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OF B U S I N E S S

X n  1962 total spending on goods and serv
ices, the gross national product, amounted to 
approximately 555 billion dollars, 7 per cent 
above the record level of the previous year. 
Total spending may have risen at a faster rate 
between the third and fourth quarters of 1962 
than in earlier periods of the year, reflecting 
advances in retail trade, paced by a spectacu
lar rise in auto sales, and a more rapid rate of 
inventory accumulation by business firms.

Although the rise in gross national product 
between 1961 and 1962 was large, both pro
portionately and in total dollars, it fell short 
of the more optimistic projections made at the 
start of the year. Substantial, but less than 
anticipated, increases— about 7 per cent—  
also occurred in industrial production, per
sonal income and construction. Average non
farm employment rose more than 1 million, 
or 2 per cent, but the average unemployment

rate only declined from about 6.7 per cent of 
the labor force to 5.5 per cent.

Continuing year-to-year gains in income 
and production approximating those recorded 
for 1962 probably would bring the domestic 
economy to a stage of relatively full utiliza
tion of men and resources within a few years. 
However, employment, industrial produc
tion, construction activity and spending on 
producers durable goods, which rose sharply 
in the first half of the year, held virtually level 
in the second half.

Prices and profits

Based upon the returns of the first three 
quarters of 1962 it appeared that corporate 
profits before taxes would reach at least 51 
billion dollars for the entire year, 12 per cent 
above the total for 1961 and a record high.
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However, these gains were insufficient to dis
pel concern over the “squeeze” on business 
profit margins resulting from rising costs and 
generally stable product prices. For many 
goods, perhaps a majority, price changes had 
been on the down side between the spring and 
autumn of 1962. The failure of production to 
rise closer to capacity prevented profit mar
gins from increasing substantially.

The p lateau has precedents

The final months of 1962 witnessed a re
surgence of business confidence which had 
weakened earlier in the year in response to 
the dispute over the attempt to raise steel 
prices, the plunge in the stock market and a 
continuing sag in order backlogs. Neverthe
less, the view that the next general move in 
business activity will be towards lower levels 
still is widely held. This attitude is based upon 
such factors as the prospective drop in plant

plant and equipment expenditures
billion dollars
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and equipment spending in the first quarter of 
1963, adverse readings from various meas
ures widely accepted as “leading indicators” 
and, perhaps most important, the undisputed 

fact that production and employ
ment, seasonally adjusted, showed 
little fur ther  gain from July 
through November.

Production and employment 
probably will not continue at re
cent levels much longer without a 
fairly definite move either up or 
down. However, the precedents of 
the postwar period suggest that 
stability over a period of several 
months does not necessarily indi
cate a “stall” will be followed by 
a general decline.

From 1947 through 1960 there 
were six occasions when industrial 
activity and employment were 
maintained at a high level for sev
eral months at a time. On three 
of these — in 1948, 1957 and 
1960 — a general business re
cession followed. (The decline
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in 1953 was not preceded by a plateau.) 
But on three others — in 1947, 1951 and 
1956—a considerable period of further ex
pansion lay ahead. Incidentally, in none of 
these were developments dominated by 
strikes in major industries. The following 
descriptions of the second type of plateau are 
based largely upon the performance of the 
Federal Reserve Board’s index of industrial 
production but total employment followed a 
roughly similar pattern.

From January through August 1947, indus
trial production remained relatively stable 
with deviations of less than 1 per cent from 
the average for the eight-month period. How
ever, between August 1947, marking the end 
of the plateau, and July 1948 the index rose 
more than 6 per cent.

From April through August 1951 indus
trial production declined 3 per cent and the 
April high was not regained until February 
1952. In part, this development represented 
Government restrictions on nonessential pro
duction, but production of many types of 
consumer goods was reduced in the spring of 
1951 because excessive inventories had been 
built up by manufacturers and merchants in

industria l production
per cent, 1957-59 * 100

response to buying pressures during the early 
stages of the Korean emergency. From the 
low point in 1951 to the high in 1953 indus
trial production rose more than 17 per cent.

From October 1955 through March 1956 
industrial production stabilized and then de
clined by more than 1 per cent. The steel 
strike of 1956 which depressed many types of 
activity helped to extend this plateau through 
to the fall. However, in the subsequent ex
pansion industrial production rose more than 
3 per cent to the peak of 1957.
In summary, three of the four postwar 

business upswings consisted of two separate 
rounds of expansion connected by periods of 
over-all stability. The exception was the 
“abortive” recovery which terminated in mid- 
1960. The nature of the economic upswing 
which began early in 1961 is yet to be estab
lished. Much will depend upon trends in busi
ness and consumer spending programs, the 
determination and implementation of mone
tary and fiscal policies and international de
velopments which cannot be foreseen clearly. 
Historical analysis of statistical data seldom 
provides observers of general business trends 
with a well-marked chart of the road ahead, 
and the beginning of 1963 is no exception.
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in banking and Finance

I3anking  developments in 1962 were dominated by a sharp increase in time and savings de- 
posits and continued monetary ease. Ordinarily in periods of rising business, time deposit growth 
slows appreciably but the past year was an exception. The higher interest rates offered on time 
deposits doubtless was an important factor attracting the large supply of funds to commercial 
banks.

Business loans rose slightly in the first half of 1962 but increased sharply in the second 
half. The rise in the second half was substantially more than in the comparable periods of either 
1960 or 1961. To some analysts, the strength in loan demand after midyear lends added sup
port to prospects for a renewed expansion in business activity in the months ahead.

Developments in the nation’s money and capital markets during the latter part of the year, 
however, gave little appreciable indication of a strengthening in credit demands normally asso
ciated with an improvement in business expectations.

In terest rates remained relatively stable 
during 1962 against a backdrop of rising 
business activity. Short-term Treasury bill 
yields fluctuated narrowly between 2.7 and 3 
per cent, somewhat above the range during 
1961 but considerably below their 1959-60 
peak preceding the business downturn. Sta
bility of short-term rates during the past year

has reflected, in large part, joint Federal 
Reserve-Treasury actions to minimize the 
yield incentive for moving short-term funds 
abroad. Long-term Treasury and corporate 
bond yields declined slightly during the year. 
In December these yields were near their low 
point for the year and only slightly above their 
lows attained during the 1960-61 recession.

Time and  sav in gs deposits continued 
to expand rapidly in 1962. By November, 
total time deposits, seasonally adjusted, were 
up 16 per cent from year-end 1961. This 
compares with increases of 13 and 10 per cent 
in all of 1961 and 1958, respectively, the two 
previous years of rapid rise. Holdings of 
other interest yielding liquid assets—share 
capital at savings and loan associations, de
posits at mutual savings banks, savings bonds 
and Treasury securities maturing within one 
year—also expanded rapidly during 1962.

On the other hand, demand deposits of in
dividuals and business firms rose only
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slightly during the year, while their holdings 
of coin and currency increased about 3 per 
cent. The sum of these two items—private 
demand deposits and currency outside banks 
—is generally considered to constitute the 
“money supply.” Over-all, the “money sup
ply” rose less than 1 per cent in the first 11 
months of 1962 compared with an increase of 
3 per cent in the same period a year ago. 
Almost all of the increase in 1962 occurred 
in October and November when the money 
supply expanded by 1.6 billion dollars, the 
largest increase in any two-month period 
since 1958.

The relative liquidity of the economy, as 
measured by the ratio of total liquid assets 
to gross national product, rose steadily dur
ing the year to the highest level since 1958. 
On the other hand, the ratio of the money 
supply to gross national product declined be
low 26 per cent in the third quarter, the low
est level in the postwar period and compara
ble with the levels prevailing during the late 
Twenties.

Commercial ban ks employed almost all 
of the funds gained through deposit inflows 
to expand loans and holdings of tax-exempt 
securities. Loans, seasonally adjusted, in
creased 9 per cent in the first 11 months of 
1962, compared with increases of only 6 per 
cent in all of 1961 and 1960. In 1959, a year 
of rapid business expansion, loans increased 
13 per cent. Most of the loan growth during 
1962 was in the business and real estate sec
tors. Business loans at banks in leading cities, 
which account for about three-quarters of all 
business loans, expanded 5 per cent in the 
first 11 months of the year, the strongest 
showing since 1959. Real estate loans in
creased even faster, reflecting, in part, the 
efforts of banks to increase earnings to off
set higher interest costs on time and savings 

6 deposits. Consumer loans expanded rapidly
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billion dollars

around midyear but have increased only 
slowly since.

Banks continued to increase sharply their 
purchases of “other” securities—mainly tax- 
exempt state and municipal issues. Bank

holdings of “other” securities, rose 22 per 
cent in the first 11 months of the year com
pared with a gain of 15 per cent during all of 
1961 and only 1 per cent during 1960.

The sharp growth of time and savings de
posits enabled banks to expand both loans 
and “other” securities without having to re
duce their holdings of U. S. Government 
obligations. In November, bank holdings of 
Treasury securities, seasonally adjusted, were 
approximately the same as at the end of 1961. 
This is in sharp contrast to 1959 when almost

loans as a per cent of total deposits

all of the expansion in loans was financed 
through the liquidation of Treasury securi
ties. Banks did not increase their holdings of 
“other” securities in 1959.

Bank loans averaged about 55.5 per cent 
of total bank deposits during 1962 compared 
with 55 per cent in 1961 and 56 per cent in 
1960, the postwar peak for this ratio. The 
failure of loan ratios to rise in 1962 despite a 
rapid expansion of loans reflects an equally 
rapid rise of total deposits, primarily time and 
savings deposits. In 1959 loan ratios rose
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rapidly as bank loans expanded considerably 
faster than total deposits.

Borrow ing by member banks from the 
Federal Reserve Banks in 1962 fluctuated 
between 60 million and 130 million dollars 
on a monthly average basis. This was the 
lowest sustained level of borrowings since the 
early postwar years. During 1962 member 
banks’ excess reserves declined slightly to 
about the same level prevailing in 1957, a 
year of considerably greater bank borrowing. 
Free reserves—the difference between mem
ber bank excess reserves and borrowings 
from the Federal Reserve Banks—averaged 
about 425 million dollars during the year, 
somewhat below 1961 but considerably 
greater than in 1959 and 1957.

Com m on stock prices a f t e r  d r i f t i ng  
lower in the early part of 1962 broke sharply 
in May and June, erasing on average virtu
ally all the gain registered in 1961. The 
market break reflected primarily downward 
revisions in investor expectations about the 
future trend of business activity. Since Octo
ber, stock prices have staged a sharp rally. 
The recent rise may in turn signal renewed 
optimism about future business conditions 
and the possibility of a Federal tax cut.

million dollars

Stock market credit also declined sharply 
in May and June but has since rebounded 
more rapidly than common stock prices. The 
turnabout in stock market credit coincides 
with the Board of Governors’ decision in July 
to reduce margin requirements for stock pur
chases from 70 to 50 per cent. Margin re
quirements are intended to prevent excessive 
use of credit for the purchase of securities.

Business Conditions is published monthly by 
the f e d e r a l  r e s e r v e  b a n k  o f  Ch ic a g o . 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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Competition for military contracts— 
Midwest position has declined

I n  the latter part of November the Defense 
Department announced the selection of two 
aerospace firms as prime contractors to de
velop a revolutionary supersonic jet fighter 
plane — the TFX — for the Air Force and 
Navy. The event brought into sharp focus 
the high stakes involved in competition for 
defense contracts.

Although no official estimate of the poten
tial over-all cost of the TFX program has 
been released, industry sources say expendi
tures on the development phase of the pro
gram during the next 30 months may exceed 
1 billion dollars and that subsequent produc
tion contracts may add another 4 or 5 billion 
by the end of the decade.

The two firms selected as prime contrac
tors for the development phase of the pro
gram will, of course, gain valuable experience 
which should put them in a strong position to 
bid for any subsequent production contracts. 
Communities where the work will be done, in 
turn, will benefit directly from the increased 
employment associated with the program.

In the fiscal years 1961 and 1962 military 
prime contracts distributed among the states 
totaled 22 and 25 billion dollars, respectively, 
or about half the Defense Department’s 
budget in each year. (Prime contracts are 
mainly for “hard goods” procurement — 
weapons and weapons systems.) Further in
creases in defense expenditures will occur in 
fiscal 1963 and probably in 1964 as well.

For more than 20 years defense production 
has been a major United States industry. This 
period has seen marked shifts in both the

volume and geographic distribution of de
fense work traceable to international develop
ments and changes in military technology. 
These changes were highlighted in a Defense 
Department survey, “The Changing Patterns 
of Defense Procurement,” released in June 
of last year.

From guns to  m issiles

In fiscal 1953, the last year of the Korean 
conflict, tanks, trucks, personnel carriers, 
weapons, ammunition and industrial machin
ery constituted 50 per cent of all American 
military “hard goods” deliveries. These were 
largely items which could be turned out on a 
mass production basis — a production tech
nique familiar to Midwest manufacturers of 
civilian goods. In fiscal 1961, however, these 
items accounted for less than 13 per cent of 
all military prime contracts. (Data on the dis
tribution of contracts among specific weapons 
categories for fiscal 1962 are not available.)

During the past decade emphasis has 
shifted increasingly to missile and electronic 
systems. In 1961 these categories accounted 
for about 52 per cent of all military prime 
contracts compared with only one-eighth in 
fiscal 1953.

When weapons are ordered in limited 
quantities, mass production techniques can
not be utilized. Fabrication of many of 
today’s weapons involves a degree of preci
sion and care which makes even watchmak
ing seem crude by comparison. As the De
fense Department survey noted, “Traditional 
metal fabricating processes are giving way to
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Defense outlays, although up sharply 
in recent years, still account for about 
one-fifth of gross national product

more intricate and sophisticated techniques. 
In consequence, blue-collar workers are 
fewer, while scientists, engineers and tech
nicians multiply in establishments serving 
defense procurement needs.”

Changes in the nature of defense procure
ment have caused shifts in the geographical 
location of the bulk of defense work. The 
share of the Far West and New England has 
increased substantially while that of the Mid
west has declined. In fiscal 1961, the Rocky 
Mountain and Pacific Coast states received 
33 per cent of all military prime contracts, 
compared with less than 14 per cent during 
World War II and 19 per cent during the 
Korean emergency.1

The share going to the five East North

'Military prime contracts give rise to a large 
volume of subcontracts. Unfortunately, little infor
mation is available on the distribution of these sub- 

10 contracts among states.

Central states— Illi
nois, Indiana, Michi
gan, Ohio and Wis
cons i n— fell from 
about 32 per cent dur
ing World War II and 
27 per cent during 
Korea to 12 per cent 
in fiscal 1961. In fiscal 
1962, the proportion 
accounted for by these 
states rose to 13 per 
cent, reflecting efforts 
to  i n c r e a s e  t h e  
strength of “conven
tional” forces. This 
program is still under 
way.

Nonetheless, any re
sulting increase in 
prime contracts going 
to the Midwest in fis

cal 1963 will probably fall considerably short 
of the 8.7 billion dollar annual average during 
the Korean emergency. By comparison, the 
fiscal 1962 total was under 3.2 billion dollars.

Total manufacturing employment in the 
East North Central states averaged just under 
4.4 million during 1962, 4 per cent above the
1961 level but 15 per cent less than in 1953. 
(Nationally, manufacturing employment in
1962 was only 5 per cent less than in 1953.) 

The reduction in defense work going to
Midwest plants, of course, is only one of the 
reasons for the post-Korean decline in manu
facturing employment in the area. Shifts in 
civilian demand, slower growth in the na
tional economy and increased use of labor- 
saving equipment also have played a part.

Research and developm ent

In fiscal 1961 close to three-fifths of all 
missile contracts and one-fourth of all elec-
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Missiles and electronics now 
account for over half of all 
military hard goods purchases
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tronics contracts were for research, develop
ment, testing and evaluation work on new 
weapons systems. Total military R & D con
tracts amounted to 6 billion dollars in fiscal
1961. Close to 5.6 billion of this total went 
to business firms and the remainder to uni
versities and nonprofit institutions.

The geographic distribution of R & D con
tracts is even more highly concentrated than 
that for all military prime contracts. Cali
fornia and seven Eastern Seaboard states 
accounted for three-fourths of all R & D con
tracts in fiscal 1961. The five East North 
Central states received less than 7 per cent.

Recognizing the immense importance of 
R & D, the Defense Department survey noted: 
“Any company which has conducted or man
aged the research, design, development and 
test work on a new weapons system . . . and 
has assembled the engineering talent and ex
perience for this purpose, is obviously in an

exceptionally strong position to compete for 
the follow-on production contracts, and for 
new developmental contracts, as well.”

Most military “basic research” contracts 
are awarded to universities and nonprofit 
institutions. In contrast to R & D, “basic 
research” contracts are not directly related 
to the development of new weapons systems. 
Rather, such contracts are the means by 
which the most advanced thinking in theo
retical physics, chemistry and mathematics is 
directed toward national defense needs. This 
work provides the building blocks for future 
defense techniques.

In fiscal 1961 universities and nonprofit 
institutions received 431 million dollars of 
prime contracts for “basic research” and 
management or operation of military devel
opment programs. Massachusetts received 
close to 28 per cent of the total, reflecting the 
substantial participation of Harvard Univer
sity and the Massachusetts Institute of Tech
nology in the “basic research” and manage
ment phases of defense programs. California, 
home of the Rand Corporation, Stanford 
University, California Institute of Technol
ogy and a large state university accounted 
for 20 per cent. The East North Central states 
combined received less than 14 per cent.

It was apparent, according to the Defense 
Department survey, that “the Midwest, with 
its great university resources, and with its 
heavy annual production of Ph.D.’s and other 
professionals,” was not obtaining a share of 
military contracts for either production or 
basic research “proportional to its share of 
the nation’s scientific and technical skills.”

The Midwest is probably a substantial “net 
exporter” of trained scientific talent to the 
rest of the nation. With 20 per cent of the 
nation’s population, the East North Central 
states, according to a recent manpower sur
vey, have less than 14 per cent of the nation’s 11
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engineers and only 16 to 17 per cent of the 
highly trained workers in physics, mathemat
ics and biology. Yet, close to one-fourth of all 
advanced degrees in these fields have been 
granted by universities in these states in re
cent years.

The legacy  of W orld  W a r  I I

During World War II huge enterprises 
were created from relatively small establish
ments located mainly on the West and East 
Coasts to supply the armed forces with tens 
of thousands of military aircraft. When the 
war ended and missile technology was in its 
infancy, the Government encouraged these 
firms to utilize their plant facilities and tech
nical skills in research and development ac
tivities in the new concepts of weaponry. As 
a result, many of the aircraft companies de
veloped new capabilities in the missile field 
and retained their position as major defense 
contractors.

Substantial quantities of military aircraft, 
engines and parts were produced by Midwest 
firms during World War II. With the return 
of peace, however, these companies shifted 
quickly to the manufacture of autos and other 
durable goods for which there was a large 
pent-up demand. Many plants which had 
been used to produce planes and engines, in
cluding some facilities built by the Govern
ment and leased to private companies, were 
converted to civilian production. Others were 
used as warehouses, air terminals or left 
vacant.

The transition from a war to a peacetime 
economy was comparatively smooth and, in 
fact, beneficial for the Midwest. Many of the 
area’s durable goods firms experienced their 
sharpest growth in sales and profits during the 
early postwar period. Although total manu
facturing employment in the East North Cen- 

12 tral states declined sharply in 1945 and 1946

from the wartime peak of 4.9 million, in 1947 
it rebounded to 4.5 million—a much more 
rapid recovery than in the nation as a whole.

The M idw est responds

In recent months increasing interest has 
been expressed in some quarters about the 
declining importance of defense business in 
the Midwest. Last fall a series of conferences 
was held in several Midwest cities to explore 
methods of obtaining more defense work for 
the area. Typical of these was the one-day 
Lake Michigan Area Research and Develop
ment Defense Contract conference held in 
Chicago in October. More than 200 business 
executives, research scientists and engineers

Major shifts in distribution 
of military prime contracts

per cent of total
0  5 10 15 20  25

Michigan

Indiana

losses
in /  Illino is  

Midwest'

Ohio

^Wisconsin

1951 -5 3  average

gains
in
other
states

California

Massachusetts

Te xa s

Colorado

Flo rida

~l 1 951 -53  average

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Business Conditions, January 1963

from Illinois, Indiana and Wisconsin at
tended as did political leaders from these 
states.

Although some of the participants in the 
Chicago conference felt the Defense Depart
ment had been neglecting the Midwest, there 
was almost unanimous agreement on the need 
to promote greater cooperation between Mid
west firms and universities in research and 
development activities. This reflected general 
recognition of the linkage between research 
capability and military contract awards.

Several Midwest universities have acceler
ated efforts to encourage private firms to 
locate research and development activities on 
the campus fringes. The University of Michi
gan and Purdue University, for example, have 
developed research parks and, in the Chi
cago area, both the Illinois Institute of Tech
nology and Northwestern University have 
programmed similar ventures. Tracts of im
proved land will be leased or sold to compa
nies for the construction of research facilities. 
An added inducement will be close proximity 
to the research laboratories of the universi
ties. This could lead ultimately to a close 
working relationship between private indus
try and the universities in research activities.

Meanwhile, new research centers are be
ing started in other parts of the country and 
existing ones are expanding their facilities, 
indicating that competition for research con
tracts will become even keener in the years 
ahead. Thus, it remains to be seen whether 
the “right kinds” of research activities can be 
developed more widely in the Midwest— 
those which would pave the way to more de
fense work and provide an important “spill
over” of benefits to civilian activities.

It should be noted that a heavy commit
ment in defense work and space technology 
is not an unmixed blessing. A number of lead
ing university officials have expressed con-

Manufacturing employment
both nationally and in Midwest still 
below World War II and Korean peaks
millions

millions

*  Illinois, Indiana, Michigan, Ohio and Wisconsin.

cern over the extent of their schools’ involve
ment in the research and development phases 
of the defense program. Executives of large 
defense-oriented companies continually stress 
the importance of expanding sales to com
mercial markets. They are familiar with the 
risks inherent in excessive dependence on de
fense work—such as massive personnel re
ductions resulting from contract cancellations 
or shifts in procurement patterns; renegotia
tion of profits based on Government audits; 
and the possibility of substantial financial 
losses stemming from failure to meet exact
ing Defense Department standards. At pres
ent the Midwest economy with its highly 
diversified research and manufacturing activi
ties serving largely civilian needs has rela
tively little exposure to these risks. 13
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Farm income continues at high level

et farm income in 1962 equaled or 
exceeded the 12.8 billion dollars of 1961, 
according to recent U.S. Government esti
mates. This was the highest since 1953, but 
only slightly above the 1958 level.

Record crop production and yields, favor
able prices for livestock and poultry and in
creased Government payments all contributed 
to a 2 per cent gain in gross farm income last 
year. But farm production expenses rose al
most as much reflecting a further increase in 
prices of some farm supplies.

1962 in review

Generally, farmers in the Seventh Federal 
Reserve District had a good year with rela
tively larger gains in income than the national 
average. But diverse trends were apparent 
among various types of farming operations— 
cattle feeders received substantially higher 
incomes, cash grain farmers and poultry pro
ducers had moderately higher incomes, hog 
producers maintained favorable income 
levels while incomes of dairy farmers and egg 
producers declined.

Hog production rose only moderately, even 
though hog prices remained relatively high 
compared with corn prices during the past 
two and a half years. The result has been an 
unusually small fluctuation in hog marketings 
and prices during this period.

The fattening of cattle was generally more 
profitable in 1962 than in 1961 as increased 
prices for high-quality “fed” cattle more than 
offset slightly higher costs for feeder animals 
purchased in the fall of 1961. Although 
the number of cattle slaughtered in 1962 was 

14 about 2 per cent above the preceding year,

the increase in the total pounds of beef was 
somewhat less reflecting the lighter average 
weight of cattle slaughtered.

Marketings of high-quality cattle were 
down substantially from 1961 boosting prices 
of choice slaughter steers at Chicago to about 
$30 per hundredweight in September, $6 
above the year-earlier level. Prices remained 
at this advanced level throughout the fall 
assuring good to excellent returns for cattle 
sold in the final months of the year.

The Government’s 1962 feed grain pro
gram contained most of the features of the 
1961 program—providing for price supports 
for feed grain crops to participating farmers 
along with payments for retiring acreage from 
the production of corn and grain sorghum 
and, for the first time, barley. Farmers signed 
agreements indicating they would idle 32.7 
million acres, about 7 million more than in 
1961, of which 3.1 million had been planted 
to barley.

Although there has been substantial reduc
tion in the acreage of feed grains harvested 
the past two years, another year of favorable 
weather over most of the major crop produc
ing areas, together with continued application 
of improved farming practices, pushed yields 
per acre to new record highs. As a result, 
total production of feed grains was slightly 
above 1961 and only 8 per cent below the 
record 1960 total.

Farmers increased the acreage planted to 
soybeans to take advantage of the higher 
support prices on that crop. Soybean acreage 
rose to a new record of 27.9 million in 1962,
600,000 above the previous year. Owing to 
reduced yields, however, total production
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was slightly below the 1961 record.
Dairy farmers continued to expand milk 

production in 1962. Production for the year 
again exceeded consumption, and the Gov
ernment purchased about 11.3 billion pounds 
of milk—in the form of manufactured milk 
products—three times the amount acquired

Choice and prime cattle marketings 
in 1962 dropped below preceding year
thousand head

boosting fed cattle prices in 1962 
well above year earlier
dollars per cwt.

in 1961 and about 9 per cent above the 
record year of 1953. Dairy support prices 
were reduced sharply in April. While this 
will restrain further increases in production, 
it may not bring reductions, at least for some 
time.

Producers of poultry meat had a better 
year in 1962 than in 1961. Total supply of 
poultry meat was down slightly for the first 
time since 1955 and prices of both broilers 
and turkeys increased from the low levels of 
1961. Egg producers, on the other hand, did 
not fare as well in 1962 as in the previous 
year. Egg prices received by farmers aver
aged 33 cents per dozen compared with 35 
cents in 1961.

1 9 63  outlook

The agricultural outlook for 1963 as sum
marized by the U. S. Department of Agricul
ture at the Annual Agricultural Outlook 
Conference last fall indicates a continuation 
of recent trends with relatively small changes 
in prices, production or volume of market
ings of farm products.

Total net income from farming in 1963 is 
expected to remain at the improved level of
1961 and 1962. Also the total income of 
farm people from nonfarm sources will prob
ably be a record high. On a per capita basis, 
therefore, incomes of people living on farms 
probably will show a fairly strong rise, reflect
ing in part the effects of the continuing decline 
in farm population.

Livestock production is receiving a stimu
lus from favorable relationships between 
livestock prices and feed costs. Beef supplies 
are expected to increase in 1963 but with 
population and consumer incomes rising, 
cattle prices probably will average close to
1962 levels. Prices of “fed” cattle are ex
pected to be lower than in 1962 and, together 
with higher costs of feeder cattle purchased 15
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last fall, will bring lower returns this year. 
However, the USDA holds out the possibility 
that returns will be above average for most 
feeding programs in 1963.

Hog production is expected to rise mod
estly in 1963 as farmers respond to the cur
rently favorable relationship between hog and 
corn prices. With the small increase in hog 
production, hog prices in 1963 will probably 
average only a little lower than the preceding 
year. The 1962 fall pig crop will be 2 to 3 
per cent larger than last fall’s crop and fur
ther increases of the same magnitude in the 
1963 spring crop appear likely. Thus, pro
spective returns from producing hogs in 1963 
appear to be only slightly less favorable than 
in the previous two years.

Feed grain supplies for the 1962-63 feed
ing year are estimated at 210 million tons, 
down 7 per cent from last year. Consumption 
was greater than production a year ago for 
the first time since the early Fifties, reflecting 
in part a cutback in acreage under the Gov
ernment’s feed grain program as well as an 
increase in consumption of feed grains. With 
domestic and export requirements expected 
to continue to exceed production, carryover 
stocks by the fall of 1963 will likely be re
duced to 57 million tons, down about 28 mil
lion from the record high in the fall of 1961.

Strong demand associated with continued 
high levels of livestock production will likely 
keep prices of feed grains in 1963 as high as 
during the past year or slightly higher. But 
the Commodity Credit Corporation still has 
substantial amounts available for sale and as 
in the past year, the CCC sales policy will be 
a significant factor influencing market prices.

Soybean supplies during the 1962-63 mar
keting year are estimated at a record 700 mil
lion bushels, 31 million above the preceding 
year as the large carry-over on October 1 

16 offset slightly lower production in 1962.

Prices of soybeans most likely will average 
close to the 1962 level as high levels of live
stock feeding are coupled with a brisk export 
demand.

Dairy production is expected to show 
continued growth in 1963, perhaps 1 billion 
pounds, as a further rise in milk production 
per cow is anticipated to more than offset a 
continued decline in number of dairy cows. 
Consumption is expected to continue well 
below production with the Government pur
chasing large additional amounts of manufac
tured milk products.

The financial position of farmers, except 
in those areas affected by adverse weather, 
remained favorable in 1962 and probably 
will continue favorable in 1963. Farmers in 
the Com Belt fared better than in the nation 
as a whole because of the bountiful crops and 
favorable livestock prices. The net worth of 
farmers nationally rose about 5 billion dol
lars during 1962, reflecting primarily a rise of
6.5 billion in the value of farm real estate 
partly offset by a 1.6 billion dollar increase 
in farm debt.

The longer-term agricultural outlook will 
continue to be dominated by the demon
strated ability of farmers to produce substan
tially more than can be absorbed in domestic 
and world markets at present price levels. 
While the feed grain and wheat programs are 
contributing to some liquidation of stocks of 
Government-owned surplus commodities, the 
basic problem—too much labor and capital 
devoted to producing agricultural products— 
is by no means solved. Progress toward a 
solution thus far has been achieved through 
expensive Government programs (over 1 bil
lion dollars in 1962) for paying farmers not 
to use their resources—especially land. At 
best, however, this approach merely shifts 
the onus of the agricultural surplus problem 
from unused products to unused resources.
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