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Autos and trucks—

output,

JjA\_ctivity in the auto industry is being
watched closely. Because of its size, the in-
dustry always commands attention. But its
production and sales are being watched espe-
cially closely now for signs that restrictive
monetary and fiscal policies have begun to
cool the inflationary boom. Evidence now
available is inconclusive but suggests some
easing of pressures on the nation’s resources
from this vital sector.

New cars and trucks accounted for more
than 10 percent of all goods purchased in this
country last year, and more than 25 percent
of all durable goods. Both are only slightly
higher proportions than the average for the
past decade.

But after strong sales following the intro-
duction of 1969 models last fall, demand for
passenger cars seems to have started slipping
in November. As inventories of new cars rose
to record levels in January, some manufac-
turers announced reductions in output sched-
ules for February and March.

The demand for trucks, on the other hand,
appears to have remained near peak levels,
especially for heavier models, as the general

sales, and credit

trend in business expenditures for machinery
and equipment continues upward.

The demand for passenger cars follows a
pronounced seasonal pattern. Sales typically
peak in the late spring (before vacation trips)
and, partly because of fleet purchases by busi-
nesses and lessors early in the model year,
again in October and November. Sales are
usually depressed in January and February,
because of adverse weather, and in August
and September, as inventories of “old”
models are liquidated.

Although the broad seasonal swings are
clear, the proportions of annual sales and
output in particular months and quarters
vary substantially year to year. For that
reason, sales trends early in the year are not
always a good indicator of sales in succeeding
months. This happened in 1966, when first-
quarter sales were very large, and in early
1968, when sales, although inflated by the
poststrike catchup were less than expected.

Auto producers have reaffirmed confidence
in forecasts announced late last year. These
ranged from 9.2 to 9.6 million cars, including
at least 900,000 imported cars. The top end
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of that range equals the record number sold in

1968. Truck sales are expected to approxi-
mate last year’s 1.8 million, also a record.

And, unlike auto sales, there has been no

recent slowing in truck sales. Industry fore-

casts, of course, often serve more as sales

goals than specific predictions.

One-hundred million vehicles

The number of cars and trucks in the
United States has increased a third since
1960, while the population has increased a
tenth. The result is more than 100 million
vehicles in operation—one for every two peo-
ple. About 83 percent of these are passenger
cars, a proportion that has been stable for
years. The faster increase in vehicles than
people can be attributed to several factors but
mainly to growing affluence and rising stand-
ards of living.

Every year, cars and trucks carry larger
proportions of the nation’s passengers and
freight. The average vehicle travels about
10,000 miles a year, a remarkably constant
figure. Thus, the increased use of cars and
trucks reflects more vehicles on the road, a
trend that has continued uninterrupted since
World War II.

The average life of motor vehicles is about
ten years. With an increasing number of vehi-
cles, the number scrapped increases nearly
every year, adding in turn to the number of
new vehicles required to keep the stock grow-
ing. Scrappage now eliminates almost 7 mil-
lion cars a year and 1 million trucks and prob-
ably exceeds sales of vehicles for any year
before 1962, except for 1955.

Size of the industry

Employment in plants producing motor
vehicles and parts averaged 870,000 last year
—4.4 percent of all manufacturing employ-
ment. About 43 percent of these workers

Business Conditions, March 1969

were employed in Michigan, compared with
12 percent in Ohio, the second ranking state.
They worked an average of 43 hours a week,
compared with 40.7 hours for all manufac-
turing workers, and earned an average $165
a week—30 percent more than the average
for all manufacturing workers. Largely be-
cause of the industry’s extensive mechaniza-
tion, the value added per worker in the auto
industry is almost 70 percent more than the
average for all manufacturing.

In addition to workers employed directly
in the production of motor vehicles and parts,
many more contributed to auto production.
The industry used more than a fifth of the
nation’s consumption of steel, half its rubber
and lead, a third or more of its zinc and flat
glass, and large proportions of the aluminum,
nickel, and copper. The output of many
plants fabricating metals, textiles, and plastics
also goes largely to the auto industry. Alto-
gether, the production of motor vehicles ac-
counts for about 10 percent of all manufac-
turing activity.

Foreign output rises

Until the 1960s, the United States, with
less than 7 percent of the world’s population,
produced and used more than half the world’s
motor vehicles. Use of cars and trucks is still
higher here than in any other country, espe-
cially relative to population. But the margin
of difference has dropped substantially.

In 1963, about 52 percent of the world’s
cars and 62 percent of the trucks were pro-
duced outside the United States. By 1966,
these proportions had reached 58 percent
and 70 percent. In terms of value, however,
these proportions were lower, because cars
and trucks produced in Europe and Japan
are usually much smaller than here.

After the United States, West Germany is
by far the largest producer of passenger cars,
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followed by France, Britain, Italy, Japan,
and Canada, all of which produced 900,000
or more last year. The entire output of the
USSR and its satellites was only about
500,000 cars. Private operation of passenger
cars is still uyncommon in Iron Curtain coun-
tries. As in almost all countries, however,
truck transport is growing rapidly.

The 1968 record for cars

At the start of 1968, most projections of
auto sales did not much exceed 9 million
units. And relatively poor sales in the early
months of the year caused some projections
to be lowered. But in May, June, and July,
sales of both U. S. and imported cars surged
to record highs.

The final tabulation was well above even
the most optimistic forecasts at the beginning

Sales of both cars and trucks
reached new highs in 1968

of the year: 9.6 million cars—including 1
million imports— 15 percent more than in
1967. Though a record year in total sales,
at 8.6 million, sales of domestic cars were
about 100,000 less than the previous high in
1965. Sales of imports had been less than
600.000 that year. In 1968, as in 1965, pro-
duction and sales were boosted about 300,000
units because strikes had restricted output in
the fourth quarter of the previous year.

Production of cars in the United States
totaled 8.9 million in 1968, second only to
the 9.3 million produced in 1965. The greater
gap between production and sales can be
traced to the rise in inventories, which was
100.000 less in 1968 than in 1965, and to
net imports of “domestic makes” from Cana-
dian subsidiaries of U. S. manufacturers,
which were about 200,000 more.

Behind consumer demand

Consumers buy about 85 per-
cent of all passenger cars, most
of the rest being bought by busi-
nesses. Governments buy about
200,000. Consumer outlays on
new cars and parts and dealers’
gross margins on used cars totaled
$36.5 billion last year—far more
than ever before. These outlays
were 6.2 percent of disposable
personal income—a substantially
higher proportion than the 5.6
percent in 1967, which was near
the average for the last decade.
Since World War 1I, the 1968
proportion of income spent on
cars has been equaled or exceeded
only three times—in 1950, 1955,
and 1965. It appears unlikely,
therefore, that the high level of
car sales last year will be exceed-
ed in 1969, or even equaled.
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The proportion of disposable income spent
on cars and parts changes year to year, often
by half a percentage point and sometimes by
more than a full point—fluctuations that can
be associated with changes in sales of as many
as 1 million cars. The proportion of income
spent on cars usually varies inversely with
the proportion of income saved. When auto
sales strengthen substantially, the rate of
savings usually declines, and vice versa.

Auto sales are also influenced by such
factors as the stock of cars, their average age,
increases in the number of families, the
number of people of driving age, and the
need or desire for personal transportation.
According to the University of Michigan Sur-
vey Research Center, about three-fourths of
all spending units (families or people living
independently) own cars. Although this pro-
portion has been stable for several years,
there has been a steady rise in the proportion
of spending units owning two or more cars.
These units now make up more than 32 per-
cent of the units owning cars.

Demand for cars is being stimulated cur-
rently by the rising number of people of driv-
ing age—an increase stemming from the high
birth rates after World War 11. The ability of
these people to buy cars is enhanced by the
rapid rise in wages and salaries earned by new
workers. While most new owners buy used
cars, this demand supports the market for
new cars by boosting used-car prices and im-
proving trade-in values.

Business investment in vehicles

Businesses spent almost $61 billion on
producers’ durable goods last year. Of that,
almost 22 percent—or $13 billion—was for
new cars and trucks. In addition to buying
most of the trucks—almost $8 billion worth
—businesses bought about 15 percent of the
passenger cars—more than $5 billion worth.
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Consumer savings
usually move inversely
with car purchases

Both totals were record highs by substantial
margins.

Total sales of trucks—almost 1.8 million
—were 15 percent higher than in 1967 and
twice the number for 1960. About 200,000
trucks went to consumers for personal use,
primarily recreation. In contrast with the
situation for passenger cars, imports of trucks,
other than those from Canadian subsidiaries
of U. S. companies, are negligible.

The rise in truck sales last year was accom-
panied by an 18-percent increase in sales of
trailers. Trucks account for about a fourth
of all intercity freight ton-miles—Iland, air,
pipeline, and water—and the proportion has
been rising, mainly at the expense of rail-
roads. Further development of the interstate
highway system, slowed for the past year by
economy programs, will help further the
trend toward more truck traffic.
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Prices and values

Changes in size, equipment, horsepower,
and quality make it hard to compare vehicle
prices over a period of years. For example,
89 percent of the 1968-model cars were
equipped with automatic transmissions, com-
pared with 72 percent in 1960. During those
years, the proportion with eight-cylinder en-
gines increased from 57 percent to 86 per-
cent, power steering from 39 to 77 percent,
power brakes from 32 to 45 percent, and air
conditioning from 7 to 43 percent. Other
features that had been optional in 1960, such
as seat belts, backup lights, and window
washers, became standard equipment.

In estimating changes in prices of cars and
trucks, the Bureau of Labor Statistics, which
is responsible for both wholesale and con-
sumer price indexes, tries to allow for changes
in quality, size, and equipment. After making
its adjustments, the bureau shows that the
price index for passenger cars reached a peak
in 1959 and then began an irregular decline,
reaching a low in 1966. Car prices that year
averaged 3 percent lower than in 1959, while
prices of all goods averaged almost 7 percent
higher. The decline in car prices was reversed
after 1966; prices rose 2 percent in 1967 and
2.5 percent in 1968. Even so, the increase
was less than the rise for all goods.

The price index for trucks has moved
fairly closely with the index for cars. Average
prices actually paid for both cars and trucks
have increased more than the price indexes
since 1966 because of the trend toward larger,
more expensive vehicles.

The renewed uptrend in auto and truck
prices is not likely to halt in 1969. Compensa-
tion of industry employees is rising about in
line with compensation of other workers.
Prices of most of the materials used by manu-
facturers have risen in recent months. While
the industry has often led other industries in

Auto prices have risen since 1966
after decline from 1959 peak

incorporating labor-saving and cost-reducing
innovations, stabilization of motor vehicle
prices probably awaits a general abatement
of inflationary pressures.

Credit use increases

About two-thirds of all new car purchases
involve the use of instalment credit, with the
car serving as specific collateral for the loan.
Purchases of many other cars, by consumers
and businesses, are doubtlessly also financed
with credit but through business channels or
in ways not allocated to consumer credit.

A third of the instalment credit extended
in 1968—more than $31 billion—was on
auto paper. And there was $34 billion in auto
credit outstanding at year-end—38 percent
of all instalment credit outstanding. Auto
instalment credit accounted for a larger pro-
portion of outstandings than extensions be-
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cause the average maturity of auto loans was
longer than most other consumer loans.

For several years, the typical new-car loan
has been for three years, with the maximum
amount of the loan about equal to the whole-
sale price of the car. Loans on used cars are
usually for two years or less. Many car loans
are paid before maturity, often with proceeds
from new loans.

Competition for auto loans obviously helps
promote sales of cars, new and used. Banks
have been the most important suppliers of
auto instalment credit since 1959, when their
share of oustandings passed the share of sales
finance companies. At the end of 1968, banks
held almost 57 percent of the auto credit out-
standing, compared with 29 percent for sales
finance companies. Consumer finance com-
panies and credit unions have also raised

Instalment credit growth
accelerated with record car sales
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their share of auto loans in recent years.

Although auto credit extensions and repay-
ments were at new highs in dollar value, they
were not at new highs as proportions of dis-
posable income. Extensions amounted to 5.4
percent of disposable income, while repay-
ments amounted to 4.8 percent. As propor-
tions of income, extensions were higher in
1965 and at a record high in 1955. Repay-
ments were 5 percent or more of disposable
income in 1957, 1965, and 1966.

The ability of consumers to incur and
service auto loans is related to their use of
other types of instalment debt—use that has
tended to rise faster than auto credit for the
past decade. In the second half of 1968, total
instalment-credit extensions were 16.8 per-
cent of disposable income and total repay-
ments were more than 15 percent. Both were

record levels.

The years since World War Il
have seen continuing increase in
the use of instalment credit rela-
tive to income, though not at a
steady pace. Use of credit has
been stimulated by rising confi-
dence in the maintenance and
growth of income, the erosion of
strictures against debt, income-tax
deduction of debt service charges,
and by competition among len-
ders.

Auto instalment credit out-
standing will probably rise again
this year, unless there is an unex-
pected sharp decline in auto sales
or the availability of credit be-
comes a limiting factor. Outstand-
ings will probably not rise as
much, however, as the 11 percent

| last year. Credit availability has
1969 been a factor in auto sales some
years, when banks were forced to
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ration loanable funds among competing uses.
Banks are important in consumer credit not
only because of credits held directly but also
because of loans to other financial institutions
extending credit to consumers.

Imports/ from Canada and elsewhere

Imports of passenger cars from Western
Europe and Japan increased more than a
fourth last year, reaching a record of about
1 million. Most of these were small cars
of a type not made in the United States,
though some are made by European sub-
sidiaries of U. S. companies. These imports
were more than 10 percent of total deliveries
to U. S. customers—a proportion equal to
the peak reached in 1959.

With the introduction of new smaller
American models that year, imports began
to decline as a proportion of total deliveries,
falling to less than 5 percent in 1962. But
since then, the proportion has risen steadily.
Most years, West Germany has supplied al-
most two-thirds of the imports. Japanese
producers have made rapid increases in their
sales here in the last two years, especially on
the West Coast.

American producers are now readying new
small cars to compete with imports—one of
them expected to be introduced in April.
Producers in this country have contended
that high wages prevent them from compet-
ing profitably in the small-car market be-
cause the proportion of labor costs is higher
for small cars. Several factors have caused
them to reconsider their decision not to build
small cars. One factor has been an appeal by
Treasury officials, who said U. S. production
of small cars would help the country’s bal-
ance-of-payments position.

Although, since 1956, the number of im-
ported cars has been far more than the
number exported, until last year the dollar

value of exports (including parts) continued
to exceed the value of imports. And for sev-
eral reasons: the higher average value of U. S.
cars, the stronger international market for
U. S. trucks, and most important, the con-
tinued large shipments of parts mainly for use
in cars and trucks assembled in other coun-
tries by subsidiaries of U. S. companies.
Figures on the dollar value of imports and
exports include trade with Canada, even
though Canadian-built cars are considered
“domestic” in dealers’ reports of sales.

The value of automotive exports exceeded
imports by two to one until 1966—the excess
of exports in 1965 having been $1.2 hillion.
The dollar value of both exports and imports
have risen since then, but imports have risen
faster—partly because of the larger inflow of
cars from Europe and Japan and partly be-
cause of the 1965 automobile trade agree-
ment with Canada. Imports last year, at $4.4
billion, exceeded exports by $400 million.

Shipments of cars and trucks between the
United States and Canada were negligible
until 1965, but shipments of parts were sub-
stantial, especially from the United States.
With the agreement to waive tariffs and in-
crease the share of output in Canadian plants
(many of them in Windsor, across from
Detroit), the picture changed significantly.
Last year, 340,000 cars and trucks built in
the United States were exported to Canada,
while 660,000 were imported from Canada.
Imports of Canadian-made parts also in-
creased sharply.

Even before the agreement, output of
motor vehicles was increasing faster in
Canada than in the United States. In 1960,
Canada produced less than 5 percent of the
vehicles produced in the two countries. This
proportion has increased every year, reaching
almost 10 percent by 1968. And because
U. S. companies are increasing their invest-
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ments in facilities in Canada, the trend is
likely to continue.

The sales challenge of 1969

Dealer inventories of U. S.-built passenger
cars, including those in transit, totaled almost
1.7 million on February 1 Only once before,
in June 1966, was the inventory larger. On
the basis of January sales, dealers had a 67-
day supply, which in recent years was ex-
ceeded only in early 1967. Prospects for pro-
duction and sales in February suggested a
further rise in the “days’ sales” on hand.
Although truck inventories were smaller in
comparison with recent experience, they too
were at high levels.

Inventories may not be out of line with the
intentions of industry executives. Had it not
been for strikes in late 1967, auto inventories
early in 1968 might have been near the cur-
rent level. The proliferation of models and
variations in installed optional equipment re-
quires that dealers stock broader selections
than in the past, although this need is mod-
erated some by dealer arrangements to swap
cars in inventory. And although the dates and
strength of the spring surge in sales varies
some year to year, dealers need to have
adequate inventories this time of year to meet
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the expected rise in demand. The possibility
of an unforeseen work stoppage or other
impediments to deliveries also encourages
dealers to carry larger stocks.

Nevertheless, with inventories at such high
levels, manufacturers have taken steps to
slow production. This has been done mostly
by reducing overtime. Last fall, workers in
auto plants averaged 46 hours a week and
six-day weeks were unusually common. Now
five days are the rule, and some plants are on
shorter schedules.

With this much merchandise on hand, the
spotlight is on sales. Incentive plans that
include sales contests and bonuses for sales-
men are encouraged by manufacturers’ re-
bates to dealers selling more than prescribed
quotas. Buyers can be offered special dis-
counts on optional equipment with large gross
profit margins. Such plans are often used,
but they were used earlier this year than most.

Meanwhile, motor vehicle producers are
looking ahead to still larger volumes in the
future, expecting demand for cars and trucks
to continue rising with population and in-
come. A preliminary report indicates that,
after a three-year decline, manufacturers will
boost their spending on new plant and equip-
ment about 10 percent this year.
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Ownership of demand deposits

at large Chicago banks

J3usinesses are by far the largest holders
of demand deposits at the five largest Chicago
banks. The daily average of demand deposits
at these banks last fall was $6.5 billion. Own-
ership of the deposits was divided approxi-
mately as follows:

* Businesses—more than $4 billion, or 64

Although the information on deposit own-
ership is not complete in every respect and
only five banks have participated in the study
so far, the data provide a good representation
of the patterns of ownership and use of de-
mand deposits at these banks and probably
a general indication of the experience at other
large banks as well. These banks account for

ercent. 1
F-) Other commercial banks—$1.2 billion, or nea}rly 80 percent_ of the de”.‘a.”d deposits (.)f
18 percent ' ' Chicago banks with $100 million or more in

* Individuals—$600 million, or 9 percent.
» Federal, state, and local governments—
$400 million, or 6 percent.

« Miscellaneous items, such as letters of cre-
dit and certified, officers, and travelers checks
—$200 million, or 3 percent.

Information on the ownership of demand
deposits has been obtained in cooperation
with the five banks—American National
Bank and Trust Company, Continental Illi-
nois National Bank and Trust Company, The
First National Bank of Chicago, Harris Trust
and Savings Bank, and The Northern Trust
Company. Data on daily average balances
and debits have been assembled monthly
since the spring of 1966.

This collection of information was under-
taken primarily to determine the feasibility
of collecting and assembling deposit and debit
information by ownership group from large
banks and secondarily to provide some pre-
liminary indications of the contribution that
ownership data might make to better under-
standing of money use in the economy.

deposits. The patterns of ownership and use
can be defined more explicitly when data have
been assembled for a long enough period to
permit computation of reliable seasonal ad-
justments.

Patterns of average balances

Between the fourth quarter of 1966 and
the fourth quarter of 1968, average total
demand deposits at these five banks increased
about $425 million, or 7 percent, with most
of the increase in business and personal ac-
counts. Businesses increased their holdings
about $360 million, while individuals in-
creased theirs $70 million. Total government
deposts declined substantially and deposits of
banks rose about $40 million.

There were only small shifts in the relative
amounts of deposits held by various types of
businesses. Manufacturing firms, the largest
business-depositor group, increased their de-
posits, but less than in proportion to the rise
overall, with the result that their share of
total deposits declined. By contrast, deposits
of financial (excluding banks), real-estate,
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and insurance businesses increased sharply,
raising their proportions of the total.
Companies engaged in transportation,
communications, and public utilities made up
the only group showing no increase in de-
posits. Deposits of mining companies and
service establishments increased slightly as
proportions of the total, while deposits of
retailers and wholesalers and construction
contractors increased apace with the rise in
total business deposits. Deposits of agricul-
tural firms showed a sizable percent increase,
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but because of their small totals, they gained
little relative to total business deposits.
Deposits of manufacturers at the five banks
averaged almost $1.7 billion in the fourth
quarter of 1968—slightly less than the
average in the fourth quarter of 1967 and
only about $40 million more than the same
period of 1966. Fluctuations within a year
were nevertheless sizable. The seasonal in-
crease from November to December averaged
almost $85 million, and the decline from De-
cember to the seasonal low in April averaged

Why study deposit ownershipl

Interest in deposit ownership stems largely
from the view that the money stock and its
behavior are important for understanding
and predicting the role of monetary policy in
stimulating and moderating total spending.
With only the total money-stock figures avail-
able. studies of money use have been based
on a composite pattern for all groups. Be-
cause the economic behavior of various
groups differ, it is reasonable to expect that
patterns of money use also differ from group
to group. Consequently, more information
on the way each major spending group man-
ages its deposit balances may yield better
knowledge of the effects on the economy of
changes in total money balances.

Although not complete, the information
being collected in Chicago has the potential
of providing at least a general indication of
money-use patterns and their stability over
time. The need for disaggregated data on
deposits and debits is more urgent the less
stable the turnover of deposits for each
spending group and the proportion of depos-
its held by each. If the turnover and propor-

tions were stable, disaggregated data would
not be needed.

If the turnover, or velocity, of deposit
accounts proved to be stable, changes in de-
posit behavior should be related to changes
in average balances. But if the relative pro-
portion of each spending group's deposits
remained the same over time, a change in
total money stock would mean a proportion-
ate change in money balances for each group.
Under these circumstances, there would be
no reason for collecting ownership data, be-
cause changes in each group’s balances would
be determined from the total.

There is a further point: if the proportion
of balances held by each spending group re-
mained stable over time but rates of turnover
varied, debits— rather than average balances
—would be the more appropriate measure
for analysis. The behavior of spending groups
that is significant in understanding and pre-
dicting the impact of monetary policy action
on spending in the economy may well be the
pattern of their money use represented by
debits, not by changes in average balances.
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about $147 million. The effect of tax pay-
ments was obvious in the April lows. The
reduced level of deposits in August, however,
apparently reflected lower levels of manu-
facturing activity arising in part from vacation
schedules.

Manufacturing deposits were lower in the
second half of 1968 than in the corresponding
period a year before, largely because depos-
its of manufacturers of durables were down.
About 53 percent of all balances of manu-
facturers were held by these firms. Two
of the largest manufacturing groups—non-

Businesses led in deposit gains

million dollars

424  4th quarter 1966-4th quarter 1968

total business  personal government banks other
demand .
deposits

percentage points

electrical machinery and electrical equipment
and supply producers—had balances below
those of 1967.

During most of 1968, balances of non-
durable-goods producers were about the same
as in 1967, but there was a sharp increase in
November and December, mainly from pro-
ducers of foods, chemicals, and paper.

Comparison of deposits of manufacturing
companies with the information that is readily
available on national and regional activity
does not indicate a close association other
than that already noted between deposits and
total manufacturing production. There also
appears to have been no close association
between changes in interest rates and changes
in demand deposits of manufacturing estab-
lishments in 1966-68.

Increased activity in the securities and in-
vestment markets resulted in significant ad-
ditions to balances of finance, insurance, and
real-estate firms. This sector has shown the
largest deposit growth of any business group
—its average demand deposits increasing
more than $130 million, or 17 percent, be-
tween 1966 and 1968. Security and commo-
dity brokers and dealers, insurance carriers,
and real-estate and other investment compa-
nies, all made sizable contributions to the
increase.

Security and commaodity brokers accounted
for the largest increase—20 percent of the
total in this category. Their fourth-quarter
1968 deposits exceeded 1967 levels by 21
percent. Insurance companies, which account
for more than 28 percent of the deposits in
this group, added about 7 percent to their
deposits. Holding and investment companies
increased their deposits about 12 percent.

A variety of service establishments are
depositors at these banks, including nonprofit
membership institutions, companies supply-
ing miscellaneous business services, educa-
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Manufacturing deposits
grew slowly . .

million dollars

. while deposits of finance,
insurance, and real-estate
firms increased rapidly

million dollars
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tional institutions, lawyers, theaters and other
companies providing amusement and recrea-
tion, and medical and other health-service
groups. Average balances of these establish-
ments increased about 12 percent between
the fourth quarters of 1966 and 1968. Much
of the increase appears to have been asso-
ciated with growth in services to individuals.
As incomes have risen, larger shares of per-
sonal budgets have been spent on recreation,
education, and other personal services. But
much of the increase has also been associated
with the growth in such business services as
accounting, consulting, data processing, and
employment agencies.

As activity increased, the number of serv-
ice establishments with accounts at these
banks also increased. About 1,000 such ac-
counts were added, while the average account
increased from $24,000 to $26,000. Be-
cause firms supplying services are typically
smaller than other businesses, their demand-
deposit balances also tend to be less. The
average account for service depositors was
only about a third the average size for all
business accounts and only about a sixth the
size of accounts held by transportation, in-
surance, and real-estate companies, the busi-
ness group with the largest average account
size.

Companies engaged in transportation,
communications, and public utilities were
the only group to have a decline in deposits.
Deposits of airlines increased sharply—be-
tween 10 and 15 percent a year—and rail-
roads and trucking and warehouse companies
continued to add to their balances, though at
a slower rate. But these gains were more than
offset by declines in deposits of companies
engaged in local and interurban passenger
service, water transport, communications,
and electrical, gas, and sanitary services. The
latter group of companies accounted for al-
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most a third of the demand deposits in this
group. During most of 1968, their deposits
were below those for 1967, and in December
they even slipped below the level for 1966.

Wholesale and retail trade accounted for
about 9 percent of business deposits—vVirtu-
ally the same proportion as in 1966. Whole-
salers increased their deposits faster than
retailers, gaining almost 5 percent over the
period. The increase represented slight gains
both in the number of accounts and the aver-
age size of accounts, which rose from $54,000
to $56,000.

Deposits of highly seasonal retail trade on
the other hand, have grown little, almost all
the gains being made between the fourth
quarters of 1966 and 1967. Except for Jan-
uary and September, deposits in 1968 were
less than in 1967. The moderate increase was
accompanied by a fairly rapid increase in the
number of retail accounts, with the result that

Increases in contractors'
deposits lagged behind rise
in housing authorizations

number of units thousand dollars

Deposits of transportation,
communication, and public utility
firms fell below 1966 levels

million dollars
“ transportation, communication, and public utilities
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. while trade
deposits rose slightly

the average size of account declined from
$58,000 to $56,000.

Although pronounced seasonal swings in
retail-trade deposits coincided to an extent
with the usual pattern of retail sales, there
was also an association between retail sales
and debits to retail accounts. Debits fluctu-
ated more than retail sales, but tended to
move in the same direction.

Companies engaged in contract construc-
tion had about $104 million in deposits in the
fall of 1968—about 2.8 percent of all busi-
ness balances. This represented a gain of
some $10 million, or 11 percent, since the
same period in 1966 and a slight increase in
the proportion of total business deposits held
by construction companies.

Average balances for these companies
showed a marked seasonal pattern, related to
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a lag in seasonal swings in construction activ-
ity. For example, changes in balances tended
to follow changes in authorizations for new
housing units in the Chicago area by about
two months—probably close to the usual lag
between permit issuance and first payments
to contractors. The seasonal decline in au-
thorizations from November to January or
February was not reflected in balances—at
least in any magnitude—until January. And
deposits continued to fall until March or
April, two months after building authoriza-
tions had started to increase again.

The two smallest depositor groups were
agriculture and mining. In both cases, rela-
tively few customers accounted for these bal-
ances.

Turnover of deposits

To examine the intensity of money use by
industry, deposits were related to disburse-
ments (debits). Deposit turnover—a measure
of money use—was computed by dividing
monthly debits by average monthly balances.

Demand deposits of all businesses turned
over about 9.7 times a month in the fourth
quarter of 1968. But the turnover varied
widely among types of businesses, ranging
from about three times a month for mining
companies to more than 18 times a month
for retail stores.

For the year as a whole, businesses tended
to fall into three turnover groups: those with
high turnovers of 18 to 20 times a month,
which included retail trade and finance, in-
surance, and real estate; those with moderate
turnovers of six to seven times a month, such
as manufacturing, wholesale trade, and trans-
portation, communications, and public utili-
ties; and those with turnovers of three to four
times a month, which included agriculture,
mining, construction, and services.

For most businesses, there were moderate

Business Conditions, March 1969

Deposits of service firms
increased substantially

million dollars

increases in turnover between the fourth
quarters of 1966 and 1968. The exceptions
were mining and agriculture, the two smallest
depositor groups. The increases in turnover
suggest that firms have been able to meet
their money needs by making more intensive
use of their deposit balances.

The intensity of deposit use tended to rise
with increases in activity in certain kinds of
business, for example, in finance, insurance,
and real estate. With the increase in activity
in financial markets, turnover rose to an
average of more than 18 times a month in the
fourth quarter of 1968. Security and com-
modity dealers posted not only the highest
turnover but the biggest increase in turnover,
with the monthly rate moving up sharply from
between 25 and 28 times a month in the
fourth quarter of 1966 to between 34 and
37 times in late 1968.
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The overview

Although sizable changes have been made
in business deposits since the spring of 1966,
the largest appear to have been in the deposits
of financial, insurance, and real-estate firms.
When deposits of these firms are excluded
from the business category, changes in the
proportion of total deposits accounted for by
each type of nonfinancial firm show little
month-to-month change. Because the deposit
growth of financial firms has been fairly
steady over this period, adjustment could be
made for the trend.

Information for a longer period is needed
to confirm the apparent stability in the pro-
portions accounted for by nonfinancial firms
and the trend of financial-firm deposits. But
the implication so far is that frequent infor-
mation on average balances of various groups
of business deposit holders may yield little
additional insight into money use.

On the other hand, partial information
suggests less stability in the proportion of de-
posits held by the broader ownership catego-
ries of individuals, businesses, governments,
and banks. If these proportions are found
not stable, fairly frequent information on
these groupings might be needed to determine
any pertinent relationships between average
demand-deposit balances and levels of eco-
nomic activity and interest rates.

The information now available suggests
substantial month-to-month variation in the
turnover for some types of business firms.
But if there is a regular pattern to these
changes, suitable adjustments can be made,

Businesses with largest
turnovers showed largest
increases in turnover

debitstaverage balances

making frequent information on debits own-
ership unnecessary. On the other hand, if
changes reflect short-term behavioral shifts,
frequent data on debits ownership would be
useful. This could mean that for adequate
interpretation of changes in money use, more
detailed information by business type would
be needed for debits than for average bal-
ances.
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