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A hook at Auto Sales
N .e w  1959-model automobiles have been increasingly numerous 
in traffic jams in the last five months, although, statistically speaking, 
the new model year is only about four months old. Figures reflecting 
substantial sales of new models are available for only November, De
cember, January, and February. Few figures, however, have probably 
ever been searched so diligently by so many businessmen, economists, 
and Government officials for clues to the future course of the economy. 
The search is justified by the great importance of the automobile indus
try in our national economy.

From Coast to Coast
So far, it is clear that 1959 models are selling better than the 1958 
models did. Just how much better, however, is difficult to say, particu
larly since several work stoppages at assembly and supplier plants have 
tended to disrupt normal delivery schedules in this period. There is no 
certainty as to what combination of figures is likely to show the sales 
trend most accurately.

In November, the first month in which the new models were sold in 
large volume, sales of domestically-produced cars were 18 percent below 
a year earlier. Increases soon appeared, however, as stocks of new cars 
built up following strike-induced shortages: In December, sales were 
up 4 percent from a year earlier; in January, the year-to-year gain was
12 percent; and in February, sales were 26 percent above the same 
month of 1958 when sales were particularly low. Sales during the four 
months together totaled about 4 percent above the corresponding year- 
earlier total.

If sales for the full model year prove to be only 4 percent better 
than for 1958, they will, indeed, be a disappointment to an industry 
that has been looking forward confidently to sales of about 5.5 million 
domestically-produced units, or an increase of about 30 percent over 
the unusually low level of 1958. Fortunately, the auto industry has 
grounds for believing the full year will prove to be more in line with its 
original forecast. After all, 5.5 million would be a low volume com
pared with most recent years. Then too, general business activity is 
expanding; a year ago it was still on the downtrend toward the reces
sion low reached last April. Improvement in both consumer income 
and outlook, stemming from economic recovery, has led the industry 
to expect a reappearance of the traditional spring upsurge in new car 
sales. In two of the last three years, this upsurge has been conspicu
ous by its absence. We may, of course, be experiencing a change in 
the seasonal pattern of automobile sales, with the early months of the 
model year accounting for a greater proportion of total sales than for
merly was the case. This possibility at least suggests the need for 
caution in assessing sales prospects for the remainder of the model year.

With this in mind, we might consider what would happen if the sales 
pattern for the 1959 model year approximates the average for the 1956Digitized for FRASER 
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model year, when the traditional spring upsurge in sales 
did not appear, and for the 1957 model year, when a 
small upsurge did appear. In both earlier periods, eco
nomic activity was expanding much as it is currently. 
Sales during the first four months of the two model years 
averaged about 34 percent of the full year. If this per
centage is representative of the current model year, sales 
of domestically-produced automobiles will be in the 
neighborhood of five million units, or about 15 percent 
above last year.

A disappointing possibility? Undoubtedly, it would be 
to those who have expected a gain twice that size. Never
theless, five million units sold would be a substantial im
provement over last year. If sales are to reach five million 
units, however, the last eight months of the model year 
will have to show an average year-to-year gain of about 
25 percent.

In the automobile industry—characterized by wide, 
irregular fluctuations in sales—past experience is a noto
riously poor guide to the future. There is no reason to ex
pect this year to be an exception. The automobile indus
try, therefore, may not be overly optimistic in expecting 
sales of 5.5 million domestically-produced units. Figures 
available so far this year simply indicate that a substan
tial further improvement will be necessary if such expec
tations are to be realized.

Within District States
Any improvement in national sales of new cars probably 
will be mirrored closely in Sixth District states. Although

there is a greater lag in the availability of information on 
sales for the District, we do have information for Novem
ber, December, and January on the number of new auto
mobiles registered in Sixth District states. These figures 
show that registrations of new model cars in this region 
have been keeping pace with similar national data. Since 
the new models were placed on the market in large vol
ume, District registrations have shown somewhat better 
month-to-month changes than have the national totals. As 
a result, registrations in this region accounted for a 
slightly larger proportion of the national total than they 
did in the last few months of the 1958 model year.

Changes in automobile credit extended by commercial 
banks support the belief that both District and national 
auto sales are improving. In December, District bankers 
extended 15 percent more credit for consumer purchases 
of new and used automobiles than in the preceding 
month. A further rise of 9 percent occurred in January. 
All commercial banks in the country increased their ex
tensions about 19 percent in December, but in contrast 
to District banks, they reduced their extensions slightly 
in January. For December and January combined, auto
mobile credit extended by District banks averaged 21 
percent higher than in November, whereas that extended 
by banks in the nation averaged 18 percent higher.

It would be surprising, of course, if the Sixth District 
did not share in any substantial rise in national automo
bile sales, judging from the sales patterns of recent years. 
Even though registrations have changed drastically, this 
region has accounted for a remarkably stable proportion 
of national registrations. In the record sales year of 
1955, District states registered 10.1 percent of all new cars; 
in 1958, when dealers throughout the country sold about 
one-third fewer cars, registrations here accounted for 10.2 
percent of the national total. Comparable percentages 
for 1956 and 1957 were 10.3 and 10.4, respectively.

The Many Factors Involved
The total of new car sales for the 1959 model year in the 
Sixth Federal Reserve District, whatever it proves to be, 
will be the net result of many factors at work to shape 
consumer response. Observers can only weigh those fac
tors likely to promote sales against others likely to hin
der sales.

In the District, as in the nation, auto dealers can ex
pect help from rising incomes. Economic recession caused 
a slight drop in personal income in late 1957 and early
1958, but for the full year, income in District states was 
nearly 4 percent above that for 1957. Since the low point 
of business activity, reached in this District about last ; 
April or May, incomes have increased as employment 
has picked up and work weeks have lengthened.

Liberal terms are available for repaying money bor
rowed to buy new cars: Half of all new-car loans made 
by District bankers last year provided for relatively long 
repayment periods, that is, over 30 months. The trend , 
toward more frequent use of long repayment periods, I 
however, has slackened over the past year, indicating that 
the potential for stimulating sales this year through the 
increased use of consumer credit probably has been re
duced somewhat.

While rising incomes and credit availability can be
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expected to boost automobile sales, the opposite can be 
expected from price increases announced when the new 
models were introduced. List prices advanced an average 
of 4 percent, as reported by the Bureau of Labor Sta
tistics for the new car component of the consumer price 
index. In recent model years, discounts from list prices 
have been common following introduction of new models. 
Nevertheless, an upward trend in annual price averages 
has continued strong.

It must also be recognized that an increasing array of 
products now competes with the automobile for the con
sumer’s dollar. The needs of growing families, the desire 
to build new homes or to improve existing ones and fur

nish them anew, and the attractions of new or improved 
products may be leading to less emphasis on having the 
shiniest, biggest, and most elaborately equipped automo
bile. That this possibility is very real seems evident in 
the fact that the major automobile producers are ex
pected to bring out their own versions of the so-called 
“compact” car toward the end of the year. Observers 
seem to agree that important changes are taking place in 
the automobile industry. The relative success of new car 
sales this year will weigh heavily in determining the rapid
ity with which these changes take place.

P h il ip  M. W ebster

Higher Profits Despite Increased Costs
The uptrend in operating costs of Sixth District member 
banks continued during 1958 despite recessionary forces 
that prevailed during much of the year. Furthermore, the 
rise in costs during the year was greater than that in total

Average Operating Ratios of all Member Banks 
in the Sixth Federal Reserve District

SUMMARY RATIOS: 1953 1954 1955 1956 1957 1958

Percentage of total capital accounts:
Net current eamings before

income t a x e s ......................... , 16.3 15.5 16.2 16.9 15.7 14.2
Profits before income taxes . . . 14.2 15.1 13.2 12.8 12.6 14.1
Net profits.................................. 9.9 8.5 8.4 8.4 9.6
Cash dividends declared . . . . . 3.1 3.1 3.0 3.0 3.0 2.9

Percentage of total earnings:
3.88 4.01Total earnings.............................. 3.25 3.26 3.43 3.66

Net current eamings before
income t a x e s ......................... 1.15 1.10 1.18 1.23 1.16 1.09

Net profits.................................. .64 .71 .63 .62 .63 .74
SOURCE AND DISPOSITION OF EARNINGS:

Percentage of total eamings:
20.9Interest on U.S. Govt. Securities . . 23.0 22.4 21.8 22.2 22.5

Int. and div. on other sec. . . . 5.9 5.9 6.0 6.2 7.2
Earnings on loans......................... 58.8 59.7 59.6 59.4 59.4
Service charges on dep. accts. . 6.4 6.7 6.6 6.5 6.6 7.3
Trust departm ent earn ings1 2.2 2.6 2.6 2.6 2.6 2.6
Other current earnings . . . . . 6.3 6.2 6.0 5.7 5.3 5.2

100.0 100.0 100.0 100.0 100.0
Salaries and w a g e s .................... . 32.0 32.3 31.6 31.2 30.2 30.3
Interest on time deposits- 9.1 10.4 10.8 11.3 16.4 18.5
Other current expenses . . . . 33.9 34.2 35.0 39.7 42.5

Total expenses......................... , 64.5 66.2 65.8 66.2 69.9 72.8
Net current earnings before

27.2income t a x e s .................... . 35.5 33.8 34.2 33.8 30.1
Net losses (or recoveries and

profits + ) 3 ............................. 3.8 +  1.0 3.5 4.9 3.2 +  2.5
Net increase (or net decrease + )

2.6in valuation reserves . . . . 1.4 2.3 2.9 2.4
Taxes on net income.................... 11.4 9.9 8.7 7.9 8.6
Net profits.................................. . 19.9 22.0 18.5 17.3 16.6 18.5

RATES OF RETURN ON SECURITIES AND LOANS:
Return on securities:

Interest on U.S. Govt. Securities . 2.04 2.06 2.12 2.46 2.64 2.65
Int. and div. on other sec. . . . 2.67 2.60 2.52 2.52 2.66 2.82
Net losses (or recoveries and

profits + ) on total sec." . . .08 +  .27 .17 .27 .11 +  .44
Return on loans:

Eamings on loans......................... 6.30 6.19 6.35 6.35 6.67 6.71
Net losses (or net recoveries - f )

on loans3 .................................. .20 .17 .10 .15 .15 .13
DISTRIBUTION OF ASSETS:

Percentage of total assets:
U.S. Government securities . . . 33.9 33.4 33.0 31.4 31.4 30.3
Other secu rities ......................... 8.1 8.6 9.0 9.4 10.4
Loans ............................................ 31.5 32.8 34.8 34.8 35.7
Cash assets .................................. 25.8 24.3 23.4 22.8 21.9
Real estate assets .................... 1.0 1.0 1.1 1.2 1.4 1.5
All other a s s e t s ......................... .2 .2 .2 .2 .2

Total assets.............................. 100.0 100.0 100.0 100.0 100.0
OTHER RATIOS:

Total capital accounts to:
Total assets .............................. . 7.5 7.7 7.7 7.8 7.9 8.2
Total assets less Government

securities and cash assets . . . 20 0 19.6 18.9 18.0 18.1 17.7
Total deposits.............................. . 8.2 8.4 8.5 8.6 8.8 9.1

Time deposits! to total deposits . . . 23.5 24.8 25.8 26.0 28.2 31.7
Interest on time deposits* to time

deposits....................................... 1.36 1.42 1.62 2.36 2.46
Number of banks.............................. 362 369 378 387 397

iBanks with none were excluded in computing this average. Ratio included in "Other current 
earnings."

2 Banks with none were excluded in computing this average. Ratio included in "Other current 
expenses."

Încludes recoveries or losses applied to either earnings or valuation reserves.
4Banks with none were excluded in computing this average.

earnings. Operating costs consumed 73 cents out of each 
dollar of earnings during 1958, compared with about 70 
cents in 1957. Ten years earlier, in 1948, costs ac
counted for 61 cents.

Most of the rise in expenses during 1958 reflected a 
further increase in interest paid on time deposits result
ing from rises in both the average rate paid and in the 
total amount of time deposits. These payments amounted 
to 18.5 percent of total earnings during 1958, compared 
with 16.4 percent in 1957. In 1956, before the general 
increase in rates paid on such deposits, interest payments 
accounted for only 11.3 percent of earnings.

Although operating costs rose faster than operating 
earnings during 1958, member banks were still able to 
push their net profits substantially above the previous 
year’s total. These banks reported net profits equal to 9.6 
percent of capital accounts, compared with 8.4 percent 
in 1957. Stated differently, 18.5 cents out of each earnings 
dollar went into net profits, whereas net profits amounted 
to 16.6 cents during the preceding year.

The sizable rise in net profits was made possible by a 
sharp increase in profits and recoveries on securities, 
principally United States Government obligations. Curi
ously enough, it was the same recessionary forces that 
adversely affected profits of other types of businesses that 
made much of these capital gains possible. Since Govern
ment security prices strengthened because of declining 
interest rates, as they customarily do during a recession, 
bankers were able to sell at a profit. Profits and recov
eries amounted to .44 percent of average security holdings 
of all types during the year. In contrast, net losses 
amounted to .11 percent during 1957, when prices of 
U. S. securities were falling.

Despite the trend toward higher net profits, some 
bankers saw red ink appear on their annual statements. 
Six of the 397 member banks in operation during all of
1958 suffered a loss from net current operations. Profits 
and recoveries from security sales and from other sources 
were not sufficient to convert this to a net profit for three 
of these banks.

Sixth District bankers earned about the same rate on 
their holdings of U. S. Government securities in 1958 as 
they did in 1957. Their rate of return on other securities 
and on loans, however, was significantly higher than dur- 
ing the previous year. w  M Davis
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