MONTHLY

IN THIS ISSUE

Financing Manufacturing Corporations,

-FEDERAL RESERVE BANK of CLEVELAND—
1950-1960...ccciiiiiiiii 3

Notes on Federal Reserve Publications... 10

Recovery in a Heavy-Industry District.... 11

t$62
Around the Fourth District..................... 15

In the period between 7950 and 7960, inclusive, manufacturing corpora-
tions in the United States acquired $200 billion in new capital. The bulk of
this capital was obtained from internal sources. In both 7954 and 1958,
capital acquired from internal sources was in excess of the
Billions of dollars ~amounts of total new capital obtained, as internal funds Billions of dollars
were used to take down a portion of outstanding
capital raised externally.

51 '52 ’53 '55 -56
Source of data: Securities and Exchange Commission.
Digitized for FRASER

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



Digitized for FRASER
http://fraser.stlouisfed.org/

Additional copies of the MONTHLY BUSINESS
REVIEW may be obtained from the Research De-
partment, Federal Reserve Bank of Cleveland,
Cleveland 1, Ohio. Permission is granted to reproduce
any material in this publication.

Federal Reserve Bank of St. Louis



Financing Manufacturing Corporations,

1950-1960

ew capital for the expansion of fixed
N assets of a manufactunng corporatron as

capital are available? How do corporations
decide which of the alternative sources should

well as for work |n carp]rta needs may beve tapped? What are the criteria for making

obtained either from the income generated
the operatrons of an enterprise or from ex
ternal sources, 1., money and capital mar-
kets. In the period betwéen 1950 ‘and. 1960,
inclusive, manufacturing corporations in the
U S. acquired $229 billion in new capital. (]
The bulk of this capital was obtained from
“Inside” the manufacturing. corporations,
whrlte (tjhe\remamder was obtained from the
outside

The acquisition of new capital in the past
decade seems to_have been a prime requisite
for manufacturing corporations attempting
to stay in step with the constantly increasing
demands of a hrgh -level and expdnding econ-
omy. Thus, a substantial part of new. Capital
obtained was drrected toward mcreasrng pro-
ductive capac dty, the car\wrnﬁ; of ar er In-
Ventories, reater
amounts 'of trade credrt At the same time

e burgeoning scientific and technol ogrcal
advances of the past_decade implied tha
order to stay competitive, new caﬁ Aa had to
be obtained 'to finance research and develop-
ment facilities and  to introduce new and
more efficient methods of production and dis-
tribution, so that manufacturing corporations
could realize certain economies of scale and
other competitive advantages.

A build-up of the capital requirements of
manufacturing corporations in the past dec-
ade suggests immediately a number of perti-
nent questions. For example what sources of

t(rld lI data usgS d dte d | ctI Irgglétner%e
hemsetitRPaRd xchd’ng Aion.
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such judgments? In the pages that follow;
we attempt fo answer these and other ques-
tions by reviewing the sources of capital uti-
lized by manufacturlng corgoratrons In the
U. S between 1950 and 1960, inclusive, and
to suggest some of the reasons these sources
were Selected. It should be remembered, how-
ever, that In all cases the ultimate sources of
capital which, are tapped will depend on the
cost and availability of capital, the purpose
for which it IS to, be used, the capital struc-
ture of the acquiring firm, and the general
outlook for business conditions.

Interna! Sources

The growmgS alpendence ugon mternaIIy

generat fun a source of new capitdl
urin pas %ca e IS shown in the chart
on th cover of this |ssue Durmg 1950-1960,

incl usrve apcproxrmate $161 “billion, or
near X ent, of the total amount of new
capital ‘acquired by manufacturing corpora-
tions was derived” from_corporate income.
Putting 1t another way, in the same 11-year
period,” the amounts of internal capital gen-
erated annually by manufacturing corpora-

tions expandedby approximately 60 percent.

A primary reason for the gr owmg reIrance
upon internal funds is the sta |I|t assocrate
wrth this source_of capital. rowrn

en ence upon mternal funds ma th us re

ect management’s desire to avord some of
the restrictions associated with the use of
external sources.

Internal sources of capital are derived
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SOURCES OF INTERNAL CAPITAL
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From 7950
through 7960, the
annual amounts of
capital generated
by depreciation
charges advanced
from $4 billion to
$77 billion, or
from 36 percent
to 60 percent of
total internal
sources. Over the
% same period, re-

tained earnings

-i&M as a percent of

the total declined
correspondingly.

Source of data: Federal Trade Commission and Securities and Exchange Commission.

entirely from the gross income of manufac-
turing” corporations. Due to common corpo-
rate “accounting practice, however, it s
necessary. to seéparate internal sources into
depreciation and retained earnings.

Depreciation. The major importance of de-
reciation allowances as a source of Cagltfﬂ
or manufacturing corporatjons is readily
discernible in the accompanymgi chart. From
1950 through 1960 the anfual amounts of
capital ?enerated by depreciation charges ad-
vanced Trom $4 to 811 billion. As a propor-
tion of the total internal sources of capital
for manufacturing corporations, depreciation
increased from 36 percent to 60 percent dur-
ing the same 11-year period.

The concept of depreciation as a source of
capital is sometimes confusing to the casual
observer due to the fact that depreciation is
also treated as a pusiness expense, To the ac-
countant, depreciation is recognized as the
loss In valye of certain fixed asSets, resulting
from physical deterioration and normal ob-
splescence over time.. Theoretically, deprecia-
tion allowances during a given” accounting
period should equal the"reduction in the value

4
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of fixed assets which occurred within that
period.

Although depreciation is listed as an ex-
pense, and is deducted from gross income,
thke other buswess eXpenses, a corﬁorauon
0es not surrender any cash in cohnection
with depreciafion expénse. Depreciation is
thus often referred to as a “noncash” ex-
pense. Furthermore, the inclusion of depreci-
ation as a business expense. reduces the tax-
able income of a corporation by. an. equal
amount. As a result, the corporation_ is per-
mitted to retain a larger portion of its total
cash intake, so that the * cash flow” of a busi-
ness enterprise, is enlarged through the inclu-
sion of depreciation charges.

The .increase in cash flow resulting from
depreciation allowances permits the récovery
of all or part of past investments in certaif
fixed assets. Corporate management may elect,
In turn, to reinvest the recovered capital in
fixed assets or increased working _cai)ltal; or
it may decide. to return the capital to the
original suppliers, i.e., creditors and stock-
holders. In" most instances, however, funds
generated through depreciation are used



either to replace or expand corporate assets.
The Growth of Depreciation Allowances.
The increase in the volume of dePrema_tlon
allowances of manufacturing corporations
from 1950 through 1960 was due in part to
the expansion of the asset hase upon which
depreciation charges are determined.

In addition, the increase in depreciation
allowances beginning in 1950 also reflected
the rapid amartization privileges granted .0n
defense facilities during the Korean contlict,
In an effort to induce a quick expansion of
Industrial_capacity for defense purposes, the
Internal. Revenue”Act was amended in 1950
to permit corporations to “ write off” specific
facilities within a five-year period. The law
required that the National Security Resources
Board determine whether rapid amortization
privileges would be granted to an applicant,
and In_those cases where the Board approved,
a Certificate of Necessity was issued. The an-
nual amounts of depreciation resulting from
this legislation steadily declined, however,
after réaching a peak in 1957.

. Another reason for the expansion of depre-
ciation allowances from 1950 through 19601
connected with the s eedlng-,up of deprecia-
tion, 1.e., accelerated depreciation. Throughout
the postwar period, a great deal of discussion
has centered on the adequacy of the methods
of determining depreciation allowances as
reqouwed by the Internal Revenue Code, Those
who have proposed liberalization of depreci-
ation allowances have advocated over the
years a number of changes in methods of
determination, some of which have already
been legislated. These proposals have in-
cluded: (1) the agandonmen_t of the use of

original cost ™ and the adoption of reglace-
ment cost” as the base for depreciation;
2). a reduction in the number of years over
which all assets may be fully depreciated
re?ardless of their connection ‘with national
defense; permitting corporations to
“charge off” a significant part of the, total
depreciation allowance at the time of instal-
lation or during the early stages of the life
of an asset, an approach commonly referred
to as accelerated depreciation; and “(4) intro-
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duction of jnvestment tax allowances which
would permit a corPoratlon to deduct directly
a portjon of the cost of a newly acquireq asset
from 1ts liability at the time’ of Installatjon
without reducing.the amount of depreciation
allowance which™is usually permitted for tax
PUIPOSES.

In 1954, the Internal Revenue Code was
amended to Rermlt corporations to deduct a
larger amount of depreciation durm? the
initial years of the life of an asset. Al that
time, however, the length of time_over which
assets could be fully *written off” and the
methods for determining the total amount of
dePrematlon expense 0N various assets were
not altered. Nevertheless, the adoption of
accelerated methods of depreciation resulted
In a closer, allqnment of annual depreciation
char,%es with the decling in the productive
efficiency of equipment.(2)

In 1958, the Internal Revenue Code was
aﬁam amended to permit a corporation to
charge off 20 percent of the value of newly
acquired equipment, in addition to the requ-
lar" annual  depreciation charge, during the
first year in which the eguipment is "used.
However, the legislation limited the 20-per-
%ent write-0ff t0 an annual investment of
10,000 in additional equipment with a ljfe
of six years or more, thereby providing assist-
ance mainly to small busingss firms.

In recent years, discussion has infensified
among businéssmen, government officials, and
professional economists concerning the liber-
alization of depreciation allowances as_ one
means of encouraging increased productivity
among U. S, manufacturing firms, As part of
a program to shorten the depreciable life of
many types of assets, one Industry. was per-
mittéd “recently to write, off speCific assets
over a shorter period of time than the Inter-
nal Revenue Code usually allows; the possi-
bility of extending such @ program to other
industries is, currently being considered, In
addition, legislation was proposed in the Con-
gress last year which would have permitted a

For. a, dispussion, 0f accelerated, depreciation methods
el S B
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tax credit, or investment allowance, against
new Investments in productive equipment.
The proposed investment allowance was a
art of a larger proposal for chanﬁes In the
ax laws which was deferred until the current
session of the Congress.

Retained Earnlngs. Unlike _depreciation,
retained earnings Detween 1950 and 1960
inclusive, were & relatively volatile source of
capital for manufacturln%_co_rpor_atlons, rang-
Ing from a low . of $5.2 billion In 1952 to “a
high of $9.3 billion in 1955. In addjtion, dur-
Ing the period under review, retained earn-
mgs declined steadily as a propartion . of
total internal capital for manufacturing
corporations.

. The declining importance of retained earn-
Ings as a sourCe of new capital may be ex-
plained in part by the failure of corporate
PI’OfIt margins to”remain at earI% postwar
evels. From 1950 through 1960 the net in-
come of manufacturing corporations fell from
1.1 percent to 4.4 percent of total sales. Put-
ting it another way, while the sales of all
manufacturma corporations increased  ap-
[lJrommater_ 0 ﬂerc“ent between 1950 and
960, inclusive, the “after-tax”, or net, in-
come of these same firms advanced only 19
percent. N _
On the other hand, the dividend polic
Pur,sued bly poards of directors of manufac-
uring corporations has served, in many In-
stances, to limit the amount of net intome
avallable for reinvestment. While the propor-
tion of net income devoted to cash dividend
Bayments during any particular period may
e affected by various internal considerations,
the cash needs of the organization during the
subsequent period, the “success of corporate
operations in the preceding period, and a
desire on the part of management to pay a
stable dividend — the policies adopted "by
many manufacturing corPoratlons during the
P,erlod under review resulted in a larger rela-
Ive amount of net income being devoted to
cash dividends, For example, “while from
1950 through 1955, the cash dividend pay-
ments of manufacturing corporations  aver-
aged 48.1 percent of total net income, in the

6
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Period from 1955 through 1960, the propor-
lon of net income allocated to dividend pay-
ments averaged 51.1 percent. Thus, the nét
income  retained for ‘reinvestment purposes
was reduced by corporate policy.

_These two factors— narrower profit mar-
gins and larger dividend  ratios — combined
with the steady increase in depreciation al-
lowances to, reduce the relative share of re-
tained earnings as a source of internal capital
—from 64 percent to 40 percent — between
1950 and 1960, Inclusive.

External Sources

The utilization of external sources of capi-
tal by manufacturing corporations followed
an uneven pattern during the period under
review. It is apparent, however, that qutside
capital was far less important to manufactur-
mq corporations than internal sources, as
only 30 percent of the additional captal ac-
quired during the 11-year period was pro-
vided by external sources.

External sources of capital tapped b_¥, man-
ufacturing corporations may be classitied In
a number of”wa}/s_: (1|) on the basis of “ven-
ture capital” (which represents a part of the
equity component of the financial structur
versus borrowed capital; (2) by distinguish-
ing between the flow of funds directly™from
owner to user and the flow of funds to a
financial intermediary which, in turn, sup-
plies the. user; and 3% by the length of time
over which the capital will be employed. In
this discussion, the third alternative is used,
1., short-term credit as contrasted with inter-
mediate- and long-term capital.

Short-term credit. Short-term borrowing is
usually defined as any credit transaction in
which” the borrower a(T;rees to return the
funds within a period of 12 months. The ebb
and flow of short-term credit between corpo-
rate users and the money market is closel
related to both the seasonal and cyclical pat-
terns of business activity which most manu-
facturing corporations “experience. During
periods “of seasonal or cyclical expansion,



SOURCES OF EXTERNAL CAPITAL

Billions el dollars

Billions of dollars

Short-term debt
and long-term
capital each ac-
counted for
roughly half of
the total external
capital acquired
by manufacturing
corporations dur-
ing 7950-1960, in-
clusive. The use of
h term capital

OtWeVEr “was
characterlzed by
greater stability.

Source of data: Federal Trade Commission and Securities and Exchange Commission.

manufacturing firms may depend heavily on
the money market to finance temporary in-
creases in"working capital, e.g., larger inven-
torles and hl%her evels of trade credit. Con-
versely, as the period of expansion passes

and workmg cl';“)ltal needs decline, manufac-

turln firmg will return the short-term funds
éwe supp“e s in order to avoid the cost of
Ing suc un s,

The importance of short-term credit to
manufacturing corporations 1s reflected i
the fact that, "between 1950 and 1960, mclu-
sive, approximately 14 percent of the addi-
tions to total capital, and nearly one-half of
the external sources of cagltal utilized, were
provided by short-term borrowing.

The principal sources of short-term credit
for manufacturing corporations arg trade
credit, commercial” bank loans, the issuance
?fbclopmerma paper, and accruals of tax
labilities

Trade credit remained the primary source
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of short- term credit for manufacturing cor-
orations from 1950 through 1960. During
hat erlod credit extended by the suppliers
of manu facturing corporations; most of whom
were aIso manufacturing firms, provided
roug gercent of the’ short- %erm capital
needs 0 users. The bulk of short- erm
credit for manufacturln% cor oratlens |fs thus,
In a sense, an Inter-industr |
tal. Heavy reliance upon trade credlt IS
malnl to its avallabllltﬁ the lack of an ex
P licit cost connected with its use, and a usual
lexibility in credit terms.

Commercial banks provide both direct and
indirect short-term credit for manufacturln%
corporations, Bank loans provided 15 percen
of the additional short-term capital for man-
ufacturmq corporations between 1950 and
1960, inclusive. Short-term business loans
usually carry a maturity ranging from 30 to
0 days, although many are exténded for as
long & 12 months. In”addition, commercial
banks may permit the borrower to renew the

7



loan at maturity which, in turn, could carr
the_extension of credit beyond the 12-mont
definition of short-term “borrowing. Since
commercial banks also invest in commercial
Paper Issued by manufacturing corpaorations,
hedf?rmer alsd serve as a source of indirect
credit.

Manufacturing corporations have found
commercial paper a convenient and economi-
cal method of acquiring short-term funds. In
recent years such corporations have accounted
for approximately 40 percent of all corporate
organizations issuing commercial paper. The
Brefere,nce for thiS method of short-term

orrowm(I; may stem from an opportunity to

borrow at a lower effective rate of interest,
The cost advantage derived from the issuance
of commercial paper is a result of the differ-
ential between the stated rate of interest on
commercial bank loans and the money market
rates which apply to commercial paper; It
may also result from an opportunity t0 avoid
the. maintenance of compensating” balances
which- usuall accompan%/ commercial bank
loans. It should be remembered, however, that
the ability to acquire short-term  funds
through the issuance of commercial paper 1s
Ilmf]ted t Iarge manufacturing corporations
with good credit ratings.

Reserves for accrued taxes constitute an-
other source of short-term credit for manu-
facturing corporations. Because corporations
are required to pay Income taxes quarterI}/,
they are able to emrﬁloel the accrued taxes 1o
meét very short-term capital needs until the
income fax pagmen,t period arrives. From
1950 throuqh 1960, income tax accruals pro-
vided a little over $3 billion in short-term
funds for manufacturing corporations.

Long-term Capital. Long-term capital ac-
quiredfrom external sources by manufactur-
ing corporations between 1950 and 1960
Inclusive, amounted to approximately” $38
billion, or nearly 16 percent of total capital
additions. As indicated in the accomp,anrmg
chart, the demand for long-term capital by

3)For qi&sc ssion of the use Qf commercial. paper, as,, a
0 Rl 5 "R v
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manufacturing corporations was character-
ized by greater stability than the demand for
short-term credit, Such stability is due in
part to the relative absence of Seasonal and
other short-term factors in determmlnﬁ long-
term capital needs; It is also due to the fact
that long-term funds are used primarily to
acquire fixed assets and. provide additioris to
permanent working capital.

AI_thou%h the postwar period has witnessed
the, introduction of several new. methods by
which cor?oratlons_may acquire intermediate-
and long-term capital,” the sale of securities
has remained the major means used by man-
ufactunn? corporations. In the years 1950 to
1960, inclusive, manufacturing” corporations
attracted nearly 80 percent of their long-term
capital through the sale of new secUrities.
Although total new security. sales include
both bonds and stocks, approximately 70 per-
cent of the securities issued by manufacturing
corporations in the period under review werg
In the form of bonds.

There are a number of factors which help

TOTAL NEW SECURITIES ISSUED BY
MANUFACTURING CORPORATIONS

Bill ifgl Sr”f_d ollars ______

Il e r

’50 ’51 52 °'53 *54 ’55 °56 ’57 ’58 ’59
Source of data: Securities and Exchange Commission.



to explain the predominance of bonds in cor-
porate security issues. While both types of
securities (bonds and stocks) involve pay-
ments to security holders, 1e., dividend paY-
ments to stockholders and interest payments
to bongdholders, corporations are permitted to
treat interest payments on bonds as a busi-
ness expense. Interest payments are thus
deducted before the taxable’ income of a cor-
Poratlon is determined. Dividend payments
0 stockholders, however, may not be treated
as a “hefore-tax” expense, and can be paid
only from the net income or the retained
earnmqs of the corporation. On the other
hand, the payment of interest is usually a
legal obligation of the corporation, whereas
the payment of dividends Is left to the dis-
cretion of the board of directors. In practice,
however, dividends have increasingly become
a fixed payment which management views as
another cost of capital.

The nature of capital markets in_the post-
war period has also been an influencing factor
In the predominance of bonds in the Security
ISsues of manufacturl.n?_corporatlor]s. The
rapid growth of financial intermediaries, e.g.,
life inSurance companies, pension funds, fire
and casualty insurance companies, and in-
vestment trusts, is perhaps one of the most
significant changes in the structure of capital
markets. As these financial intermediaries
have increased in both size and number they
have, In turn, become a major source of capi-
tal for business enterprise. Due fo various
legal . restrictions covering the investment
activity of man_)( financial intermediaries,
some Invest heavily In corporate_bonds while
being permitted to"hold only limited amounts
of corporate stock.

An indication of the appetite of many of
these financial institutions for investment
outlets is that, in many instances, they have
gurchased entire flotations of corporate honds.

uch a situation. may reduce for a manufac-

turing corporation “the expense associated
with. marketing securities; it may also Permlt
the issuing corporation to avoid the loss of
time and “expense involved in meeting the
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legal requirements necessary for a large pub-
li 1ssue of securities, and to” reach agréements
on . covenants within the bond indentyre
which would not be possible when dealing
with many public security holders.

It is not surprising, therefore, that many
manufacturing -~ corporations have tailored
their new bond issues to meet. the standards
of various. financial intermediaries. Accord-
Ing to estimates_of the Securities and Ex-
change Commission, . approximately 50 per-
cent of all securities issued by manufacturing
corporations during 1950-1959, inclusive, werg
direct or private placements, i.e., the entire
Issue was sold to a financial intermediary.

Finally, although the relatively high price
which investors have been willing to pay for
corporate stocks In recent years has encour-
aged the sale of additional” stock, the desire
on the part of management to limit the num-
ber of ‘stockholders “and the demands upon
corporate earnings ma?/1 also_ have prompted
the use of bondS as the primary means of
acquiring long-term capital.

Another means used to acquire external
capital by manufacturing corporations is the
term loan. Term lending”has become increas-
ingly popular as a way of financing the pur-
chase of additional plant and equipment.
Such loans extend usually from one to ten
ears, and perhaps can he best de(?crlbed as
n Intermediate-term source of funds. Repay-
ment of the loan is_arranged usually on an
Instalment basis, which provides botha lower
cost of capital for the borrower and increased
security for the lender. In additjon, the use
of the Proceeds of the loan usually. increases
the productive and earnmﬁ capacity of the
borrower which, In turn, generates the income
necessary for the paymént of hoth, interest
and principal. As a result, commercial banks
have been attracted to making term loans
from the standpoint of security as well as the
higher vield which accompanies a loan of
longer duration.

Large manufacturing corporations have, in
many “Instances, found term loans a more
economical and convenient means of raising
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capital_than the flotation of additiopal secu-
rities. For the small manufacturing firm with
ittle or no access to capital markefs, the term
oan may be the only means of acquiring
ong-term capital. Finally, since term loan
agreements are determied through direct
1err10trat|on between lender and borfower, the
horrower has an opportunity to tailor’ the
oan contract to permit a more efficient use
of the loan proceeds.

In seeking new sources of intermediate- and
long-term ca |ta manu acturrnlg firms h ave
also turned to the use of “renfed ca |ta
.., assets acquired ){]t e means of lease
arrangements Althou lease frnancrnrlr In-
volves orrowrn Physrca assets, It resu
a contractural obligation which is essentially
the same as that mcurred in borrowing funds.
As a recent innovation in external frnancrn%
for manufacturrn% corporations, equipmen
leasing makes available the use of up-to-date

ts in

production, office, and transportation equip-
ment while permitting a company to purchase
the use of these assets.in @ manner similar to
the purchase. of electric power and telephone
services. A firm is thus able to avoid the im-
m(%brllrzatron of capital which ownership
entails

Leasing has been especially attractive  to
small manufacturers and to firms competing
In industries in which the equipment used I3
subject to fast_obsplescence because of ra |d
Improvements in design and operation.
need for additional “capital 1s a common
characteristic among such organizatjons, and
often they are further handicapped by lim-
ited sources of external capital. Leasing
arrangements ermlt the use of necessary
equipment while at the same time conservin
the limited capital Sources at therr disposal. (s

ole in h|n-

or a review of leasin a
é{élser%/enaé]gn&gof osvr/ongréil embe ' § SVIEW, raI

NOTES ON FEDERAL RESERVE PUBLICATIONS

Among the articles recently published in the monthly business reviews of

other Federal Reserve hanks are:

“Should the Income Tax Be Overhauled?”,

Kansas City, December 1961,

“Municipal Borrowrng for Industrial Development.’

of Chicago, January 19

Federal Reserve Bank of

"Federal Reserve Bank

“Recovery, Market Interest Rates, and Monetary Policy”, Federal Reserve

Bank of Philadelphia, January 1962.

(CORres may be obtained without charge by writin
to the Federal Reserve Bank named in each case.%
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Recovery In A Heavy-Industry District

oods _manufacturing in Ohio and

he high degree Of Specialization in dura-
TWes ern Pennsylvania 15 well known.

Thus,in 1058,

as a turnaround in manufacturers’ inven-
tories, which occurred sooner in 1961 than
In 1961 manufacturers’ inventories

wide fluctuation in the activity of such in-started increasing just two months after the

dustrres durrng the course of a busrness cycle
usually has an esPecra ymar ed impact upon
the economy of the Fourth Federal Reserve
District, The fact that the 1960-61 recession
was not as severe, in_terms of industrial
activity, as that of 1957-1958 was reflected
first in the pattern of industrial actrvrt}/ In
the District during the recession and then
during the recovery of 1961. Such a turn of
events is shown by a review of some of the
heavy industries which are of special impor-
tancé to the Fourth District.

Notional Industrial Developments as
Background

Durrng 1961 mdustrral activity was charac-
terized d/t e end of a recession early in the

year an a subsequent quick return to a
recor rg éshownb the Federal Reserve
Index o ustrr | Production. Industrra

production dec Ined by ap roxrmateg per-
cent from its pre-recéssio Reak In anuar
1960 to the recession trough during Feb ru
ar 1961.() The mildness of that decline is

garent when it |s compared with the corre-

nding decling of nearly 15 percent which

occurre in the index between July 1957 and
April 1958, the months which marked the
peak and troudh respectively, of industrial
production in those years.

The, index of industrial production moved
up briskly after the recession low in_Febru-
ary 1961, largely as a result of rapidly ex-
panding ‘auto”and steel production, as” well

nrn |tc| I roucln
R R

ﬁ ld ay
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recession trough, and b%/ September were back
to within 1 percent of their previous hrgh
contrast, afer the trough of the 1958 reces-
sion, manufacturers’ inventories had con-
tinued to decline for erght more months until
they reached a point 9 percent below their
previous peak.

Thus, beginning in March 1961, industrial
roduction “ marchied steadrl¥ upward until
eptember, when a decling of two_percentage
i)ornts was sustained. That decline was at
east in part due to work stoppages in the
automotive industry and work' Interruptions
In the South caused by hurricane damage. It
may have also reflected a perceptible “slug-
gishness in consumer spending. Industrial
Broductron then resumed Its cIrmb once more
reak mg new droun in November,
When the year en ed he index of mdustrral
productron stood at 115, approximately 5
cent ahove its level in the first half of 9 0
?Sgrt3 8ercent above the cyclical low of Feb-

With this general discussion of industrial
production as background, we now consider
|n de]tarl the flCtIVIty of the heavy industries
whic arge In the, economy of the
Fourth Drstrrct These industries are _of
course also important in terms of their im-
pact upon industrial production nationally.

Auto Industry

Durrn? 1961, the auto industry on balange
contributed substantially to the’ recovery In
business, by producing cars at a rapid rate
after the first quarter. Total domestic Produc
tion in 1961 amounted to approximately 55

n



Passenger car production of 5.5 million in 1961
was substantially higher than the 4.2 million pro-
duced in 7958.

'Ii&ﬁands of cars

1958 1959 1960 1961
Source of data: Ward’s Automotive Reports

million automobiles. That figure compared
quite favorably with 1958, the last previous
period of business recovery, when only 4.
million were produced/ tut_was below the
0.7 million produced in 1960. The showing in
961, as _comﬁared with 1958, was somewnhat
striking in_that 1961 began with a record
Inventory in dealers’ stocks amounting to
approximately one million new cars, or 38
Percent,mqre inventory than had existed at
he beginning of 1958,

in 1961

The r,elatlvehf favorable showin
production resulted from %ood model accept-
ance, the growing interest in compact cars
(partly at"the expense of foreign ‘imports)
and the mildness of the 60-'61 recession.
Cllmbm8 rapidly from a strike-affected low
of 351,000 domestic car sales during Septem-
ber (a seasonally-low month) automobile
dealers sold an &stimated 535,000 cars In
October. This was within 1 percent of the

e M S
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X)ear-earller figure, which was a record for

ctober. Durm? November car sales increased
even further, fotaling 585,000 — an all-time
high for the month. On a seasonall adgusted
basis, domestic car. sales during the fourth
quarter. were runmnﬂ,at an annual rate of
approximately 6.5 miflion.

As 1961 ended, a further increase in sales
of about 7 percent above the rate of the fourth
uarter of 1961 was needed to attain in 1962
the much-sought sale of 7 million domestic
cars. Whether or not such a total can be
achieved will depend largely upon just how
much of a buying surge qccurs in the spring
of this year.” However, it appears, at_this
time, that production during the winter
months of 1962 will not be aimed at reduc-
Ing dealers’ stocks as was the case during the
first quarter of 1961, when production féll to
1,188,000, the lowest quarterly figure in ten
years. Dealers’ new car inventgries at the end
of December 1961 were approximately 821,000
units, or 18 percent below the number in in-
ventory at the end of December 1960.

Steel Industry

The gattern of steel production in 1961
followed closely, and. in part shaped, the
course of genefal husiness activity. After a
}/ear of working off steel inventories, manu-
acturers of métal products finally found it
necessary to Iincrease their buying of steel at
the end “of the first quarter. “In “response tg
Inventory replenishment and the influence of
higher automotive requirements for the sec-
ond quarter, steel ingot production spurted
sharply in JanuarK and March and continued
to increase through April and May.

The impetus of the auto and steel indus-
tries during this phase of the recovery was
quite striking. Al houqh “ automotive “prod-
ucts” and “iron and steel” together account
for one-tenth of the coverage of the Index of
Industrjal Production, the two industries were
responsible for_one-third of the rise in the
index between February and May.

Lower steel production during the third
quarter, largely because of seasonal factors,



Steel production recovered sharply late In the first Weakenm m the pI’ICG StI’UCtUI’e Of Se|eCted

quarter of 1961. steel-product lines, and a continuation of the
cont1 et||t|ve Inroads made by substitute
materials.

Steel in the Fourth, District. Throughout
1961, steel production in the Fourth District
followed a Pattern similar to but lower than
the national average. For the twelve months
of 1961, production in the District averaged
94 Rercent of the 1957-1959 average compared
with 104 percent in the U.S.

(Of the four steel producing areas in the
District, production rates In the Youngstown
area (88 percent) and in the P[ttsburq area
(91 percent) remained substantially below the
national averaﬂe throughout the”year, Ac-
counting usually for approximatély three-
uarters of the total Fourth District tonnage
these two areas are large producers of steel
pipe and wire products, That these two areas
were below the national average reflected the
fact that the demand for pipe and wire dur-
Ing 1961 was relatively low, as compared with
earlier years.

1958 1959 1960 1961
Source of data: American Iron and Steel Institute.

was then followed by further increases in

prOdUCtlon and Orders durmg the fourth Foreign orders have added new stability to the
quarter. By mid-November, the' high rate. of  machine toot order cycte.
orders was bemgnlnte_r reted widely as a sign

that inventory buildi (1; was once” again be-  winions of gottars
ginning with”an eye toward labor-manage-

ment qe otiations 1n the steel.in ustr%/. Sl#()h

%deveo ment has |m ortant implications tor

the pattern of steel production durm? 1962.

Thus, as 1961 ended, jt appeared thaf again

in 1962 the_steel industry might playthe

leadling role in shaping the course of business

activity that 1t had in” 1959,

. For 1961 as a whole, production of 98 mil-

lion tons of steel compares with the 85 mil-

lion tons produced during the recovery year

of 1958 and. the 99 millign tons produced in

1960. Certain aspects of the industry’s ex-

perience during (1961 tended to promote a

spirit of caution in assessing the steel outlook

for 1962, although all forecasts have been for

a larger steel year this time. Among such

relatively sober aspects of the '61 codrse of 1058 105 1960 1061
events were: resurgence of steel IMPOTtS,  source of date: National Machine Tool Builders’ Association
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In contrast the output indexes for the
Cleveland area (106 percent) and the Cincin-
nati area (111 percent) moved somewhat
above the national average as demand for
%hleet steel_l and ott&er |te_tm|s fordthe_ gut%mo-
ile, appliance and_capital goods industries
moveél % %rlskly afterpFe%rL(I]ary.

Machine Tool Industry

Activity in the machine tool industry in
1961 was su?por_ted primarily by the growing
volume of foreign orders, which thus con-
tributed Stabl|l'[P( to the Industry during a
Perlod of reduction in domestic demand. As
he accompan}/m%,chart shows, forelqn orders
lessened substantially the impact of the re-
cession on the machirie tool mdust,r;r; in addi-
tion, they were entirely responsible for the
Increase in orders during the second quarter,
By the fourth quarter a topping out of
foreign orders was compensated for” by a re-
surgence of domestic demand. Prehmmarly
data for November indicate that new orders
In the industry, as measured by the charted
three-month average, were at ‘their highest
rate since 1957.

Rubber Industry

The constantly increasing number of cars
on the road and the relative stab|I|t¥ In new
car sales, together with other uses ot rubber,
helped to maintain industry activity for the
Year relatively close to the previous high
evels .of 1959 and 1960, New rubber con-
sumption In the U. S. during 1961 15 esti-
mated by the Rubber ManufaCturers’ Associ-
ation to” have been approximately 1500,000
long tons, or less than the record level of
1.628.000 tons in 1959, and less than the
1.558.000 tons in 1960.

Although shipments of passenger-car tires
for original equipment and for” export de-
clined dpproximately 1722 percent from 1960
levels, further incréases in replacement tire
demand during 1961 held the' total year-to-
Year short-fall in passenger-car tire shipments
0 a mere 3 percent.
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Manufacturing employment has shown no net gain
since early 1958, while production has risen sub-
stantially.

INDEX 1957=100
140

United State:
130

120 IMDUSTRIAL

PRODUCTION
100 .
i
90 MANUFACTUR-
EMPLoffMEF"
80
SEASONALLY {ADJUSTED
70
1958 1959 1960
ource of data:.Bpard of Gavenors. of the Federal Reserve
§ystem anudqjl. S, Bepar?men of Ea or.

Employment and Unemployment

Despite the shallowness of the business
downtyrn of  1960-1961, unemployment re-
mained a significant problem, Durln% the re-
cover¥ the unemployment rate remained close
to a 7-percent level until November, despite
the strong upturn in business.

Reductions in unemployment tend to lag
behind the advance of other activity series
during business expansions. This is so mainly
because employers generally lengthen the
working hours of employees already on pay-
rolls betore adding to thieir labor force; also,
output per manholr tends to rise in the early
stages of recovery. But the stickiness of em-
ployment during the 1961 recovery was some-
what more marked than usual; it”has consti-
tuted a problem for the nation which Is
widely recognized.

. Manufacturing emPonmen_t was a continu-
ing part of this problen during the year. An



accompanying chart shows that, despite the
rising trend "of production natjonally, there

IOR/ment since early 1958. On the other hand,
[though manuracturing employment has
shown™no growth in recent years, total em-
Ployment continued to increase to the highest
evels ever attained.

the

has geen no net gain In manufacturing em-

tyousitb .

The effects of the recent emﬂlot)(]ment-
unemployment situation in the Fourth Dis-
trict 15 revealed in the number of areas of
substantial lapor surplus, Since 1957, a larger
Propo_rtlo,n of mag)or [abor market areas”In
he District have been classified as “areas of
substantial unemployment” than in the U. S.
as a whole.

jb o fruct—

During the week ended January 31, the 26 Fourth District

banks that report weekly

increased their bank credit b

million. It was the first nét gain in bank credit since the turn of

the year.

The. index of steel production in the Cleveland-Lorain district

posted its second consecutive 9-paint gain in the week ended
ary 20, but dropped, a point durmg e following week. The mjd-
January index reading of 154 (1957-5

as In the corresponding. week one Year ago, during the
recession, hut 10 points short of"its position

o

as high

#

Jany-
9— 100) was exactly twice
WO Years ago.

Preliminary reports from Fourth District department_stores

indicage that sales durmlg Januar
seasona

ber, after adjustment fo

Pl showed some gain from Decem-

variation.

#

. Automobile sales in Cleveland have been somewhat lacking in

wgor durmg January.

month, cont

Volume
ary to the seasonal pattern.

eclined in the third week of the

he above items are based.on various series of District or local data, which are assem-
H his ani andg eg ? easesrg

ed by t Istribut
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