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'thETrend OF BUSINESS

-J[he first half of 1955 has been marked by
broad and continuous expansion in business
activity. Well below previous peaks at year-
end, most measures are now pushing into new
high ground. Industrial production has gained
more than 6 per cent since the end of 1954,
and total national output of goods and services
has been running close to a 375 billion dollar
annual rate in the spring quarter, more than 5
per cent above last summer’s low.

Earlier concern that more than seasonal
declines in some major lines— notably automo-
biles and new housing— might lead to general
weakness in business later this year has waned.
For one thing, both industries have continued
to do very well into the spring. Preliminary
reports indicate that around 700,000 new cars
were sold in May for the third straight month.
Inventories of franchised dealers leveled off
during the month, following substantial gains
earlier in the year, and amount to only one
month’s supply at the current retail volume.
Thus, even if sales fall off somewhat during
the summer, the probable overhang of inven-
tory at model change-over time does not seem
so formidable as was anticipated earlier. Hous-
ing starts, at a 1.3 million seasonally adjusted
annual rate in April and May, were only mod-
erately below the first-quarter high. There is
some indication that new starts may taper off
somewhat further in the months ahead. Even
so, however, the volume of work already under
way virtually assures a high level of expendi-
tures for some time to come.

Business outlays for new plant and equip-
ment, moreover, are expected to provide addi-
tional support for current levels of activity,
after lagging behind in the initial stages of the
recovery. A recent SEC— Commerce Depart-
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ment resurvey of business intentions to invest
indicates that plans for the second and third
quarters of this year have been boosted con-
siderably. Plans now call for third-quarter out-
lays at a seasonally adjusted annual rate
more than 10 per cent higher than in the first
quarter and equal to the 1953 peak. Virtually
all business categories expect to participate in
this gain, with public utilities showing the
largest rise—20 per cent. Output of durable
producers’ equipment, such as industrial ma-
chinery, electrical apparatus and trucks, has
shown considerable recovery recently (see
chart). Further improvement may be expected
if present business investment plans are car-
ried out.

After a relatively slow start, employment also
has responded to the improving level of busi-
ness. Nonfarm employment rose 300,000 from
mid-April to mid-May, after adjustment for

Business sales up sharply,
but not much inventory rebuilding
has yet taken place



seasonal variation, with the gain about evenly
divided between manufacturing and other
business lines. Since last summer’s low,
employment has recovered by nearly 1.2 mil-
lion; nevertheless, the May total of 49.2 mil-
lion still falls 800,000 short of the peak month
in 1953. Reflecting longer hours and higher
wage rates, as well as greater employment,
wage and salary income has climbed steadily
since September and in April was 4 per cent
higher than a year earlier.

The immediate prospects for business have
also been clarified as a result of the Ford and
General Motors wage settlements. Total cost
of the contracts is reported by the union to be
20 cents per hour, an increase of 8-9 per cent
in the companies’ direct labor cost. In cents
per hour, this is the largest increase ever
granted by automobile producers; as a percent-
age boost, however, it is smaller than in the
1946 and 1950 agreements. Moreover, the
three-year contracts limit further pay raises to
annual productivity increases and “cost of liv-
ing” adjustments through mid-1958.

The most publicized feature of the agree-
ments is the 5 cent payment to be made to the
new “guaranteed annual wage” fund, intended
to supplement state unemployment compensa-
tion benefits beginning next year. In addition,
the package includes an immediate “produc-
tivity” wage boost of 6 cents or 2R per cent,
an increase in pension fund benefits estimated
to cost 4 cents, and other benefits and selective
adjustments in wage rates. How fast and to
what extent the increase will spread to other
businesses is uncertain. Wage contracts in sev-
eral major industries—steel, electrical equip-
ment, farm machinery—will be up for nego-
tiation later in the summer.

Business inventories have contributed lit-
tle to the rising level of activity since the
liquidation was halted late last year. Increases
in recent months have been modest, averaging
about 200 million dollars per month since the
turn of the year, after allowance for seasonal
changes. As a result, business stocks at the
end of April were only 1 per cent above last
year’s low, while total sales had climbed 12

Output of producers’ durable
equipment rising in recent months

per cent, 1947-49 =100

per cent in the same period. This contrast is
especially marked for manufacturers, whose
inventories have not changed since last October
while sales have jumped by 3 billion dollars.
It seems likely that many firms would prefer
to increase inventories but have not been able
to do so because of the rising volume of busi-
ness. Thus, larger additions to stocks by busi-
ness may provide an additional stimulus to
over-all activity in the months ahead.

Retail sales, continuing the strong showing
evidenced since late last fall, set new records
in April and May. Seasonally adjusted sales in
both months were in excess of 15.2 billion dol-
lars, 8 per cent higher than in the same months
of 1954. As in earlier months this year, auto-
mobile and accessory dealers’ sales showed the
largest gains— 20 per cent— but sales of furni-
ture and appliance stores, gasoline stations and
general merchandise outlets were also up sub-
stantially— 6 to 9 per cent—from the year-ago
volume. Personal income after taxes is running
considerably higher than in early 1954 but, in
addition, the larger sales volume has been
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financed in part through sharply increased con-
sumer borrowing. As a result, consumer instal-
ment debt increased more than 1 billion dol-
lars from December through April, in contrast
to a 750 million decline in the same months
of 1954.

Soaring bank debits tend to confirm that
most Midwest centers are sharing fully in the
general business advance. Usually a fairly
slow-moving measure of activity, charges
against checking accounts in Seventh District

metropolitan centers averaged 10 per cent more
than in- 1954 during the first five months of
this year. May debits, moreover, exceeded the
year-ago volume by 19 per cent. Among indi-
vidual centers, the best showings have tended
to be in places heavily concentrated in durable
goods manufacturing, such as Detroit, Flint,
Jackson and Fort Wayne. Lagging well behind
the District average this year, on the other
hand, have been such diverse places as Peoria,
Lansing, Terre Haute and Sioux City.

Department stores boost

I n step with the general pickup in business
activity, retailers have sold a considerably
larger volume of household durables during the
first five months of 1955 than during the same
period last year. Sales at retail furniture and
appliance stores were 7 per cent higher than
in early 1954. Such a gain is not especially
startling in view of the fact that personal in-
come after taxes is running significantly above
a year ago, employment has been climbing,
future job prospects are perceptibly brighter
and residential building since last summer has
been at a record level.

But such items as furniture, television sets,
refrigerators, washers, dryers, sewing machines,
carpets, linoleum and curtains are not sold
only in specialty shops. They make up a sub-
stantial proportion of the sales of department
stores. The year-to-year increase in department
store sales of these items, collectively referred
to as homefurnishings, amounted to 11 per cent
in the first four months of this year, and pre-
liminary reports for May indicate that the
increase for the first five months will be as
large. This gain is half again as great as that

hard goods sales

reported by furniture and appliance stores.

The obvious implication is that department
stores have shared more than proportionately
in the increased volume of homefurnishings
sales. And this is remarkable, for in recent
years department stores have steadily lost busi-
ness to the outlets specializing in furniture and
appliances. Comparing 1954 volume with as
recent a year as 1951, sales of furniture and
appliance stores were up 6 per cent while
homefurnishings sales of department stores
were down 10 per cent. The emergence of dis-
count houses, the reduction in product servic-
ing required of hard goods dealers, the wide-
spread practice of allowing sizable trade-ins on
old appliances and the shift in buying to the
suburbs and outlying city areas all have tended
to favor specialty outlets at the expense of
department stores.

In recent months, however, an increasing
number of the “big stores” have changed their
practices. Newspapers in many metropolitan
areas have been filled with special promotions
of hard goods lines, some department stores
have opened warehouse branches or run special
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warehouse sales, and a few have even an-
nounced, explicitly or implicitly, that they will
compete price-wise with local specialty outlets
on major homefurnishings items.

Signs of change

Although department stores typically display
a wide range of merchandise, the apparel lines
have traditionally received most of the empha-
sis as well as most of the advertising dollar, at
least in the big independent stores. In 1953
and 1954, for example, 56 per cent of the
nation’s department store sales consisted of
women’s and misses’ apparel and accessories
and men’s and boys’ wear. Sales of homefur-
nishings amounted to only about 20 per cent of
their total volume. The remaining quarter of
department store volume comes from other
merchandising departments, such as piece
goods, small wares, toys and sporting equip-
ment, as well as from restaurants and other
service operations.

In recent months, many stores have devoted
more advertising space and promotional atten-
tion to the major homefurnishings items. Ag-
gregate department store figures, of course,
conceal the spectacular gains in these lines
enjoyed by some stores by merging them with
lesser gains or actual losses in stores which

During 1951-54 homefurnishings
sales at department stores fell while sales
at furniture and appliance stores rose

1951 1952 1953 1954

have made no particular effort to push con-
sumer durables. A distribution of the indi-
vidual performances of Seventh District stores
reporting sales by department reveals that
changes for the first five months of 1955 from
the same period in 1954 ranged from gains
well in excess of 16 per cent to losses of as
much as 12 per cent. But 81 per cent of
reporting stores showed gains, and the greatest
gains were registered in the sales of some of
the largest stores. In more detail the distribu-
tion of gains or losses was as follows:

Percentage Percentage of:

gain or loss in total stores dollar voli
homefurnishings sales reporting sold
+ 16 or greater 10 30

+ 11 to +15 9 4

+ 6 to +10 59 52

+ 1lto+ 5 3 1

0 2 1

— 1lto— 5 14 11

— 6 or lower 3 1

Among the homefurnishings lines, sales of
major household appliances, such as washers,
dryers and refrigerators, have shown the most
spectacular gains. For the Seventh District as
a whole, sales in the first five months of this
year have changed from the same period last
year as follows:

Furniture and bedding.....
Domestic floor coverings.
Major household appliances.

+15%
v +13
. +37

Housewares, including smallappliances. .+ 9
Radios, television, records, pianos,etc... — 1
Total homefurnishings ..., +11

More competitive pricing is partially respon-
sible for the better showing of department
stores in recent months. For some time most
stores have been prevented from reducing reg-
ular list prices by the various state “price main-
tenance” laws, which are most easily enforce-
able at the big outlets. Recent setbacks for the
“fair trade” legislation, however, have added
impetus to the change in department store
merchandising policy regarding household
durables.

The more aggressive merchandising of du-
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rabies, if widely adopted, would mark the sec-
ond major move by department stores to offset
a steady postwar decline in their competitive
position. The first and continuing phase has
been the establishment of suburban branches
by central city firms—in order to move their
counters and cash registers into the growing
outlying areas that have enjoyed the lion’s share
of postwar population growth. In 1948 there
were approximately 485 department stores in
the Seventh District, of which 132 were located
in the four major metropolitan areas— Chi-
cago, Detroit, Indianapolis and Milwaukee.
Since then about a dozen stores have gone out
of business and about two dozen new units or
branches of old firms have been established—
virtually all in the outlying sections of metro-

politan areas. In number the net increase is not
large, but some of the new stores are branches
of the largest old-line firms in Chicago and
Detroit, and many new branches are now on
the drawing boards or under construction.

While many of the earlier branches empha-
sized apparel even more than their parent
stores, those opened recently have carried more
extensive displays of consumer durables. If the
aggressive merchandising policy in hard goods
proves successful and profitable, homefurnish-
ings departments may receive still more atten-
tion in the suburban outlets. Such a develop-
ment would add still more momentum to the
department stores’ drive, already well under
way, to further strengthen their importance as
distributors of household durables.

Bull market in mergers

A s in earlier periods of booming business
and rising stock prices, business mergers are
thriving. Last year almost 400 consolidations
were noted in the financial press in the manu-
facturing and mining fields alone. This was
triple the number recorded in 1949, and an-
other increase may be in the making this year.

In June, the Federal Trade Commission
issued a report analyzing the rising tide of
business combinations. This publication fol-
lowed on the heels of the bulky report of the
Attorney General’s Antitrust Committee.
Additional materials are being prepared by two
congressional committees which are surveying
the movement.

Studies of the merger wave are intended to
throw light upon certain vital questions: What
is the nature of the current movement relative
to the pattern of the past? To what extent, if
any, has the concentration of economic power
been promoted and competition impaired?
What has been the effect upon economic

growth and stability? More specifically, what
new legislation, if any, is needed to halt con-
solidations deemed detrimental to public pol-
icy? Clear-cut answers to these questions have
become increasingly difficult to formulate as
the structure of modern business has grown
more complex.

Maintaining competition

Discussions of the merger movement carry
an emotional charge absent from many eco-
nomic issues. This is because business com-
binations raise a potential threat to the small
businessman and the competitive enterprise
system— both cherished institutions.

The reasoning behind these fears is simple
and has wide appeal. To the extent that com-
petitive forces are weakened, the benefits that
free enterprise provides in the form of more
and better goods are reduced. To the extent
that competition is displaced as the self-govern-
ing regulator, demands for less palatable alter-
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natives such as Government regulation or pub-
lic ownership are enhanced.

As a result, opposition to monopoly power
in America has been, by and large, a bipartisan
matter. American experience contrasts with
that of other capitalistic nations, none of which
have an *“antitrust” tradition comparable in
vigor to ours. In fact, the groups which formed
the great European combines and cartels could
usually look to their governments for friendly
aid rather than critical scrutiny.

The big Clayton Act loophole which per-
mitted asset purchase to circumvent prohibi-
tions of control through stock ownership was
closed in 1950. New legislation in the con-
gressional hopper calls for notification of the
intent to merge industrial firms before the
deal is closed. It is also proposed to make
banks subject to the 1950 amendment to
the Clayton Act and to require advance
approval for any bank merger by the appro-
priate Federal agency.

But competitive market conditions cannot
be assured merely by vigorous attacks on the
merger movement or even an injunction against
all mergers. The promoters of many combina-
tions argue reasonably that their projects will
serve to increase effective competition even
though the number of firms in the field is
reduced. More important, since the early years
of this century the tendency toward concentra-
tion of particular lines probably has owed less
to amalgamations than to the increasing mar-
ket share gained by the strongest competitors.

Where market concentration stems from

A glossary

Merger or consolidation— loosely, a transaction which brings the operations

of independent firms under common management

Horizontal integration—a combination
of facilities in the same activity —

Vertical integration— a combination of

facilities at different levels of activity — ™ Briggs

Hilton Hotels' purchase of
Hotel Statler Corporation

Chrysler's purchase of
Body Division

“unfair” and uneconomic practices, the process
can be checked by action of Government
agencies. But in the absence of clear-cut
abuses the dilemma of concentration resulting
from vigorous competition remains. Surely it
is paradoxical to attempt to “maintain com-
petition” by warning principal producers in a
given industry to compete less vigorously lest
their market share pass a given percentage
point.

A new pattern emerges

A long-run look at the trend of business
combinations shows clearly that mergers flour-
ish in times of rising business activity and are
slowed drastically by recessions. Attempts to
divide combination movements into “waves”
usually set off the periods 1889-1906, the
1920’s, and the years since 1940 as separate
units of study. The first and last of these
waves could be further subdivided at 1893 and
1949, when merger activity declined with busi-
ness prosperity.

The pressures toward combination in these
periods of prosperity have been so strong as to
more than offset the deterrent effects of new
or more stringent antitrust laws. The Sher-
man Act was passed in 1890, the Clayton Act
in 1914 and the “anti-merger act” in 1950. In
the years following each of these dates the
pace of business combination accelerated.

In certain respects, therefore, the current
movement follows the pattern of the past.
However, recent experience differs greatly from
that of earlier waves in several vital aspects.
Most important, far
from attempting to
monopolize particu-
lar industries or prod-
uct lines, promoters of
a surprisingly large
number of recent mer-
gers have been moti-
vated by a desire to
diversify operations or

Conglomerate—a combination of facil-
ities in unrelated lines
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Gillette's purchase of Toni
Wave

complement present
lines. Moreover, many
of the combinations of



firms producing similar products have ap-
peared to be desperation measures designed to
improve chances of survival rather than at-
tempts to dominate sectors of industry.

The movement in perspective

The rapid rise in the number of mergers
receiving press coverage has brought the figure
to only one-third the number of the late Twen-
ties, and this despite a substantial rise in the
number of firms in existence. Comparable data
are not available for the period 1890-1906, but
it is probable that the number of mergers dur-
ing those years averaged at least as high as in
the recent period.

In addition, the dollar value of merged firms
has been moderated by the fact that few
new giants have been formed. By far the
largest mergers have been Olin-Mathieson,
involving over a half billion in assets, and the
somewhat smaller organizations created by
Studebaker-Packard and Nash-Hudson. After
these comes the 200 million dollar Textron-
American Woolen combination. The great
bulk of transactions have involved the acqui-
sition of firms or parts of firms which were
tiny, relative to the bulk of the purchasing
enterprise.

By way of contrast, the early years of the
century saw the formation of a number of
powerful organizations, such as U.S. Steel,
which dominated their industries. These great
mergers of 50 or 60 years ago were deliberate
attempts to obtain all or a very large share of
all output in a given line in order to “ration-
alize” the industry, reduce “destructive” com-
petition and provide steadier production, prices
and profits through market control.

Although two out of every five mergers tab-
ulated by the FTC for the 18 months ending
in mid-1954 were intended to increase capacity
to serve an existing market, nothing remotely
approaching monopoly control has been aimed
at or achieved. The proportion of firms seek-
ing to expand in this manner was largest in
the smallest size class. Moreover, a substantial
number of these acquisitions represented
dairies, breweries and other food processing

plants not located in centers already served by
the acquirer.

Merger motives

Basically, the compelling reason for business
expansion along the merger route or through
other means is the quest for larger or more
stable profits. Ways of achieving a more favor-
able earnings picture include larger scale oper-
ations, diversification, lengthening of product
lines and the acquisition of better distribution
channels. Most often a combination of reasons
are set forth to account for a given transaction.

These advantages usually can be attained by
new construction, but acquisition of a going
concern or part of one often brings the desired
result faster and more cheaply. Even when a
considerable expansion of the acquisition is
contemplated, it is desirable to have a nucleus
of trained men and techniques in being.

Many of the profit-making possibilities in
expansion can be summed up under the head-
ing of the economies of large-scale operation.
The most obvious of these include the ability
to buy goods in quantity, to distribute from
points closer to markets, to tap the capital
markets at low rates and to spread managerial
and advertising costs over a larger volume.

Two factors of increasing importance at the
present time are research and automation.
Chemical firms, for example, have desired to
integrate expensive research operations and
spread costs over as large a range of products
as possible. In metal-working lines, particu-
larly, continual increases in labor costs provide
a principal reason for pushing mechanization
to reduce man-hour input. These highly
mechanized production lines are costly, and
economical use requires long runs of identical
products.

The quest for stability

One of the most striking characteristics of
the current merger movement is the prevalence
of combinations of firms in unrelated fields.
Technological developments and favorable
opportunities have led such concerns as Du-
Pont, Allis-Chalmers and Armstrong Cork to-
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Business mergers boom with stocks

ward wide diversification in past decades. But
the deliberate search for independent enter-
prises so that eggs can be placed in several
baskets is a relatively new development. Aggre-
gations of this type have come to be known as
“conglomerates.”

Diversification by merger, in recent years,
has been partly a matter of vigorous firms tak-
ing advantage of favorable profit-making op-
portunities in developing industries. But the
process has been particularly appealing to those
in industries which are subject to sharp cyclical
swings, secular declines or encroaching foreign
competition.

These combinations have produced some
strange bedfellows under corporate tents. EXx-
amples are legion: Pullman Inc. controls a
truck trailer producer and a construction firm
as well as railroad car facilities; Commercial
Credit Corp. owns a meat packing concern and
a pipe fittings producer; Elgin Watch operates a
division which makes trim parts for auto-
mobiles.

Many of these acquisitions were made pos-
sible by accumulations of cash resulting from
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huge profits of the War
and early postwar pe-
riods, by a temporary
slackening of regular
operations during the
War or through the sale
of certain facilities. In
a sense these conglom-
erate combinations have
become investment
trusts. Management
uses cash to buy likely
looking firms rather
than distribute extra or
liquidating dividends.

Obviously, many of
the economies, of scale
are absent in conglom-
erate combinations be-
cause diverse activities
are conducted by semi-
independent divisions.
Certain administrative
costs can still be spread over the entire opera-
tion, but savings in production and distribution
are limited.

Diversification can alter completely the char-
acter of an established business firm. In some
cases, a change in name confirms the meta-
morphosis. The Pressed Steel Car Co., for
example, no longer makes freight cars, but
rather a variety of metal products ranging
from oil well equipment to trash cans. Result:
The name of the firm is now U.S. Industries,
Inc.

stock prices

Other motives

Considerable emphasis in recent years has
been placed upon the desirability of manufac-
turers being able to provide dealers with a
“full line” of appliances, farm machinery,
shoes and so forth. Another important merger
motive in earlier postwar years and still pres-
ent to a degree is the desire to acquire sources
of supply for items which may be short during
periods of high demand.

Business decisions such as those relating to
mergers are not always matters of cold dollar
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and cents calculations. The personal factor
plays a vital role. Business executives are
human beings and some enjoy participating in
big deals. Personal power and prestige can
play as large a role as profits or executive
compensation.

Some organizations are in the business of
suggesting and promoting mergers. The busi-
ness consulting firms which mushroomed in
the postwar years have been active in this work,
and officials of some commercial banks have
played a part. Investment banker influence,
although less pervasive than in earlier decades,
has not been absent.

Business on the block

So far we have been discussing merger mo-
tives from the standpoint of acquiring firms.
But to complete a transaction, a willing seller
is also needed. A high proportion of the firms
acquired recently have been relatively small,
closely-owned enterprises. In many cases, per-
haps a majority, these firms have taken the
initiative in merger transactions.

The factor most commonly mentioned in
connection with the desire to sell out is the
managerial problem. In small firms the lack
of talent and desire to manage on the part of
younger men may create difficulties when it
is necessary to replace the older hands wish-
ing to pull out because of advancing age, ill-
ness or a simple desire to take it easy.

In some merger cases a small firm’s success
in earlier postwar years was fading or its own-
ers believed that the period of peak profitabil-
ity had passed. Others, seeing the need for
expansion to keep abreast of competition found
that their ability to finance this growth was
hampered by inability to tap the capital mar-
kets at reasonable cost and by high corporate
taxes on retained earnings.

Tax considerations

Owners of closely held firms sometimes fear
a lack of liquid resources to meet estate taxes.
Others are concerned that the enterprise will
be overvalued for estate purposes if no ready
market quotations are possible. Sale to a larger

firm has provided a way out. This matter has
been mitigated by the provision of the 1950
revenue act which exempts dividends from in-
come taxation if paid out to meet estate taxes.

Even if death taxes are not an immediate
consideration, the owners of small firms may
wish to extract past earnings through the pay-
ment of a capital gains tax of 26 per cent
rather than the high bracket rates levied on
personal income. In a relatively few cases
mergers have been arranged to prevent the im-
position of the Section 102 penalty tax on un-
distributed corporate earnings.

Manufacturing heads merger list

With one notable exception, all lines of
American business have been participating in
the merger movement to some degree. Since
the passage of the Holding Company Act of
1936, the consolidation trend of the 1920’s
in the utility field has shifted into reverse.
Parent companies, after administrative rulings,
have been disgorging the stockholdings of sub-
sidiary firms.

Some combinations have taken place in the
railroad, airline and trade categories, but the
number and magnitude of these transactions
has not been great. More noteworthy devel-
opments have occurred in the hotel business,
where Hilton and Sheraton have been vying
with one another in buying up long-established
names, and in the financial field, where com-
mercial bank link-ups have been numerous in
certain parts of the country. Most interest,
however, has been directed toward the manu-
facturing sector, particularly the automobile,
construction machinery, chemical and textile
lines.

Automobiles. Hundreds of independent
firms produced finished passenger cars at one
time or another during the past half century.
For the most part these vanished names ex-
pired through competitive pressures rather than
through the merger route. Many of these firms
continued to produce parts or gravitated to
nonautomotive lines. Recent developments
have narrowed the independents to three.

Last year Hudson was absorbed by Nash,
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and its principal operations shifted from De-
troit to Milwaukee and Kenosha. The two
“makes” are now turned out on the same as-
sembly lines. The Studebaker-Packard com-
bine has resulted in utilization of identical en-
gines and other parts, but the principal
operations have remained separate. One of the
benefits claimed for this combination was the
amalgamated dealer organization which would
facilitate penetration of market areas not hith-
erto reached. The Kaiser-Willys merger was
encouraged by the provision of the excess prof-
its tax, now extinct, which enabled losses of
one party to a combination to be offset against
the other’s profits. So far no important auto-
mobile parts manufacturers have been drawn
into combinations except for the purchase of
Briggs body facilities by Chrysler.
Construction machinery. Some of the larg-

Machinery firms lead merger parade, 1948-54

100

est firms in the road building machinery field,
such as International-Harvester and Allis-
Chalmers, have acquired a number of relatively
small firms which had been producing needed
parts or types of finished equipment not in
the acquirer’s line. General Motors and Wcst-
inghouse Air Brake entered this field by pur-
chasing Euclid and LeTourneau. Caterpillar,
the largest producer, also has expanded sub-
stantially but has done so almost exclusively
through building new plants.

The expansion in road building which lies
ahead provides only part of the interest in ex-
panding investment in construction machinery.
Foreign demand for the American product is
important, and these products play a vital role
in extractive industries such as lumbering, oil
production and mining. The utilization of less
accessible and poorer grade deposits of natural
resources requires ad-
ditional facilities for
earth moving and off-
highway haulage.

Steel. Possible com-
binations in the steel in-
dustry have been the
subject of much specu-
lation, but the Depart-
ment of Justice and the
FTC, up to this time,
have taken exception to
the more important
proposals advanced.
The managements of
Bethlehem and Youngs-
town, for over a quar-
ter century, have been
disposed to combine
their organizations, and
negotiations to this end
remain active.

Youngstown, the
number six steel pro-
ducer, has its primary
facilities in Ohio and
the Chicago area. Beth-
lehem, number two, is
mainly an East Coast

150 200 250
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enterprise. Moreover, certain types of facilities
such as Youngstown’s seamless pipe mill are
not duplicated by the other firm. So it is main-
tained that the merger would be “comple-
mentary” in nature and would intensify com-
petition with U.S. Steel if the second largest
firm became a major factor in the Chicago
area which has not yet reached a point where
it produces its own steel requirements.

But a union of Bethlehem and Youngstown
would be the greatest industrial combination
since the formation of the “Corporation” it-
self a half century ago. The deal would dwarf
all previous postwar developments, since it
would create a firm with 2.3 billion dollars in
assets. It would be considerably smaller, how-
ever, than the U.S. Steel Corporation which has
assets totaling about 3.3 billion dollars.

Dairy products. During the 1948-54 period
Foremost Dairies alone accounted for 48 ac-
quisitions, three times more than any other
single firm. Borden also was active and fig-
ured in 17 deals during these years. Aside
from financing and general administrative
economies, the dairy mergers have been in-
duced by the success in pushing nationalized
advertising for branded merchandise. There
has been little complaint recently that dairy
mergers have set up local monopolies. Rather,
expansion has been in new localities not for-
merly served.

Beer. The long-term trend from local brews
to national brands plus intense competition has
drastically reduced the number of independent
breweries. More and more, beers sold nation-
ally are being produced regionally to save
transportation costs. The move of the Milwau-
kee and St. Louis brewers to the Coasts has
been widely noted. In some cases existing
breweries have been bought up, but in others
it has been desirable to build new modern fa-
cilities rather than buy established firms, since
the goodwill of local brands is usually written
off.

Chemicals. Seventy-three producers of
chemicals acquired 168 firms in the six years
ending in 1954. Of all major industries, chem-
icals have witnessed the most rapid growth in
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the past decade, and it is not surprising that
combinations to broaden product lines have
been frequent.

By far the most spectacular chemical merger
has been the Olin-Mathieson consolidation
consummated last year. A few years ago Math-
ieson was a rapidly growing producer of basic
chemicals. In 1952 this firm absorbed Squibb,
almost as large as itself, in order to integrate
forward to the finished goods level and acquire
a brand name with wide acceptance. Olin was
a producer of finished or semifinished goods,
such as cellophane and explosives. As a result
of the combination, Olin and Squibb facilities
now utilize Mathieson raw materials. This
transaction created a firm with over a half
billion in assets, huge by most standards, but
only fifth in the industry ranking behind such
giants as DuPont, Union Carbide, Dow and
Allied Chemical.

Textiles. Over one hundred mergers have
occurred in textiles in recent years, but the
industry remains highly and, some would say,
excessively competitive. Recently, the combi-
nation of Textron, Robbins and American
Woolen created Textron American. To some
extent these facilities complement each other,
but it is also planned to scrap the more anti-
quated plants involved and to utilize American
Woolen’s cash resources in developing the syn-
thetic lines which it is hoped will bring greater
stability.

Retailing. Some mergers have occurred in
retailing, but concentration in this field has
owed more to internal expansion of existing
firms. The great food chains, for example, have
little to gain by buying out independents. Usu-
ally expansion takes the form of construction
of large stores with ample parking space in
new areas. Stores in operation are not likely
to be deemed adequate, and there is little ad-
vantage to acquiring the business names of
going concerns.

Independent grocery, hardware, drug and
variety stores commonly do combine on a co-
operative basis to pool their buying and gain
from centralized advertising and advice. But
these developments are of long standing and
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Most banks absorbed through merger
were converted into branches

number of mergers

1951 1952 1953 1954 1955

are intended to enable individual merchants to
compete with the chains and yet maintain their
basic independence. Examples include the
IGA food stores, Ben Franklin Stores, Ace
Hardware and others.

The expansion of department store chains
has been an outstanding feature of the post-
war retailing picture. Two of the chains, Fed-
erated and Allied, have made a practice of
buying existing stores and operating them un-
der their old names. Changes in buying policy
and merchandising practices are made, but the
character of an independent enterprise which
has a record of consumer acceptance is often
retained. Other department store chains have
expanded by construction of new facilities in
shopping centers and other growth areas.

Bank mergers also spurt

News headlines have been made recently by
marriages of some of the largest New York
banks including the National City and First
National, and the Chase National and the Man-
hattan Company. These spectacular cases are
part of a sharp uptrend in commercial bank
combines which became evident in 1952.

From the late Thirties until 1952 bank con-
solidations averaged 83 per year. In 1952 the
number reached 100 and by 1954 it hit 207.
Merger activity recorded during the first four
months of 1955 indicates that the current year

will witness another rise— perhaps to 250.

Despite the increase in recent years, bank
consolidations are still few relative to the
1920’s and early 30’s. The peak year was 1931
when almost 800 absorptions took place. In
this earlier period, however, most mergers
were not simply intended to increase profit-
ability but were instead “take overs” arranged
to prevent forced liquidation.

Almost every major area in the U.S. has
participated in the bank merger movement to
some extent. However, combinations have
been heavily concentrated in or around larger
cities located in states where branch banking
is widespread— Pennsylvania, New York, Cal-
ifornia and Oregon. Until 1955 when New
York took the lead, Pennsylvania was consist-
ently the leader in number of consolidations.
Only two states in the Seventh District— Mich-
igan and, to a lesser extent, Indiana— have wit-
nessed any appreciable amount of merger
activity. These are the only District states
where the laws do not prohibit or drastically
restrict branch banking.

Bank population— long-term decline

The present wave of bank consolidations
constitutes an acceleration of a movement in
evidence for more than thirty years. In 1921,
after a rapid rise in the first two decades of
the century, total bank population reached a
peak of over 30,000 units—twice the current
total. The great bulk of this decline occurred
between 1921 and 1933. However, with the
exception of three years following the close of
World War 11, consolidations in one form or
another have exceeded the number of new
banks established each year since 1934.

While the number of independent banks has
been declining, the total number of banking
facilities (including branches and *offices” of-
fering limited services) has grown. Since the
beginning of 1947, more than 2,300 branch
offices have been established, either from
scratch or converted through absorption.
Branches now represent almost one-third of
all banking offices.

The growth and importance of branch bank-
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ing have provided a strong impetus to the
merger movement. The great majority of banks
absorbed through mergers have been con-
verted into branch offices. Since 1951 about
30 per cent of the increase in branch offices
has been through mergers.

Why banks combine

Some of the same motives for combinations
in business apply also to banking. Of course,
there are many individual circumstances which
enter into the decisions of any two banks to
consolidate. In general, however, two factors
stand out: (1) the desire to enlarge lending
capacity and (2) the move to extend opera-
tions into the growing consumer and “retail
banking” field.

To increase lending capacity, banks have

compared with

a 50 per cent
reduction in the
number of banks
prior to 1933—

branches

the 10 per cent decline

needed additional capital. To attract savings
deposits and checking accounts and to partici-
pate fully in the growth of consumer and
mortgage credit, banks located in the heart of
large cities have felt the need for offices in
outlying locations.

Mergers have provided a convenient means
of achieving these objectives. The combined
capital of two or more banks has provided the
means for accommodating bigger individual
loans which are restricted legally to a certain
proportion of capital and surplus. Conversion
of a going bank with established consumer
relationships into a branch usually involves less
effort and expense than establishing a new
branch.

Until recently, market prices of many bank
stocks were sufficiently below book value to

make mergers especially attractive
to stockholders on both sides of
the transaction. Sellers received a
better price for stock than was
obtainable on the market, and
buyers acquired going concerns for
less than the cost of establishing a
new branch. As the market prices
of bank stocks rise, the incentive
for merger diminishes.

Law— a limiting factor

Since one of the major purposes
of mergers is the acquisition of
branches, few combinations have
taken place in states where branch
banking is prohibited. In all, there
are 18 states, including the District
of Columbia, which permit state-

since 1634 seems small, wide brgnch_banking. Among these

while more branches have are California, Oregon and Wash-

banks increased the total number ington. Seventeen states including
of banking offices New York, New lJersey, Pennsyl-

vania, Indiana, lowa and Michigan

permit limited branch banking.

Regulations in these states vary,

but branches are usually confined to

locations close to the main office, or

to centers without adequate banking

14 service.
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The percentage of bank population
merged since 1951 is greatest
in areas permitting branch banking
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18 states permitting state-wide branch banking
Oregon |
Californio |
Washington

17 states permitting limited branch banking
~| Pennsylvania
New York

IIMew Jersey

Johio
Bﬁchigan

10 states prohibiting branch banking

Q 4 states with no legislation regarding branch banking

Although included in the limited area cate-
gory, lowa permits only banking “offices” with
very limited functions and tenure. Ten states,
including Illinois and Wisconsin, completely
prohibit the establishment of new branches.

Bank mergers and competition

Given a continuation of the present level
of business activity, the influences sustaining
the merger movement remain strong. Certain
factors, however, such as the improved market
prices of bank stocks, may tend to slow the
pace. In addition, there is some chance that
the trend toward more bank consolidations may
be discouraged by restrictive legislation.

The banks which have disappeared through
merger in the past four years represent but a
small fraction of the total number of independ-
ent banks. But some of the largest banks in
the country have been involved, and there are
numerous instances where a large bank has
absorbed several smaller institutions. Never-
theless, the Comptroller of the Currency, has
expressed the belief that recent bank mergers
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have increased rather than reduced competi-
tion. He stated before the House Judiciary
subcommittee that, “The most pertinent ques-
tion which we must answer is whether a
merger tends to lessen the availability of
credit to worthy seekers of credit. We believe
that the mergers which have occurred have
not done so.”

The wave rolls on

Like other complicated economic problems,
the merger movement permits neither all-out
approval or blanket condemnation. Judgments
must be related to individual cases. Gains in
stability and efficiency for the individual firm
and for the economy as a whole must be
weighed against considerations regarding com-
petition and concentration and the desirability
of promoting the health of growing enterprises.

Analysis of the magnitude and numbers of
the recent mergers does not suggest an alarm-
ing trend either in terms of monopolization of
particular market sectors or in concentration
of economic power. Business population is
near a record high, and the number of firms
extinguished through merger is extremely small
compared with the number entering and leav-
ing the various fields each year for other rea-
sons. There are no reliable figures on the total
value of absorbed firms, but it is probably
small relative to the over 200 billion dollars
of assets of manufacturing and trade firms
alone. The remarkable gains made by smaller
firms in such growing fields as chemicals and
television in recent years attest to the contin-
uing competitive vigor of the economy.

Business Conditions is published monthly by
the federal reserve bank of Chicago. Sub'
scriptions are available to the public without
charge. For information concerning bulk mail-
ings to banks, business organizations and edu-
cational institutions, write: Research Depart-
ment, Federal Reserve Bank of Chicago, Box
834, Chicago 90, Illinois. Articles may be re-
printed provided source is credited.
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The Dbrightening
job picture

E  mployment opportunities have improved
substantially in recent months and further bet-
terment is in prospect. This conclusion was
reached by the Bureau of Employment Secu-
rity after analyzing reports submitted by local
employment service offices throughout the
nation.

Detroit and Milwaukee are among the cities
which have had the greatest shrinkage in the
number of jobless. Further improvement is
expected in Chicago— shoes, steel and electrical
goods—and Milwaukee—electrical machinery.
Automotive cutbacks are expected to affect
Detroit, Kenosha, South Bend and Saginaw
particularly.

Steel and Qlectrical equipment firms expect
to expand employment further in the summer
months. The construction and canning indus-
tries also foresee increases, but these are largely
of a seasonal nature. Partial offsets to these
gains are found in the expected declines in farm
machinery and automobile employment.

In June, the BES instituted a new system of
classifying individual labor markets according
to the relative strength of local supply and
demand for workers. The previous system,
which designated areas as I, II, 11l or IV, was
begun in 1951 in order to aid Government
planning in connection with the sharp increase
in defense output. Increasingly, these com-
parative differences between the areas have
been found useful for private and local govern-
ment planning as well as for Federal purposes.

Major labor market areas of approxi-
mately 100,000 population or more are now
tagged by the letters A through F depending
upon the adequacy of labor supply. The ac-
companying table sets forth the criteria used
in classifying centers. It should be emphasized
that ratings take into consideration the pros-

pects two to four months hence as well as the
current situation and that primarily seasonal
or temporary influences are discounted. In
addition, certain smaller centers are placed in
a “substantial labor surplus” group which cor-
responds to groups D, E and F.

In June, no major labor market was classi-
fied in the A group. There were 28 in B, 86
inC, 19inD, 8in E and 8 in F. In the Sev-
enth District the larger areas are classed as
follows:

B— Flint, Lansing, Saginaw, Grand Rap-
ids, Kalamazoo, Kenosha, Rockford,
Cedar Rapids, Des Moines, Madison

C— Aurora, Chicago, Quad Cities, Joliet,
Peoria, Fort Wayne, Indianapolis,
Battle Creek, Detroit, Muskegon, Mil-
waukee, Racine

D— South Bend

E—Terre Haute

Smaller centers in the substantial surplus
group include Michigan City, Muncie and
Sioux City.

New system for classifying
labor markets

Needs for labor

1SS Unemployment in 2-4 months
Critical labor less than Sizable gains
shortage 1.5%

Slight excess 1.5-2.9% Some increase
of jobs

Slight excess 3.0-5.9% No increase
of workers

Excess of 6.0-8.9% No increase
workers

Considerable 9.0-11.9% Decline or
excess of no increase
workers

Substantial 12% or more Decline or
excess of no increase
workers
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