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SUMMARY

This initial report of economic comdiitions in the 12 Federal
Reserve Districts is based on information gathered from directors of
the Reserve Bamks, conversations with local bankers, businessmen and
economiistts, regular montthly surveys of manuffacturimg and trade industiries
conducted by some of the Reserve Bamks, and selected statistical memsuwes
of regional economic actdivity.

Reports from the Reserve Banks clearly indicate that the current
overriding dome=sttic concern is inflation. Busimessmen contacted gemewally
expect that prices will continue to increase at a rapid rate during the
remzinder of the year. There appears to be comsiderable skepticism
regarding the ability of economic stabilization policies to achieve a
significant reduction in the rate of inflation without generating an
intolerable level of unemployment or a fulll-scale recession. Simillauly,
there is evidence of extensive concern about the persistence of strong
upward wage pressures, despite some easimg in laber mivkeds. The wage-
push problem is particularly acute in the construction industries. Seme
of the other major factors that are comdributimng to an underlying tone
of pessimizm regarding the business situation are prospects for a eendinued
squeeze on corporate proffits, concern about the tight liquidity pesitien
of some firms, the recent decline in the stock mawked, and dowwsdie
social umwest,

There appears to be no comsensus as to whether the economy is
actually in a recession—or when the fleor of the current slowdown wiill
be realized. Views range from expectations of a further and deeper

deterioration in real economic activity to beliefs that reeevery is



already in progress. The trucking strikes and lockouts have seriously
disrupted business comdfitions in some areas, particularly in the
Midwestt. Several Districts noted that comstruction projects have been
ilmpeded because of steel shortages, and also because of widespread
strikes in the buildimg trades unions. There are also signs that some
fimms are postponing or stretchimg out capital spending projects where

feasible.



FIRST DISTRICT - BOSTON

Discussions Monday (May 18) and last Friday with First
District Reserve bank directors and other area business leaders
failed to turn up any traces of a crisis memtiality in the business
commumiitty. Those participants, includimg representatives of bamiding,
retailing, and a wide diversity of mamuflacturiag activities, generally
showed a restraimed but mzrked bulllishness.

The primary explanation for this outlook was found in the
commun tendency to focus on a two to three year period for planning
purposes, while placing little or no enphwsis on the adverse develop-
ments which may occur in the next two to three quarters. Ia shord,
the busimessmen are focusing on the far side of the valley, having
already discounted any reasonable downturn which ffight develop this
year.

In support of this psychology, it may be noted that a common
remark of both mexchants and memmuffacturers was that volume is holding
up well, but profits are off sharply. HNevertiheless, no instances were
found in which this had yet led to a curtaillment of capital expemdiiture
plans for the rest of 1%70, and corroboratimg evidence of this is
found in the ohservation of three different commenadial bankers that
busimess loan demand had risen to historic highs 'in the last week or
two at their institutions. They also uniformly noted that current
interest rate levels ‘are in no way deterrimg commenaiial loan demamdi.

Very little memttion of the depressed state of the stock
market was noted ammng the busimess leaders contacted, suggesting

that they tend to view it as a separate entity, with few potemtiial



Yspilllover effects"” on the course of real economfic activity. Nor

did the trucking strike elicit much commemt as a depressimg factow.
Apparently; the wholesale and retail sectors have largely escaped

any severe effects by means of a greatly increased reliance on the
United Parcel Service, and in some instances, parcel post. Among
menufizcturers, serious truck strike effects seem to be highly spotty.

As an example of fimms which have been affected, the Cabot Coxpovzdien,
large supplier of raw niwderials to the tire industry, reports inereasing
shipments problemns.

The meridne tool and producers' durable industries present a
mixed picture. The Torrimgton Corporation, large marmffacturer of
ball bearimgs for automwtive use, has definitely felt the decline in
auto production, but reports that orders in farm equipment and tuo-aycle
engines have risen mumre than enough to offset it. Layoffs have been
negliigible, and capital expenditure plans revised only slightly. The
Norton Corporation reports a simfilar situation in its macidine tool
lines, but notes a definite softening of orders in its industirial
abrasives division. On the other hand, Mr. Keyser of our board of
directors reports a statewide softening of mmciidne tool activity in
Vermomtt.

The recreation industry in northern New England has experienced
record levels of revenues all winter and thus far into the spring,
although merchants in these areas as well as on Cape Cod do report
some slack in advance bookings for the comiing summear.

On the fimancial side, commemcdiial banks report their depesit

situation as largely stable, with no prospects for normal growth in



the near future. Such weakness as was reported seems comcemttrated

in corporate CDs and individual demand depossfits. Thrift institutions,
on the other hand, are in a worse position, with May deposit losses
aleeady offsettimg mest of their March-Ayril gains. One- to
three-fandly residential hHeusing sales have deelined drastically

over the winter in mest of the New England urban areas, and apart-
ment eenstruetion 15 alse shewing signs ef letting dewm.

In summamy, neither continued tightness in credit maxkets
nor prospects for substantial declines in profit levels over the
rest of the year have yet acted to dissuade the busimess commundity
from its basic outlook. A mawrked letdown in consumer spending

would probably do so, but no signs of one have developed to datte.



SECOND DISTRICT - NEW YORK

In the Second Federal Reserve District, the Boards of Directors
at the head office and at the Bufffalo branch were solicited for their
own and others' opinions regarding current economdc condfitions and
the near-term outlook. In the suminamy, the responses showed subxsstavdiial
agreement coneerning (1) a tendency for eapital expenditures toe be
stretehed outt, where feasible; (2) ne deeline in inflatiomary epaciAbions;
and (3) an easing of the laber market in eertain eategeries, but
eentinued Strong upward wage pressures,

Some busimessmen reportedly are deferrimg or stretchimg out
capital spending plans where this is feasible. Apparently there is a
growing uneasiness about existimg capital spending plans. One maclidine
tool mamuffacturer with a faiely large national business has recently
suffered a decline of more than one-dhird in new orders. Spending plans
that are being completed as originally contemplated include those where
the fimns have "ne chedee"; namely, programs that are aleeady iA precess,
partieularly if these have leng lead times, and programs €that are een=
neeted with pellution ecendrel. 1A western New Yerk, for instanee,
65=70 pereent of the eurrent eapital spending by the feed processing
industry is government mandated under aiF and water pellutien pregrams:

Most of the directors expressed the belief that businessmen
were either as concerned about inflation as they had beem, or increasingly
s0. One director noted a growing fear and puzzlkement over winether
the Federal Reserve System and the Admimfistration 'mean business' in
the fight against inflation. Another director observed that industry

fears wage and price comtrols and has consequently raised its profit

mangdins.



As for consumer psychology, several directors indicated that
consumers seemed to expect inflation to conttinue. There was a
difference of opinion as to whether this worried consumers or wlhether
it had been accepted as a way of life. At the same time, almost all
of the directors who commentted on consumer psychology saw ewvidences
of conservatism in consumer spending. One dicector suggested that
recent stock market develapments could be expected to have a
significant psychological effect on such spemdiing.

There was general agreement that businessmen are mowe comcerned
about the expected comttinuation of inflation than they are about a
recession. There were varying opinions about when the "floor of the
valley" would be reached, but apparently mwmst directors did not think
the slowdown would be very deep. A few of the directors noted that
industry's principal concern has to do with the squeeze on praffiits,
since increasimg costs cannot be easily passed on in a sluggish periodi.

Comititions in the labor mawrket are very uneven, to judge
from the directors’ remamks. Some directors noted that it had become
mowe difficult for college graduates to fimnd jobs in certain cattegpniies;
e.g., as engineers and physiicists. Moreowenr, unskilled help is appamemtly
in easy supply. However, qualified skilled labor comtinues to be
tight. Particular note of this was made with regard to the Bufffalo and
Rochester areas.

Some of the directors observed that despite the easing in some
labor mawketts, there was no detectable easimg of upward wage pressumes.
Special comment was made regarding the steep demamds by the budlding
trades unions in the Rochester area. These reportedly stem from the
very generous settlements obtaimed last year by the same trades in
the Bufffalo area, Note was made of wage increases granted by some

businessmen in their lowest paying job categoniies.



THIRD DISTRICT -~ PHILADELPHIA

The business slowdown in the regional ecomomy 1s now in its
seventh momtiln, accordimg to a recent poll of business opimiom.

Results from the May busimess outlook survey show that most
mamuffacturers canvassed in the Third Federal Reserve District are
experiencing either no change or actual declimes in sales and new
orders. Mowreover, sales for April did not live up to expectztiomns,
indicatimg the current slump is somewliat mwre pronounced than
anticippated earlier. Howewer, area executives polled see no further
deterioration of business activity in the ilmiwiliate months akhead.

In addiition, optimism remains high for regional activity
over the longer temm: Since January, a majority of mmmmffacturers polled
have held risimg expectatioms for the second half of 1970. At
latest coumft, more than two out of three area industrialists see
a pickup in the ecomomy during the fall and winter of 1970

Underlyimng this bullish outlook is an expected jump in both
new orders and sales by yearend. Despite this anticipated acceleration
in business activity, a majority of area mamuffacturers do not expect
to add to their payrolls over the next six mumtthss. In adidfitiom,
only one in four plans an increase in capital expenditures during the
next half year.

The outlook for prices remmins inflatiomary. Better than three
out of five respondents, unchanged from.a year ago, expect the upward
trend for prices to continue for the balance of the year.

The expectations of area economiists for the second half of

1970 parallel those of memmuffacturing executtives. The consensus view



of busimess and bank economtfists in the Third District, according

to a recent poll, is that the current dounturn in business activity
is bottoming out and that by fall the economy will be expanding once
more. Prices, say regional economistis, will continue their upward
climb, but at a modestly reduced rate as the year progpesses.

Commentts on the current scene by memliers of the board of
directors are varied. Two membenss, a banker and a uttfilities
executtive, indicate that sentiment among their associates has become
rather gloomy in recent weeks. The gloom stems from the view that
the current dip in the ecomomy will develop into an all-out recessfon.
Another cause of this gloem is the feeling that inflation cannot be
stopped without a serious recessfom.

Two industrialists on the board, however, do not share this
pessimistic sentimentt., One indicated that he saw some further slowing
in the pace of busimess activity, but believed that a recession would
be avoided largely because of a pickup in consumer spending. The
other industrialist expected no further declimes in the volume of
business. He indicated, though, that he was less certain about the
ecomumy and more confused now than at anytime in his expendience.
Further, this industrialist is skeptical about the ability of current
policy to make much headway against infflatiom.

All board members expressed concern over declimes in the stock
market. Some pointed to the gloumy psychology it is creating; others
are concerned by the possibility of fimancial failures; still others
are concerned that a maxket decline of current magmitudes miight further

undermiine consumer spending. In a related pofnt, one board memirer



expressed serious concern over the taut liquidity positions of many
corporations.

Basically, the business opfnion in the Third District
reflects the view that the ecomomy has slowed muywe than expected
several momths back, and at best only modest reductions in the rate
of inflation can be expected by the end of 1970. Also, there is muwch

concern about developments in the financial sector.



FOURTH DISTRICT — CLEVELAND

Economdic activity in the District has been disrupted during the
past six weeks largely because of trucking strikes and strikes against
several major rubber compariies. Widespread campus disturbances in the
District have forced a numiver of universities to close and undoutotedly
have had an adverse impact on business conditions in local areas. This
Bank's regular momthly survey of about 70 large mewuffacturing compavies
in the District reflected the softening in natioawide industrial aectivity
last fall and early winter. Signs of a bottoming were evidenced ia the
survey taken in April, but the May stitvey revealed sharp setbacks during
the month of April in key series such as new ordets and shipments and
a mawked deterioration in employment and the workinesk, presuimatrly
because of werk stoppages. The Distriet's insured unemployment rade,
which had been edging tisdierately upward (frem 1 percerit last Oetober
to 2 percent in late Mawe¢h)), jumped ofie percentage point duwring
April to 3 percentd.

At a meeting of about 40 business economistis, held at the Bank
on May 18, there were miixed reports concerning recent price belawdion.
The majority madntained that wage-cost pressures, in the face of
slack demamd, are so great as to meske it easy to “pass on" higher
prices. Some economists, however, reported “under the talnle*
discountimg and price rebates, which presumably are not beimg recorded
in the official price indexes. Speciifically, an economiist from a
major rubber company said his firm's price index for tires, based on
actual transactioms prices and reflecting the mix of consumer

purchases, had risen during the past year only about one-tiidird



as much as the BLS price index for tires. Economifists from the chemiical
industries reported recent weakness in chemfical prices and noted that
few chemfical products were sellimg at list prices.

Other points of interest emexging from the meeting included a
report by an economfist from a large macliine tool company in Cleveland
that his fimm was livimng off backlogs, that business booked in Apwiil
was only one-quawter of what they would nornwlly receive at this
time of the year, and that they had not yet booked a single new order
in May. Economfists from two mwjor auto componies believed the worst
of the cutback in fiew car sales and production was over and tdlad,
following levelimyg tendencies in the second and third quarters, sales
would recover later in the year. Economists from the steel industry
expect the current favorable trade balance in steel to deteriorate
later in the year, with a strong increase in imports and an easing
in exports. On the other hand, the steel industey should soon begin
to feel the effects of hedge buying in anticipation of a psssible
strike next yeawx.

Among the commemts received from this Bank's directors at
a joint board meeting held on May 14, tihhere were reports that manmkets
for auto coupenents and consumer electronics are becoming softer. One
director said that one industry in which his fimm is a major factor,
flat glass, is--and would remafm--in the doldmums untdil auto production
and construction show improvememtt, but he was not optiniisttic. Several
directors empliasdized that the demand for coal is the greatest since
World War 1I; stockpiles are low and there is difficumity in recefving

supplies. (This implies contimued upward pressure on coal prices,



which have risen considerably during the past year; also ''brownouts"
are likely this summexrr.) One director, the dean of a graduate scheull,
reported that this year's graduates are harder to place. The mwrket
for Ph.Ds, especially nwthemiticiang and statistielans, is sufffering,
reflecting the cutback in Gevernment grants and other finaneial suppert
for edueatien. Directors from large bafks said they are struggling

to medntain theif depoxiits, while direetors from eountfy banks were
experieneing rising time depuydits.

Some recent conversatioms of this Bank's officers within the
District in recent days indicate that busimessmen expect corporate
profits to be off sharply in the second quarter because of the
trucking strikes and the slack in business. Some of the busimessmen
contacted expect a miinor recovery in profits in the third quantewr,
but do not look for any major improvement before the final quarxter

of 1970.



FIFTH DISTRICT -~ RICHMOND

Production, Sales, and Inventories. District survey respomdintss,
except for those in certain trades and services, indicate declines
recently in retail sales—particularly automvbdiilles. This comtinues
a slackening trend evident in this Distriet throughout the current
year. Mamuffacturers also report declines in shipmemtis, new orders,
and backlogs of orders. This situation apparently pervades both dursthle
and nondurable limes and remwins typical of the District's largest
industry, dextiiles.

Inventories are reported to be substantially unchanged from
the previous momth in memuffacturing as well as in retail trade,
Mamuffacturers, howewer, report higher levels of inventories than they
desire, while retailers report inventory levels to be somewliat depleted,

Employment and Unemplloywentt. Emmloyment is reported to have
declimed in the District during the past mumtln, in mesmuffacturing as
well as in trade and serviices. The decline continues a gemerally
weakening employment situation existing since January. Hours worked
per week have been reduced further, and initial claims for unemployment
insurance apparently continue high. On the other hand, District
busimessmen indicate that good emplloyees are still scarce in both the
gkilled and unskilled cattegpniies.

Wages and Prices. District mamuffacturers report increases in

both wages and prices over the past month as they have comsfistently
done for the past year: Busimessmen in trade and services indicate
an even more pronounced upward tendency. Scattered indications of

price declimes have appeared in the textile and furniture industiriies.



Constructiion: Residential contruction activity in the
District remains severely depressed: Nonresidential comsthrumttiion,
however, is reported to have increased slightly—a reversal of previous
momths? reports

Loan Demamddl. District bankers report that the demand for
mowtgage loans increased significanmtly during the past mewdlh. A
nuntver of bankers, however, indicate reluctance to accommsiiete this
demand due to statutory rate cellimgs and other factors. BPusinesss
loan demand is reported to have increased somewliat over the past msnth
as well, wirile consumer loan demand is apparently unchanged,

Qutlook. Uncertaimty pervades the economic outlook among
District busimessmen and bankers due to both economic and noneconomic
factors, includimg domesttic social unrest and recent developments in
the Vietran Wan.

Capital Spending. Survey respondents in manuffearttundimg),
particularly nondurable goods, indicate plant and equipment capecity
to be in excess. Respondents in trade and services report thefr
capacity to be inadequate. Both groups, however, apparently plan
further increases,

Reserve bank directors confinmm this consensus and report tinztt,
even in some instances where current capacity is more than adequeatie,
spending plans are not being curtailed and are even being increased
in certain cases due to a general feelimg that inflatiomary comdfitions
will contiinue,

Imventory Investmentt. Manufacturers report current inventory
levels to be excessive, but busimessmen in trade and services feel

they are too low. Reserve bank directors indicate a simdlar mixture



of opiniont Adjustments are apparently still going om, and some
respondents indicate that, while the largest share of inventery
reduction has already passed, few significant increases are being
planned.

General Condiitions and Consumer Spendiing. There is a consensus
among District bankers that further declines are ahead for general
business activity in the District. Moreover, Reserve bank directors
indicate that consumer spending plans are being adjusted dowrward
somewhiatt, reflectimg largely a feelimg of uncertainty over the future

course of the national economy.



SIXTH DISTRICT = ATLANTA

The mood of our directors varies from pessiimism to optimism.
If any consensus exists, it is that business activity in the Sixth
District will comtinue to weaken slightly. Many ma&jor economic
indices should drift downward or mawk time for the next two momths
at least.

In the pessimiistic vein, a leadimng department store recenttly
informed us that their sales are even with a year ago, but only
because of the addition of branches; unit sales, of course, are lower.
The store reported that labor costs were up 8 to 10 percent and
profits were off. They were pessimistic about future department store
sales and did not anticipate a quiek economie recovery. A telephone
survey of departiienit steres indicates this eonelusion is shared by
ey retailers througheut the Seutineansd,

According to directors’ reports, retail sales in some areas
have been adversely affected because of a diversiom of purchasing power
to private schools which have sprung up in response to integration
orders. Lumiber miills in many areas have not been operating at pruffitable
levels, and one major mill is planning to close down operations for
three to six weeks to adjust inventories. A recovery in this industry
is anticipated by the end of the year. The coal industry in Temmessee
is also stymied at the Mine Safety Act, with which the industry claims
it is imposwible to complly,

The temporary closing of oil leasimg in the Gulf because of
oil-slick problems comtinues to cause a slump in the Louisiana Gulf
Coast area. The outlook for the immediiate future is pessimietiic.

Difficulty in obtaining insurance will also continue to hold up



construction in the wake of Hurricane Camiillle. Also, a strike by
2,600 workers at Gulf States Power is hamstivinging new comstiruction
in Baton Rouge and other areas served by this uttiility.

The employment outlook remadins bleak at the large number of
miilitary and aerospace installatieons in the South. Financial diistricts
of major mettropwlitan areas are expected to continue to experience a
reduction in empiloyment occurring throughout the brokerage business,
and there has been some reduction in empiloyment at a large bank.

A recent canvass of institutiomal morttgage lenders indicates
pessimistic outlook for single- and mmillti-fandfly housing starts.
Atlanta and Miami were the only mmilewattely bright spots.

Higher prices of vegetables, peaches, and other agwicultural
cormodditties may be in prospect because of lower crop estimates and
delayed plantings. Production estimates of citrus fruit, howvewer,
remain bullish despite a miild droughtt,

On the optimfistic side of the ledger, mamy new plant locations
and large=scale construction projects have been reported recentlly.

For examplie, central Alabeama will be receiving a modular home plamtt,

a poultry plamt, and a foundry for producttion of parts for automuliiilles
and other products. In southern Loudisiana, a new chemfical plant

has been announced and a large addition to an existimg plant is
planned, In the Birminghwam area, a rash of comstruction projects has
been annoumced. In the New Orleans area, plans for a new shopping
center and another large mntrel have been annoumced. Potemttial pulnlic
construction in that area includes a large bridge, an airport, and

a stadiium.



One director has reported a sizable increase in new orders
because of a revival of capital projects that had been postponed
last yean.

A real bright spot in our District has been the Orlando
area, where comstruction should continue to boom as Disneyworld
gains momenttmm, Comstruction will soon be conmemcing on a very
large residential project south of Orlando.

If a tentative wage settlement is ratified by ground
workers of National Airlimes this week, it will provide a stimulus

to activity in southeast Florida in the coming weelks.



SEVENTH DISTRICT - CHICAGO

In published statements and private conversations a deep mood
of pessimism prevails in the Seventh District. Developments in Souttheast
Asia and the Middle East, racial strife, student unrest, high finterest
rates, the decline in the stock mawket, the squeeze on proffits, the
persistence of price inflation, risimg unemploymend, "unressowatile"
labor demmndss, and strikes (especially the truckers' strikes) are
likely to be memdioned in any discussion of recent trends and future
prospects. Probably some decisions are being delayed pending
clarification of current uncerdaindies. Whatever the "facts" sy be,

a correspondent writes, "Mex's thoughts comtrol their actiioms."

One of the problems in drawing a consensus by citing indiividual
views on developments at the present time is that for every assertion
an antithetical view could be offered. Some advocate price and wage
controlls; others regard such comtrols as anathema. Some demand that
the Federal Reserve System ease crediit, others insist that policy should
have remained highly restrictive. Some worry over rising unemploymentt;
others helieve a "shakeout" is essenttial. Some expect a comttinuing
decline in real activity through 1970; others are sure that the low
point is past or near at hand, Some bankers think loan demand remadins
as strong as ever; others believe demand has easedi.

The truckers' strikes and lockouts had a deep impact in the
Seventh District in April and May, particularly in the Chicago area.
Output of steel, autos, appliances, radio-TV, machinery and equipmentt,
and many other goods has been slowed—-some plants are closed complRhelly.
Some comstruction projects using structural steel have been virtually

at a standestdill, Some retailers have been unable to obtain certain



goodis. In the Chicago area, it is estimated that 125,000 weorkers
are out of work currently because of the strikes, in addiition
to about 40,000 truck drivers.

Increasing uncertainties have entered the capital goods
picture. Most statements of comstruction maciinery producers indicate
sales to distrilbutors have been goodi, but one large producer reports
inventories pilimg up at the dealer level. Among capital goods, maclidne
tools have been hard hit by order declines. Machine tool output has
not declined as much as orders, but some surplus capacity has developed.
As a result of rainy weatther, crop plantings have been delayed and farm
machinery sales continue weak.

Construction declines are largely confimed to single-famifly
home=s., Carpenters have become muwe readily available, but most budilding
trades continue in short supply. Mortgage momey is believed to have
eased “dramattically” in the Detroit area.

Orders for major household appliances have improved in recent
montths., Demand for certain consumer residenttial goodis, including
mattoncyclles, golf carts, and bicycles is excellent—-pressimg capacity
to the limit in some cases.

Although output schedules for autos indicate a strong revival
in May and June, pessimism in autommttive centers has been spweadiinmg.
Perhaps this reflects the failure of retail sales to confimm expectations
of improving demandi.

Developments in the steel industry are so clouded by the truck
strikes that generalizations on order trends are not possible, but a

short=term increase in output is certain when the strikes are seutled.



Job mawkets have eased in all major areas, but there has been
no significant improvement in the supply of trainable younger wankens.
The easing of supply of college graduates has been dramatiic, Summer
jobs for undergraduates are scarcer than at any time in recefit yeaws.
Many experienced exeeutives are seeking jobs, partly as a result of
the "fine couting” of white eellar staffs. A student seeking summer
werk at a large autemoiive firW was asked, "Why de we want trainees
when we're fiFing viee presidends?"

Complladnts over "tight munmey' are widespread. Increased comcern
is expressed over the "liquidity squeeze," especially in small- and
medium-sized businesses. Payments frequently are delayed, but there
has been no significant rise in outright defaults or bamkaupticdies.
Commentts on the strength of loan demand vary fram bank to bank. Tiis
may reflect varying degrees of empHmsis on the mieans by which podendiial
customers are discouraged.

A large bank states its "average cost of mumey" is 8-1/4 percend.
Banks are not now able to raise CD momey at ceilimg rates. The common
view of lenders and borrowers is that interest rates will either remain
high or rise soimewihrd, Hewevrer, there are indicatiens that seme eceorperate
bend issues are being pestponed and are awadting mere faverable esHulidions.

District analysts who empliasfize the 'money supply" expect the
decline in activity to last at least through the third and probably the
fourth quanter.

Of course, there are many who believe the decline in the stock

maxket presages a much more severe drop in general business than is

yet appanentt.



EIGHTH DISTRICT - ST. LOUIS

A select group of knowledgeable persons in the Eighth Federal
Reserve District, including directors at the head office and Loufiswiille
branch of the St. Louis Reserve Bank, offiecials of larger business
firmns and newspaper financial editors, was questioned with respect
to their views concerning the economie outlook. Their commnemts peint
to some further decline in business activity in the near future, with
an occasional expression of doubt as to the extent of recovery of
business profits in the longer rum.

Of greatest concern at the moment for mmst finms are the
contracts which are beimg negotiated with labor unions and the
anticipated higher wage settlements. The business representatives
almost unanimously indicate that they will be unable to pass on all
of the risimg labor costs to consumen=. A continuation of the proffit
squeeze of the first quarter of this year is therefore expectied|.

There are no indicatioms of major layoffs of workers by those
interviewed, except in the construction industry. Some fimms are,
howener, reducing wage and salary costs by failimg to replace workers
who retire. A slackening in demand for labor is also indicated by the
slowdown in demand for June college graduattes. One business schoml
dean reported a slowdown in growth of both job opportumfiities and in
starting salaries compaered with other recent yeawrs.

Excludimg stockbrokers, pessimimm appears greatest in the
autonobiile, chemiicall, comstruction, and defense industries in the
Eighth District. Concern for their profit outlook in the immesifiate

future and to a less extent in the longer run indicates some decline



in demand for investment funds in these industries. A nunlier of
smglller industries which are associated with residential cmmstruwtiion,
notably furfilture and fixtures, likewise view the outloek with 1ittle
optimism. The breweries, food, and feed imndustries have apparently
been little affeeted by the eurrent eecofoiiec slowdewn and have fade
little change in their long-rufi spefiding plans. One représentative
of these industries remarked that his eofipany was "looking aeress
the valley" to a recovery later ifi the vear.

Great concern was expressed by a nuniver of people for the
major dowrward movement in the stock maxkett. Several accrediited
this muvement to restrictive mometary pollicies, which they believe
were necessary to bring the rate of inflation down to a more
muderate level. In some responses, and especially in the case of
our own board membimrnss, a need for continued mudieration in the rate
of growth in the stock of momey was indicated despite the problems
involved in reducing demand to mmre sustainable levels.

Farm land prices apparently continue to decline in the
predomfinantly agricultural areas of the Eighth District. Estimates
of price declimes during the first year run as high as $50 to $100

per acre on land that previously sold for $500 to $1,000 per acre.



NINTH DISTRICT = MINNEAPQLIS

Although indicatioms of softening in the Ninth Federal
Reserve District are not as apparent as in the rest of the natiom,
various pieces of quantditive and gqualitative evidence suggest
that the rate of District econonmic growth has at least slowed
dowm. At the same time, however, there does not seem to be any
diminution in the inflationary psychology of area residemts.
Consumers apparefitly are cutting back on their level of comsumpriion,
and scattered instances of busimeswmen either postponing or at
least stretching out some of their capital expenditures are being
noticed. Currently, a nuiber of construction workers in the
District are on strike and indications are that mest of these
strikes will last for awlifile. Information relating to the
Teamstiers' strike is very sketchy, but it appears that some firms
are beglaning to be affected.

Durimg the go—around at the last meeting of the Board
of Directors of the Federal Reserve Bank of Mimmeapailis, the
directors generally felt that business condfitions were soffteniing.
As evidence of these observattions, the directors cited such
things as unemployment increasimg in their areas, retail sales
becoming sluggish, busimessmen hesitatimg to build up inventoniies,
and an almost universal observation of slowing in auto sales. In
addiition, one director was aware of a case where a steel company
supplying the auto industry has cut back its orders of iron ore
pellets. One director, on the other hand,, observed that lumber

and wood products mamuffacturers in western Momtana have become



optinfistic in their expectations of sales during the latter
half of this year. These producers were severely affected by
the dowmturn in housing construction, but not expect their
sales to increase with the anticipated upturn in housding.

In spite of the business slowdowm, the directors felt
that inflatdonary psychology has not abated in their local aress,
but that recent events in Indochina have not had a diiscermible
separate effect on inflattonary psychology. They also felt that
people are concerned not only with the effect of inflation, but
also with all other areas of unrest in this coumtry. One director
addressed himself to the disceimimatory impact of inflatiom.
Although he was careful to point out that the problem was also
due to other factors, he felt that farmers are feeling the 111
effects of inflation while not sharing in the beneffits. For
exampile, he said that while farmers recently have had to pay
more for input items, the prices of their products have not
increased accordingly. As a result, the profits of farm operations
have fallen offff.

Scattered pieces of information suggest that area businessmen
may be postponing or at least stretchimg out their capital expend-
itures. During the first three mmnths of this year, the valuation
of buildimg permiits issued for nonresidential buildimg in the
Ninth District were about 9 percent belww the compawalble year-
earlier period. After adjusting for cost increases over the past
year, this implies that nonresidential buildimg activity is about

16 percent below a year ago. In addition, one director was aware



of a mmmuffacturing fiwvm in his area that has set back the
letting of contracts from 60 to 120 days. Also, a Mimnespolis-—
based millimg and food related coniglomerate reported recently
that they had eut back their eapital expenditures. During the
currefit fiseal year they expeet to spend about $5 million fer
fixed eapiital, an ameunt dewn substantially from the $8.2 winllien
spent last year. Twoe eases were eited at the recent directers
meeting, however, whieh are expected €6 lead to inereasing capital
expendiitures. In ene ease, it was stated £hat a railwead based
in the Ninth Distriet weuwld have ¢8 expand its eapital expenditures
te take advantage of the ecenemies of scale inherent in a recent
merper of four lines. 1n the second case, a copper producer in #he
tpper Peninsula of Michigan Has undertaken a heusing pregrem wiah,
when eespilleted, will deuble £he size of the tewh in whieh ¢he mine
is leeated. The ostensible reason for the few program was e
shoerten the cemiitiing time 6f werkers, for a nunber of €Welr
eiiployees are new eoiutdng dally from peints 50 te 100 mvles
away.

Major construction contract negotiations are underway
in two sectioms of the District. In Minnesota about 10,000 to
12,000 workers are currently out on strike and about 15,000 to
20,000 workers are directly affected. Although some disputes
have already been settled, the majority of union contracts expiring
this spring are still in the process of negetiation. In gewensil,
conplleted negotiations call for wages to increase by fwsre than
50 pereent over the fniext two years. The strikes still in progress

are expected to continue throughout the next three to four weeks,



In the highway and heavy construction sectors, the carpenters
and Teamsters have settled, but the operating engineers appear
to be a long from settlement. According to a recent newspaper
article, operating engineers in Minnesota reportedly turned dewn
an offer that would increase their wages by 55 percent ever the next
two and a half years presumably beeause 6f unioen diissadisfaetien
regarding the timing of the inereases. In the building econwtruetion
trades, a nupkher of strikes are still in pregress and prebably
will net be settled for at least three o feufr weels.

In South Dakota, contract negotiatioms are underway in
Sioux Falls and Rapid City, the only unionized areas in the state.
All buildimg construction has been shut down in Sioux Falls as a
result of a strike by the operating carpenters are in the process
of negottiatimg new conttracts, but are still working. The unmions
are requesting wage increases of about 15 to 20 percent per year
over the next three years as opposed to the 10 percent to 12
percent per year increase received at the time of the last

settlement three years ago.



TENTH DISTRICT - KANSAS CITY

Consensus Based on Discussions witih-Menivers of the Board
of Directors. Perhaps the mmst pervasive commentts revolve about
construction industry wage settlememtts, The extremely high natiional
rate of wage increase is miirrored in the District, but of more
significance, current and emexging wage demands will probably give a
new lift to the national spiral. Comstruction is at a standistill in
some areas of the District, as new wage bargaining proceeds. Excessive
increases in comstruction costs are an impertant part of the reason for
the reduced volume of new construction awaswdls, which will shew up in
reduced construction activity six mewths or so hence. Even now, it is
reported, there is a virtual absence of smwilll construction projects of
$750,000 or less.

The magmitude of wage increases in comstruction, and in other
industries as well, is causing mamy to doubt the validity of attempting
to bring wage=cost inflation under comttrol by mometary and fiscal
policies., There is a strong belief that stabilization goals can be
acconplished only if the unbridled power of labor unions is curbed.

In this commectiom, it was noted that some local membensifips in their
push for large gains have effectively overthrown the guidance of natdional
leaders, It was interesting, too, to hear that the top comstruction
company in the Unmited States last year is a nonunion firm.

Retail sales are reported in the range of from fimm to down by
varying amountis. Where sales were reported weak, it was indicated that
the public is deeply concerned about the prospect of recessiom.

Despite excellent production prospects, producers of farm crops

are discouraged by low prices for many of these crops. Bankers in the



High Plains report that increasimg numbers of farmers, pantticularly
wheat farmens, are quittinmg because of low prices and restricted
average allotment programs. The attrition appears to be subistantdially
higher than the average for other recent years caused by the chamging
structure of the industry. The livestock sector comtinues to remain
relatively favorable. Howewvery, the impact of higher liwestock prices
is expected to be offset by increasing costs, resulting in little
change in net farm iacome measured in current dollars. Consequentlly,
net farm income measured in real terms is likely to be dowm.

The 8-percent increase in net farm income in 1969, comisined
with efforts of farm producers to increase efficiemcy by going to
larger equijpment and other techmological improvewentis, has caused
purchases by farmers to increase. Farm macitinery dealers report sales
of farm equipment to be unusually good. They are fearful, howewer,
that to a considerable extent current sales are being made at the
expense of normal future sales. Comversation with farm purchasers
indicates that they are buying now because they expect eguipment
prices to rise substamtially as new union comntracts are negptdiated.
Farm implement people expect Walter Reutthem's death to make
bargaining in the farm machinery industry move diiffficult.

It is apparent that mmst Board mewilexs do not believe that
a recession will be an acceptable route to the goal of price staliillfity.
Wirile they probably would not argue that the economy is in recessiom,
the course of developments and the sharp April rise in unemployment
tend to strengthen the view that the ecomomy is headed in that

direction.



Banker membizrs of the Board are concerned with the cowtdinuing
effort to limit overall credit growth by restrictimg growth in the
banking system. They believe that this already has gene tee far in
squeezing bank liquidity. Moreever, they argue, mewetary pelicy is
forcing too much banking outside of banks and this is pedentiially
dangerous. The resort to cemieskdlial paper fimancing by businiess
firms is cited as an obvious exanmplle. The remeval of interest rate
ceilings on large CDs weuld be a step in reetifying some of the

current diffieulties and petential preblems in this regard.



ELEVENTH DISTRICT - DALLAS

Continued inflation is the mmjor concern of Eleventh District
board members surveyed at a mid-May meeting in Dallas. A recession
is comsidered possible by a nuniver of the board membemss, but this
prospect is causing less concern than inflation since there is a
widespread belief among the directors that a recession would be
short and miild. A liquidity crisis is memdioned as a pmadibility
by only one-tlidird of the respondiemts, and the odds attached to this
outcome are relatively low. With this overall econonfe outlesk, the
board medtwrs expected sales to show 16 inerease or only a singlll
inerease in 1970, while profits are expected to deeline. One
director theiught there might be a fall of mere than 5 percent in beth
saleas and proffits.

Every board membier reported that emplioyee wages in their fimrms
were beimg increased in 1970. This direct experience with higher
wage costs may be one reason for the almost unanimous concern with
inflation, ahead of other economic problemss. The smalllest wage increase
(4 percent) was cited by an academic leader, while the largest (10
percent) was memtioned by a banker. The nonbanking busimessmen
mentioned 6 percent mmst often as the wage adjustment they were
melking this year.

The respondents were unanimous in their view that the Federal
budget would operate with a deficit this year. Apparently, the
Admindistbrattion's forecast of a budget surplus is not accepted within
the business and fimancial commmdiitty, although a few directors thought

the deficit miight be smalill.



Despite some concern about a miild recession, acknowledgment
of higher labor costs, and a generally. poor outlook for profits this
year, there were no reports of enployment cutbacks by the bankers and
busimessmen interviawed and no indication that employment cuts were
currently being consddered. In fact, plans for very mudiest expaunsiion
of the labor foree were noted by a couple of respondemts. This
reported mwintenance of employment levels is consistent with the
aggregate data for the Eleventh District, whiech show total employment
still edging upwawd. The lacrease in empilloymend, however, has not
been sufficient to absorb all of the new labor force entrants in
the District states. Thus, there has been an increase in unemployment
in the Eleventh Distriet since the end of 1969, and unemploytient
insurance activity is at a considerably higher lewell.

The respondents to our survey did note some softenimg in planned
plant and equipment spendfng. More than half indicated that tiedr
January expectatioms had been revised downmwandi; the estimates of the
magmitude of the downward revision were vague but apparently indficated,
in must cases, trimmfng around the edges rather than ulinllesale
slashing. An executive of one major mmufacturing concern did
indicate that planned plant and equipment spending was undergoing a
“substantial” cuthack.

The Texas industrial production index edged up in Maxch, but
has generally flattemed since the beginnimg of 1970. Increased
demand for petroleum and petro=chemiical products has helped to
strengthen the ecomomy in both Texas .and other District states.

01l production in the Eleventh District has remained near record

levels throughout the spring, usually a period of seasonal slack.



At the same time, drillimg activity has been rebounding from a
27-year low. Comstruction contract activity in the Distriet showed
renewed strength in the fiest quarter of 1970, conpared with either
the year-easwlier period or the fotirth quarter of 1969. Konmtnilldiag
construction contracts were up comsideraily, bouyed by two very
large contracts; nonresidential contracts also showed a sizable
increase. A seasonal expansion in comstruction employient has
occurred this spring, although the gain came earlier and was
somewlhat less than usuall.

Department store sales in the Eleventh District through
early May were up mmiierately in dollar value, but less than the amwumnt
required to offset inflation. Sales in early May appeared somewlnat
stronger than has been the case for the year as a whole so far.

Agricultural activities throughout muwst of the Eleventh
District are progressimg under generally favorable weather codiittfioms.
Cash receipts from farm marketings in the District states were up
substantially in the first two momths of 1970, compared with year-
earlier levels.

Loan demand in the Eleventh District remadned sluggish in
April, as total loans at weekly reporting commenmciial banks declined
contiraseasomally. With both time and savings deposits increasdng,
District banks added comsiderably to their holdimngs of secuniities,
particularly muniicipals. Time deposits have increased recently due
madnly to the sale of large CDs. Some tightening in District bank
reserve positioms in April is reflected in the increase in weekly
average net Federal funds purchased and in discount window borrowiinmgss,

conpared with the March levells.



TWELFTH DISTRICT - SAN FRARCISCO

Gemewall. There is no comsdistent pattern of views and anticipa-
tions regarding economdic condiitions in the Twelfth District. Muderate
growth in business characterizes the District generally, including both
Washdngton, one of the hardest hit sections, and Arizona, previously
showing the greatest growthh. Declining output and enmployment in some
parts of Oregon are comtinuing and spreading, while both buoyant and
depressed conditions are reflected in various areas of Seuthern
California.

Random Notes by Industry. Reports on recent agmicultural

conditions vary from "agricultmral disaster due to weather" and

"agricultural recession" to “excellent growing conditions and bumper
crop prosyeuotes.’

Logging and lumber mfills continue slow, with outlook favorahle
until mid-1®7k. The layoff rate has been reduced at one large aerospace
flerm, but is becoming maniifest in a limited way in some other industmiies.
In educattion, wages are "high" despite heavy demand for the scarce new
posdtions. Severe gasoline price wars are evident in meny locatfions,
aggravated by the introduction of new types of gaeailine.

Housing generally continues in short supply with comsttruction
depressed, while apartment vacancy rates vary from low to very
substamtiial. Industrial and commenciial comstruction is "fairly actifive"
in Utah. One mamuffacturer reports a volume merket and good prices.
Another reports a profit squeeze; he was "forced to raise prices agadnst
a soft mankett; the raise was accepted as unavmidatile" (except for the

attempted cut in distributors’' manginsd).



Summzxy for Selected Economiic Aspects. Employment — New jobs

are becoming less easy to find, actual cutbacks in total emyloytient

are occurring in an increasing numiher of filvms as a part of cost-
reduction programs. Significant expiration of unemployment cexipesiywtdon
benefits is expected in June and July in ene swes.

Strikes = Both current and anticipated labor difficulties were
mentifoned.

Wages - Wage condiitions vary from constant to rising. There is
even wider anticipation—except in strictly agricultural eowmunittess—of
future wage bomsts.

Other Costs - Increasimg costs of purchased goods were mentidioned,
but one respondent writes that "dealers...are selling equipment at
below cost to reduce inventordiess."

Prices - Prices on the respondents' own products vary from
"recently strengthemed mawkedlly" to "started declinimg about 30 days
agw.” Higher posted prices and competifitive price-cutting left one
industry's average retail price higher on balance; expectatioms are
for hardening prices. Despite a slowdown in one area, a strong upward
price trend was noted. In another, upward pressures are expected to
continue with the rates of increase "diminished from those of recent
experience. "

Profits - In one industry expectimg both wage increases and
enployment cutbacks, "a number of compamies have announced that they
expect slow improvements in net earnings as 1970 pwwoeedss ™

Market Psychology = In one sensitiive-zommodity industry,

“the payehelegy of buyers and sellers has changed recentdy' (in a



deflatimg direction): '"the tendency of buyers is to go increasingly
to a hand=to-mouth basiiss."

Sales = Sales reports vary from "curtailed" through “constant"
to "up."” Higher new orders and lengthening delivery time were
noted in one commumdiitty., In the Portlamd zone retail sales ‘“'have
reflected a definite improvement within the last 30 days,"” in comttrast
to the mmre general expectation in that zone of even mmre softening
in retail sales.

Inventories - Both higher and lower inventories are repomrted.

Plant and Equipment Investment - Both high and low levels of
capiital spending, as well as "mo chamges,'" are reported, with cutbacks
move frequently mentdiomed.

Credit - According to the banker respondenmtts, “"ample" to
Yadequate” credit is available. Users of credit vary in their judgments
on this score from "a little easier to obtadim,” through "very dfififficulit,
but not substantially more so than a year ago,” to "wery tight for
agricultural loans from commenaiial bank souncess."

Bank liquidity short of distress was noted. Expansion of
several retimement commumiitties is currently beimg held up for lack
of funds. A continuimg increase in overdue or delimquent receivables
was reported, partly attributable to strike-imduced delays. A large
international conglomerate indicated that accounts receivable have
slowed from 70 to 80 days; the very substantial costs involved could
not be passed om.

Policy = In one communiity the impotence of monetary policy

and the need for wage and price controls had become the subject of



common discussion on the street: Elsewhere the lack of needed wage-
price guddelimes was noted, with the "unconscionable increase in

inflationary conditioms in services" emphasdizedi.



