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Statistical Indicators of Business-Cycle Changes
Among the primary leading indicators of business-cycle

changes, the index of net business formation, the net
change in consumer installment debt, and the ratio of
manufacturing and trade sales to inventories increased
during August. The business-formation series reached a
record level then, and it clearly is expanding cyclically.
However, the 3-month moving average of the consumer-
debt series has decreased for 3 months, and this has raised
some doubt that it still is expanding cyclically. It now is
appraised as probably so expanding. In spite of the
increase in the sales-to-inventories ratio, the 2-month
moving average of this series decreased for the fourth
consecutive month. Therefore, this series remains ap-
praised as probably contracting cyclically.

Contracts and orders for plant and equipment in
constant dollars and the money supply (Mi) in constant
dollars increased during September. The 4-month moving

average of the contracts-and-orders series has reached a
new cyclical high, and this series clearly is expanding
cyclically. After increases during July, August, ana
September, the real money supply has exceeded the upper
limit of the range within which it had been fluctuating
for nearly 2 years; therefore, we now appraise this series
as probably expanding cyclically. Its cyclical status had
been indeterminate.

The average workweek for a production worker in
manufacturing, new orders for consumer goods and
materials in constant dollars, and vendor performance (the
percentage of companies reporting slower deliveries)
decreased during September. The 3-month moving aver-
ages of the workweek series and the new-orders series
have been trending downward for 2 months and 4
months, respectively. Decreasing trends of that duration
and magnitude have been accompanied by cyclical
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THE STATISTICAL INDICATORS

Direction of Change Apparent
Cyclical

May Jun. Jul. Aug. Sep. Status

PRIMARY ROUGHLY COINCIDENT INDICATORS

Primary. Leading

Average workweek, mfg. + + — — —
Layoff rate, mfg.* — — — nc —
Net business formation + + + +
New orders, cons, goodst + — — + —
Contracts & orders p. & e.f + — — + +
Housing permits + + — + —
Mfg. & trade sales/inv. — — — +
Vendor performance — + + — —
Stock prices — + + — —
Money balance (Mi )f — — + + +

Chg. in cons. instaL debt — — + +

Percent expanding cyclically

Primary Roughly Coincident
Nonagr. employment + +
Industrial production + +
Personal income, mfg.f + +
Mfg. & trade salesf — +
Nonagr. employment ratio + +
Gross National Producttq + +

9

_9

63

100

+

+

+

+

+

+

100

Percent expanding cyclically

Primary Lagging

Avg. duration of unempl.* — + +
Mfg. & trade inventories! + + +
Com'l. & industrial loans + + —
Cons, instal. debt/pers. inc. + + +
Labor cost/unit of output + + —r
Short-term interest rates + + —

Percent expanding cyclically

* Inverted, f In constant dollars, q Quarterly, nc No change,
r Revised.

Plus and minus signs indicate, respectively, increases or
decreases in monthly or quarterly data and expansions or
contractions of each series as currently appraised; question marks
indicate doubtful status when shown with another sign or
indeterminate status when standing alone; blank spaces indicate
data not yet available.

contractions of general business activity in about half of
the postwar occurrences for both of these series.
Therefore, we now are unable to ascertain the cyclical
statuses of these series. The cyclical status of vendor
performance also is indeterminate because no discernible
trend is evident at this time.

The inverted layoff rate in manufacturing and the
index of housing permits issued decreased during
September. The 3-month moving average of the layoff-
rate series has decreased markedly for 4 months, and we
now appraise this series as probably contracting cyclically.
Its cyclical status had been indeterminate. In spite of the
decrease in housing permits, the 2-month moving average
of this series increased to a new cyclical high. The index
of housing permits apparently is expanding cyclically.

The index of 500 common stocks prices decreased and
continued to contract cyclically during October. This
series has been contracting since reaching a peak during
September 1976; however, only recently have the
magnitudes of the decreases suggested that the downward
trend probably is cyclical rather than temporary.

The changes in cyclical status of the inverted layoff
rate from indeterminate to probably contracting and of
the real money supply from indeterminate to probably
expanding have about offset each other. After these
changes, five primary leaders are appraised as expanding
cyclically, three apparently are contracting cyclically, and
the cyclical statuses of three are indeterminate. Therefore,
the percentage of primary leaders (for which a cyclical
trend is evident) appraised as expanding cyclically
decreased from 67 to 63.

EMPLOYMENT, NONAGR. ESTABLISHMENTS

PERSONAL INCOME, MFG. (1967 Doll
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Roughly Coincident and Lagging Series

All of the primary roughly coincident indicators
increased during the most recent month or quarter for
which data are available. Of these series, the number of
persons employed in nonagricultural establishments, the
index of industrial production, the nonagricultural
employment ratio, and Gross National Product (GNP) in
constant dollars were at record levels and clearly are
expanding cyclically.

In spite of an increase during September, the 2-month
moving average of personal income in manufacturing in
constant dollars has decreased moderately for 2 months.
This has raised some doubt that such income still is
expanding cyclically. We appraise it as probably so
expanding. The 2-month moving average of manufacturing
and trade sales in constant dollars has been in a
decreasing trend for 4 months. We are unable to ascertain
if this signals the beginning of a cyclical contraction or is
only a temporary interruption of its cyclical expansion.
This is the only primary roughly coincident indicator that
is not appraised as expanding cyclically.

Among the six primary lagging indicators, manu-
facturing and trade inventories in constant dollars,
commercial and industrial loans, the ratio of consumer
installment debt to personal income, and the ratio of
labor cost per unit of output increased during August.
The moving averages of all of these except labor cost
per unit of output were at new cyclical highs, and these
series clearly are expanding. The 2-month moving
average of the labor-cost series has decreased for 1
month. However, such a decrease is not cyclically
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significant, and we continue to appraise this series as
expanding cyclically.

The inverted average duration of unemployment
decreased during September, but the composite of
short-term interest rates increased then. The 3-month
moving average of the inverted average duration of
unemployment was at a new cyclical high; therefore the
series apparently still is expanding cyclically. Likewise,
the interest-rates series was at a new cyclical high and
appears to be expanding cyclically. All of the primary
lagging indicators are appraised as expanding cyclically.

Current Analysis

During the past few months we have noted that adverse
changes in many of the primary leading series have
increased the possibility of a business-cycle contraction.
Thus far, however, the data do not suggest that such a
contraction is imminent.

Only five of the 11 primary leaders are appraised as
expanding cyclically, and there is some doubt about the
expansion of two of those series. Furthermore, three
leaders now are appraised as contracting cyclically. Of the
three series for which the cyclical status cannot be
determined, two have been in downward trends for
several months and merit careful watching.

That 63 percent of the primary leading indicators (for
which a cyclical trend is evident) are expanding cyclically
suggests that general business activity will continue to
expand during the next few months. However, continued
deterioration of many of these series suggests that the
expansion of business activity remains tenuous.

DEMAND
CONSUMER INSTALLMENT DEBT

Note: All data are adjusted for seasonal and trading-day variations
unless otherwise noted.

Total consumer installment debt outstanding, as
reported by the Federal Reserve Board, was a record
$203.2 billion at the end of August. This amount, not
adjusted for seasonal variation, was $26.6 billion or 15.0
percent more than that a year earlier.

During the 3-month period ended in August, the
average net change (extensions less liquidations) in
consumer installment debt outstanding was an increase
of $2.37 billion per month. This average was 57.3
percent more than that during the 3 months ended in
August 1976 but 12.6 percent less than the record
average net increase during the preceding 3 months. The
net change in consumer installment debt outstanding is
a primary leading indicator of business-cycle changes.
The 3-month moving average of this series recently has
decreased for 3 consecutive months. During the postwar
period, a decreasing trend of 3 months' duration in the
moving average of this series has been followed by a
cyclical contraction of general business activity in 6 of
16 instances, or in 38 percent of the instances. A
decrease of the recent magnitude has been accompanied
by a cyclical contraction of general business activity in
46 percent of similar instances. The rate of change of
consumer installment debt outstanding series is appraised
as probably expanding. Future data will reveal if the
recent decreases were only temporary fluctuations in the
expansion or the early stage of a cyclical contraction of
the series.

Extensions of installment credit to consumers aver-
aged a record $18.67 billion during the 3 months ended
in August, and liquidations of such credit averaged a
record $16.30 billion then. The percent changes in the
amounts extended and liquidated during the 3 months
ended in August from those during the preceding and
year-earlier 3-month periods are shown by category in
the accompanying table.

During the 3 months ended in August, automobile
installment loans outstanding increased an average of
$1.0 billion per month. At the end of August, the total
of automobile loans outstanding (not seasonally ad-
justed) was a record $75.5 billion. This amount was 18
percent more than that a year earlier. Nonautomobile
installment loans outstanding increased an average of
$1.4 billion per month during this 3-month period. The
total of such loans outstanding at the end of August
(not seasonally adjusted) was $127.7 billion, which was

CONSUMER INSTALLMENT 13EBT
(For the 3 Months Ended in August)

Category

All Installment Loans

Extended
Liquidated

Automobile Loans

Extended
Liquidated

Nonautomobile Loans

Extended
Liquidated

Percent Cha
Preceding 3

Month Period*

+5.4
+15.8

-5.0
+15.8

+10.8
+16.2

* Seasonally adjusted compound annual rate.

nge From
Year Earlier 3

Month Period

+16.9
+12.7

+15.2
+13.0

+17.8
+12.6
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RATIO OF CONSUMER INSTALLMENT DEBT TO PERSONAL INCOME
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13.4 percent more than that a year earlier and a
record amount.

Our last report on consumer installment debt included
data through April 1977. In that report we commented
that although the absolute amount of consumer install-
ment debt outstanding then was a record high, such
debt in relation to personal income was not excessive
by historical standards. Our conclusion at that time was
that, contrary to the opinions of many analysts, nothing
in the data then available suggested that consumer
installment borrowing could not continue at a large rate.
Since then, consumer installment debt outstanding has
increased by nearly $10 billion.

The accompanying chart shows the ratio of consumer
installment debt outstanding to total personal income.
This series, which is a primary lagging indicator of
business-cycle changes, suggests the comparative average
burden of consumer installment debt outstanding.
Except for temporary decreases related to business-cycle
contractions, this ratio trended upward from 1948
through mid-1965, as consumer installment debt came
into widespread use. However, from mid-1965 through
mid-1971, this ratio fluctuated within a narrow range.
An upward trend in this series beginning in June 1971
ended with a record ratio in February 1974. A cyclical
contraction then ensued from March 1974 through
October 1975. Between October 1975 and March 1977,
the ratio of consumer installment debt to personal
income trended upward, but only slightly. The average
rate of increase during this period according to revised
data was only .018 percentage point per month. From
the end of March 1977 to the end of August, the
cyclical expansion of this series continued at a signifi-
cantly higher average rate of .082 percentage point per
month. The ratio of consumer installment debt to
personal income thus has increased more during the 5
months ended in August than it did during the
preceding 17 months.

As the chart shows, the ratio now has reached
12.84 percent. This level has been exceeded only
during 16 months of the period for which data are
available. Those 16 months were from June 1973 to
September 1974, which was immediately preceding and
immediately following the business-cycle peak of No-
vember 1973. Thus, the recent increase in the ratio of
consumer installment debt to personal income has
raised doubt that consumers will be able to continue
much longer to augment their purchasing power by
borrowing.

'64 '66 '68 '70 '72 '74 '76

Some analysts have noted that during the current
business-cycle expansion, consumers have increased their
use of other forms of credit, such as margin accounts at
brokers and home mortgage refinancing, to purchase "big
ticket" consumer durables that usually are financed with
installment loans. Insofar as this has occurred, the data
for consumer installment debt may understate the burden
of debt recently assumed by consumers as they have
spurred the current business expansion with their retail
purchases.

The recent trend of extensions of installment credit to
consumers suggests that their willingness to borrow to
purchase things has continued to increase. However, rapid
increases in the level of liquidations during recent months,
decreases in the rate of change in consumer debt, and the
return of the ratio of total installment debt outstanding
to personal income to its level of mid-1973 suggest that
the amount by which consumers augment their purchasing
power with borrowed funds might have reached a peak
for this cyclical expansion. Although this has unfavorable
implications for future business activity, it does not
suggest that consumer borrowing necessarily will be
inadequate to contribute to further expansion. It only
suggests that such borrowing probably will make a smaller
contribution than it has to date to retail sales and to
general business expansion.

PRICES
COMMODITIES PRICES

1976
Index Oct. 25

Spot-market, 22 commodities* 510
Commodity-futures 724
Steel-scrap $62.83

1977
Oct. 17 Oct. 24

535
677

$49.50

530
678

$47.83

Nov. 4 Oct. 27 Nov. 3
Gold $124.00 $160.15 $164.25
*For the preceding Tuesday.
Note: The indexes are, respectively, those of the U.S. Bureau of
Labor Statistics, Dow-Jones, and Iron Age. The spot-market and
futures indexes are converted so that their August 1939 daily
averages equal 100. The steel-scrap index is a composite price for
No. 1 heavy melting scrap. The gold price is the final fixing in
London.
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