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Government policy, business cash
flows and economic growth

Since the July 1957 cyclical peakthe U. S. ha~ encedby the U. S. economy since World War I.
experienceda significant retardation in the rate The related aspect of the retardation in the
of nationaleconomicgrowth.The tangible repre- rateof economicgrowth is found in terms of the
sentationsof this disappointingperformancehave generalunder-utilizationof the humanandcapital
been a higher general level of unemployment capacityof the economy.In theperiod from 1957
coupledwith an extensiveunder-utilizationof the to date, for example,the level of unemployment
capital capacity.This retardationof the growth has averagedapproximately38 percentabovethe
rate may be illustrated by a comparisonof the 1947-1957 period. (SeeTable)
behaviorof some of the major measuresof busi-
nessactivity over the last four cyclical recoveries.

Looking first at the five quarter total percent-
ageincreasesof realgrossnationalproduct (gross HUMAN AND CAPITAL CAPACITY
national product with prices constant) from the UTILIZATION MEASURES
specific postWorId War II cyclical troughs, as

- - Percentag. rate of Percent of capitol
datedby the National Bureauof Economic Re- unemployment capacity utilized

search,the figuresrevealthat the averagepercent. 1947 3.9 90
age increasefrom the October 1949 and August 1948 3.8 87
1954 troughsamountedto 12.4 percent;the later s.~
two postwarexpansions,from the April 1958 and 1951 3:3 91

February 1961 troughs, showed an averagefive 1952 3.1 90

quarterexpansionin realgrossnationalproductof 1953 2.9 93

only 8.4 percent.In the samevein, the average18 1954 5.6 83
- 1955 4.4 90montri percentageincrease in personat income 1956 42 89

from thespecificcyclical troughsin theearlier two 1951 4:3 85

post expansions amounted to 17.8 percent— 1958 68 76
whereas,in the latter two it amountedto only 9.2 1959 5.5 84

percent.Again, overthe first 18 monthsfollowing 84

the specific cycle troughs,the percentageincrease 1962 56’~ N.A.

in the numberof nonagriculturalemployeesdur-
ing the earlier two upswingsamountedto 9.4 per. -

- . ‘i-uderoi Reserve Board Index of Manutacturing Capacitycent— whereas in the latter two, it amountedto Ulilizefion.

only 4.4 percent. In fact, in terms of many of ‘Unemployment figure for 1962 represents a January

the measuresof businessactivity, the last two throuqh October average.

expansionsappearto be the mildest onesexperi- N.A.—Nof Available.
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The same qualitative behavior is revealed by eluding cyclical trough years, according to the
measuresof the rate of utilization of the capital FederalReserveBoard measure,was 90 percent,
capacity.Between 1947 and 1957, the level of while for thepost-1953period through 1961, the
capacity utilization, as indicated by the Federal non-troughyear annualaveragelevel was only 86
ReserveBoard’s measureof manufacturingcapa- percent.In fact, in only one year since 1953 has
city utilization, ran at an averageof 88 percent, capacity utilization evenequalledtile earliersub.
while between1957 and 1961, the averagerate periodaverageof 90 percent;that year was 1955.
of utilization was only 82 percent.The average Since 1955, the trend of capital capacityutiliza-
level of manufacturing capacity utilization in tion has beenconsistentlydownward.
this latersub-period,therefore,amountedto only Thissng~eststhat thedeclinein utilization began
93 percentof the averagelevel of capacityutiliza. evenbefore or, at the very least, coincidedwith
tion in the earlier 1947-1957 period.1 the greatcapitalboom of 1955-1957.This fact, in

In terms of the measuresof labor and capital turn, may be a significantcomponentof the total
capacity utilization, the actual date of the re- explanationof the slowdown in economicgrowth.
tardation,or slow down,seemsto havecomeeven An allied and not altogetherunexpectedaspect,
earlier than 1957. For example,labor force data both of this retardation in the general rate of
reveal that the annual average level of unem- economicadvanceand of the high and growing

ploymentafter the 1953 cyclical peak never fell under-utilization of the human and capital capa-
below 4.0 percent.Its annual average value be- city of the economy, has been a significant rela-
tween 1954 and 1961, excluding the cyclical tive decline in the rate of increaseof business
trough years,amountedto 4.8 percent.This con- investment. In the first five quarters following
trastswith the annualaverageunemploymentlevel the April 1958 and February 1961 cyclical
for the period 1947-1953which, againexcluding troughs, businessplant and equipmentexpendi-
thecyclical troughyears.amountedto 3.7percent. tureshadrisenby an averageof only 9.6 percent.

Indeed,at no time since 1953 havewe evensue- The size of this increasestandsin stark contrast
ceededin reattainingthe 3.7 percent non-trough to the averagefive quarter percentagerise from
averageof the early sub-period. Thus far in the troughsof the earlier two postwarrecessions
1962, the data indicate that this under-utilization of 25.2 percent.Looking still more deeply into
of the laborforce potentialcontinues, the historic behaviorof this important category

Again, substantiallythe same finding may be of investment,the datarevealthatover the Period
madewith regardto the relativelevels of capacity 1947-1957,producers’plant and equipmentspend-
utilization. Prior to the cyclical peakin 1953,the ing grew at an annual rate of 6.4 percent per
annual average level of capacity utilization ex- year compounded, while the 1957-1961 period

showed growth at a compoundrate of only 0.9
percentper year.

Thecentralroleof capitalinvestmentin modern
growth and cycle theory has led many to believelii discussing the significance of capacity utilization

measures, it must be recognized that producers do not qen- that this relative decline in the rate of increase
orally sank to utilize 100 percent of the available capacity. of domestic investment,generally, and of plant
Rather, they usually plan to maintain some amount of stand. - -

by capacity to cover their short-run peak production needs. and equipment expenditures,in particular, has
This cushion of standby capacity is often the most ineffi- operatedas a prime causitivefactor in this usi-
cient and hiqh cost component of the capital structure and . . . -

is, therefore, used only under conditions of severe capacity satisfactory growth in the capacity utilization
pressure. A capacity utilization rate of approximately 90 performanceof the national economy.
percent appears to be a reasonable approximation of the
desired rate of capadty utilization in manufacturing. This argument,as it is stated,would offer little
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room for disagreement,for it is generally con- consensuSof professionaleconomicopinion either
ceded that the level of investmentexpenditures way. In fact, current professionaleconomicopin’
and the resultantchangesin capital capacitydo ion on this point ranges over the entire spectrum
operateas importantdeterminantsof the growth of possibilities.
rate. But many havegone on from hereto aug. The basic thought underlying this presupposi-
gest, in addition, that this disappointinginvest- tion as to the importanceof cashflows to invest-
ment behaviorwas and is a consequenceof the ment spending is derived from the often noted
tax structure.One variant of this argumentcon- preferenceof businessmenfor financing invest-
tends that the burden of businesstaxes has cut ment with internal funds. The explanationof this
into the magnitudeof businesscashflows — de- preferencegoes to the effect that businessmen
fined as undistributedearningsplus depreciation believethereto be abasicasymmetrybetweenthe
allowances— to such an extent that it has oper- amount of risk they must bearin terms of a par.
ated to inhibit investment. ticular investmentundertaking,dependingupon

Two recent policy enactmentsby the federal whether it is financedfrom internal or external
governmenthave aimed,at least in part, at in. funds. Internally financed investment is con-

creasing the rate of investmentby changingthe ceived to entail less risk and is therefore more
magnitudeof businesscash flows. A new depre- desirable than external financing. In turn, the
ciation schedulebaabeenset up, which increases availability of internal funds is conceivedto be
the effective rateof depreciation,therebyincreas- related to the size of the cash flow accruing to
ing the (-ash flow to businessesby diminishing businesses.
their tax liability. More recently the investment There seems to be evidence to support the
tax credit proposalhasbeenpassedinto law. This position that internal funds and their availability
new tax policy operates,again at least in part, are importantconsiderationsin managerialdeci-
to enhancethe effective magnitudeof the cash sions to invest. For example, between1949 and
flow by diminishing, in substance,the price of 1961, the coat of equity financing as measured
capitalequipment.The investmenttax creditlegis. by the earnings-priceratio on common stocks,
lation.of course,goesbeyondthe simplenotion of declined from 11 percent to 51/2 percent.At the
stimulating the level of investmentby increasing sametime, the portion of total investmentfinan.
cashflows. It also servesto stimulateinvestment ced by internal funds showeda slight rise. This
by, in effect, increasing the profitability of par. slight increasein the relative importance of in.
ticular capital equipment purchasesby lowering ternal financing took place despite the relative
their purchaseprice, declinein the cost of at leastone typeof external

The validity of this increasedcash flow-in- financing, long term equity financing. This evi-
creasedinvestmentargument,and therefore the dence would certainly seem consistentwith the
efficacy of the cash-flow bolstering policy pre- hypothesisthat businessmenhave a strong pre-
scriptionswhich are derived, restupon the pre. ference for internal financing and that accord.
sumption that business investment spending is ingly they heavily weigh the availability of in-
directly related to the magnitudeof businesscash ternal funds in making their investmentplans.
flows. Moreover, theargumentpresumesthat they This, in turn, greatly strengthensthe argument
are related in such a way that the rate of invest- underlyingthe useof governmentpolicy to modify
ment may be modified by changing, via tax the rateof investmentby varying the availability
policy~the magnitudeof businesscashflows. The of internal funds to businesses.
issue at stakehere,however, is one which, as a Arrayed against the proponentsof this argu-
consequenceof its complexity, has not secureda merit would be that group which expressesthe

DECEMBER ~962 5



view that cashflows play a minor or secondary looked upon by this group as a consequenceof
role in the determinationof investment plans. an imbalance between these two vital activities
This lattergrouparguesthat, while internal finan- of the system; and the surpluscapacity has op.
cing may be an importantconsideration,or even eratedso as to dampenboth the level of invest-
an objective, in investment decisions; this is not ment and the growth rate.
to concedethat a changein the cashflow, result- The policy prescription which would follow
ing in the increasedavailability of internal funds, from this conceptionof the basic economicprob.
will ultimately result in an increasein the rateof lem is also quite different in focus from that
investment.Rather,they maintainthatan increase advocatedby those who look to cash flow and
in cashflow will only result in an increasein the the enhancedavailability of internal funds as the
rateof investmentif a rangeof profitableinvest- correct policy program.The implication of this
ment opportunitiesshould already exist. In this deficient absorption ability thesis is that the
formulation, investment which primarily repre. absorptioncapacityof the nationaleconomymust
sentscapacityexpansionwould be undertakenif, be raised; and thenas the gap betweenthe abil.
and only if, past investment decisionshad been ity to produceand the ability to absorbis dimin.
validatedby the achievementof a desirablelevel ished, i.e., as the capitalcapacitypotential of the
of utilization of the already existing capacity. economybeginsto be usedmore fully, the need
The proponentsof this view would argue that, for new capacity will make itself felt. And thus
given a desirablelevel of capacityutilization, then will an increasein investmentspendingresult.
would amodification of the cashflow perhapsbe This latter group, then, would not be opti-
reflectedin a variation in the rate of investment. mistic aboutthe outcomeof the two recentpolicy

This suggeststhat the proponentsof this posi- enactmentswhich, at least in part, seek to in.
tion hold quite a different theoretical conception creasethe rateof investmentby increasing cash
of the relevant economic relationships which flow to businesses.This group would ratherplace
underly the behaviorof investmentin the system, greaterstressupon policies which would enhance
They would maintainthat the rateof growth and the absorptioncapacityof the economy.This, in
its stability is ultimately determinedby a balanc. turn, would require a policy which would raise
ing of thegrowth in capacityto produce,with the the level of private and/or public spending.As
ability of the economyto absorbthat which can one proponentof this position has stated:
be produced.Any imbalance between these two
activities necessarilywill result in enhancedin.
stability anddiminishedgrowth. Anyone who responsibly advocatesa high

In the eyes of this group, then, the decline in investmentrate to spur the growth of poten-
the rate of investmentis not primarily an expla~ tial must also advocatethe kind of monetary
nation of the disappointingbehaviorof the U. S. and fiscal policy which would expandthe
economy (although they would admit that in a demand for goods and services in parallel
completely interdependentworld it doeshavean with the supply.1
aggravating effect). Rather, they would argue
that the low rateof investmentis itself a symptom
of some deeperunderlying problem.This under- in this view, then,cashflow operatesonly as a
lying problem is the slow growth in the absorp- permissivefactor in investmentspending.Rather
tion ability of the economyrelative to thegrowth
of productivecapacity.The slowdown in both the Robert M. Solon. Investment for Growth, The New
growth rate and the rate of investment,then, is Republic, October 20, 1962, paqe 14.
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they argue that it. is thevalidation of past invest- is soniething which we will discover only with
ment decisions,by the utilization of existing Ca- time and carefully gatheredevidence.The objec.
pacity, which operatesas the initiating factor. tive here hasbeento point out to the readerthe

Which of thesetwo competitiveformulations of two major coiripetitive approachesto this im-
the investment is corrector more nearly correct portant economicquestion.

Cranberries add color to district
economy

North \meriea’s native cranberry in recent During the years between planting and crop
yearshasbroughtprofits to oncemarginalland in maturation,the bedsmust be painstakinglycared

Wisconsin.Thousandsof acresof cranberrieshave for. Two important factors to be consideredin
madeWisconsintop statein the U.S. in poundsof producing top crop quality and output are the
cranberry production per acre and have turned control of bog flooding and the air temperatures
thebogsinto land worth $3,000to $5,000peracre. which dictateflooding procedures.

Bogs in Ninth district Wisconsin are situated Most ThunderLakebogsare floodedOne to two
mainly on the ThunderLake cranberrymarshin feet deep much of the time, although some of
the Eagle River area, where the necessaryacid them, in a warm, sandysection of the Wisconsin
peat soil is located.The majority of cranberries River area, are never flooded. The bog flooding
grown thereare the SealesJumbo, McFarlin, Na- servestwo purposes:to aid in harvestingand to
tive and Howes varieties, protect the delicate plants from the frost which

From planting time to crop takes four or live occurs in the marshlandson many nights the
years,but a bed may last a hundred years.The year around. In November,after the harvesting
growing of the small, tart berry involvesextensive seasonis completed,thebedsare flooded one foot

preparationand maintenance.Plant cuttings are deep. Ice forms a protectiveshield, or ‘saucer,’
taken originally from the wild bushesand de. over the bogs, and excesswater drains back into
veloped for commercialbogs. The improved cut- the nearbylake, The ice then is coveredwith sand
tings are transplantedinto the bog by meansof a for extra protection, and in the spring the sand
wide-track caterpillar which spreadsthe cuttings sifts down to build up and firm the muck soil,
and pushesthem into the peat, where they take making it possiblefor the harvesting machinery
root easily in abouttwo weeks.The bedsare fer. to operate.
tilized, and insect control measuresare brought Since frost hovers over the area much of the

into effect, time, the cranberrybogs must be flooded at fre-
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quent intervals,evenduring the warmer seasons. onto a wide revolving reel and pours them into
The U.S.Departmentof Commercesendsa meteor- flat bottom harvestingboats.Eachmachinehan.
ologist to Wisconsinfor six monthseachyear,on dies anacrea day and doeswork equivalentto 40
specialassignment,to forecastbog temperatures. or 50 men.
The predictions must be precise,The frost is The harvestedcranberriesare hauled by truck
spotty, dependingupon the amount of heat ab. to a nearby warehouse.Here they are dried arti-
sorbedby vegetation and sand during the day; ficially, by being roiled up a planeat a 45 degree
temperaturesmay vary two or threedegreesin a angle,andmovedthroughbaffle plates.Air, heated
single acre. Commercialradio and televisionsta- to 50 degreesby propanetorches,is blown through
tions give bog temperatureswith their regular the mesh of the planeby high velocity fans.The
weather reports, and in cool weather, men are berries then are sorted for canning and for the

stationedthroughout the night in the bogs to fresh fruit market. Sixty percent are processed,
watch temperatures,which are recordedon ther- forty percent sold fresh. Productsinclude whole
mometersplacedstrategicallyin the coldestplaces. berries,old.fashionedhome-stylesauce,maraschino

When frost warningsgo out, operatorsturn on cranberries(usedin candy),spicedcranberries,
low lift pumps.The ThunderLakebogsare only orangerelish,and six different preservescombin.
threefeetabovethe level of the lake, andgrowers ing cranberrieswith strawberries,cherries, pine.
there use a unique pumping systemto transfer apple, rhubarb, gooseberriesand raspberries.
water from the nearby lake onto the bogsandto Cranberriesand cranberry products are shipped
drain it backagainwhennot needed.The water is from EagleRiver to all partsof the U.S. and to a
channeledthrough ditchesbetweenthe beds,then numberof foreign countries,wherethey are used
into wide pipes under the road formed by the during the holidays— and all year long.
ditches. When the mercury drops to within three Areas in northern Minnesota and Michigan
degreesabovefreezing, woodendam gatesat the have recently enteredinto cranberry production,
endsof the pipes areopenedand the bedsthem- too, on a smaller scale, and their entranceinto
selvesare flooded, national prominencehas not yet occurred.Pro.

During thesummer,thetemperaturesof a sanded duction of cranberriesin Wisconsin is going up
bed will be higher than an unsandedarea, and with eachharvest, andin 1961, accordingto the
flooding will take place less often and involve a latest figures, it was secondonly to the total out-
lower flood level. Caremustbe takento drain the put in Massachusetts.
water off whenit is not needed,becausethe roots Figures for 1957, which hold true virtually
of the cranberrybushrequirepropersoil aeration through 1961,show Vilas, Washburnand Oneida
in order not to drown. And, since eachdrop of counties as the largest cranberry producers in
water magnifiesthe sun’s power,causinga break. Ninth district Wisconsin.(Seemap.) Vilas County
downof the innercellulartissuesof theberries,the planted 200 acres for a total of 20,400 barrels,
water alwaysis drainedfrom thebogsat daybreak. while Washburn and Oneida counties harvested

Near the endof summer,the first harvestof the 170 and 160 acres,producing10,200and 11,860
seasonbegins. Mechanizedharvesting machines, barrels respectively.For the stateas a whole, the
mannedby crews of three in rubber hip boots, bogsproducedupwardsof 358,000 barrels.Wis.
shuttlebackandforth acrossthe beds.Red berries cousin,with only 4,500acres,produced45 million
and vines float on the surface,andbog rosemary poundsof cranberries,while Massachusetts,with
and laurel plantsare reflectedin the dark water. 14,000 acres, produced46 million pounds. This
As it chugsdownthe beds,the harvesterrakes the year’sharvestpromisesan evenhigheroutput for
berries,along with some greenvines and grasses, Wisconsin’scontribution to the dinner table.
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Wisconsin Commercial Cranberry Bog Acreage, 1957

The economyof the Ninth district continuesto Total nonagriculturalemploymentcontinuedto
move aheadat a moderatepacejudging from data registercloseto a 2 percentincreaseover year.
availablefor the September-Octoberperiod, earlier figures. Substantially fewer personswere
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drawing unemnployment insurance, and initial tions, followed a record Septembergain. In the
claims for unemploymentinsurance were fewer first half of November,city bank loans resumed
than a year ago. a vigorous advanceof more than seasonalpro-

Manufacturing enployment, particularly, has portions.
been strong thus far in 1962, about 4 percent Demanddepositsat bothcity andcountrybanks
aheadof the sameperiodin 1961. Hoursworked continued in October to rise seasonally,with the
per week in manufacturing for the first three percentagegain at the city banks running little
quartersof 1962 werealso higherthan in 1961. morethanhalf the year-agofigure, while the per.

Recentdata on the industrial use of electric centagedemanddepositgain in October at coun-
power havebeenregistering6 to 8 percent gains try bankswasslightly abovea year ago. At both
from a year ago.This may beconsidereda rough the city and country banks, the percentagegain
approximationof trendsin over-all industrialpro. of time depositsin October wasabout double the
duction for the region. The numberand value of year.earlierfigure. In the first half of November,
newbuilding permits,while relatively weak during timeanddemanddepositsat bothcity and country
September, bounced up again during October banksbetteredthe year-agogains.
to levels abovethose of a year earlier, with the The city bankscontinueto remain out of debt
numberof new housingunits authorized register. at the federal reserveas they have in previous
ing a 15 percent gain, months. Despite the impressiveaddition to loans

Departmentstore salesin recent months have at the country banks in September,October and
been soniewhaterratic—up, then down—-with the the first half of November, their borrowings re•
latest data in early November indicating only a main negligible.
modestincreasein dollar volume from a year ago.
Bank debits for the month of October were up
sharplyfrom Septemberand year-agolevels,indi-
cating an expanding volume of businesstrans. The following .~dectedtopics describeparticular
actions, aspectsof the district’s current economic scene:

Total district personal incomes have sounded
an up-beat thus far in 1962, in relation to year.
ago comparisons,with some increase in tempo DISTRICT BUSINESS DEVELOPMENTS
since about mid-year. Octoberpersonal incomes
were up .7 percent from the previousmonth and Economic activity in the Ninth district con-
up 8.4 percentaboveOctober 1961. Substantially tinued to expandat a slow rate through the third
improved farm incomes,the result of favorable quarter,but,on the whole, the district faredsome-
1962 crops. havebeena significant factor in the what better than the nation. To some extent at

recent improvement in farmers’ income and in least. however, this was the result of a belated
personalincomes,as well as in the tempoof dis- cycle in the district relative to the nation,rather
trict business.Theeffect of enlargedfarm produc- than to a morerapid rateof growth.
tion andmarketingslikely will continueas an eeo- Nonfarm employmentin the district rose to an
nomic stimulusduring the current crop year. all-time high of 1,544,100in September,in spite

Country bank loans in the Ninth district reg. of a less thannormal seasonalincrease.The sea-
istered record gains in October and in the first sonallyadjustedindex of district nonfarmemploy.
half of November,after rising by a near record ment (1957.1959=100),which stood at 105.6
amountin September.At city banks,a modestde- percentin June,unchangedfrom January,roseto
dine in loansduring October,of seasonalpropor. 106.6percentin Augustanddroppedin September
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to 1OO.3 percent. Insured unemployment (for some variations in the rate of expansionfrom
which a seasonallyadjustedindex is not available month to month. In Februaryand July it actually
and which must be measuredtherefore as a per. declined (by —1.7 percent and —1.6 percent
centagechangefrom thepreviousyear) wasdown respectively).
in Septemberfrom a yearagoby 41.4 percent. The largestincreasein the industrialcunsu.znp.

The employment situation in the district dif. tion of electric poweroccurredin durable goods
fered among sectors.Manufacturingemployment manufacturing. In terms of the seasonally ad-
as shown by the seasonallyadjustedindex varied justed index (1957=100),it rose from 120 per.
from month to month, but the actualexpansion cent in Januaryto 133 percentin September.The
in the first threequartersof the year was small, high was 143 in August.By contrast,consumption
The low point, 103.9 percent, was recordedin of electric power by manufacturersof nondur.
July, while the high point wasestablishedin the ables was only 5 percentagepoints greater in
following month, August, at 105.1 percent. iii Septemberthan in January,with all the increase
Septemberthe index droppedto 104.6, compared having taken place from August to September.
to 104.2 in January.Whatevergain therewas in In most of the previous months, seasonallyad’
manufacturingemployment in excessof seasonal justed consumptionof electric power in non-
variations,was concentratedin non-durablegoods durablegoodsindustrieswaseitherlevel or some-
industries. Employment in durable goods on a what below the January figure. The mineral in-
seasonallyadjustedbasis was down in September dustries increasedtheir use of electric power in
1.5 indexpoints from January. the first half of the year,considerablyin excessof

District employment in mining, trade, finance the usual seasonalincrease;however, a gradual
and insurance, services and government all contraction beganin June. The seasonallyad-
showedmore than seasonalincreases,in mining, justed index of electric power consumptionby
all the expansiontook place after April, employ, mineral industriesin the district was 102 percent
ment actually having declined in the first part of in January,117 percentin May, 100 in August,
the year.The seasonallyadjustedindex reacheda and107 in September.
low of 79.5 percentin April, roseto 88.0 percent A similar patternis alsovisible in the month-to-
in August,and declinedagainto 86.5 percentin month district productionof individual minerals.
September.However, in two sectors,district em- Thus, iron ore shipmentsfrom U. S. Lake Su-
ployment actually did fall short of the normal perior ports increasedin every month from the
seasonal increase; these were constructionand beginning of the seasonthrough July, but then
transportation,and the communicationand pub- declinedin bothAugustandSeptember,andagain
lic utilities sectors.The seasonallyadjustedindex in October.Whereastotal shipmentsin the season
shows district construction eniploymcnt in Sep. up to the end of July were 18 percentabovethe
temberat 104.6, down 4 percentagepoints from same period last year, at the end of September
January. Transportation, communication, and they were 10 percentand by the end of October
public utilities employmentwas at 90.2 percent, only 6 percentgreaterthan last year. Similarly,
down 2 percentagepoints from January. district production of copper reacheda peak in

Industrial production in the Ninth district, as May and then beganto decline. As a result,while
indicatedby the seasonallyadjustedindex of in- in the first five monthsof the yearcopperproduc.
dustrial use of electric power during September. tion in the districtwas8.5percentabovethesame
was approximately equivalent to the average period last year, in the period Januarythrough
monthly increasesinceJanuary.From Januaryto August (August being the lastmonth for which
Septemberthe indicator rose7.6 percent,butwith data are available), it was 3.7 percent below
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production in the sameperiod lastyear. amid $16.56million at thecountrybanksby virtue
One of the brightest spots in the district was of the reductionof time deposit reserverequire-

the continuedrise in personalincome.According ments. in the week after the reductionof reserve
to preliminary figures, seasonallyadjustedper. requirements had become effective, city bank
sonal incomein the district rose4.5 percentin the excessreservesat $1.1 million were little changed
third quarter, compared to 0.7 percent in the from the previousweek, while countrybankexcess
U. S. The greatestrelativegaineramong the four reserveswere up $13 million from the previous
statescomprising the Ninth district was North weekto a level of $29 million.
Dakota,with an increasein incomeof 25 percent.
South Dakota gained 4.2 percent, Montana 2.4 City and country loans up
percent,andMinnesota1.9 percent. After a postwarrecordincreaseof $43 million

Most income categoriesshared in the rise. at- in September,district city bank loansdropped$6
thoughnotto the samedegree.Thus, farm income million in October. The October change was
increased29.2 percentwhile non-farm incomewas normal for that month. The latestavailabledata
up 6 percent.Among the various types of non- show that city bank loansresumedtheir advance
farm income,proprietor’s income rose 18.1 per- in the first two weeksof November, rising $28
(Tilt, and wagesand salarieswere up 1.7 percent. million. This is larger than the increaserecorded
However, other income declined.3 percent. for the entire month of Novemberin any recent

year.
At district country banks the Septemberloan

RESERVE REQUIREMENTS CUT increaseof $25 million wassecondlargestfor the
On October 18 the FederalReserveBoard an- month in the postwarperiod, and the Octoberin-

nounced a reduction of reserve requirements creaseof $33 million was the largest for any
againstmemberbank time deposits,from 5 per. Octoberin thepostwaryears.The first two weeks
cent to 4 percent,effectiveOctober 25 at reserve of Novembershoweda rise in country bankloans
city banksand November 1 at country banks.In of $18 million. In noneof the postwaryearshas
the week before the reduction becameeffective, the increasein country bank loans for the entire
the reservecity banks in the Ninth district held month of Novemberbeen this large. Hence, the
daily averagetime depositsof $524 million, and most recentinformation from memberbanksmdi-
district country bank time deposits averaged catesa continuation of the exceptionallystrong
$1,656 million. Hence, required reservesfeU ap. loan demandevidencedin SeptemberandOctober
preximately$5.24million at thereservecity banks at the countrybanks.

National farm outlook for 1963

The United StatesDepartmentof Agriculture demandfor farm productsdue to populationin-
has presented a favorable outlook for the nmi~ creasesand a continued rise, although at a
tion’s farmers for 1963. Their predictions are decreasingrate, in the after-tax income of con-
basedon an anticipatedincreasein the domestic sumers. Foreign markets are expected to take
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Trend Is Toward Higher Net Farm Income Per Farm in U.S.

near record quantities of farm products, with farm sectorto continuethrough1963,along with
slightly lower grain export quantities offset by increasesin taxesandmortgageindebtedness.Thus,
substantiallylarger sales of soybeans,food fats realized net farm income will probably be at
and oils. Currentfarm legislationis also expected about the same levels as attained in 1961 and
to influencethe farm income situation favorably 1962. In 1961, this figure amounted to $12.8
next year. billion, the highestsince 1953. The realizednet

According to the USDA, the total volume of income per farm, however, could reach record
farmproductsalesis expectedto be larger in 1963 levels if the expecteddecreasein farm numbers
than during this year due primarily to increased materializesin 1963.
livestock marketings.While lower livestock prices
and a slightly lower farm price index are distinct Commodity highlights
prospects,volume and demandfactors likely will Livestock— The inventoryof cattleand calves
leadto greatercashreceiptsfrom livestock.Little is expectedto numberabout102 million headon
change is expected in the marketings,average January1, 1963,up 2.5 percentfrom January1
prices and cash receipts from crops in 1963 as of this year.Thiswould be thefirst time in history
comparedto 1962. Gross farm receipts will be that the 100 million headmark is surpassed.The
further augmentedby the prospectsof larger total commercial slaughterduring 1963 is pre-
governmentpaymentsto farmersduring 1963. dicted to reachabout27 million head,up 3 to 4

An increasein farm productexpenses,however, percent,and to be madeup mostly of steersand
is likely to wipe out most of the gain in gross cows with only a slight increasein heifer slaugh’
income. The USDA expectsthe persistentrise in ter.
the pricesof farm inputs purchasedfrom the off- Increasedbeef production and larger supplies
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of pork and poultry are expectedto exert Suflie ptugrauI~.new dairy legislationthat couldchange
downward pressureon cattle prices. Thus, while the income picture is in prospect during the
beef prices are expectedto remain above year coming year.
earlierlevelsthroughmidwinter, the USDA antici- Higher poultry prices during 1962 over those
patesa declinethroughthespringmonthsto below of 1961 appearto have induced an expansionin
1962 prices. Offsetting the price drop, however, broiler and turkey production and, to a lesser
is a continuingshift in the preferenceof consum- extent, in egg production, which will carry over
ers toward beef, with the result that the cashre- in 1963. This expansion,while price depressing,
ceipta from cattle marketings are likely to be is not expectedto causeas sharpa pricebreakas
somewhathighernext year than in 1962. occurredin 1961.

Cash receiptsfrom hog marketingsin 1963 are
expectedto be aboutthe sameas experiencedthis

U.S. Crop ProductionEases While Livestock
year, since increasedconsumption is likely to
absorbincreasedsupplies.The 1962 fall pig crop od~~ctbonMoves to Record Levels
is about 3 percent larger than last year, and
farmers’ reportedintentions indicatethat the pig
crop of the first half of next spring will be up
about 4 percent.The increasein supplies is ex-
pected to decreasethe averageprice receivedby
farmersto slightly below this year’slevel.

Moderately higher prices for lambsare antici-
pated during 1963, as sheepand lamb numbers
are expectedto reachoneof the lowest levels on
record. Cashreceiptsfrom sheepand lambs,how-
ever,are not expectedto improve over this year’s
total becauseof an expectedincreasein the rate
of declinein theconsumptionof lamband mutton
during the coming year.

Wheat The total wheatsupplyis estimatedat
I)airy an4l ;i~~t.dit~Cash receipts from the 2.4billion bushelsfor the 1962.63marketingyear.

sale of milk are expectedto decreasefrom this This figure, about 11 percent below last year’s
year’s level if current dairy programsare COfl- supply, is attributableto decreasesin production
tinued through 1963. USDA figures showedcash and to the July 1, 1962 carryover.Disappearance
receipts down about one percent during 1962, of wheat during the current marketing year
from the record level set in 1961. A further de. shouldbe sufficient to reducethe year-endcarry.
dine will occur during the first quarter of 1963 over by 150 million bushels. Productionduring
as comparedto that period of 1962,due to lower 1963, however, is likely to be one-fourth greater
pricesupportlevels. Dairy incomefor the balance than the 1962 crop, due to an increasein wheat
of 1963, however,should be aboutthe sameas in acres.The increase(total acresharvestedin 1963
1962. Milk output is expectedto increaseagain are expectedto reach52.5 million) is anticipated
in 1963,with an anticipatedincreaseof about one becausethe 55 million acre nationalwheatacre-
billion poundsover the 1962 output. This would age allotment will be in effect for 1963. The
mean a record 127.5 billion poundsproduced in USDA estimatesthat on the basisof 253 bushels
1963. While theseestimatesare basedon current per acreaverageyield, production of wheatwill
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auwunt to about 1.31 billion bushels in 1963. of higherpricesfor feedstuffs,the total consump-
Productionof that magnitudewith an estimated tion reacheda record high of 155 million tons
disappearanceof about 1.22 billion bushelsdur- this past year. The USDA predicts a continued
ing the 1963.64 marketing year, would mean high rate of disappearanceduring the coming
an increaseof about 12.5 million bushels in the year, with an anticipatedreductionin exports to
July 1, 1964 carryover. The minimum national he offset by the heavydomestic demanddue to
averageprice support has been set at $1.82 per increasedlivestock numbers.
bushelfor the 1963 crop. In general,feed grain prices are expectedto

FeedgraiIe~ After having risensteadilysince remainnear the levels attainedduring the 1961-
1952, the total supply of feed grains and concen- 62 marketyear.Somereductionin oat andbarley
trates has been declining during the past two prices is anticipatedwith the largercrop harvests
years,anda further depletionof stocksis expected of this year. Corn pricesare likely to hold at the
to occur during the 1962-63marketyear.In spite levelsreachedin 1961-62.
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Economic

1. Shopping center to be located in Fargo, 3. Electronics firm adds to industry
N. 0. Litton Industries,Inc., Beverly Hills, California,

Developnientof a $1 .~ million shoppingcenter internationalelectronicsfirm, completedestablish.
is underwayin Fargo,North Dakota.First of se~’- mentof a multimillion dollar branch plant in Du-
eralunits underconstructionis a K-Mart discount luth, Minnesota,during October. The plant, Du.
departmentstoreoperatedby the S. S. KresgeCo. luth Avionics, Inc., is providing an initial 500
TheK-Mart will occupy94,800squarefeetandwill jobs with an annualpayroll of more than $2 mu-
employ ultimately about 150 persons. A super~ lion. The firm is the biggestnewindustryto locate
marketand severalshopsare included in present in northernMinnesotain the last10 years.
plans,which call for an additional30,000to 40,000
squarefeet. The centerwill be one of the largest
shoppingcenterdevelopmentsin North Dakota.

4. New Marquette plant under contract
2. Propane storage plant underway near A contract has been awardedby the Empire

Twin Cities Mining Companyfor the constructionof an iron
NorthernStatesPowerCo., Minneapolis,Mimic- ore pelletizing plant in the Marquetterange,near

sota, has begun constructionon a $1.5 million Negaunee,Michigan. The Empire Mining plant,
refrigeratedpropanestorageplant. Facilities of which is scheduledfor operationlate in 1963, will
the project being built on a 147-acretract in Da- be the third on the Marquetterange managedby
kota County, include a storagetank 80 feet high Cleveland-Cliffs iron Co. The plant will undertake
and 130 feet in diameterwith a 5,750,000gallon to producehigh-gradeiron ore pellets from low-
capacity.The project, to be known us theWcscott grademagneticjasperdepositsfound in the area.
plant, will supplement Northern StatesPower’s It will operatewith an initial capacityof 1.2 mu-
naturalgas suppliesfor the St. Paul area during lion tons of pelletized iron a year, bringing the
peak useperiods,and it is scheduledfor comple- amountannually available from the rangeto 4.1
tion by the 1963.1964winter heatingseason. million tons.


