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STRUGGLE FOR SAVINGS
The Philadelphia Story

Commercial banks are currently engaged in an 
intense struggle for the savings of consumers. 
Their principal rivals in this struggle are mutual 
savings banks and savings and loan associations. 
The stakes are faster growth and maybe higher 
earnings. Some wonder, however, whether the 
game is worth the candle.

THE SIGNS OF STRUGGLE
The struggle for savings of recent years has 
been highlighted by two striking developments. 
Interest rates paid by commercial banks and other 
savings institutions have increased persistently. 
So has the amount of money consumers have 
deposited with them.

For commercial banks, these developments 
have been of dramatic proportions. Since 1955 
rates have risen faster than at either of the other 
two institutions, and deposits have also risen 
very rapidly. In 1955, time deposits of individ
uals and businesses accounted for less than one- 
quarter of total deposits; in 1962, the proportion 
was 35 percent, and still climbing.

The most recent bench-mark event in this story 
of change took place at the beginning of 1962. 
The Federal Reserve, at that time, revised Regu
lation Q, permitting commercial banks to pay 
as much as 4 percent on time and savings de
posits held for more than one year. Many banks 
upped their rates toward the generally higher 
levels paid by savings and loan associations and 
mutual savings banks. In 1962, and so far in 
1963, savings deposits at commercial banks have 
climbed at an extremely rapid clip.

At least on the surface, these events suggest 
that commercial banks have been successful in 
the struggle for savings. They seem to indicate 
that an increasing interest rate, though still 
generally below those paid by the other insti
tutions, coupled with the advantage of “ one-

C H A R T  I

RISE IN INTEREST RATES AND GROWTH OF 
SAVINGS
Since 1947 interest rates paid by commercial banks, sav
ings and loan associations, and mutual savings banks 
throughout the United States have climbed persistently. 
The average effective interest rate* paid by the three 
principal savings institutions rose from a little over 1 per 
cent in 1947 to almost 3V2 per cent. Savings deposited in 
these institutions have more than kept pace with the rise 
in rates. Climbing from about $60 billion in 1947, they 
are now approaching the $200 billion level.
RATIO SCALE RATIO SCALE
DEPOSITS INTEREST RATE
BILLIONS OF DOLLARS PER CENT

* The effective interest rate shown on this chart has been com puted 
by d iv id in g  the total annual interest payments of the three institu
tions by an annual average of their total savings deposits, shares, 
and other privately owned time deposits. In all subsequent charts, 
interest rates shown for the ind ividual institutions are effective 
interest rates and are com puted in the same fashion.
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stop banking” facilities and vigorous promotion 
have won the day.

Yet things are not always what they seem. 
Underlying the growth of time and savings 
deposits and the advent of competitive interest 
rates is a persistent disquietude. To the com
mercial banker, rapidly rising savings deposits 
are a mixed blessing. It is something like attend
ing a dinner party in a fine restaurant, and 
then getting stuck with the check.

THE SOURCE OF SAVINGS
This is not only because savings deposits are 
costlier to a bank than demand deposits. It is 
also because there is always some question 
about where the money is coming from. It need 
not necessarily be diverted from savings insti
tutions. It is possible, for example, that it is 
simply being transferred from checking deposits; 
if this is the case, the bank is gaining costly 
deposits at the expense of cheap ones.

From savings institutions
The intended thrust of the commercial bank 
campaign for savings has been toward the sav
ings institutions. Savings and loan associations 
in particular have had such spectacular growth 
and acceptance in recent years, that the com
mercial banker could not but envy them, espe
cially when he saw his own deposit growth 
restricted.

Have commercial banks been able to divert 
savings from the other savings institutions? 
This is a question that might be answered most 
readily in local markets. It is in the crucible of 
local markets where the rivals actually compete 
for the same savers’ dollar.

Philadelphia provides such a market. Rich in 
financial tradition, it possesses large mutual 
savings banks, numerous savings and loan asso

ciations, and a number of sizable, well-estab
lished, and vigorous commercial banks.

Over the last decade or so, the Philadelphia 
institutions have mirrored national develop
ments. Rates have climbed and so have deposits 
at these institutions. In April of 1962, the six 
large commercial banks and four mutual savings 
banks raised their rates on savings. Savings and 
loan associations generally stood pat.

As can be seen on Chart II, the large com
mercial banks in Philadelphia have consistently 
paid a lower rate for savings than mutual 
savings banks and savings and loan institutions. 
But their interest rates have climbed faster and, 
in recent years, their deposits have climbed 
more rapidly also.

Interest rate increases and the growth of 
savings deposits at Philadelphia banks do not, 
in and of themselves, mean that the banks have 
diverted savings from other institutions. They do 
not mean that savings institutions in Phila-

C H A R T  II

CLOSING THE INTEREST RATE GAP IN 
PHILADELPHIA
In 1955 the effective interest rate on time and savings 
deposits at the large city banks in Philadelphia was still 
below 1 per cent; mutual savings banks paid about 
2V2 per cent and savings and loans paid a little less 
than 3. Since then the commercial bank rate has risen 
considerably faster than the rates paid by the other two 
institutions, and while still lower in 1962, it was not 
much lower.
RATIO SCALE 
PER CENT
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C H A R T  I I I

PHILADELPHIA BANKS SURGE AHEAD

Savings have been rising rapidly at all three major Phila
delphia financial institutions. In the last two years, how
ever, reserve city banks have accumulated savings deposits 
at a rate exceeding even the growth of the savings and 
loan associations.

INDEX 1954 =  100

delphia would have been larger had commercial 
banks not raised rates on savings. They do sug
gest that commercial banks can gain savings 
deposits rapidly while paying rising, though still 
lower, rates than other institutions; but, alone, 
they don’t tell us where the funds are coming 
from.

If some of the deposits are coming from sav
ings institutions, we might be able to detect this 
by observing the relative changes in commercial 
bank savings deposits over this period when 
their rates increased relatively. The principle of 
this test is fairly simple: in years in which the 
interest rate at commercial banks increases a 
great deal, while the rate at savings institutions 
increases very little or not at all, we would ex
pect bank acquisitions of savings deposits to be 
large relative to the acquisitions of savings in
stitutions— and vice versa. We would expect this, 
that is, if potential depositors at savings institu
tions are being influenced by rising interest rates 
at commercial banks. Put another way, we would

expect the rise in relative interest rates at com
mercial banks to result in a rise in relative sav
ings acquisition if banks are effectively persuad
ing prospective depositors.1

The data needed to perform such a test are 
not readily available. But working with what is 
available, and obtainable, this analysis can be 
pursued.2 Charts IV A and B illustrate the 
results.

As can be seen, the scatter of dots on these 
charts generally moves in a southwest to north
east direction. It suggests that as rates on time 
deposits at reserve city banks in Philadelphia 
have increased relative to rates at mutual sav
ings banks and savings and loan associations, 
so have savings deposit acquisitions. In other 
words, the rate increases at commercial banks 
seem to have had some influence in diverting 
savings from savings institutions to commercial 
banks.

It is also of some interest that a similar kind 
of diversion is observable between the two prin
cipal types of savings institutions— mutuals and 
savings and loans. As Chart IV C illustrates, the 
same kind of “ positive”  (southwest to north
east) relationship is suggested when ratios of 
rates and deposit acquisitions are compared.

1 In technical terms, we are looking for evidence of substitution 
between savings deposits or shares offered jay savings institutions 
and com mercial banks. Since the relative prices (interest rates) of 
the two "p ro d u c ts "  have been changing, we would expect the rela
tive quantities "p u rch a se d " by consumers to change also, if con
sumers were substituting one for the other. The com parisons of 
ratios over time may be considered a prelim inary approach which 
can, but do  not always uncover substitution when it exists. See 
Robert Ferber and P. J. Verdoorn, Research Methods in Economics and 
Business. The M acm illan  Co., New York, 1962, pp. 362-365.

2 Regular "p a ss  b o o k " savings at reserve city banks jn Philadel
phia for years prior to 1961 were provided by the individual banks 
in question. Large mergers were accounted for to the extent 
feasible. W e  believe that the series presented back to 1954 is 
reasonably accurate. Data on savings deposits at mutual savings 
banks have been accumulated with the help of the individual sav
ings banks, and the National Association of Mutual Sayings Banks. 
Sav ings shares at all insured savings and loan associations with 
home offices in Philadelphia County were obtained with the help of 
the Hom e Loan Bank of Pittsburgh (Philadelph ia branch). However, 
only effective interest rates for federal savings and loan associa
tions could be com puted. Therefore, in the com parisons made on 
Charts IV A  and IV C, only federal association savings shares are 
used. These associations account for about_75 per cent of the total 
insured savings shares held by Philadelphia associations.
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C H A R T  IV  A  C H A R T  IV  B  C H A R T  IV  C

UNDER THE INFLUENCE OF INTEREST RATES

The rates paid by financial institutions in Philadelphia have changed in relationship to one another in recent years. These 
changes appear to have influenced the relative savings acquisitions of commercial banks, mutual savings banks, and sav
ings and loan associations. The rates paid by commercial banks have been rising relative to those paid by mutuals and 
savings and loans. In Charts IV A and IV B, the scatter of dots shows that the year-by-year savings acquisitions of 
commercial banks have also been rising relative to the acquisitions of the other two. The rate paid by mutuals has also 
changed relative to the rates paid by savings and loans. The scatter of dots on Chart IV C indicates that the relative 
savings acquisitions of mutuals and savings and loans appear to have responded to this change in relative interest rates.

RATIO OF CHANGES IN SAVINGS (PHILADELPHIA) 
RESERVE CITY BANKS FEDERAL SAVINGS AND 
LOAN ASSOCIATIONS

RATIO OF CHANGES IN SAVINGS (PHILADELPHIA) 
RESERVE CITY BANKS MUTUAL SAVINGS BANKS

RATIO OF CHANGES IN SAVINGS (PHILADELPHIA) 
MUTUAL SAVINGS BANKS -=- FEDERAL SAVINGS AND 
LOAN ASSOCIATIONS

RESERVE CITY BANKS FEDERAL SAVINGS AND LOAN 
ASSOCIATIONS

RESERVE CITY BANKS MUTUAL SAVINGS BANKS MUTUAL SAVINGS BANKS -f- FEDERAL SAVINGS 
AND LOAN ASSOCIATIONS

It must be emphasized that these conclusions 
can by no means be considered definitive. The 
data are extremely limited, and even so, less than 
perfect. But they represent as much as are avail
able, and as such can be considered suggestive.3

From dem and deposits
The suggestion that commercial banks in Phila
delphia have been able to gain savings at the ex
pense of savings institutions does not preclude

3 Despite the limited number of observations, the correlations 
observed are sufficiently high that they would seldom occur in 
sam pling universes where no correlation existed. This conclusion is 
elaborated in the follow ing table.

Correlation of 
Variables 
in Chart

N u m b e ro f
Observations

Coefficient of 
Correlation

Correlation 
Sign ificant 

at Level

IV A 8 .86 .005
IV B 8 .61 .06
IV C 10 .66 .025

the possibility that customers have also shifted 
funds from checking deposits. Actual shifting is 
difficult to pin down, but a review of the postwar 
experience in Philadelphia strongly suggests that 
potential checking deposit money has been de
posited instead into time and savings accounts in 
commercial banks; a changing preference on the 
part of bank customers seems to have developed 
about the time commercial banks began raising 
their interest rates rapidly.

Deposits and interest rates at reserve city 
banks in Philadelphia shown on Chart V con
veniently separate into three major periods. In 
the early postwar period, 1948-1953, demand 
deposits increased at about a 4 percent annual 
rate. Interest rates on time deposits were ris
ing, but slowly, and in 1953 were still below 1
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percent. Time and savings deposits also in
creased— particularly from 1950 to 1953— but 
the increase was moderate.

The years 1953 to 1955 were years of reces
sion and recovery, and also, apparently, of transi
tion. Things were different afterwards than they 
were before.

Dating from 1955, interest rates on time de
posits began rising at an accelerated rate. From 
1955 to 1962, the annual rate of increase was 
about twice as fast as in the earlier period. Time 
and savings deposits also began increasing at 
an accelerated rate during these years, keeping

C H A R T  V
A CHANGING COMPOSITION OF DEPOSITS 
AT PHILADELPHIA BANKS
Between 1948 and 1953 demand deposits increased 
steadily at reserve city banks in Philadelphia. Interest 
rates on time and savings deposits were low and these 
interest-yielding deposits did not increase very much. The 
recession and recovery years of 1953-1955 seem to have 
been years of transition. Since 1955 interest rates have 
climbed rapidly, and so have time and savings deposits. 
On the other hand, since 1955 demand deposits have not 
increased at all.
RATIO SCALE RATIO SCALE
DEPOSITS INTEREST RATE
BILLIONS OF DOLLARS PER CENT

in step with climbing interest rates. Demand 
deposits on the other hand, have been almost 
perfectly stable since 1955. They have shown 
no growth whatsoever over the last seven years.

The economy of the Philadelphia area has not 
grown so rapidly as many areas throughout the 
nation since 1955. But both population and in
come have not stood still, and we would normally 
have expected some expansion in checking de
posits over these years. It did not develop and, 
therefore, there is a strong suspicion that the 
efforts of bankers to make their own savings 
deposits attractive to institutional savers have 
at the same time made them attractive to 
potential demand depositors.

Other sources

There are many other sources besides competitive 
institutions and checking deposits from which 
commercial banks could obtain savings. In a 
very broad sense, banks are competing for the 
public’s dollars just as others are— federal and 
state governments offering securities, private 
corporations, and other businessmen. The 
banker’s offer to pay 3 or 3 % percent for dollars 
while providing safe and accessible warehouse 
facilities is an offer many people may want to 
consider along with those of the U.S. Treasury 
Department, the private corporation, and the 
automobile salesman.

In the nature of things, savings deposits com
pete more intensively with some uses of money 
than with others. We would expect that the 
savings deposit package offered by banks, and 
other savings institutions as well, is more com
petitive with the securities offered in financial 
markets than, say, with food and clothing. And, 
indeed, there is some evidence to indicate that 
competition with marketable securities has been 
important.
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Consider Chart VI. The total acquisition of 
savings deposits from 1955 on for the three 
major Philadelphia savings institutions— com
mercial banks, mutual savings and savings and 
loan— is compared to the relative advantage of 
putting money in a savings account as opposed 
to an intermediate-term Government security. 
This relative advantage is measured by the ratio 
of interest rates on savings deposits to yields on 
3-5 year Governments. The ratio and savings de
posit acquisitions vary in an interestingly close 
fashion. In the last six years, both have con
sistently moved in the same direction. In only 
two years over the period, 1957 and 1959, did 
savings deposit acquisitions fall. In both these 
years the ratio also fell and the relative advan
tage of placing money in deposits was at a low 
point. Over the period, deposit acquisitions in
creased by the largest amount in 1962. The rela-

C H A R T  V I

FLUCTUATIONS IN SAVINGS AND REWARDS
Total savings acquisitions of commercial banks, mutual 
savings banks, and savings and loan associations in Phila
delphia have fluctuated from year to year. These fluctua
tions have generally corresponded with fluctuations in the 
ratio of effective interest rates on savings in Philadelphia 
to yields on intermediate-term Government securities. 
When the yield ratio has risen, making savings deposits 
and shares in Philadelphia relatively more attractive, 
savings acquisitions have typically risen; when the yield 
ratio has fallen, making deposits and shares relatively less 
attractive, savings acquisitions have fallen also.
DEPOSITS
MILLIONS OF DOLLARS RAT|Q

tive advantage of savings deposits was at a peak 
in that year. The next largest increase for savings 
came in 1958; this was also the second highest 
year for the “ relative advantage”  of savings 
deposits.

Though the principal “ savings target”  of 
commercial bankers has been the savings institu
tions, they have apparently been firing buckshot. 
They seem to have hit their main target, but 
they have hit some others as well. They prob
ably have no great concern about attracting 
funds from Government securities and other 
marketable assets. But attracting demand de
posit money is, of course, another story alto
gether.

THE COST PUSH
As a bank grows by acquiring new deposits, it 
incurs added costs— costs of handling and, in 
the case of savings and time deposits, interest 
costs as well. These costs, however, may readily 
be offset by investing the newly available funds 
in income-yielding loans and securities.

If a bank consistently acquires savings de
posits— more expensive “ money” — in place of 
checking deposits, the bank’s cost of doing busi
ness will rise more rapidly, and pressure may 
develop to acquire higher-yielding assets and 
eliminate lower-yielding ones.

In Philadelphia, since 1955, the large city 
banks have had a stable level of demand de
posits and increasing amounts of time and sav
ings deposits. Over the last seven years, rising 
interest rates and increasing deposits have 
pushed the interest cost of deposits up almost 
700 percent. In 1962 alone, with a spark lit by 
the Regulation Q revision, interest payments 
exploded upward some 32 percent.

Despite the rapid increase in interest pay
ments last year, the Philadelphia reserve city 
banks, and, in fact, country banks in the Third
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EARNINGS AND EXPENSES OF THIRD DISTRICT MEMBER BANKS 
RESERVE CITY BANKS

(Thousands of Dollars)

1962 1961
Actual

C hange
Percentage

Change

Current O pera ting  Revenue
O n Investment $ 35,944 $ 32,463 $ +  3,481 +  10.1%
O n  Loans 138,229 131,229 +  7,000 +  5.3
Other 40,555 37,537 +  3,018 +  8.0

Totai 214,728 201,229 +  13,499 +  6.7
Current O perating Expenses

W age s  and Salaries 57,835 54,629 +  3,206 +  5.9
Interest on Deposits 27,622 20,923 +  6,699 +32.0
Other 51,365 49,039 +  2,326 +  4.7

Total 136,822 124,591 +  12,231 +  9.8
Net Current O pe ra tin g  Earn ings 77,906 76,638 +  1,268 +  17
Recoveries, etc. 3,928 11,224 -  7,296 -6 5 .0
Losses, etc. 20,524 14,876 +  5,648 +38 .0
Net Incom e Before Taxes 61,310 72,986 — 11,676 -1 6 .0
Taxes 26,759 31,831 —  5,072 -1 5 .9
Net Incom e A fter Taxes 34,551 41,155 —  6,604 -1 6 .0
Total D ividends 23,051 24,008 —  957 —  4.0

EARNINGS AND EXPENSES OF THIRD DISTRICT MEMBER BANKS 
COUNTRY BANKS

(Thousands of Dollars)

1962 1961
Actual
C hange

Percentage
Change

Current O pera ting  Revenue
O n Investment $ 78,241 $ 69,866 $ +  8,375 +  12.0%
O n Loans 195,013 182,493 +  12,520 +  6.9
Other 34,844 31,487 +  3,357 +  10.7

Total 308,098 283,846 +24,252 +  8.5
Current O perating Expenses

+  3,844 +  5.7W a ge s  and Salaries71,539 67,695
Interest on Deposits 83,340 73,258 +  10,082 +  13.8
Other 68,361 65,576 +  2,785 +  4.2

Totai 223,240 206,529 +  16,711 +  8.1
Net Current O pera ting  Earnings 84,858 77,317 +  7,541 +  9.8
Recoveries, etc. 13,818 9,618 +  4,200 +43.7
Losses, etc. 17,880 17,125 +  755 +  4.4
Net Incom e Before Taxes 80,796 69,810 +  10,986 +  15.7
Taxes 27,111 24,232 +  2,879 +  11.9
Net Incom e A fter Taxes 53,685 45,578 +  8,107 +  17.8
Total Dividends 25,365 23,670 +  1,695 +  7.2

District as well, were able to increase their cur
rent operating earnings. This was accomplished 
by a readjustment of portfolios, with greater 
preference given to higher-earning mortages 
and municipal securities. In 1962, mortgage 
holdings of city banks increased 12 percent and 
municipal holdings increased 23 percent; hold
ings of short-term Governments fell 26 percent. 
Increased interest payments, and other costs 
also, were more than offset by increased revenue 
from loans and investments. While net income 
fell at reserve city banks, this was due to re

coveries, losses and transfers to valuation 
reserves, not current operations. The results for 
the year are shown in the accompanying tables.

So far, at least, the reserve city banks in Phila
delphia do not appear to have suffered very 
much from the intense struggle for savings in 
which they have engaged. Their net current 
operating income has risen over the last seven 
years, and so has their return on assets and capi
tal. However, there is, presumably, a limit to 
which portfolios can be safely readjusted. Loan- 
deposit ratios can go only so high; risk asset
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ratios can go only so high. What these limits 
are, no one is certain, but that they do exist is 
clear.

THE PROCESS OF CHANGE
The struggle for savings between commercial 
banks and savings institutions has developed 
over a number of years. Examination of the 
battlefield in Philadelphia suggests that com
mercial banks have been able, by raising their 
interest rates, to compete effectively with sav
ings and loan associations and mutual savings 
banks. Along with other savings institutions, 
they are, today, probably competing with a large 
variety of securities which also serve as “ stores 
of wealth.”  In becoming effective competitors 
with others, however, these banks have also 
managed to compete effectively with themselves. 
It appears that at least a portion of their gain 
in savings has been at the expense of demand 
deposits.

Given the regulations that exist, this has prob
ably been unavoidable. Since 1933, banks have 
been prohibited from paying interest on checking 
deposits, and restricted by maximums in paying 
interest on time and savings deposits. These 
restrictions were established to curb a type 
of rivalry which many believed had resulted 
in unsound banking practices during the 1920’s.

In the improved and more secure economic 
environment of recent years, interest rate maxi
mums on time and savings deposits have been 
raised to permit bankers to compete more effec
tively for funds; they have done just that. They 
have made their time and savings deposits in
creasingly attractive by emphasizing the ease of 
converting them to cash, the advantage of 
F.D.I.C. insurance, the convenience of one- 
stop banking, and, perhaps most importantly, 
by taking advantage of the hikes in maximum

permissible rates and raising their interest 
rates to within hailing distance of the savings 
institutions. It is no wonder that the checking 
deposit, still severely restricted by a regulation 
unchanged since the 1930’s, has become rela
tively less attractive.

Deposit costs to banks have persistently in
creased in recent years. Banks must earn enough 
to cover these costs and earn a profit and they 
have had to adjust their portfolios to obtain 
higher earnings. We have seen such an adjust
ment in 1962.

Perhaps, this adjustment was reasonable and 
not excessive. It is possible even that it was de
sirable from the public’s as well as the banks’ 
point of view. For the increased amounts of 
funds placed into higher-yielding returns re
lieved pressure on longer-term interest rates 
while increasing pressure on short-term rates. 
In an economy characterized by unemployed 
resources and plagued by the threat of short
term capital movements abroad, this shifting of 
pressures would be in the desirable direction.

Nevertheless, the experience, no matter how 
beneficial, reflects certain economic dynamics 
that inevitably raise questions as to the end re
sults. That commercial banks are in the throes 
of change is evident; and one reason is the unique 
combination of regulation and free enterprise in 
which banks must operate. Plying his trade, the 
competitive banker has made his savings deposit 
competitive with the deposits and shares offered 
by savings institutions. In the process, he has 
made his “ product”  increasingly liquid and very 
near a means of payment— “ more and more like 
demand deposits.” 4 The banker has tried and 
evidently succeeded in giving the public what it 
wants.

4 The Report of the Com m ission  on M oney and Credit, 1961,
p. 168.
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But there have been costs that have spurred 
the banker to seek more profitable outlets for his 
funds; and new portfolio policies have affected 
the cost and availability of credit in several 
markets. At the same time, other financial insti
tutions have also responded to their competitive 
environment. Some bank supervisors have grown

increasingly concerned about rising costs in
curred by financial institutions and the quality 
of their credit.

So from small beginnings, a chain of events, 
in many ways unforeseen, has developed. And 
the chain is still growing. At this point it is diffi
cult to say what the end result will be.

THE RECESSION THAT 
DIDN’T  HAPPEN

Latest findings of capital spending surveys, including this Bank’ s regular sur
veys of manufacturers in industrial centers of the Third Federal Reserve 
District, confirm that an incipient business decline has been checked.

Manufacturers in the Philadelphia Metropolitan 
Area plan to spend $327 million on plant and 
equipment in 1963. This figure is a substantial 
increase— 18 per cent— from their 1963 estimates 
made six months ago, but does not quite reach 
the $336 million spent in 1962. In other parts 
of the Delaware and Lehigh Valleys, the picture 
is similar: last fall’s 1963 capital spending esti
mates have been increased; the new projections 
put this year’s spending a few percentage points 
above or below the totals of 1962. National 
surveys also indicate upward revisions, with 
capital spending in 1963 expected to exceed 
1962 by several percentage points.

These findings appear to complete a pattern 
of economic events. They signal the end of a 
period when economic activity was fluid, excep
tionally difficult to analyze, and dangerous in 
its implications.

The “ recession” that stopped

One way of tracing the course of economic ac
tivity is to watch the unfolding sequence of 
events in the irregular rhythm of recession 
followed by recovery, recession following re
covery, that characterizes our industries. Eco
nomic activities have been classified into those 
which usually lead, coincide, or lag in their 
individual reversals of direction as the general 
economy rounds the turns from recession to 
recovery and from recovery to recession. The 
accompanying chart singles out certain im
portant leading and coincident indicators, and 
shows what happened to them since the fourth 
postwar recession reached bottom early in 1961 
and a business recovery began.

The interesting thing about the chart is that 
something apparently happened to this recovery 
in 1962. Everyone remembers the drastic de-
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ESTIMATED CAPITAL EXPENDITURES OF MANUFACTURERS 
IN THE DELAWARE AND LEHIGH VALLEYS 

1962 AND 1963

Expenditures
1962

1963 Estimate 
A s  of

Change
1962-1963

C hange  
in 1963 

Estimate 
Fall-Spring

Fall
1962

Spring
1963

{Dollar Amounts in Millions)
Philadelphia Metropolitan Area
A ll Manufacturing $335.5 $278.0 $326.9 -  2.6% +  17.6%

Durables 141.8 121.5 154.6 +  9.0 +  27.2
Lumber and furniture 2.0 1.7 3.5 +  75.0 +  100.8
Stone, clay, glass 10.4 28.3 23.1 +  122.1 —  18.5
Primary metals 38.4 20.4 32.5 —  15.4 +  59.2
Fabricated metals 24.2 14.9 16.6 -  31.4 +  I I . 1
Machinery (excl. elec.) 19.9 15.6 19.6 -  1.5 +  25.8
Electrical machinery 26.1 22.4 33.3 +  27.6 +  48.5
Transportation equipm ent 16.4 10.6 18.5 +  12.8 +  74.8
Instruments and misc. 4.4 7.6 7.5 +  70.5 —  1.6

Nondurab les 193.7 156.5 172.3 —  11.0 +  10.1
Food and tobacco 44.6 26.9 34.9 —  21.7 +  29.9
Textiles 6.7 3.3 5.7 —  14.9 +  72.5
Appare l 3.5 2.1 2.8 —  20.0 +  31.4
Paper 23.6 16.0 23.0 -  2.5 +  43.7
Printing and pub lishing 13.5 10.5 21.3 +  57.8 +  102.9
Chem icals 50.3 54.2 52.4 +  4.2 -  3.4
Petroleum and coal 41.4 41.6 30.3 —  26.8 -  27.1
Rubber and leather 10.1 1.9 1.9 —  81.2 —  1.6

Lehigh Valley
A ll Manufacturing 50.3 51.0 61.8 +  22.9 +  21.2

Trenton
A ll Manufacturing 15.8 16.2 21.7 +  37.3 +  34.1

W ilm ington
A ll Manufacturing 56.2 46.1 47.4 —  15.7 +  2.9

3 Area Total
A ll Manufacturing 122.3 113.3 130.9

O+

+  15.5
4 Area Total
A ll M anufacturing 457.8 391.3 453.0 -  1.0 +  15.8

cline of stock prices in June. Stock prices are an 
important leading indicator; they tend to drop 
ahead of declines in general business.

Another important leading series is the aver
age workweek in manufacturing industries. This 
indicator clearly halted its rise and began to 
decline in 1962. Leading series are notorious for 
giving false signals, but there were two good 
reasons for thinking these signals meaningful 
in 1962. One was that a number of other lead
ing series also had leveled off or turned down. 
The other was that, late in 1962, some activities 
which usually drop off coincidentally with 
downturns in business— i.e., a few months later 
than the leading indicators— actually began to 
level off and in some cases to decline. Two im
portant coincident measures, manufacturing em
ployment and manufacturing output, are shown

on the chart. Another crucial indicator is the 
rate of unemployment, also shown. Unemploy
ment rates often begin to rise when a business 
cycle tops out. As the chart shows, the rate of 
unemployment began to rise late in 1962.

These disquieting developments have recently 
been checked. So far in 1963, the leading indica
tors have failed to confirm the recession signals 
they were flashing last fall. Manufacturing em
ployment and output, which were causing grave 
concern as 1962 ended, again are on the rise.

But the rises have lasted only a very few 
months. What evidence is there that the incipient 
downturn has indeed stopped? Capital spending 
is just such an item of evidence. Capital spend
ing is a lagging indicator. Businesses plan in
creased expenditures on plant and equipment 
after, not before, they can see clear indications
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of improved sales and therefore a payoff on their 
investments. If recent indications of economic 
advance have been read by the business com
munity as real, not false signals, the reaction 
should be a lift in capital spending plans. That 
lift has occurred; it has occurred both here and 
in the nation. It tends to confirm the signals of 
the earlier-turning indicators.

By the end of 1962, several highly important economic 
activities had deteriorated or failed to improve. Since 
then, the picture has brightened.

THE RECOVERY THAT STAGGERED
AVERAGE HOURS W O RKED PER WEEK IN  MANUFACTURING  

INDUSTRIES*
HOURS

PER CENT

Does this mean an end to concern about the 
American economy? “ The boom is on again; 
let’s put away the gloomy prophets!”  Em
phatically, no. There are two good reasons for 
keeping the wise men on tap. In the first place, 
the art of reading economic indicators, while 
it is well in advance of that based on tea leaves, 
is no exact science. Measuring changes in the 
collective actions of millions of people is not 
like marking off feet and inches; the errors are 
considerable. There is a chance— probably small, 
but nevertheless not negligible— that the errors 
have combined to overstate the strength of the 
resurgence. In the second place, the strength so 
far indicated is not that great. A stronger im
petus from capital investment is needed.

The progress of boom s

To a large extent, recessions since World War 
II have been characterized by rather sudden 
changes in inventory policies of businesses. A 
quick cessation of spending on business inven
tories, sparked by some qualms concerning sales 
prospects, or by the fact that inventories have 
been built to apparently sufficient levels, can sub
tract spending from the economy at a critical 
moment, and may precipitate a turn toward re
cession. The reverse, occurring after a recession 
has run through several months, can start a 
business revival. This is what happened in 1961. 
Inventory rebuilding contributed importantly to 
the recovery which began then.

Businesses do not build inventories forever. 
As this stimulus wears down, the key to prolong
ing a period of economic vigor lies in a strong 
rate of capital investment, i.e. spending on plant 
and equipment. In the business recovery follow
ing 1961, as inventory spending tapered off, 
strength was lacking in other forms of capital 
investment. The result: investment spending did
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Since 1961, investment spending has not contributed to 
growth in the Gross National Product.

THE LAG IN INVESTMENT SPENDING
BILLIONS OF DOLLARS*

not contribute to the growth of the gross na
tional product after 1961.

It is for this reason that capital spending 
growth is critical to further improvement in 
economic activity. Nation-wide rises, projected 
now at 5 to 9 per cent, are relatively encourag
ing compared with previous estimates, but fall 
short of the vigorous improvement which could 
make up for previous sluggishness and raise the 
economy to something closer to capacity levels 
of operation.

Locally, the improvement in capital spending 
estimates is even less spectacular. There has 
been improvement; local manufacturers’ spend
ing plans are up 18 per cent but this implies at 
best that 1963 will equal 1962. When this 
region’s manufacturers look forward to sub
stantially increased business, their spending 
projections generally exceed previous levels of 
actual expenditures.
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F O R  THE R E C O R D • • •

Third Federal 
Reserve District United States

Per cent change Per cent change
S U M M A R Y

3 3
March 1963 mos. March 1963 mos.

from 1963 from 1963
from from

mo. year year mo. year year
ago ago ago ago ago ago

MANUFACTURING
Production........................... +  2 +  3 +  4
Electric power consumed....... +  4 +  2 +  i
Man-hours, total*................ 0 -  2 -  2

Employment, total.................. 0 -  1 -  1 0 0 +  i
W age income*..................... 0 0 +  1

CONSTRUCTIO N** +  108 -  5 -  1 + 2 3 —  10 — l
COAL PRODUCTION -  1 +  1 -  6 -  2 —  1 0

TRADE***
Department store sales........... +  4 +  2 -  1 +  5 +  3 +  3
Department store stocks.......... +  2 -  1 0 +  3

BANK ING
(All member banks)

Deposits.............................. 0 +  5 +  5 0 +  7 +  7
Loans.................................. 0 +  7 +  7 +  1 +  11 +  11
Investments.......................... +  1 4~ 6 +  5 0 4" 6 +  5

U.S. Govt, securities............. +  1 +  1 0 -  1 -  1 -  2
Other............................... 4" 2 +  19 +  18 +  3 + 2 3 +24
Check payments.................. + 1 6 f +  3t +  4t +  12 4" 5 +  10

PRICES
0 — 1 -  1

Consumer............................ o't +  It +  It 0 +  1 +  1

‘ Production workers only. t20 Cities
“ Value of contracts. ^Philadelphia

‘ “ Adjusted for seasonal variation.

Factory* Department Storef

Check
Payments

Employ
ment Payrolls Sales Stocks

LOCAL Per cent Per cent Per cent Per cent Per cent
CHANGES change change change change change

March 1963 March 1963 March 1963 March 1963 March 1963
from from from from from

mo. year mo. year mo. year mo. year mo. year
ago ago ago ago ago ago ago ago ago ago

0 -  4 +  2 -  4 +  8 0

0 +  1 +  1 +  1 +  4 +  6

Lancaster.......... 0 +  1 0 +  1 +  13 + 1 -  i + 1 +  6 +  5

Philadelphia...... 0 -  3 +  1 +  1 +  1 +  2 -  i -  4 +  14 +  3

Reading............ -  1 -  4 0 -  2 +  13 -  1 +  i +  3 + 16 +  7

Scranton........... 0 -  4 -  2 -  4 +  11 0 -  2 +  10 + 1 3 -  2

Trenton............ +  1 +  1 +  2 +  7 +  9 +  1 + 1 0 +  10 + 19 +  7

Wilkes-Barre. . . . +  1 0 +  2 +  1 +  4 +  3 +  5 +  7 +  14 +  3

Wilmington........ +  2 +  5 +  2 +  12 +  11 +  4 +  5 +  2 + 3 8 +  9

York................ 0 -  2 +  1 -  2 + 3 0 +  6 +  3 +  1 +  9 -  5

‘ Not restricted to corporate limits of cities but covers areas of one or more 
counties.

tAdjusted. for seasonal variation.
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