AUTOMOBILES AND LIGHT TRUCKS!
(Millions of units at an annual rate; BEA seaschals)

1993 1994 1994

1892 1893 Q3 04 o] Feb, Mar. Apr.

Total 12.83 13.89 13.56 14.55 15.54 15.47 15.85 15.30

Autos 8.38 8.71 8.60 8.95 9.49 9.38 9.86 9.47

Light trucks 4.44 5.17 4.96 .60 6.05 6.10 5.99% 5.83

North American? 10.49 11.73 11.40 12.54 13.36 13.33 13.51 13.1%

Autos 6.28 6.74 6.63 7.07 T7.46 7.39 7.67 7.48

Big Three 5.09 5.46 5.08 5.70 6.03 5.97 6.12 5.97

Transplants 1.19 1.2% 1.53 1.37 1.43 1.41 1.55 1.51

Light trucks 4.21 4.5%9 4.77 5.47 5.50 5.94 5.84 5.68

Foreign produced 2.34 2.15 2.16 2.00 2.18 2.15 2.24 2.14

Autos 2.11 1.97 1.97 1.87 2.03 1.99 2.20 1.9%

Light trucks .23 .18 .19 .13 .15 -16 .14 .15

Memo:

Domestic nameplate

Market share, total .72 .74 .71 .78 .74 .75 .73 .74

Autos .63 .65 .61 .65 .64 .65 .63 .64

Note: Data on sales of trucks and imported autos for the current month are
preliminary and subject to revision.

1. Components may not add to totals because of rounding.

2. Excludes some vehicles produced in Canada that are classified as imports
by the industry; prior to January 1994, some vehicles produced in Mexico were
also excluded.

(M AND FORD DOMESTIC AUTO SALES
(Seasonally adjusted annual rate; FRB seasonals)

Mitlions of Units

p— ﬂ
— 4
-3
| Fieet - 2

r~™
- ~Ns \___-___,_._,-—- - \\\

\-—-/ ——

l 1 ! 0
1981 1992 1993 1994

Note: Data are confidential. Retail includes consumer leasing.
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assembled at U.S5. plants per working day--not seasonally adjusted--
has been fairly constant sc far this year and is not scheduled to
change significantly for the remainder of the current quarter.)

Recent indicators of industrial activity remain very favorable.
Production worker hours edged up 0.1 percent in April and factory
labor productivity has been trending upward sharply. The available
weekly production data for April show further growth in mining as
well as improvements in lumber and appliances. The staff’'s series
on real adjusted durable gcods orders spiked 3.7 percent in March,
after leveling off earlier in the year. Purchasing managers’
reports on orders and producticn in April remained firmly in
positive territory.

Capacity utilization rates have increased rapidly in recent
months and are now very high in motor vehicles, petroleum refining,
lumber, and primary metals industries. The Commerce Department’s
winter survey of capital spending plans indicates that these
industries have revised their planned investment rates up
substantially. The Federal Reserve’s estimate of manufacturing
capacity growth for 1994 was reviged up to 3.2 percent from
2.7 percent in the March release because of changes in these and
other source data.

Motor Vehicles

Sales of cars and light trucks remained robust in April. The
officially reported numbers show that sales of new light vehicles,
which had risen sharply through March, declined more than
1/2 million units in April, to a 15.3 million unit annual rate.
However, industry sources indicate that the reporting period for
March sales was extended, owing to the timing of the Easter holiday,

perhaps shifting some reported sales from April to March. The
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average sales pace for the two months still represents a high-water
mark thus far in this econcmic upswing.2

According to confidential data, fleet purchases of new cars,
which were boosted by a rebound in sales to rental companies earlier
this year, have eased recently. This pattern of sales suggests that
the shortfall in purchases that occurred during the second half of
last year owing to limited supplies has been recouped (chart). The
need to satisfy pent-up demand for fleet cars explains part of the
surge in auto assemblies at the turn of the year.

ANNUAL ASSEMBLY CAPACITY

FOR THE U.S. MOTOR VEHICLE INDUSTRY
{Model years; millions of units)

1992 1993 1994 1995
Total motor vehicles 13.60 13.89 13.94 14.36
Autos 8.19 8.24 8.11 8.35
Trucks 5.41 5.65 5.83 6.01
Medium and heavy .45 .45 .45 L46
Light 4.96 5.20 5.38 5.55
Previous (5.30) (5.36)

Source: FRB staff compilation from industry sources.

Motor vehicle producers have recently expanded U.S. producticn
capacity for both parts and assemblies. Light truck capacity has
been increased by about 50,000 units for the current model year, and
plans have been announced to substantially boost production
capability for the 1995 model year. For both years, this increased
capacity will be achieved mainly by adding shifts. In addition,
Ford and Chrysler have begun assembling new light truck models in

Canada and Mexico this quarter, which will add about 0.3 million

2. Anticipation of a 2 percentage point increase in the Michigan
sales tax in May may have given sales a small lift in March and
April.
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units to annual North American production capacity.g Most of
these vehicles will likely be exported to the United States.
Pergonal T m nd Consumption

According to BEA's advance estimate, real PCE roge 3.8 percent,
at an annual rate, in the first gquarter. As noted above, sales of
cars and light trucks grew substantially throughout the quarter.
Spending on goods other than motor vehicles was erratic from month
to month and posted a comparatively small increase for the quarter
as a whole. The deceleration occcurred because outlays for durable
goods such as furniture, appliances, and other household equipment
were little changed in the first quarter after soaring in the second
half of last year.

Outlays for services were boosted during the first quarter by
unseasonably strong demand for energy services in January and
February. Because of the high volume of activity in financial
markets, brokerage and investment counseling services were up
sharply in January and remained near that elevated level in February
and March. A number of other major categories of service spending,
such as housing, transportation, and medical services, posted more
moderate gains.

Real disposable personal income is estimated to have increased
2-3/4 percent, at an annual rate, during the first quarter after
rising 5.4 percent in the fourth quarter.4 Excluding the
estimated effects of the Northridge earthquake, however, real DPI

3. Ford has just introduced its new Windstar minivan, which is
produced in Canada, and believes that domestic sales will average
about 200,000 units at an annual rate. Chrysler has begun
production of an extended-cab pickup in Mexico at an annual rate of
about 100,000 units, which will also be available for sale this
guarter.

4. We would not be surprigsed if this July’'s annual revisions to
the national income and product accounts include significant changes
to the estimates of personal income growth to take account of shifts
in income from the first quarter of 1994 to the fourth quarter of

1993 in response to the removal of the category on wages subject to
Medicare taxes that was part of 0BRA-93.
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REAL PERSONAL CONSUMPTION EXPENDITURES
{Parcent change from the preceding perioed)

1993 1994 1954
1593 Q2 Q4 01 Jan. Feb. Mar.
---Annual rate--- ---Monthly rate---
Personal consumption
expenditures 3.2 4.4 4.4 a.s .1 .8 .1
Motor vehiclas 5.9 -2.9 22.3 26.3 4.2 1.5 2.5
Goods excluding motor vehicles 1.3 6.0 4.4 1.9 -1.2 1.7 .0
Durables 9.3 14.8 11.0 .0 -2.8 1.3 .5
Nondurables 1.7 3.7 2.7 2.4 -.7 1.8 -.1
Services 2.9 a.s 2.6 3.1 -6 .1 -.0
Excluding energy 3.0 3.1 2.9 3.0 .3 -1 .3
Maino :
Real disposabls personal ipcoma 1.1 1.6 5.4 2.7 -1.0 1.5 .3
Parscnal saving rate
{percent) 4.0 i.8 4.0 3.7 3.2 3.9 4.1
PERSONAL INCOME
(Avarage monthly change at an annual rate; billions of dollars)
1993 19584 1994
1993 Q3 od Q1 Jan. Feb. Mar.
Total personal income 3.4 22.3 35.8 28.13 -47.0 98.95 a3.1
Wages and salaries -8.3 11.5 14.5 16.3 27.5 6.3 15.1
Private -10.1 8.0 14.1 14.3 23.4 5.0 14.5
other labor income 2.7 3.7 2.8 3.1 3.0 3.1 3.2
Proprietors’ income 3.9 .8 15.9 1.1 -16.1 13.3 6.1
Farm 1.6 -1.1 10.9 -.6 -11.2 8.1 1.4
Rent 1.4 2.0 -.7 4.5 -59.6 68.3 4.9
Dividand .3 .4 .1 .8 .3 7 1.6
Interest .0 1.9 -.5 2.1 1.7 2.2 2.4
Trangfer paymaents 4.7 3.9 £.8 3.6 4.5 5.5 .8
Laegs: Personal contributions
for gocial inpsurance 1.2 -7 1.1 3.3 8.2 .5 1.1
Less: Parsonal tax and nontax
payments -.1 3.0 4.4 4.9 8.8 2.4 3.6
Equals: Disposable paersonal income 3.5 19.4 31.4 23.4 -55.7 96.4 29.5




TT-173
AR

growth was about 4-1/2 percent (annual rate) in the first quarter
bringing the four-guarter increase, with adjustments for natural
disasters and income shifting, to 2-3/4 perc:ent.5 Moreover,
increases in nominal wage and salary income averaged $16 billion per
month in the first quarter, a shade better than in the fourth
quarter of 1993; based upon the increases in employment and earnings
in April., moderate gains in pretax income continued early in the
second quarter. The saving rate fell 1/4 pércentage point to 3.7
percent in the first quarter; assuming the quake affected income but
not consumption, the saving rate would have risen about 1/4
percentage point in its absence.

The recent runups in interest rates have affected household
cash flows and balance sheets through a number of channels. On the
negative side, higher mortgage rateg have sharply reduced
refinancing activity and some adjustable rate mortgages already have
repriced at higher rates. Household wealth also has suffered from
the declines in stock and bond prices; by the beginning of May. the
Wilshire 5000, a broad-based index of common stock prices. had
fallen 6-1/4 percent from its peak in late January, while a Merrill-
Lynch index of nearly 4,000 investment-grade corporate bond prices
was down 10-1/2 percent from its peak in October. On the positive
side, higher interest rates have begun to boost asset income.
Indeed, personal interest income has edged up in the past few months
after changing little. on balance, through most of 1992 and 1993.

Despite the declines in stock and bond prices--and the
publicity they have received--consumer confidence has remained
" 5. BEA estimates that the Northridge earthquake reduced nominal
rental and nonfarm proprietors’” income nearly $22 billion (annual
rate) during the quarter. This figure is $7-3/4 billion larger than
the preliminary estimate released last month. The adjusted income
calculation cited above also takes out the estimated after-tax
effects of income shifting between 1992:Q4 and 1993:Ql. the San

Francisco earthquake, last yvear’s flood, and hurricanes Hugo,
Andrew., and Iniki.
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KEY DETERMINANTS OF CONSUMER SPENDING

Real Disposabie Personal income

Four—quarter percent change
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relatively upbeat. The Michigan index of consumer sentiment rose
considerably around the turn of the year and has maintained that
elevated level in recent menths. Households' assessments of current
economic conditions have edged up a2 bit since January. and. even
though a record proportion ¢f respondents last month reported that
they expected interest rates to rise over the next year, the
deterioration in expected business conditions has been modest.
Housing Markets

Housing starts and home sales rose in March from their weather-
depressed levels of January and February, but the size of the
rebounds suggests that higher mortgage rates may have begun to
constrain demand.

Single-family starts rose 11 percent in March yet remained
significantly below the pace of late last year. The regional
pattern of starts in March hints that the weather explains at least
part of the gain., Starts rose 30 percent in the Midwest, where the
weather in January and February had been severe and the falloff in
starts had been particularly large. Permit issuance, however,
increased less in March than did starts, and the level of issuance
suggests slightly less construction than does the starts estimate.

Sales of new and existing homes also posted significant gains
in March but remained below their fourth-quarter averages. Interest
rates on fixed rate mortgages rose about 50 basis points in March to
a level 130 basis points above the low receorded in October,
impinging on cash-flow affordability.

House prices firmed a bit in the first quarter. The Census
Bureau’s "constant-quality" price index for new homes rose
4.2 percent from a year earlier, and Freddie Mac’s "repeat sales"
index for existing homes was up 2.6 percent. These figures are near

the tops of the ranges of the past couple of years. Increases in
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PRIVATE HOUSING ACTIVITY
(Millions of units: seasonally adjusted annual rate)

1993 1993 1994 1994
Annual Q3 Qa® Q1P Jan, Feb., Mar.
All units
Starts 1.29 1.31 1.48 1.35 1.27 1.312 1.47
Permits 1.21 1.23 1.39 1.31 1.36 1.25 1.31
Single-family units
Starts 1.13 1.14 1.29 1.16 1.13 1.12 1.25
Permits 1.00 1.01 1.15 1.08 1.12 1.05 1.07
Sales
New homes .67 .68 17 .68 .64 .67 .74
Existing homes 3.80 3.90 4,17 4,05 4,25 3.84 4,06
Multifamily units
Starts .16 .17 .19 .19 .15 .19 .23
Permits .21 .21 .24 .23 .24 .20 .24
p Preliminary.
r Revised estimates.
PRIVATE HOUSING STARTS
(Seasonally adjusted annuai rate)
Millions of units
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materials costs apparently have been applying some pressure to the
prices of new homes {chart}. In the first quarter, softwood lumber
prices--although quite veolatile--averaged 11 percent above a year
earlier, and gypsum prices were 18 pearcent higher. Costs of other
materials have increased less dramatically.

Direct measures of housing activity in April and May are not
vet available, and surveys of consumers, builders, and mortgage
lenders are sending mixed signals (chart). The proportion of
consumers reporting favorable homebuying attitudes declined again in
April, and the percentage of builders reporting current sales as
"good" continued to move down in early May. But applications for
home purchase loans at mortgage bankers turned up late last month.
(The brief history of this series, however, makes seasonal
adjustment problematic.)

Mobile home shipments are a small component of total
residential investment spending. but one that has been growing
rapidly of late and, as measured by real expenditures, is now nearly
as large as multifamily construction. The number of mobile homes
shipped last year exceeded the number of multifamily starts by an
unprecedented 50 percent (chart). The recent strength in economic
conditions in Texas and other southwestern states (important markets
for mobile homes)., together with expanded financing opportunities
for buyers, appears to be behind the surge.

Multifamily housing starts in February and March averaged a bit
above the level that hag held for the past few years. and a
substantial recovery still appears unlikely despite tightening in
some local markets. For the nation overall, vacancy rates remained
high through the first quarter {(chart), holding down rent increases.
Moreover, demand in this market is unlikely to grow fast enough to

whittle away many vacancies in the near term.
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CONSUMER HOMEBUYING ATTITUDES®
(Seasonally adjusted)

Millions of units
{annual rate)

Diffusion index

Consurmer homebuying attitudes (right scaie)

Singie—family starts {left scale)

1987 1988 1989 1990 1991 1992 1993
* The homebuying attitudes index is caiculated by the Survey Research Center (University of Michigan) as the proportion of respondents
rating curtent conditions as good minus the proportion rating such conditons as bad. ’

1984

. . BUILDERS' RATING OF NEW HOME SALES”
Millions of units

{annual rate) (Seasonally adjusted) Ditfusion index
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MOBILE HOME SHIPMENTS AND MULTIFAMILY STARTS

Millions of units (SAAR)
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Business Fixed Investment

Real business fixed investment continued to increase rapidly in
the first quarter, althocugh at a less robust pace than in the fourth
quarter of 1993, Qutlays for equipment posted another hefty
advance, while spending for nonresidential structures. which had
been on an uptrend for about a year, retraced almost all cof its 1993
gain. A good part of this decline in construction outlays prcbably
was caused by severe weather,

Among fundamental determinants of capital spending, the recent
increases in long-term interest rates have had a noticeable effect
on the cost of capital for equipment excluding computers (chart).
The cost of capital for these goods was about unchanged in the first
quarter compared with a year earlier; it had been trending down
since early 1991. In contrast. the cost of capital for computing
equipment continued to decline rapidly, as the influence ¢f higher
interest rates was more than offset by the downtrend in the relative
price of these goods. The "accelerator effect.” as proxied by the
four~quarter change in output growth, continues to have a positive
effect on investment, albeit lesg so than earlier in the expansion.
Finally, corporate cash flow has picked up impressively in recent
quarters, so that the need for external finance has remained modest.
On balance, these factors suggest that the climate for investment
remains favorable, if not quite so favorable as during the previous
couple of years.

The increase in equipment spending last quarter was widespread.
Buginess purchasesg of light motor vehicles increased further to a
level nearly 20 percent above a year ago, with strength in outlays
for both autos and light trucks. Business demand for heavy trucks
remained strong, and the major domestic makers were producing at

capacity with large backlogs. Elsewhere, real spending for
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BUSINESS CAPITAL SPENDING INDICATORS
(Percent change from preceding comparable period:;
based on seasocnally adjusgted data, in current dcllars)

1993 1994 1954

Q3 od Qi Jan. Feb. Mar.

oducers’ @ @ t
Shipments of nondefense capital goods .6 7.1 .9 -5.9 2.9 1.6
Excluding alrcraft and parts 3.4 8.0 1.1 ~5.4 5.0 -.9
Office and computing 8.4 5.2 3.0 -2.9 3.5 2.6
All other catagories 1.7 8.8 .5 -6.1 5.4 -2.0
Shipments of complete aircrartl -39.5 34.1 10.1 -26.0 -26.4 111.0
Sales of heavy waight trucks -1.1 8.5 -.1 10.6 -.7 .1
orders of nondefense capital goods -1.2 10.4 6.4 4.5 -.7 -.1
Excluding aircraft and parts 3.6 10.9 1.4 -7.5 5.3 2.6
Office and computing 4.9 12.9% .0 -2.1 1.8 8.3
All othar categories 3.2 10.4 1.9 -9.0 6.4 1.0

Hopresidential stiuctures
Congtruction put-in-place 1.2 4.6 -5.2 -4.4 -4.2 2.9
office -1.8 3.5 -4.0 -10.1 -5.2 8.7
Other commercial -.8 13.2 -4.7 -3.3 -8.7 5.7
Institutional 2.% -2.2 -5.4 -6.2 -1.8 2.8
Industrial 4.1 6.4 -4.5 -2.3 -3.5 -.2
Public utilitiaes 1.6 3.1 -6.8 -6.3 -1.4 1.5
Lodging and misc. 6.7 -.B -.4 10.6 -3.2 1.5
Rotary driliing rigs in use 14.2 -3.7 .8 .3 3.7 .5
Memo:

Business fixed investment? 7.4 22.5 5.5 n.a. @D.a. Dn.a.
Producers’ durable equipment2 10.0 26.0 13.5 n.a. n.a. n.a.
Nonresidential structures? .3 12.2 =-16.1 n.a. n.a. n.a.

1. Prom the Current Industrial Report "Civil Aircraft and Alrcraft Engines.*
Monthly data are seasonally adjusted using FRB seascnal factors constrained to
BEA qQuarterly seasonal factors, Quarterly data are seasonally adjusted using
BEA seasgonal factors.

2. Based on constant-dollar data; percent change, annual rate.

n.a. Not availablae.
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FUNDAMENTAL DETERMINANTS OF BUSINESS FIXED INVESTMENT

Cost of Capital
Four-quarter percent change
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Four~quarter percent change
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RECENT DATA ON ORDERS AND SHIPMENTS

Office and Computing Equipment
ice a puting =quip Billions of dolars

— 8

Orders

—— = Shipments

36
1987 1988 1988 1990 1991 1992 1993
Other Equipment {excluding aircraft and computers) Billions of dollars
Orders
= == == = Shipments
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ot

computing equipment advanced at an 18-1/2 percent pace last quars

10)

the primary areas of strength reportedly continued to be PCs and
workstations. Spending for most other types of egquipment has
centinued to trend up. including industrial machinery,
communications equipment. and capital goods for the service
industries.

Looking ahead, the recent data on crders received by domestic
manufacturers point to further advances in equipment spending in the
near term. In particular., new orders for nondefense capital goods,
excluding computing equipment and aircraft, rose close to 2 percent
in the first gquarter after a 10-1/2 percent increase in the fourth
quarter. Orders for these goods have outpaced shipments, and, as a
result, unfilled orders expanded almost 10 percent over the past six
months.

Turning to nonresidential structures, the advance estimates
indicate that nominal construction put-in-place rose only
2.9 percent in March after falling 8.8 percent over the severe-
weather months of January and February. However, construction
employment growth was sgtrong in March and April, and some upward
revision to the construction put-in-place data would not be
surprising.

Among sectors, office construction in March was estimated to
have returned to a level similar to its fourth-quarter average. On
the other hand, the more modest rebound in the industrial and other
commercial sectors (which includes retail stores) left the level of
construction in March noticeably lower than that in the fourth
quarter of last year. Permits issued for these structures point to
continued near-term spending increases.

Construction outlays by utilities dropped sharply in the first

quarter after a small decline last year. In the latest plant and



I1-26

NONRESIDENTIAL CONSTRUCTION AND PERMITS'
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equipment survey, utilities planned a 3-1/2 percent increase in
nominal spending for plant this year. considerably weaker than the
plans in last fall’'s survey. The downward revision to spending
plans by electric utilities more than accounted for the overall
cutback in plans for utilities. According to industry contacts,
electric utilities have pared back anticipated capacity expansion,
in part, because they perceive a more hostile regulatory
environment. Nonetheless, according to analysts at the Edison
Electric Institute, invegtment in this sector is likely to be
sustained by spending to meet the provisions of the Clean Air Act.
Mapuf ri nd Tr o

On balance., business inventories apparently were comfortable to
lean in most secteors at the end of the first guarter. For
manufacturing and wholesale trade, sharp accumulations in February
were partially reversed in March:; the current-cost data thus far
show that the first-quarter accumulation was about 314 billion
(annual rate) below BEA's advance estimate.

Excluding aircraft, manufacturers’ inventories expanded further
in March at a $9.7 biliion annual rate, after buildups averaging
$18.6 billion in January and February. The accumulation in the
first quarter retraced a string of drawdowns in previous months and
appears to have been motivated by the relatively robust factory
orders. A substantial part of the manufacturers’ inventory buildup
during the first quarter was in the stocks of machinery producers,
especially in the computing and office equipment industry, where
orders generally have been firm in recent months. In contrast,
inventories held by aircraft producers continued to decline last
quarter. Inventory-shipments ratios in manufacturing have declined

further; although delivery times have lengthened and materials
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CHANGES IN MANUPACTURING AND TRADE INVENTORIES
{Billioms of dollars at annual rates;
based on seascnally adjusted data)

1893 1994 1994
Q3 Q4 Q1 Jan. Feb. Mar.
Current-cost basis
Total 16.1 1.8 n.a. 17.8 49.6 n.a.
BExcluding aute dealers 23.5 5.8 n.a. 12.5 47.8 n.a.
Manufacturing -2.5 -13.1 9.7 17.8 13.9 -2.7
Defense aircraft -.8 -4.7 -4.5 -.2 -3.1 -10.3
Nondefense aircraft -3.3 -4.5 -1.4 2.2 -4.3 -2.1
Excluding aircraft 1.5 -3.9 15.6 15.8 21.3 8.7
Wholesale 12.0 6.1 -1.6 .8 17.2 -22.7
Retall 6.6 25.8 n.a. -.8 18.4 n.a.
Autcmotive -7.4 13.3 n.a. 5.3 1.8 n.a.
Excluding auto dealaers 14.0 12.5 n.a. -6.1 16.6 n.a.
Constant-dcllar basis
Total 16.4 5.4 n.a. 4.2 38.2 n.a.
Excluding auto dealers 23.5 3.0 n.a. 1.4 27.5 n.a.
Manufacturing 3.1 -5.3 n.a. 16.5 4.4 n.a.
Wholesale 8.5 -.4 Nn.&. -4.9 12.7 n.a.
Retall 4.8 11.1 n.a. ~7.5 21.1 n.a.
Automotive -7.1 2.4 n.a. 2.8 10.7 n.a.
Excluding auto dealers 11.8 8.6 n.a. -10.3 10.4 n.a.
INVENTORIES RELATIVE TO SALES1
{Months supply; based on seasonally adjusted data)
1943 19594 1594
Q3 Q4 Q1 Jan. Feab. Mar.
Current-cosat basis
Total 1.46 1.43 n.a. 1.42 1.41 n.a.
Excluding auto dealers 1.44 1.41 n.a. 1.40 1.39 n.a.
Manufacturing 1.49 1.42 1.40 1.41 1.40 1.38
Dafanse aircraft 5.22 5.24 4.78 4.95 5.24 4.69
Nondefense aircraft 5.39 5.05 £.98 5.07 5.49 4.62
Excluding aircraft 1.35 1.29% 1.28 1.28 1.27 1.27
Wholesale 1.34 1.34 1.31 1.33 1.32 1.2%
Retall 1.52 1.51 n.a. 1.52 1.50 n.a.
Autcmotive 1.69 1.66 n.a. 1.65 1.51 n.a.
Excluding auto dsalers 1.48 1.47 n.a. 1.48 1.47 n.a.
Constant-dollar basis
Total 1.55 1.52 n.a. 1.51 1.50 n.a.
Excluding auto dealers 1.54 1.50 n.a. 1.50 1.49 n.a.
Manufacturing 1.60 1.53 D.a. 1.52 1.51 n.a.
Wholesale 1.42 1.42 n.a. 1.41 1.41 n.a.
Retail 1.60 1.57 n.a. 1.57 1.56 n.a.
Autamotive 1.76 1.67 n.a. 1.65 1.64 n.a.
Excluding autc dealers 1.55 1.54 n.a. 1.55 1.54 n.a.

1. Ratic of end of period inventories to average monthly sales for the period.
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RATIO OF INVENTORIES TO SALES
(Current—cost data)
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FEDERAL GOVERNMENT OUTLAYS AND RECEIPTS
{(Unified basis, billions of dollars, except where otherwise noted)

Fiacal year to datel

Dollar Percent
FY1993 FY1994 change change

outlays 709.9 726.8 16.9 2.4
Deposit insurance (DI) -13.6 -6.7 6.8 -50.3
Cutlays excluding DI 723.5 733.6 10.1 1.4
Natiocnal defense 146.1 139.6 -6.5 -4.4
Net interest 99.3 99.1 -.2 -.2
Social security 148.5 156.0 7.5 5.0
Medicare and health 110.5 123.4 12.9% 11.7
Income sacurity 108.9 113.1 4.2 3.9
Agriculture 14.5 11.1 -3.3 -23.0
EBducation 25.4 20.8 -4.6 -18.3
Other 70.3 70.4 -1 -1
Recaipts 527.1 576.1 49.90 9.3
Perscnal income taxes 246.8 261.7 14.9 6.0
Social insurance taxes 181.7 209.4 17.7 9.2
Corporate income taxes 43.3 53.7 10.4 24.1
other 45.3 E1.4 6.1 13.5
Deficit(+) 182.8 150.7 -32.1 -17.6
Excluding DI 196.4 157.4 =35.0 -19.8

Nota: Details may not add to totals because of rounding.
1. October through March



prices have been rising. companies apparently have continued to keep
a2 tight rein on stocks.

In the trade sector, wholesale inventories declined sharply in
March, more than retracing the buildups reported earlier in the
first quarter. More than half of the March drawdown in wholesale
inventories was in the motor vehicle sector and may reflect the
robust sales of imported autos and light trucks during the first
quatter. At retailers., inventories expanded substantially in
February, while sales posted robust gains. The largest buildup was
in stocks at general merchandise stores, where sales also advanced
strongly. On the whole, inventories in the trade sector, at both
retail and wholesale establishments. appear to be at satisfactory
levels.

Federal] Jector

Real federal government purchases dropped at an annual rate of
12 percent in the first quarter of 1994. The decline was greater
than the trend implied by recent legislation and reflects the large
quarter-to-quarter volatility of federal purchases.

The continuing reduction in military spending was respoensible
for $9 billion of the $11 billion decrease in real federal
purchases. Abcut half of this decline was for durable goods and
storable nondurable goods, notably aircraft, ships. and ammunition.
Normally, volatility in these purchases does not translate entirely
to fluctuations in production (purchases are not recorded until the
military takes delivery); however, there was no direct evidence of a
buildup in the inventories of defense-related manufacturers during
the first quarter.

The unified federal budget deficit for the first half of fiscal
year 1994 was $151 billion, 18 percent less than for the same period

in fiscal 16%3. This deficit reduction reflects robust
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DAILY NONWITHHELD TAX RECEIPTS IN APRIL AND EARLY MAY
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growth in receipts and a subdued increase in cutlayvs excluding
deposit insurance. All major categories of tax receipts are up over
last year. In particular, individual income and social insurance
taxes combined are 7 percent higher. and corporate income taxes are
up 24 percent. Outlays this fiscal year have been held down by
faster-than-expected declines in defense spending. Indeed, much of
the anticipated decline for all of FY1994 already has occurred,
suggesting relatively flat defense spending for the remainder of the
fiscal year. In addition, strong income growth has reduced income
security outlays: continued declines in average interest rates paid
on federal debt have held interest outlays about flat in spite of
increasing debt levels: higher crop prices have reduced farm subsidy
payments; and accelerated repayments of Federal Financing Bank loans
by the Student Loan Marketing Association have offset education
spending.6 The primary stimulus to federal outlays still comes
from spending on Medicare, Medicaid, and other health programs.
Health-related outlays are up about 12 percent for the current
figcal year to date--a rise consistent with the growth last year but
much less than increases in 1990, 1991, and 1992.

Daily Treasury Statement data indicate that nonwithheld tax
collections from April 1 through May 6 totaled $66 billion,
$7 billion more than during the same period in 1993.7

Nonwithheld taxes in 1994 include final payments on income tax

liabilities from 1993 and prior years, estimated tax payments on

6. The Sallie Mae repayments are scored on a cash basis because
the lcans were extended prior to the effective date of the Federal
Credit Reform Act of 1990. For federal loans extended after FY1992Z,
only the subsidy value of federal loans is scored as an outlay, and
loan repayments are scored as a negative outlay only to the extent
that repayments exceed expectations.

7. Estimated payment rules were tightened for 1992 and 1993 tax
liabilities, which increased estimated tax payments during CY1992
and CY1993 and decreased final payments in the springs of 1993 and
1994. Starting this year. OBRA-93 partly reverses some of this
tightening.



1994 tax liabilities, and sccial security taxes from the self-
employed; the breakdown among these categories will not be known
until later this year. Last year, aboutr half of nonwithheld
collections in April and May were final payments on 19%2°s tax
liabilities.

These data on nonwithheld tax payments do not, by themseives,
provide much information about total personal income tax liabilities
in 1993 because they account for such a small and variable share of
total payments. Nonetheless, when combined with the $24 billion
increase in withholdings in 1993, our estimate of a $2 billion rise
in estimated payments for 1993 over 1992, and essentially flat
refunds, they suggest that liabilities increased about 6 percent
between 1992 and 1993, By comparison, the NIPA proxy for taxable
income increased about &4 percent.

The currently available data provide little insight on the
accuracy of our ex ante estimate that OBRA-93 would add about
315 billion to 1993 liabilities. Because individuals were allowed
to spread their incremental tax liabilities for 1993 evenly over
three years, any amounts that showed up in either final payments or
refunds this filing season would have been small in what are noisy
series in any event. Reliable evidence on this issue will not be
available until final data on 1993 personal income tax liabilities
by income class are released by the IRS in about two years.

The Fiscal 1995 Budget Resolution was reported out by Senate
and House conferees. and was passed by the House on May 5. The
resclution calls for discretionary spending to fall $13 billion
below the spending caps over the next five years. This was a
compromise between the original Senate bill, which called for
$26 billion of additional cuts, and the original House bill, which

called for no additional cuts.
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State and Local Government Seciqr

Real purchases of goods and services by state and local
governments are estimated to have fallen at a 2.6 percent annual
rate in the first quarter., the first decline in three years and the
largest in more than a decade. Construction spending accounted for
all of the drop: increases in outlays for other goods and services
were in line with recent increases. The sharp drop in construction
spending occurred in spite of quake-related construction in
California and is presumably attributable to disruptions caused by
the severe winter weather in January and February. The advance
estimates for March--which are subject to considerable revision and
are seemingly at odds with data on construction employment--indicate
that construction spending continued to edge down despite better-
than-normal weather.

The deficit of operating and capital accounts, excluding social
insurance funds, appears to have widened considerably in the first
quarter as a sharp drop in federal grants more than offset the
decline in purchases. The drop-off in federal grants was primarily
for Medicaid and reflected quarterly volatility rather than an
underlying trend.

Although aggregate NIPA data indicate continuing state and
local budgetary erosion, the fiscal picture for the states’ general
fund accounts--which represent roughly a quarter of the sector’s
total spending--has improved overall. All but five states find that
revenues are at or above target, and hence fewer states than in 1992
and 1993 are having to make mid-year budget adjustments this year.
This improvement has enabled many governors to propose tax cuts for
fiscal year 1995, primarily for personal income taxes.

In the spring legislative sessions, crime-fighting

initiatives--such as building more prison boot camps and imposing
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EMFLOYMENT COST INDEX OF HOURLY COMPENSATION
FOR PRIVATE INDUSTRY WORKERS

1993 1594

Mar. Juns Sep. Dac. Mar.

----~-Juartarly percant change-------
{compound annual rate)

Total hourly ccmpensation:i

3.% 3.8 3.4 3.4 2.7
Wages and salaries 3.2 2.5 1.5 3.2 2.1
Benefit costs 6.0 5.6 4.2 4.5 3.8
By industry:
Construction 3.6 1.2 2.4 0.3 7.0
Manufacturing 4.9 4.5 3.4 1.7 1.3
Transportation and 3.6 3.5 3.1 3.8 4.8
public utilities
Wholesale trade 2.5 2.8 2.1 4.5 -0.3
Retall trade 3.9 2.1 2.8 3.1 2.4
PIRE 4.8 1.8 9.5 2.4 4.5
Servicas 3.8 3.7 3.7 3.0 4.0
By occupation:
White-collar 4.2 3.5 3.8 3.4 3.4
Blue-collar 4.2 3.8 3.4 3.4 2.0
Sarvice occunations 4.2 3.1 2.4 2.7 3.4
Mamo s
States and local governmants 2.7 3.4 2.0 2.7 3.3

Total hourly compansation: 3
Exciuding sales workers 3
Wages and salaries 2.
Banefit costs 5

By industry:
Construction 3.9
Manufacturing 4.0
Transportation and 3.3

public utilities
Wholesales trade 3
Retail trade 3
FPIRE Q.
Services 4

By occupation:
White-collar 3.5
Blue-collar 3.6
Service occupations 3.3

Memo :
State an? “ocal governments 3.6 3.4 3.0 2.8 2.8

1. Seasonally adjusted by the BLS.



II-37

stiffer sentences--are getrting a lot of attention. In addition.
many states are proposing or implementing some type of welfare
reform, particularly with regard to work requirements. In contrast,
interest in state universal health care plans has waned in many
states.

L._‘a Qr (:(25[ S

Growth in labor costs continued to moderate in early 1994. The
Employment Cost Index for private industry workers increased at an
annual rate of 2.7 percent in the quarter ending in March 1994. 1In
the twelve months ending in March, hourly compensation rose
3.3 percent, down from 3.5 percent during the preceding twelve-month
period. The slowing refiected more moderate growth in benefit
costs, while the rise in the wage and salary component remained
below 3 percent. Costs for health insurance continued to increase
at a faster rate than benefit costs on average, but these and most
other benefit costs categories decelerated.

By industry. total hourly compensation during the first
quarter, measured at an annual rate, increased 2.7 percent in the
goods-producing sector. Such compensation inereased only
1.3 percent in manufacturing, but it rose 7.0 percent in
construction. Although there have been anecdotal reports of
shortages of construction workers, unpublished data from the ECI did
not show any upward pressure on wages of skilled, blue-collar
construction workers:; rather. the acceleration was primarily among
professional workers in the construction industry (for example.
engineers and architects). The acceleration in construction labor
costs was concentrated in the benefits component and reflected a
sharp increase in nonproduction bonuses such as profit sharing and

lump-sum payments. In the service-producing sector. total hourly
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EMPLOYMENT COST INDEX OF HOURLY WAGES AND SALARIES
FOR PRIVATE INDUSTRY WORKERS
(Twelve-month percent changes)

1993 1994
Mar. June Sep. Dac. Mar.
Hourly wages and salaries 2.7 2.7 3.1 3.1 2.9
By industry:
Construction 2.1 2.3 2.4 2.0 2.5
Manufacturing 2.9 2.9 3.0 3.2 2.9
Transportation and 2.9 3.1 3.1 3.2 3.1
public utilities
Wholesale trade 2.2 2.3 2.9 2.6 2.0
Retall trade 3.0 2.9 2.9 2.9 2.3
FIRE ~0.2 1.0 3.8 4.2 4.0
Services 3.4 3.2 3.2 3.0 3.2
By occupation:
White-collar 2.7 2.8 3.4 3.3 3.1
Blue-collar 2.6 2.5 2.7 2.9 2.8
SBervice occupations 2.1 2.2 2.1 2.1 2.5
Mamo :
State and local governments 3.0 2.8 2.9 2.7 2.7

EMPLOYMENT COST INDEX OF HOURLY BENEFIT COSTS
FOR PRIVATE INDUSTRY WORKERS
{Twalve-month percent changes)

1892 1994
Mar. June Sep. Dec. Mar.
Hourly benefit costsl 5.6 5.8 5.4 5.0 4.4
Insurance costs 7.7 7.2 6.8 6.4 5.1
Health care 8.1 7.8 7.2 6.9 5.7
Supplemental pay 3.6 4.3 4.8 2.8 5.1
Retirement and savings 5.4 6.6 4.6 4.9 9.5
Paid leave 3.4 3.7 3.7 3.4 2.9
Lagally required 4.9 5.3 4.6 4.4 3.7
BY industry:
Goods-producing 6.3 7.0 6.3 5. 4.2
Service-procducing 4.8 4.9 4.4 4.5 4.5
By occupation:
White-collar occupations 5.3 5.4 4.8 4.6 4.7
Blue-~collar occupations 5.7 6.3 5.9 5.5 4.0
Service coccupations 5.4 6.3 5.5 5.5 4.1
Memo:
State and local governments 4.8 4.4 3.2 2.9 3.0

1. The detall on benefit costs is from unpublished data from the
BLS.
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compensation rose at a 4.5 percent annual rate in the firs:
quarter--the same pace as in the second half of 1993,

ECI hourly compensation for union workers increased 3.5 percent
in the twelve monthg ended March 1994, down from a 4.2 percent
increase over the previous year. This deceleration reflected
moderation in the benefits component of compensation; the twelve-
month change in wages and salaries for union workers was unchanged
at 3.0 percent. Restraint in union wages is also apparent in the
data on major collective bargaining agreements: the effective wage
increase for new and existing contracts was 2.9 percent in the first
quarter, esgsentially the same as in 1993.

The Teamsters’ new Master Freight Agreement seems likely to
continue this moderate trend. If approved by the rank and file, the
contract with Trucking Management, Inc., would raise base wages
about 8 percent over four years. It also increasges pension
benefits, allows the trucking companies to ship more freight by
rail, and permits greater use of part-time workers. The
ratification vote is expected to take place in late May.

In contrast to the first-quarter ECI data, nonfarm compensation
per hour increased at an annual rate of 5.6 percent in the first
quarter, well above the increage of 2.8 percent in the 