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The President's Appraisal of the Economic Situation
On June 17 President Nixon expressed his views on the

economic situation in an address to the Nation. Some of
his comments were encouraging, but others were
discouraging. In this article we shall describe the more
important economic implications of his remarks.

The President began his address by asserting that the
American economy is the strongest in the world, that this
year the number of Americans who have jobs is the
largest in our history, and that their average real income
this year is higher than ever before. He acknowledged,
however, that unemployment has increased, that prices
generally have continued to rise, and that profits and
stock prices have decreased; and he expressed the opinion
that interest rates are "too high."

The President asserted that the "causes of our
economic difficulties" are the adjustments being made to
"two great changes:" a reduction of spending for defense
by the Federal Government and an attempt by his
Administration " to avoid a recession while we bring a
major inflation to an end," which, as Mr. Nixon pointed
out, is an attempt "to do something that has never been
done before." The President described what he believed
were the available alternative economic policies when his
Administration took office, what has been done, what he
will and will not do, and what he hopes Congress will do
in attempting to solve the Nation's economic problems,
particularly the problem of rising prices.

President Nixon pointed out that his Administration
had taken office after a long period in which the Nation
had lived "far beyond its means" and had incurred during
the 1960's Federal budget deficits totaling $57 billion. He
explicitly recognized that this fiscal policy was irrespon-
sible by noting that "the American consumer was forced
to pay the piper in terms of a rising spiral of prices."
According to the President, the alternatives available to
his Administration were: (1) to do nothing about
Government spending and rising prices, thereby fostering
"runaway inflation" and eventual economic depression;
(2) "to let the economy go through the wringer" of a
major recession; (3) to impose wage and price controls;
and (4) "to cut down the sharp rise in Federal spending
and to restrain the economy firmly and steadily."

The President said that his Administration chose and is
continuing to follow the latter alternative, which he
described as the "road of responsibility." He noted that
in the 3 years before his Administration took office,
Federal spending had increased an average rate of 15
percent annually; he stated that the rate of increase was
nalved to 7 percent during the current fiscal year and
would be halved again during the coming year.

Few observers would deny that reducing the rate of in-
crease in Federal spending is more responsible than continu-
ing to increase such spending at the rapid rate of recent
years. However, an even more responsible and economically

beneficial alternative not mentioned by the President is to
reduce drastically spending by the Federal Government.
Moreover, the marked inflating (creating of excess purchas-
ing media) during recent years is not attributable only to
Federal deficit spending, as the President implied; much of
the inflationary purchasing media was created by the banks
and loaned to private borrowers who did not offer anything
for sale in the Nation's markets but who used these pur-
chasing media for buying things in those markets.

The fundamental and responsible solution for the prob-
lem of rising prices either has not been recognized or has
been ignored by the President, his economic advisers, and
the monetary authorities. This solution involves restoring
sound commercial banking in the Nation, gradually re-
moving from circulation the existing inflationary pur-
chasing media (deflating), and eventually reinstating a cur-
rency redeemable in gold at a realistic rate.

The President announced three actions that he is taking
to "speed up the fight against inflation:" (1) He will
appoint a National Commission on Productivity, to point
the way toward restoring growth in output per man hour
of work in order to "achieve a balance between costs and
productivity that will lead to more stable prices;" (2) he
has instructed his Council of Economic Advisers periodi-
cally to prepare an "inflation alert" to call attention to
outstanding price and wage increases and to analyze their
effect on the price level; and (3) he will establish a
Regulations and Purchasing Review Board within the
Federal Government "to determine where Federal pur-
chasing and regulations drive up costs and prices."

Anyone who is aware of the extensive interference in the
Nation's markets by the Federal Government probably
realizes how such interference often has resulted in higher
prices for some things. For example, Federal quotas re-
stricting imports of oil and textiles force consumers to pay
higher domestic prices for these products; and Federal price
supports for many agricultural products result in higher
prices for many foods. Ending such interference would be a
desirable step toward restoring free-market conditions and
would foster reduced prices of these products. However, in
the absence of deflating, lower prices for some things would
enable consumers to spend more for, and bid up prices of,
other things; thus, ending such interference, unless
accompanied by deflating, probably would have little
effect on the general level of prices.

The other actions announced by the President also will
have little effect on the general level of prices. A National
Commission on Productivity presumably will teach
businessmen little that they do not already know or will
otherwise learn about improving the output per man hour
of their workers. To assume that calling attention to
outstanding wage and price increases will prevent or
restrict them is wishful thinking.

The President said that he will not "take this nation
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down the road of wage and price controls, however
politically expedient that may seem." He said also that he
would not use controls in disguise, i. e., "executive
pronouncements to enforce guidelines in an attempt to
dictate specific prices and wages without authority of
law," which he regards as a dangerous misuse of the
power of government. Instead, the President exhorted
businessmen and labor leaders not to act against the
national interest or their own and their customer's best
interests by making excessive wage and price demands. We
know of no instance in which such exhortations to obtain
less than the market will bear have been effective.

The President urged Congress to enact various legisla-
tive proposals intended "to help the people who need
help most in a period of economic transition from a
wartime to a peacetime economy." These proposals
include expanding Federal unemployment insurance and
job training, protecting investors against loss resulting
from financial difficulties of brokerage houses, stimulating
housing construction, and providing for cost-of-living
increases in Social Security benefits. Provision of the
latter probably would foster further inflating by mol-
lifying millions of elderly individuals and other victims of
the rising prices that result from the inflating process.

To summarize, we were encouraged that the President
has chosen to avoid further interference in the market-
place in the form of wage and price controls or
guidelines. We were discouraged, however, that his
legislative proposals would involve further interference
and that he and his advisers seem to be unaware of the
fundamental solution for the problem of rising prices.

The President said that "we are working toward a
system that replaces the old ups and downs with a new
steadiness of economic growth within our capacity to
produce sufficiently." We believe that such a system
cannot be established without restoring sound commercial
banking and a currency redeemable in gold.

STATISTICAL INDICATORS OF CYCLICAL TRENDS
Group percentages of the leading, roughly coincident,

and lagging indicators expanding cyclically shown on the
accompanying chart reflect the "short list" of primary
series selected by the National Bureau of Economic
Research in 1966. Shaded areas represent periods of
cyclical contraction of business activity since 1953 that
have been identified to date by that organization.

The percentage of primary leading indicators expanding
cyclically decreased from 17 to 8. The status of the
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housing permit series has been changed from probably
contracting cyclically to indeterminate due to three
increases during the past 4 months. The cyclical status of
the industrial materials prices series has been revised from
probably expanding to indeterminate as a result of three
consecutive monthly decreases.

Among the primary roughly coincident indicators the
group percentage expanding cyclically decreased from 43
to 29. The series reflecting employment in nonagricultural
establishment was reappraised from probably expanding
to probably contracting cyclically following decreases
during the past 2 months. The group reflected continued
contraction of general business activity during May.

The percentage of primary lagging indicators expanding
cyclically remained unchanged at 50. No new data became
available for this group during the past two weeks.

Cyclical expansion of only one of twelve primary
leading indicators suggests that the contraction of general
business activity now apparently underway will continue
during the next few months, at least.

SUPPLY

NEW CONSUMER GOODS PER CAPITA

Our seasonally adjusted index of new consumer goods
per capita decreased 0.1 percent from March to April and
was 3.5 percent less than that during April 1969. Before
adjustment for population growth, which currently is at the
rate of about 1.0 percent annually, seasonally adjusted new
consumer goods production was unchanged from March to
April but was 2.6 percent less than that a year earlier.

Seasonally adjusted production of manufactured con-
sumer goods was 0.3 percent more during May than that
during April and was 1.7 percent more than that during
May 1969. The consumer goods category of total
industrial production has increased steadily since Novem-
ber, but at a relatively small rate. Manufactured consumer
goods production, including that of durable nondurable
goods, accounts for more than three-quarters of total new
consumer goods production. Among the principal cate-
gories of manufactured consumer goods, production of
automotive products increased 4.4 percent but that of
home goods and apparel decreased 0.6 percent from April
to May; production of consumer staples was unchanged
during the month. Output of automotive products was
0.5 percent less, and that of home goods and apparel was
4.9 percent less, than that a year earlier. Production of
consumer staples was 4.5 percent more than that during
May 1969. Production of television and radio sets
decreased almost 6 percent from April to May and was 38
percent less than that a year earlier.

Production of manufactured consumer durable goods,
including automotive and home goods, increased 1.9
percent from April to May but was 2 percent less than
that during May 1969. Production of manufactured
consumer nondurable goods, including apparel and staples,
decreased 0.2 percent from April to May and was 3
percent less than that during May 1969.

Data on residential construction put in place, which
accounts for almost one-quarter of total new consumer
goods production, are available only through April. Such
construction, in terms of 1957-59 dollars, decreased
slightly during April and was 19 percent less than that
during April last year. Residential construction put in
place changed little during the 3 months ended in April.
Authorized housing permits increased during April and
May, and the backlog of mass housing planned at the end
of May was 10 percent larger than it had been a year
earlier. These developments suggest that residential



construction put in place might have increased during the
last 2 months of spring.

Increases in residential construction might result in
moderate increases in total new consumer goods produced
per capita during the next few months.

INDUSTRIAL PRODUCTION
Production of steel, automobiles, electric power, and

lumber (1) in the 1- and 4-week periods ended on the
indicated dates in the current year and (2) in the
corresponding periods of earlier years was as follows:

1929 1932 1957 1961 1969 1970
Steel

Ingots, etc.—million tons
1 week: June 20 1.32 0.26 2.18 1.98 2.77 2.64
4 weeks: June 20 5.29 1.19 8.88 8.15 11.12 10.61

Automobiles
Vehicles—thousands

101 45 119 129 190 182p
389 170 459 471 702 724p

1 week: June 20
4 weeks: June 20

Electric Power
Kilowatt-hours—billions

1 week: June 20
4 weeks: June 20

Lumber
Board feet—billions

1 week: June 13
4 weeks: June 13

p Preliminary.

BILLIONS OF DOLLARS
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DEMAND
RETAIL SALES

An unpublished preliminary estimate by the Bureau of
the Census indicated that sales of retail stores during May,
after adjustment for seasonal and holiday variations and
trading day differences, totaled $30.2 billion. This
estimate was 0.5 percent less than sales during the
preceding month but 2.8 percent more than those during
May 1969. The adjusted total of retail sales during the 3
months ended in May was 1.6 percent more than the
total during the preceding 3-month period and 3.1
percent more than the total during the corresponding
period a year earlier.

Estimated retail sales of durable goods, adjusted for
seasonal variations and trading day differences, decreased
1.4 percent during May to an amount 3.3 percent less
than that a year earlier. The estimate of adjusted retail
sales of nondurable goods was 0.2 percent less during May
than such sales during April but 5.8 percent more than
those during May 1969.

Among the major components of retail sales, un-
adjusted sales of automotive stores were 7 percent less
during May than those during May 1969. Unadjusted sales
of food stores were 4.5 percent more than those a year

MONTHLY RETAIL SALES
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earlier. Unadjusted sales of general merchandise stores
during May were 5.8 percent more than those during May
last year.

Recent retail sales about 3 percent more than those a
year earlier represent a substantially smaller physical
volume of goods purchased by buyers at retail after
adjustment for higher prices.

The reduction of sales has been concentrated among
durable goods; the dollar amount of such sales during the
first 5 months of this year was 6 percent less than that
during the corresponding period last year. The larger
dollar total of retail sales during the first 5 months of
1970 was attributable to greater sales of food and general
merchandise. Sales in each of these categories during this
period were 7 percent more than those during the similar
period last year.

As long as general business activity continues to
contract cyclically, substantial increases in retail sales
seem improbable.

Latest Weekly Data

Estimates of retail sales for the most recent week and 4
weeks compare with such sales during the corresponding
periods a year earlier as follows:

Period Percent Change
Week ended June 20 + 7
Four weeks ended June 20 +3

PRICES

CONSUMER PRICES

The Consumer Price index before adjustment for
seasonal variations increased 0.4 percent during May,
according to the latest report of the Labor Department.
The May index of 276.2 (1935-39=100) which is
equivalent to 134.6 on the 1957-59 base, was 6.2 percent
more than that for May 1969. The May increase
represents an annual rate of increase of 4.8 percent,
compared to an annual rate of increase during April of
7.2 percent. The seasonally adjusted index increased 0.5
percent during both April and May.

All five principal components of the index increased
from April to May. Percentage changes in these
component prices from those of a month and year earlier,
respectively, were as follows: food, +0.3 and +7.0;
housing +0.5 and +7.4; apparel, +0.6 and +4.2;
transportation, +0.8 and +4.8; and health and recreation,
+0.4 and +5.3.

Contraseasonal increases in prices of fruits and
vegetables accounted for most of the increase in the index
of food prices during May. Prices of eggs decreased less
than usual last month. An unusually large 5.3-percent
increase in used car prices more than offset small
decreases in prices of new cars and gasoline. Prices of
hospital services decreased during May, but physicians fees
increased substantially.

Average weekly spendable (after tax) earnings for a
factory worker with three dependents increased $0.84
during May from the downward-revised earnings for April.
This amount was $4.83, or 4.9 percent, more than the
average during May 1969. The purchasing power of such
earnings in May, however, was less than that of smaller
earnings a year earlier because of the relatively larger
year-to-year increase in consumer prices. The purchasing
power of the consumer dollar during May was only 36.2
percent of that during the 1935-39 period.

The diminished rate of increase in the unadjusted
Consumer Price Index during May does not seem
significant, in view of the unchanged rate of increase in
the seasonally adjusted index. We find little evidence
indicating that the rate of increase in consumer prices
soon will diminish substantially.

Further large increases in Consumer Prices seem
probable during the next few months.

COMMODITY PRICES

1969 1970
Index June 15 June 8 June 15

Spot-market, 22 commodities* 290 298 297
Commodity-futures 290 281 285
Steel-scrap $29.50 $43.50 $43.50
*For the preceding Tuesday.
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