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BUSINESS activity in September was
maintained at mid-summer levels, with
mixed tendencies within the high over-
all aggregate continuing to prevail
among particular lines and industries.
The flow of personal income was at a
seasonally adjusted annual rate of over
$408 billion in September, little changed
from July and August.

For the third quarter of 1960, there
was a further advance over the $404
billion figure of the second quarter.
The current rate was 6 percent ahead
of a year ago when a major industrial
dispute dampened activity, but rel-
atively was about the same as re-
corded in the elapsed 9 months over the
corresponding period of 1959. Wages
and salaries have accounted for two-
thirds of this gain. Prices continued to
show little change on the average, and
the advance in real consumer pur-
chasing power over a year ago, as
measured by disposable personal in-
conre, has been 4 percent.

The easing in manufacturing opera-
tions was extended in September, as
activity continued to be influenced by a
reduction in inventory demand, which
has an important bearing on the course
of factory output.

Elsewhere in the economy activity
has been sustained, with continuing
progress in some segments. Consumer
demand for services is continuing up-
ward, and government purchasing of
goods and services is higher. Spending
for consumer goods has been reduced,
and housing investment remains well
below a year ago with only limited in-
dications of recent iimprovement.

Slightly higher defense spending has
reinforced the effects of the summer
advance in Federal pay scales. The
reopening of schools with its attendant
enlarged demands for teachers, as in
other recent years, has provided an up-

ward impetus at the State and local
levels; highway and other construction
outlays also moved ahead recently after
showing some lagging tendencies earlier.

The prospects for a moderate up-
ward movement of government pur-
chases of goods and services during the
current fiscal year, together with the
Federal Budget anticipations of rev-
enues, are reviewed in a later section of
this review.

Income steady

The steady flow of personal income
through the summer period mirrors,
for the most part, sustained high em-
ployment combined with a mixed pat-
tern among the other major influences
which affect payrolls, namely, pay rates
and hours worked.

Labor income, which accounts for 70
percent of the total flow of personal
income, was little changed in August
and September from the July annual

PERSONAL INCOME
Maintained at High Rate

Billion Dollars

450
400 - Total m
\
350 ]
300 — =
Wages and Salaries
250 — -7
200 - -
150 FETTY RN R FTNTTI FENUT] SXTINE TR TRT] FARERRIVEET!
1957 1958 1959 1960

0. S. Department of Commerce, Office of Business Economics 60-10-1

rate of $286 billion. This represented a
gain of $2 billion from the second quar-
ter rate, and was $16 billion, or 6 per-
cent above receipts in the summer of
1959 which was a large gain notwith-
standing the fact that the year-ago
figure was affected by the steel strike.

Property income, as it affects the
personal income total, has also been
relatively steady in recent months.
As reported in more detail later, farm
owners’ returns have improved some-
what from earlier in the year and are
now—on the basis of latest marketing
and price estimates—expected to match
earnings for last year. Other property
income components of the personal
income flow have shown only slight
variation recently.

Not enough information is available
concerning corporate profits for the
quarter just completed, but as indicated
in the analysis elsewhere in this issue,
these earnings were off in the second
quarter from the high opening period
results.  Corporate sales were off a bit
in the most recent quarter and margins
continued under pressure from pre-
vailing cost-price tendencies.

Employment trends mixed

Total employment in nonfarm es-
tablishments in September, at 534
million on a scasonally adjusted basis,
was close to the July—August average
and nearly a million above that of a
year ago.

The rehiring of auto workers in
September for the new model produe-
tion run inecreased the number of job
holders in the transportation equipment
industry, reversing the month earlier
experience. Elsewhere in manufactur-
ing, changes in recent months were
generally small but tending for the
most part to be slightly down for both
durable and nondurable goods firms.
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Among the durables, aside from the
rise for auto firms, ordnance and elec-
trical machinery producers reported
employment steady, after seasonal al-
lowance; among the nondurables a
similarly even pattern prevailed for
petroleum, rubber, and tobacco manu-
facturers.

The average factory hours worked in
September, at a seasonally adjusted
rate of 39.3 hours, were down a half hour
from the early summer average. Again
this experience affected both durable
and nondurable goods production sched-
ules. Actual average hourly earnings
were up in September, and were 3%
percent above a year ago.

Government employment again ad-
vanced in September, with the number
of Federal civilian workers held even
while the expansion in numbers on
State and local payrolls substantially
exceeded the normal accession rate for
this time of year.

Production developments

A mixed pattern of factory produc-
tion continues to be a characteristic of
the changing markets and relative pro-
duction. Auto output has rebounded
sharply now that the model changeover
is completed. The carryover of 1960
new cars is relatively large, but these
were lowered in September with the
pickup in dealers’ sales. Inventories
reflect the widening variety of models
and buyer options offered in 1960 and
now being extended in 1961. Sales of
new domestic cars in September, largely
of the 1960 models, moved up sub-
stantially from the July—August pace
and were once more above 6 million at
a seasonally adjusted annual rate, with
domestic makes cutting into imported
car sales all during the year.

The pattern of incoming orders
received by the steel industry suggests
that the using up of excess stocks has
dampened mill operations in recent
months. Ingot production recently has
averaged around 6.5 million tons a
month, considerably below the spring
rate.

The lagging tendency in steel demand
and output has been an important
influence holding down the normal
seasonal advance in freight movement.
Railroad carloadings recently have been
running ahead of year ago rates when
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they were adversely affected by the
interruption in work schedules.

Business sales lower

Business sales of manufacturers and
distributors moved moderately lower
this summer from the highs achieved
earlier in the year. The seasonally
adjusted July—-August rate of shipments
by manufacturers was 2 percent below
the second quarter rate, and somewhat
above the like period of 1959.

Preliminary indications now suggest
that third quarter retail sales averaged
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somewhat over $18 billion per month
compared with the peak second quarter
rate of over $18% billion. Roughly
three-fifths of this reduction was ac-
counted for by auto dealers who re-
ported both volume and price lowered
in the summer period. Retail purchas-
ing of other durables was also off mod-
erately. Among nondurable goods
groups, summet sales of apparel and
drug stores and gasoline stations held
about even with those of the spring
period after allowing for seasonal influ-
ences, while consumers reduced some-
what their purchasing elsewhere.

Export balance improved

During the recent period the excess
of exports over imports continued to
rise, thus making for a further advance
in this component of the gross national
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product. This came through a rise in
exports, and a decline in imports where
autos and steel in particular are drop-
ping off.
Financial markets ease

The large and expanding volume of
total investment in early 1960 was
financed from the Nation’s saving, and
the process of channeling this saving to
business and personal users involved, as
usual, substantial recourse to finance
institutions and the capital markets.
Interest rates have been lowered this
vear, and bond prices are higher, con-
comitant with the movement of stock
prices which have moved on an irregu-
larly downward path this year, after
marking up an alltime high in 1959.
By the end of September the price de-
cline since the end of 1959, as measured
by the SEC composite index, amounted
to one-tenth, which placed this average
one-fourth above the cyclical low
reached at the end of 1957.

Private borrowing large

The decline in interest rates in 1960
occurred with a near-record demand for
funds by private users, and reflected the
easing off of earlier restraints by the
Federal Reserve authorities. As indi-
cated in the special review in this issue,
corporate borrowers in the aggregate
have received a fairly steady volume of
funds from the securities markets so far
this year, and stepped up their use of
bank loan funds in the first half of this
yvear. More recently with the abate-
ment of the rise in inventories, net re-
payment has been made on some of this
short-term borrowing.

With need for mortgage financing re-
duced as home purchases have fallen,
the rise in mortgage debt of individuals
in 1960 has been moderated substan-
tially from the record pace of such fi-
nancing last year. In more recent
months the rate of consumer credit ex-
pansion, which was high in the first half
of the year, has been reduced, largely
reflecting the somewhat lower pur-
chases of durable goods by consumers.

Federal finances

With private saving and investment
continuing high in the first half of 1960,
the basis for economic expansion with-
out pressure on prices and interest rates
was set by two influences connected
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with Federal activities. The Federal
Government’s fiscal position is reviewed
in terms of its relation to the national
accounts elsewhere in detail, and it may
be noted here that the improvement in
the Federal 1960 cash position has been
particularly helpful in easing financial
markets.

With respect to Federal Reserve
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action, a policy of making available
adequate credit has been the guiding
rule. The result has been a consider-
able improvement in the reserve posi-
tion of commercial banks and the
privately held money supply, which
had shown some tendency to contract
during the first part of this year, has
more recently been moving upward.

Shiiting Inventory Movement

A CURRENT feature of the business
situation is the slackened requirements
for inventories which played an im-
portant part in the sharp expansion of
total demand early in the year. Con-
servative inventory buying policies have
become widespread throughout the
major industrial areas and in most lines
of trade in recent months,

The major reduction in purchasing to
enlarge inventories has occurred in the
metal-fabricating industries, where the
rapidly easing steel supply situation
was superimposed on a moderate redue-
tion in operations. Current inventory
movements reflect the slowing of the
expansion in final demand, and the
generally adequate capacity with a
resultant shortening in delivery sched-
ules.

Manufacturers’ changes volatile

Business inventories in the first 8
months of 1960 rose almost $4 billion,
seasonally adjusted, approximating that
in the full year 1959; they had declined
$5 billion in 1958. Manufacturing
inventories, and more particularly those
of durable goods producers, have
accounted for a more than proportional
share of these movements in book
values.

While aggregate inventories are cur-
rently larger than at their peak in 1957,
the increase has been somewhat less
than the advance in sales since 1957.
During the months of this vear stock-
sales ratios for manufacturers, retailers
and wholesalers have tended to rise,
although the rates of increase have not
been uniform.

Purchased materials off recently

As can be seen in the chart, manufac-
turers” working stocks have accounted
for the bulk of the shifts in book values
over the past two years. To a large
extent this is attributable to the pur-
chased materials component which
underwent first a substantial liquidation
and subsequent accumulation in re-
sponse in part to the strike-affected
steel supply situation.

Purchased material stocks reached
their recent high in early spring and
have subsequently been reduced by
about $400 million—with almost the
entire decline in durable goods. Basic
factors tending to lower raw material
needs, such as an easier supply situation
and relatively stable prices, have been
coming to the fore. Goods-in-process
have been rather steady, after seasonal
allowances, and are currently close to
their book value of last March and have
moved about in line with the value of
output.

Finished goods stocks have shown a
diverse picture. These stocks have
risen steadily on a month-to-month
basis in 1960—and account for about
three-fifths of the $2% billion rise in
factory stocks since the beginning of
this year. As would be expected the
increase is largely in durable goods,
although the rise in nondurables is
appreciable.

Durable goods reduced

Within the hard-goods producing in-
dustries, 1960 inventory trends have
been quite similar: substantial accu-
mulations in the first quarter, further
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accumulation with lessened intensity in
the spring quarter, and small liquida-
tion or leveling in stocks in the July-
August period. Movements were more
mixed among the nondurables; in
aggregate, stocks rose steadily with
little change in rate through the second
quarter and have shown only small
fluctuations this summer.

Machinery producers had accounted
for about one-third of the $2 billion rise
in total durable goods manufacturers’
book values in the first half of 1960.
These companies have benefited from
the particularly strong business demand
for new machinery and equipment; un-
like other major industries, their unfilled
orders backlogs are currently above a
year ago.

The increase in stocks during the
first half of 1960 was about equally
divided among the electrical, industrial
and nonindustrial components of the
industry. With the leveling in sales
this summer producers of nonelectrical
machinery have effected a slight reduc-
tion in stocks, while accumulation
ceased in electrical machinery. At the
end of August stocks in the machinery
industry were generally slightly higher
than in 1957-—the previous high in
demand for fixed investment—while
sales (including consumer and defense
goods) were considerably higher.

Reflecting the very high rate of pro-
duction of transportation equipment in
the opening months of 1960, producers
added about one-half billion dollars to
stocks in the first quarter of the year.
Inventory investment was adjusted
rather rapidly to the subsequent reduec-
tion in production rates and, while
motor vehicle producers have been
holding stocks at the first quarter vol-
ume, other transportation equipment
companies have been cutting book
values since last spring. Stock-sales
ratios in both groups were above a year
ago, although well below the 1957
experience.

The production experience in steel
has of course been particularly volatile
in the past two vears, and has resulted
in sharp short-term fluctuations in
steel companies’ stocks. In the first 6
months of this year, inventories, season-
ally adjusted, rose steadily from their
low position at the end of 1959, while
the sales trend was sharply downward;
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the stock-sales ratio at mid-ycar was at
a record high for nonstrike periods.
With output bottoming out in the
summer months, steel producers were
able to reduce stocks.

Nondurable goods stable

In nondurable goods manufacturing,
there was a general pattern of mild
inventory accumulation during the
first half followed by a summer period
of inventory maintenance. Stock
movements this summer among the
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component industries were minor and
offsetting.

With petroleum demand showing only
small growth and capacity rising, pro-
duction controls were instituted in order
to restrict stocks. Petroleum stocks are
currently about the same as at the start
of this year, seasonally adjusted. Since
early spring book values have declined
slightly, with the reduction centering in
crude stocks; finished stocks—particu-
larly of gasoline—have continued to
grow. Gasoline stocks are currently at
a record high for this season of the year.
However, relative to recent sales for the
industry, overall inventory book values
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are low compared to other postwar
periods.

Inventories of textile manufacturing
companies rose moderately in the first
quarter, but have held relatively steady
since early spring. Generally there has
been continued expansion of finished
goods offsetting reductions in pur-
chased materials. The recent inven-
tory-sales position for the industry was
a little higher than a vear ago. Apparel
stocks have been pared this year rela-
tive to sales to a point where the recent
ratio was about the same as a year ago.

Some accumulation of food and bev-
erage stocks in the second quarter—
partly reflecting higher processed food
prices—was largely offset in the third
quarter. With the improvement in
sales this year, stock-sales ratios have
declined, and are currently at a low for
the postwar period.

In paper, chemicals and rubber a
slight growth of inventory book values
has continued—Ilargely in finished goods
stocks. Stock-sales ratios for these in-
dustries in August were a little above a
year ago.

Movements in trade

Stocks held by wholesalers and re-
tailers have generally moved upward in
1959 and the first half of 1960 as sales
advanced, although the wide swings in
new car inventories have at times ob-
scured the slowly rising trend at retail
stores. In response to improved sales,
trade inventories rose about $1.4 bil-
lion, seasonally adjusted, in the opening
6 months of this vear. Both sales and
inventories showed little further change
in the July—August period. Stock-sales
ratios at the end of August were higher
than at the start of the year for both
wholesale and retail durable goods
establishments, and were virtually un-
changed in the soft-goods areas.
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Most of the $1 billion rise in retail
stocks in the first half of 1960 occurred
at automotive dealers. While dealers’
sales increased substantially, the stock-
sales ratio at mid-year was still well
above a year earlier. The cleanup of
outgoing 1960 models during the
August—September factory changeover
period was quite sizable, although new
car stocks in late September were con-
siderably higher than at the same time
in any other year. Mitigating factors,
however, were the necessity to carry a
broader range of models, including
many new “compacts,” and in addition
the stock at the end of this September
contained a considerably higher propor-
tion of the incoming new models than
did earlier September.

Stocks at lumber, building materials
and hardware stores have tended down-
ward this year, while those of furniture
and appliance dealers have risen. Sales
have been relatively weak in these
areas, partly reflecting lowered housing
construction. Industry data suggest
that stocks of such appliances as wash-
ing machines, dryers, radios and
television sets are well above a year ago,
although the most recent months indi-
cate a movement toward better balance.

At general merchandise stores, stock,
after seasonal adjustment, rose through-
out 1959 with the increasing volume of
sales, and leveled out last winter as
bad weather adversely affected sales.
Growth in stocks was resumed this
spring and has continued in July and
August. With sales currently little
different from a year ago, stock-sales
ratios have risen.
orders by department stores in the
July-August period, however, has been
maintained at last summmer’s volume,
and the value of outstanding orders is
higher.

Placement of new

Prospective Government Proframs—The Year Ahead

BUSINESS may expect a modest
increase in Federal Government pur-
chases of goods and services—a com-
ponent of GNP—in the period ahead.
This increase is implied by expenditures
scheduled for Federal agencies in fiscal
1961, as presented in the Budget

Bureau’s recently released Midyear
Budget Review.

Federal buying is programed at $54
billion for the year ending June 30,
1961, compared with the $52% billion
actually expended in fiscal 1960. Fed-
eral purchases declined during the
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course of fiscal 1960, and by the June
or final quarter of that year were at an
annual rate of about $51% billion, more
than $2 billion under the expected
average for the current fiscal year.
Quarterly increases in Federal buying
are thus implied if the budget projec-
tions are realized.

Other budget expenditures, for Post
Office operations, grants to State and
local governments, loans, and veterans
compensation, are also expected to in-
crease in the current year.

Total budget expenditures are esti-
mated at $80% billion, about $3 billion
more than for the 1960 fiscal year and
slightly higher than programed in the
January budget. Receipts are calcu-

FEDERAL FISCAL POSITION
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lated at $81% billion, also about $3
billion more than in fiscal 1960, but
approximately $2% billion less than
had originally been anticipated. As a
consequence, the surplus for 1961, at
$1 billion-—about the same as recorded
for fiscal 1960—is lower than had been
projected in the January budget.

The accompanying table, based on
the midyear review, summarizes the
fiscal position of the Federal Govern-
ment in terms of the administrative
budget, the cash budget, and the na-
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tional income and product accounts.
When the definitions of Government
receipts and expenditures are adjusted
to the national income framework, the
surpluses indicated for fiscal 1960 and
1961 are seen to be somewhat greater
than appear for these years on the other
two bases,

The table shows expenditures on in-
come and product account in both
years at about $2!% billion less than
cash budget expenditures, with which
they are most readily compared. The
difference between the two arises pri-
marily because the cash totals include
loans and the secondary market oper-
ations of the Federal National Mortgage
Association, which are excluded from
the national income account. Receipts
are $1% billion lower on the national
income basis than in the cash budget,
which includes loan repayments and
recoveries of other funds.

For fiscal 1959, the differences be-
tween the national income and product
account and the cash budget were con-
siderably larger. Receipts were higher
on the national income basis since cor-
porate profits tax accruals exceeded col-
lections by about $3% billion; and ex-
penditures were lower because they did
not reflect the unusually large outlays
for loans, mortgage purchases, and
other financial cash transactions of fiscal
1959.

Federal receipts

The $3 billion increase for fiscal 1961
in Federal receipts—which is calculated
on the basis of continuing high levels
of employment and income—is mainly
in tax collections on individual incomes.
Other types of budgetary receipts, cor-
porate profits taxes, excise taxes, and
miscellaneous revenues, are calculated
to remain substantially unchanged from
1960. The revision since last January
in the estimate of total receipts centers
in corporate profits tax collections,
which were then expected to exceed
those of fiscal 1960 by a considerable
amount. The present lower estimate
reflects the reduced profit margins dis-
cussed elsewhere in this issue. It as-
sumes that corporate profits for cal-
endar 1960—on which the taxes col-
lected in fiscal 1961 are based—will
total about the same as in calendar
1959.

Federal purchases

The larger part of the scheduled
$1% billion increase in Federal purchases
is in programs other than national de-
fense. Nondefense buying 1s pro-
gramed $1 billion higher than in the
past fiscal year. The net acquisition
of price support crops by the Com-
modity Credit Corporation is set down
in the budget at $% Dbillion more,
reflecting primarily a larger production
of wheat and a larger carryover of
corn. Stepped-up rates of operation
are also scheduled for other Federal
programs—particularly the moderniza-
tion and expansion of the national
system of air traffic control, and the
conservation and development of land
and water resources. Expenditures
will also reflect the pay raise enacted
recently for Federal employees.

Defense purchases are scheduled to
exceed by $% billion the total recorded
for fiscal 1960. Increases are pro-
gramed for Defense Department mili-
tary functions and for the space
exploration activities of the National
Aeronautics and Space Administration.
Atomic energy development is to con-
tinue at the same rate as in fiscal 1960.
Stockpiling of strategic and critical
materials and outlays for expansion
of defense production will decline.

Defense Department military out-
lays-—the largest component of defense
purchases—are expected to increase by
$% billion in the current fiscal yeur
(see table 2). Expenditures for re-
search, military personnel, and opera-
tion and maintenance are programed
to rise by about $1 billion in total, but
outlays for major military procure-
ment items and construction would
decline. Military procurement for De-
fense needs and for foreign military
assistance is scheduled to decrease by
about $% billion from the $15% billion
total recorded in fiscal 1960. Con-
ventional aireralt outlays will be lower,
following recent trends, while expendi-
tures for guided missiles, ships, and
other equipment remain substantially
the same as the year before.

Government purchases affect the
business situation not only directly but
also indirectly, through the shifts they
occasion in business operations, in-
cluding those relating to inventories
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Table 1.—~Federal Government Receipts and
Expenditures, 1959-61

[Billions of dollars]

Fiscal years
1961
1959 1960 | (esti-
mate)
Administrative budget:
Receipts ... ___. 68.3 | 78.4 | 8L.5
Expenditures__________. 80.7 | 77.2 | 80.4
Surplus or deficit (—) —12.4 1.2 1.1
Cash budget:
Reeeipts ... 8L.7 | 95.0 | 100.6
Expenditures_.___...._____ .. 94.8 1 94.2 ) 98.1
Surplus or defieit (—)._.....__.. —13.1 .8 2.5
National income and product ac-
count:
Reeeipts ... ... 85.3 ) 93.5| 99.0
Expenditures....._______._. - 90.1 1 91.3 | 95.5
(}oods and services_. 53.7 | 52.4 ) 54.0
,,,,,,,,,,,,,,,,,,,,,,, 36.3 1 38.9 41.5
%urplus or deficit (=) __ . ______. —4.71 2.2 3.5

NOTE.—The difference between the administrative
bhudget and the cash budget is largely accounted for by the
inclusion in the latter of trust fund transactions. The
national income and product aceount includes trust fund
transactions, but differs in definition from the cash budget
in several important respeets. Corporate profits taxes are
recorded on an accrual rather than a cash collections basis;
loan transactions are either omitted or involve differences
in timing; the acquisition of financial and sceond-hand assets
are e\cluded and an adjustment for the lag between deliv-
eries and pavment% for goods is incorporated.

Source: U.S. Treasury Department, U.S
Commerce, and Budget Bureau.

. Department of

and to plant and equipment spending.
Furthermore, these latter components
of GNP are also affected by contracts
placed with business for goods and
services to be delivered at a later date.
Tor the current fiscal year, Delense
Department plans, as now formulated,
call for an increase of $2 billion, or 10
percent, over last year in orders for
major procurement items, research and
development, and construction.

From preliminary indications now
available, some acceleration in the

Table 2.—Defense Department Military
Budget Expenditures, 1959-61

{Billions of dollars]

Fiscal vears
1961
1959 1960 (esti-
mate)
Total. .. . ... 42,6 42,8 43,2
Military personnel__________. 11.8 11.7 12.2
Operation and maintenance___ 10. 4 10.2 10.3
Defense procurement__.__.__. 14.4 14.3 13.8
Afreraft________________. 7.7 6.6 6.2
Missiles .. ... 3.3 3.7 3.6
Ships. ocooe il 1.5 T 1.7
Other.____._____.___.._.._. 1.9 2.4 2.4
Research, development, test
and evaluation____________. 2.9 3.7 4.1
Construction____ _.__________. L9 1.6 1.3
Military assistanece.._________ 2.3 1.6 1.8
Materiel purchases_____ 1.9 1.2 1.4
Revolving funds and unal-
located.._ .. ... . -2 —.4 -2

Source: Budget Bureau and Department of Defense,
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placing of orders has already occurred
in the opening months of this fiscal
year. Shiftsin the product composition
of new orders as compared with the
last fiscal year will, of course, occur.
Also, as the year progresses, the phasing
of new contract placements may change
in the light of cost developments and
technological changes.

Other Federal expenditurcs

In addition to the rise in outlays for
goods and services, Federal spending
in other categories is programed to in-
crease also. These categories include
such items as transfer payments to indi-
viduals and foreign countries, grants-in-
aid to State and local governments, and
interest costs. The projected rise of
$2Y% billion is about the same as the
expansion that occurred in the previous
fiscal year.

Transfer payments to individuals
would be up by about $2 billion, in
contrast with a $1 billion rise last year.
Payments under the social security
program, Federal retirement benefits,
and veteran’s compensation and pen-
sions are the main areas of increase.

Grants-in-aid to State and loecal gov-
ernments  will increase by a small
amount, with additional sums scheduled
for the promotion of public health, pub-
lic assistance, and medical care for the
aged; highway construction grants, on
the other hand, will total about the
same as last year.

Interest costs, which rose sharply in
fiscal 1960, are set forth in the budget
as lower on the basis of the recent
decline in interest rates on Government
securities. Tinally, an increased Post
Office deficit is anticipated; postal rates
were not raised by Congress, as re-
quested in the January budget message,
and postal workers’ pay has subse-
quently been increased.

State and local programs

Assuming State and local govern-
ments continue to expand their outlays
at the average rate of recent years, buy-
ing by these governmental units would
increase to more than $48 billion in
the current fiscal year. Factors in the
past expansion have included higher
wage rates and a larger work force, an
uptrend in the construction of schools,
highways, hospitals and sanitary facil-
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ities, and larger outlays for other pur-
chases from business—such as office
supplies, equipment, and utilities serv-
ices. Receipts of State and local gov-
ernments have not covered their ex-
penditures, which include heavy capital
outlays, and borrowing is expected to
continue.

Taking into account the projected
increase in Federal purchases and the

GOVERNMENT PURCHASES OF
GOODS AND SERVICES

Continue To Be a Potent Market Force

FEDERAL
Billion $
60 @Estimate based on midyear Gudger Review
Yot — 2 °
40 7 «
o
. i lih
| E'I‘;Hlaf)ml i JIMM'H;IW
i
i
0
STATE AND LOCAL
60

® sstimore bosed on frend of rocent yeors

/ OTHER PURCHASES
FROM BUSINESS

0
1956 57 58 59 60 61 62
Fiscal Years
U. S. Department of Commerce, Office of Business Economics 60-10-8

trend of State and local outlays, the
total demand for goods and services by
all levels of government would be about
$414 billion higher in the current fiscal
year than in 1960. A rise in outlays
for business products is expected to
account for about half of this expansion,
the remainder being paid out as com-
pensation of employees.
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Farm Production and Income

AGRICULTURAL output is continu-
ing upward in 1960 on the basis of
current estimates of the Department of
Agriculture. Thisis the third yearin a
row of both large crop harvests and
livestock output. Last year the rise
was in livestock output and this year
crop production is estimated to be at a
new high.

Cash receipts from marketings have
edged ahead of a year ago in recent
months after lagging a bit, earlier in
the year. Production expenses are
not much changed this year in contrast
to the rising trend in other recent years.
The former substantial advances in
prices of nonfarm purchases have been
much more limited this year, and prices
of farm inputs, especially feeder cattle
purchases, have declined.

Net income of farm proprietors for
1960 as a whole is expected to be about
even with a year earlier and is little
changed from other recent years, ex-
cept 1958 when a combination of favor-
able influences lifted farm receipts.
Since the number of farms and farm
population have both continued to
decline in recent years, income per farm
and per capita have shown somewhat
better trends than has total income.
In addition some rise has taken place
in income of farm residents from non-
farm sources.

In a somewhat different category,
capital gains of farm proprietors have
been substantial in the past several
years., Last vear they were smaller,
however, and preliminary estimates
suggest that the value of farm property
has tended to level off in 1960.

For several years. farm real estate
prices had advanced despite a decline
in farm income from the peak a decade
ago. Throughout the postwar period,
the land price rise was temporarily
arrested only in 1949 and 1953 and
continued strongly upward through the
1958 recession. During 1959, the rise
showed some evidence of slackening as
the average of land values reached a
point more than 70 percent above the
194749 average in the final quarter.
This year the index of land values was

up a bit in the spring and was a bit
lower in the summer.

Farm mortgage debt has risen with
land values, but it remains quite low
by nonfarm mortgage standards with
loans seldom made much above 50
percent of current market values. The
only partial exception is the “contract
sale” or “installment sale” of farm real
estate, which has been of growing im-
portance in recent years, especially in
the Lake States and the Corn Belt.
Under such contracts, the title to the
land remains with the seller and down-
payments are typically under 30 per-
cent, the dividing line for qualifying
for special Federal tax treatment of
capital gains. Recently such ‘“sales”
have been estimated to account for
around two-fifths of all transfers in-
volving credit financing.

Crop production higher

A basic influence affecting crop pro-
duction has been a substantial secular
uptrend in crop yield (per acre). Until
3 or 4 years ago, total harvested
acreage had shown some decline, so
that total crop output had risen only
moderately. Thus in 1956 and 1957,
crop production was only 6 percent
above the 1947-49 average. Since
then, however, acreage has expanded
somewhat-—wheat rose in 1958, and
corn and cotton in 1959; and yiclds
took an unusually large rise in 1958
and have remained high both last year
and again this year. According to the
latest monthly estimate, total ecrop
production is estimated to be more than
one-fifth above the 1947-49 average,
exceeding the large harvests in each of
the past 2 years.

Spurred by technological gains and
increased capital input, farm production
continues to outpace population growth
and total demand. Accordingly, the
rise in supplies has been accompanied
by continued extensive price support
operations and somewhat lowered prices
received. Rapid disposition of sur-
pluses both at home and abroad has
prevented any further buildup in gov-
ernment holdings under price support

7

during the past year. 'The total
government stocks and loans outstand-
ing at the end of the 1960 fiscal year
was $8% billion, about the same as a
year earlier, as a rise of $1 billion in
inventories was offset by a decline in
outstanding loans. In the preceding
year, CCC requirements had risen
substantially, The large crop being
harvested this year is expected to bring
another rise in carryover at the end of
the season.

The mixed inventory situation is
reflected in the three principal surplus
crops—cotton, corn, and wheat. The
cotton carryvover was reduced by more
than 1 million bales at the beginning
of the current season and is not expected
to rise during the vear. The carryover
is only half as large as the peak 4 years
ago. The reduction in cotton stocks
during the past year reflects stepped-up
exports, and domestic consumption
has also been relatively high. Each
of the latter is expected to be some-
what lower during the present crop
year. The support price for the 1960
cotton crop is down 1.4 cents per
pound from last year. Since this

Table 3.—Farm Production

[1947-49=100]

1655 | 1956 | 1957 | 1958 | 1959119602

Farm output_________ 113} 114 114 | 124 126 | 129
Livestock & Prod-

uets. . ____ 120 122 121 124 130 129

Meat Animals...| 127 | 123 | 119 | 124! 134 | 132
Dairy products._| 108 110 111 111 111 112
Poultry & Eggs | 123 | 136 | 137 | 145 150 | 149

Crops.___........__ 105 106 106 118 118 121
Feed Grains___. 112 | 112 122 ) 135 | 142 | 141
Food Grains._._.| 80 84 9 117 93 | 112
Cotton___..______| 103 93 77 80 103 102
Tobacco_________ 109 | 108 83 86 89 96

1. Preliminary.
2. Indicated.

Source: U.S. Department of Agriculture.

yvear’s production is about equal to
last year’s, cash receipts are expected
to be lower.

On the other hand, the two huge
feed crops of last year and this year
are each larger than the expanding
domestic demand and foreign disposi-
tion, and corn carryovers are rising
in each year. Both corn prices and
the estimate of the new crop are a little
lower than last year; marketings of
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the erop do not reach volume propor-
tion until just before the end of the
calendar year.

The wheat carryover, which has
risen to about the size of a year’s
production, did not increase in the past
year, but the expansion in production of
240 million bushels in 1960 is expected
to show up in carryover at the end of
the season.

The wheat support is only a bit
lower than last year, and prices re-
ceived have been effectively sustained.
Accordingly, the substantial increase
in the size of the crop is bringing a
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considerable rise in farmers’ cash re-
ceipts from wheat.

Livestock shift

An important change in agriculture
this year is a shift in livestock market-
ings. Beef slaughter has shown a
substantial rise over 1959 as the stage
has been reached in the cattle cycle
when the rate of expansion in cattle
numbers has slowed and marketings
have expanded. The larger supply
of beef has been accompanied by
somewhat lower prices for corn-fattened
stock and considerably reduced prices

AGRICULTURAL SITUATION:
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for range cattle sold either for slaughter
or for further feeding. The relative
decline in cattle prices from last year
has exceeded the rise in volume, so
that cash receipts from cattle market-
ings have been lower in 1960.

Meanwhile hog production has been
curtailed during the past year. The
pig crops farrowed in the fall of
1959 and the spring of 1960 were
both smaller than a year earlier, so
that marketings have been lower this
yvear, and are expected to continue
appreciably lower than in 1959 despite
a seasonal expansion in the final
quarter. The price rise has been
substantial, however, and with feed
supplies plentiful, hog-corn price ratios
have become favorable for expansion
in hog production. The latest pig
report suggests that some expansion
in sow-breeding may be underway
though no big increase in the 1961 pig
crop is indicated.

Dairy production and prices have
remained relatively stable. Milk con-
sumption per capita is off a little in
1960, and CCC price support purchases
are a little higher. TIn September sup-
port prices were raised about 5 percent
in accordance with new legislation.

Poultry and egg receipts are a little
higher than in 1959. Broiler produc-
tion is up this year and prices have
exceeded a year earlier although they
have eased this fall. Fgg production
has declined in the past several months,
with allowance for seasonal influences,
and egg prices have been above the
rather low 1959 quotations.




Recent Trends in National Income and Corporate Profits

NATIONAL income advanced from an
annual rate of $414 billion in the first
quarter to $419 billion in the second,
compared with $391 billion and $405
billion in the first and second quarters
of 1959, respectively. For the first half
of 1960 the increase over a year ago was
5 percent.

Most major types of income shared
in the rise last spring, and employee
compensation, which accounts for over
two-thirds of the total, extended its
growth in the summer quarier. Cor-
porate profits bave been reduced sinee
the opening quarter of the vear, as
nm111,1%”;‘1(*{»”‘i3'\g activity tapered and
marging cont i

ractedt,

Indeastry puiters

various industries ar
These point up the

ontinuation  this }mr of the fairly

stewdy growth whieh has for some time
flow of ineome in

Duata for tie

oiven in table 5.

!
1 i

characterized the

finance, communications and public
utilities, services, and  government.

Further gaing in these lines are

indicated for the third quarter also.
Inceme from durables manufacturing

has veceded from the highs registered

clearty

in the carlier post-strike period. Soft
goods manufacturing showed relatively

niore strength, as did trade and con-
struction. Iarnings in these lines ex-

panded i the second quarter and seem
to have held up fairly well in the third.

Manufacturing tapers

The income flow from manufacturing
was at an annual rate of $123 billion in
the second quarter. This was about
$2% billion under the alltime high which
had been reached in the initial quarter,
but was $5 billion ahead of the total re-
ported for the final 3 months of last
year. Both the improvement over late
1959 and the tapering since early this

566512°—60——2

year were due mainly to the experience
of hard goods producers, and especially
reflected the aftereffects of the steel
ticup.

Durables manufacturing income was
off about 4 percent, or $3 billion at an
annual rate, from the first 1960 quarter
to the second. Payroll and production

CORPORATE PROFITS
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data suggest that the decline continued
after midyear.

A pattern of leveling off or contrac-
tion in earnings following the pronounc-
ed upswing which occurred around the
turn of the year, characterized nearly all
the major hard goods lines. The income
swings were particularly marked in
primary iron and steel. Only part of the
flow of earnings from individual manu-
facturing industries can be measured on

a quarterly basis, but the available data
suggest that the first-quarter rise in
primary metals manufacturing was on
the order of 40 percent. This carried
the total close to the record rate of the
1959 second quarter, which had likewise
been a period of rapid inventory accu-
mulation.  With the steel operating
rate off from an average near 95 percent
in the first 1960 quarter to 70 pereent in
the second and a little over 50 pereentin
the third, income from yetals produc-
tion has fallen off sinee last winter. 1t
was down about one-sixth for the spring
quarter, and both profits and pavrolls
in the industry have dechned
somewhat further.

SE?]{J!E

Fiest-gquarter advances  In ineome
from fabricated mcml manufacturing,
nonelectrical machinery, and t
tation equipment othor than autos were
likewise ch reversed n the

Liray 8O-

spring and summer,  The experience of
auto manufacturing has been somewhat
stmilar.  After T{‘b(ﬂln ding early this

year from the low of lnte 1959, autemo-
tive income leveled off in the spring and

seems to have been lower ofter mid-
year—though the available data are

limited and are difficult to interprel be-
cause of the shift in timing of the 1961
model changeover period,

Income from nondurables production
continued to rise in the spr ing quarter,
though not so rapidly as in the winter.
Earnings held even or dipped-—owing
mainly to narrower profit margins—in
certain lines which depend to a substan-
tial extent on industrial markets. De-
clines in these areas, however, were
more than offset by a spring upturn in
industries serving the consumer market
for food and clothing. For the third
quarter, employee compensation in the
nondurables groups showed little
change; comprehensive information on
profits in this period is not available.

9
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Growth in labor income

Compensation of employees increased
$2 billion in the summer quarter, at an
annual rate. Gains earlier in the year
had amounted to $8% billion in the first
quarter and almost $5 billion in the
second.

The industry pattern of these payroll
movements reflected in part the same
market shifts that influenced the struc-
ture of the total national income de-
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scribed above. There were reductions
in durable goods manufacturing, while
relative strength continued in non-
durables, trade, and a number of serv-
ice-type industries.

Higher employment and a longer
average workweek contributed sub-
stantially to payroll growth in the early
part of the year. A review of quarterly
and recent monthly changes suggests
that since last winter the continuing

Table 4.—~National Income by Type of Income (I-§, I~9)

[Billions of dolars, seasonally adjusted,

at annual rates}]

1979 1960
1957 1958 1939
11 l I ‘ v I 81 111
National income.___ . __________ 368, 9 367.7 399.6 405, 4 329.4 102,8 414, 4 419, 4 n.a
Compensation of employees___ 255.5 257.0 277.8 279.7 279.5 281, 6 290. 2 295.0 297.2
Wages and salaries._..._ 2385 239.7 258. 2 260. 1 259.7 261. 5 268. 7 273.1 274.9
Private___..________ 198 4 196. 4 212.9 214.9 214.2 215.5 222.1 2255 226 0
Military___.___.____ . 9.6 9.8 9.9 9.9 99 9.8 9.9 10.0 10,1
Government eivilian..__.__._________ 30.5 33.5 35.4 35.3 35.7 36.1 36.7 37.6 38.8
Supplements to wages and salaries_._____ 17.0 17.4 19.6 19.6 19.8 20.1 2115 21.9 22.3
Employer contributions for soeiai
insurance o 7.8 8.0 &5 9.6 9.8 9.6 1.8 110 111
Other labor income._.__.__.__________ 9.1 9.4 10.1 10.0 10.3 10.5 10.7 10.9 11.2
Employer contributions to pri-
vate pension and welfare funds_ 7.2 7.3 2 ¢ 2 R ISR SRS DN RSN B
Other-___ ... 2.0 2.1 2.8 | il
Proprietors’ income ___________________________ 44.5 46, 4 46,5 46,8 46,1 46.3 46,0 48,1 48.3
Business and professional ________________. 32.7 32.3 34.7 34.8 35.0 35.1 35.4 36.0 36.1
Income of unincorporated entarprises 33.0 32.4 348 | e
Inventory valuation adjustment.. __ —.3 —.1 — | (RN PR
Farm_ .. ... 11.8 14.0 1.8 12.0 1.1 1.2 10.6 12.1 12.2
Rental income of persons_ _.___________._____ 1.9 12,2 12,4 12,4 12. 4 12.5 12.5 12,5 12,5
Corporate profits and inventory valuation
adjustment____________________.___________. 41,7 37.4 46.6 50.4 44,9 45,5 48,0 45,3 n.a.
Profits before tax . ____ 43.2 37.7 47.0 51.7 45.3 44.8 48.8 45.7 n.a.
Profits tax liability 20.9 18.6 23,2 25.5 22.3 22.1 23.8 22.3 n.a.
Profits after tax___ 22.3 19.1 23.8 26.2 22.9 22.7 25.0 23.4 n.a.
Dividends_.__ 12.6 12. 4 13.4 13.2 13.6 13.8 13.9 13.9 14.0
Undistributed profits. 9.7 6.7 10.5 12.9 9.2 8.9 1.0 9.5 n.a.
Inventory valuation adjustment.. __..___. —1.5 -.2 -5 —1.3 -.4 7 -.8 —. 4 n.a.
Netinterest____..._____ ... ... ... 13,4 14,7 16.4 16.2 16.5 16,9 17.8 18.5 19.1
n.a.—Not available,
Table 5.—National Income by Industry Division (I~11)
[Billions of dollars, seasonally adjusted, at annual rates]
1959 1960
1957 1958 1959
11 IIT v I 1T
All industries, total_._________ 366.9 367.7 399, 6 405, 4 399.4 402, 8 414, 4 419, 4
Agriculture, forestry, and fisheries. ____ 16.4 18.8 16.8 17.0 15.9 16.4 15.9 17.6
Manufacturing .. ____.____________ 112. 5 104.1 119. 4 124. 5 118.7 118.4 126. ¢ 123. 4
Durable goods industries__ .. - 638.9 60.8 71.0 5.7 89 5 69. 5 76.1 73.1
Nondurable goods industries___ ... 43.6 43.3 48.4 4.8 49.2 48.8 49.9 50.3
Wholesale and retail trade....___..____ 60. 4 61.1 66.9 67. 4 67.2 67.9 68.0 70.0
Finance, insurance, and real estate____ 35.3 37.4 40.5 40.1 41.0 41.6 42.2 42.8
Transportation____________________.__ 17.2 16. 3 17.5 17.9 17.4 17.4 18.2 18.2
Communications and public utilities_ _ 13.4 14.1 15.3 15.2 15. 4 15.6 15.9 16. 2
40.0 41.7 45.1 44.5 45.6 46.7 481 40.4
43.2 46.6 48.8 48.7 49.0 49.6 50.3 51.3
28.7 27.5 24.3 30.1 29.1 29.2 29.8 30.6
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gradual uptrend in pay rates has played
a major role, and has increased in rela-
tive importance as employment gains
tapered.

Employment and hours—*‘‘real” fac-
tors which (along with the efficiency
factor) have a direct effect on the phy-
sical volume of output—accounted for
nearly half the advance in private pay-
rolls from the first quarter to the second.
During the summer months, however,
the net effect of the changes in employ-
ment and hours throughout the econ-
omy was in the direction of lower pay-
rolls.

The experience in these respects
varied somewhat from industry to in-
dustry. Employment improved mark-
edly last spring in trade, contract con-
struction, and other nonmanufacturing
lines; hours declined somewhat after
midsummer, but the contraction was
slight and did not have a major effect
on payrolls.

In manufacturing, the record for non-
durables this year has been similar.
The reduced activity in durables has
been reflected in employment cutbacks
and shorter hours without much change
in rates of pay.

The recent course of payrolls and
other major elements in the national
income is traced in table 4. Earnings
of nonfarm proprietors were little
changed in the third quarter. Net
interest rose a little less in the third
quarter than in the second, interest
rates having eased and borrowing slowed
somewhat. Rental income of persons
held about even.

Corporate Profits

The second-quarter decline in corpo-
rate profits stemmed largely from the
developments in manufacturing produc-
tion that have been outlined earlier in
the SUrRVEY and in this review. These
developments had a more pronounced
effect on profits than on other elements
of national income. This was partly
because manufacturing accounts for a
more-than-proportionate share of corpo-
rate business and hence of profits, and
partly because profits are the most
volatile income share and thus are
sharply affected by any change in busi-
ness activity.
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Before-tax profits, exclusive of inven-
tory gains and losses, were $45)% billion
for the second quarter, at a seasonally
adjusted annual rate. This was 6 per-
cent below the total reported for the
first quarter of 1960, and about the
same as in the fourth quarter of 1959.

Inventory gains were off along with
earnings from current production, and
before-tax book profits dropped from
an annual rate near $49 billion in the
winter quarter to a little under $46
billion in the spring. The overall result
for the first half was thus very close to
the average of $47 billion recorded for
1959 as a whole. The second quarter
contraction was paralleled in profits tax
accruals. The profits tax amounts to
almost half of pre-tax earnings. The
fiscal implications of the reductions in
tax accruals are noted elsewhere in this
issue in the review of the Federal fiscal
position.

After-tax profits declined $1}% billion
from the first quarter, to a $23% billion
rate. Dividends have been maintained
at close to a $14 billion annual rate
since last fall, and retained net earnings
were off accordingly (see chart).

Shift in profits

Available data on the industry pattern
of profits are given in an accompanying
table. Apart from seasonal variation
and inventory gains and losses, it
appears that corporate earnings have
held up fairly well in nonmanufacturing
lines. Profits in the communications
and utilities industries, in particular,
continued to expand throughout 1959
and the first half of 1960.

For manufacturing, the latest com-
prehensive reports show earnings down
sharply in the spring after a strong
advance in the winter quarter (see
chart). The swing was particularly
evident in reduced earnings of primary
iron and steel, nonelectrical machinery,
automobile, and other transportation
equipment manufacturers.

Soft goods lines registered moderate
gains in the first 1960 quarter. Some
contraction followed in the spring,
though sales continued high. Industri-
ally, the second quarter movement in
the total stemmed primarily from lower
earnings in petroleum and chemicals.
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Depreciation costs

A significant aspect of the current
profits picture relates to depreciation
charges, which have increased substan-
tially in recent years from a variety
of causes. Omne of the most important
causes is found in the growth that has
taken place in the Nation’s production
facilities. The rising costs of plant and
equipment items are also necessarily
reflected in heavier depreciation charges
on the items bought more recently. The

Flow of Corporate Internal Funds
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average useful life expectancy of these
facilities, moreover, has become shorter,
owing to a shift in their composition, so
that the investment in them must be
written off over a briefer period and in
larger annual installments than in the
past. Finally, the spreading use of
formulae other than straight-line amor-
tization has made for a faster writeoff
in recent years.

The growth in the stock of business
plant and equipment, due to the heavy
investment spending that has charac-
terized the postwar period as a whole,
represents a major gain in the economic
strength and efficiency of the Nation.
It permits a larger volume of national
output, in total and per worker and
consumer, than has ever been possible
before. Labor and natural resources
can be employed more efficiently, and
operating costs reduced by improved
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technical equipment. In the process
of adding new facilities, moreover,
business has expedited the introduction
of new products and processes.

Many of these gains, it will be noted,
are of sorts that tend to increase the
ability of the companies to meet en-
larged depreciation charges. To the
extent that this is the case, deprecia-
tion is not a source of increased pres-
sure on profit margins. The same is
true of the increase in depreciation
which stems from the higher prices
paid in recent years, where the results
in technical efficiency and broadened
markets make the investment a desir-
able one.

An appreciable reduction in average
life expectancies of capital goods—
the third factor in the increase of de-
preciation charges— has occurred owing
to a rise in that proportion of the base
consisting of equipment, which has a
shorter useful life than plant, on the
average. (The accelerated amortiza-
tion of emergency facilities which was
authorized by the Defense Production
Act of 1950 might in principle also be
considered a case of this sort; it has
certainly tilted the average depreciation
rate upward in the past, though its
present influence is the reverse.) The
trend to the shorter-lived items reflects
payback calculations which allow for
the higher depreciation on these items.

The shift to the use of newer formulae
in calculating depreciation charges has
a special, somewhat distorting effect
on book profits. Under these alter-
native formulae more of an asset’s value
is written off in the earlier years of its
operation and less in the later years.
Being permitted for tax purposes only
with respect to capital goods coming
into use in 1954 or later, each year these
formulae become applicable to a larger
part of the stock of capital goods. The
profit and depreciation totals for recent
years, reflecting the wider applicability
of the new accounting methods, are not
precisely comparable with the past
figures which were based more largely
on the traditional straight-line calcula-
tion.

As has frequently been noted in the
SURVEY, the shift to the new methods
tends to influence the downward tend-
encies of profit ratios to sales and to
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Table 6.—National Income by Corporate and Noncorporate Form of Organization national income and product in recent
(I-14) .

[Billions of dollars, seasonally adjusted, at annual rates] years. It’ alSO ha’s an 1mportar}t ﬁnan'

cial effect. 'The internal funds invested

w57 | 1058 | 1950 1959 1960 by corporations are derived from prof-

o | oo | o I 1 its, which are subject to tax, and from

depreciation allowances which arenot

National income. . ____._._.________ 366.9 | 367,7 | 399.6 | 405.4 399.4 | 402,8 | 414.4 419.4 taxe d sin ce th ey repres ent a cost Of plant

Income originating in corporate business. __._.________ 202,9 | 195.8 } 219.4 | 225.4 | 218,8 | 219,8 | 229,1 228.8 and equipmen‘t used up in the pro duc-
Compensation of employees 162.7 ) 159.3 | 173.9 | 1759 | 175.0 | 175.7 | 182.2 184. 4 : 3 :

‘Wages and salaries._.._.-._._ 1506 147.2| 160.1| 1621 | 1610 | 161.6| 166.60| 1689 O process. Any change which raises

Supplements to wages and salaries....._.._.____ 12.2 12.1 13.8 13.8 14.0 14,1 15.3 15.6 th e relative share Of depre ciation in th e

Corporate profits and inventory valuation adjust- tot al th er efor e ten dS to re due e th e

went | 30.7 | 35.6| 447| 88| 43.1| 34| 461| 435 ) ¢ b
e B | 3E) B e BBy B B3 B cororate proflts tax yieW while raising
Inventory valuation adjustment_.._._._______. —1.5 —-.2 -.5 -1.3 —.4 .7 —.8 —. 4 the ﬂOVV Of mternal funds.

Nt AbOrest oo oeeoe oo oo .4 .8 7 7 7 . 8 .8 The rise in total corporate deprecia-

Income originating outside corporate business. ________ 1640 179 | 180.3 | 180.0| 180.6| 182.9| 185.4| 10,6 tion charges brought about by the

spread of the newer accounting methods
now has a substantial offset in another
group of asset accounts. This offset
is the tapering of amortization charges

1. Excludes corporate profits originating in the rest of the world sector.

Table 7.~—Sources and Uses of Gross Saving (V-1, V=2}

[Billions of dollars, seasonally adjusted, at annual rates]

1959 1960 ’ y ihiti "
w57 | 1958 | 1950 on emergency facilities, as these lez}xe
o | oo oo R I the amortization base upon completion
of the 5-year writeoff period permitted
Grossprivatesaving______._________________.._.________ 69.2 69,0 73.9 76.6 72,1 73.8 76.1 77.3 for them under the 1950 Act The net
Personal saving 23.6 24.4 23.4 24.8 22.5 22.8 23.7 25.2 ) 1 1 1 .
Undistributed corporate profits._ 9.7 6.7 10.5( 129 9.3 89| 1ILO 9.5 balance is difficult to Str}ke. It appegrs,
Corporate inventory valuation adjustment. —-1L5] —.2| —5| —-L3| -4 7] -8 —.4 however, that the various accounting
Depreciation Charges ... oo 33.4 35.1 37.2 ¢ ’ I h i f
Accidental damage to fixed business capital________ .9 .7 .7 0.2 40.7 4.4 42.2 43.0 .actors ta \?n toget er now aitect prot-
Capital outlays charged to current expense. . . 3.1 2.4 2.6 1ts comparlsons from one year to the
Excess of wage accruals over disbursements_..___.. .0 .0 .0 .0 .0 0 .0 .0 .
. next by only a fraction of 1 percent of
Government surplus on income and product transac-
toms. ... Lo| —1L4| —25| —.4| -3.2] -238 3.9 23 the pretax totals.
9 -— — - — . .
Siate v iooat T R0 RS S| kS| 23S 28| 39| &1 The growth of depreciation has com-
Gross investwent______________._________._____.___ 6.6 56.0| 60.5| 72| 60| ens| mo| w7 Parativelyeven less effect on the course
Gross prjx‘at'e domestic investment_ .. _._______.__ 6§.1 56,0 72.0 8.9 67.5 70.8 79.3 75.5 Of pI‘Oﬁt margms mn th() shorter run.
Net foreign investment ... 45 —.1| —25| —3.6 ) =151 —24; -.3 -3 Quarterly changes aremostly dominated
Statistical discrepancy________________________________ -6 —-L7} ~1.8¢ 10| —3.0 —2.6] —11 -39 by cyclical and special conditions and
« 2

show much the same pattern whether

Table 8.—Corporate Profits (Before Tax) and Inventory Valuation Adjustment pI‘OﬁtS are measured before or after

by Broad Industry Groups (VI-10)

[Billions of dollars, seasonally adjusted, at annual rates] depl’eCi&tiOH Chal’ges-
om0 1000 On either basis, the ratio of profits
1957 | 1958 | 1059 to corporate gross product rose during
om | oI I I the first year of cyclical advance,
All industries, total...._._..__._.__._ 7| sna| 6| soa| 49| 45.5| aso| s bhroughearly 1959. Tt hassince tended
ManufaetUring ... 22.9| 188! 248| 28.1| 23.8| 23.2| 2.2 .5 irregularly downward, with interim
Durable goods industries_____________._._________ 131l o2l 12s| 18| ws| w3 e| e fluctuations including a dip during the
Nondurable goods industries. ... .__.______ 9.8 9.6 12.0 12.3 12.2 12.0 12.6 11.9 . e
_ o T steel strike and a limited recovery there-
Transportation, communications, and public utilities. 5.5 5.4 6.3 6.5 6.1 6.3 6.5 6.4 ft d b ] . . h
All other industries.. ________________________________. 13.3 13.2 15.5 15.8 15.0 16.0 15.3 15.5 alter, an ) y ast Spring 1t was at the
lowest point since the summer of 1958.




BY LOUGHLIN F. MC HUGH

Business Financing in 1960
Fixed Capital Demands Remain High—Working Capital

Needs Shift—Supply Conditions Eased

BUSINESS corporations generally
maintained their end of 1959 financial
position in the first half of 1960,
Profits have moved in an irregular
fashion over the past year and since the
first quarter have tended lower as
profit margins came under pressure.
With dividends maintained, earnings
retained in business have been lowered.
Depreciation set-asides reached a new
high, for the most part reflecting the
expanded capital base, and the com-
bined gross internal flow of equity
funds—retained ecarnings plus deprecia-
tion charges—was close to the earlier
top but with the contribution of the two
major sources differing.

The volume of long-term capital
raised in external markets by business
firms has been fairly steady in the last
vear and a half, though reduced from
the heavy financing ecarried on during
the previous business upswing in the
195657 period. (See chart.)

The combined flow of internal and
external long-term capital financing
in the first half was at a secasonally
adjusted annual rate of $40 billion for
all non-financial corporations, about the
same as in 1957 and 1959, and roughly
$3 billion more than in the 1958
recession period.

The current requirements for such
funds for fixed capital expenditures are
substantially higher than in 1959, and
plans for such investment in the second
half of this year involved a further
increase over the first-half results,

The cushion of corporate liquid funds
was an important influence in financing
the 1959-60 business advance, and in
the 12-month period ended last June
corporate managers drew down their
liquid asset holdings to supplement the
record volume of long-term financing.

Working capital higher

Capital requirements other than for
plant and equipment and liquid asset
ownership—basically for bulding in-
ventories and financing customers-——
have been exceptionally heavy in the
past two years of cvelical advance, with
the expansion pressure sustained at a
relatively even pace after allowing for
the usual seasonal influences and such
special factors as the pre-steel and post-
strike build-ups and the strike-related
tapering of demands. In the vear
ended last June, nonfinancial corpora~
tions added close to $20 billion in
working capital asscts other than liquid
resources. This was $2 billion more
than in the preceding vear and in the
year ended June 1957.

The most recent expansion in such

working capital was exceeded only in the
12-month period through June of 1956,
when the addition came close to $25
billion. The greater inventory build-up
in that earlier period largely accounts
for the difference. The mecrease in
terms of the book values of over $8
billion during the wvear ended June
1956 was about double the inventory
accumulation observed in  the last
12-month period.

All in all, the recent finaneial picture
for corporate business has conformed
fairly closely to that which is typically
experienced in periods of cyclical ad-
vance: sharp increases n fixed and
working capital assets and the con-
comitant pressures for both long- and
short-term funds; expansion of internal-
ly generated funds and vet substantial
need for external financing; the net

ey
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result of improved liquidity as cash
assets were accumulated, and later, the
using up of such resources to meet still
expanding needs as internal financing
levels off.

During this period, the external fi-
nancing supply conditions traced a simi-
lar cyclical conformity. During the up-
swing when capital demands threatened

Table 1.—~Corporate Financing in Three
Postwar Cycles

[Billions of dollars)

Year ended June 30
1956 | 1957 | 1958 ; 1959 | 1960
Most recent cycle
Sources
Long-term_...__.______ 37.3140.3 | 36.9 | 40.0 | 39.9
Short-term._______.___ 12.7 88 |—7.1{1L6 8.0
Uses
Plant and equipment__| 26.9 | 31.9 | 30.1 | 26.2 | 20.5
Other assets......._._. 23.1(17.2 | —. 3 {254 | 18.4
Year ended June 30
1952 | 1953 | 1954 | 1955 | 1956
1953-54 cycle
urces
Long-term_.__._.___.__ 26.8 2811 2531]30.3| 37.3
Short-term_.._.__..___ 3.1] 6.5}|—6.2{ 6.8] 12.7
Uses
Plant and equipment__| 22.5 | 22.8 | 23.5 | 22.4 | 26.9
Other assets..._....... 7.4 | 11.8 (—4.4 | 20.6 | 23.1
Calendar years
1947 | 1948 | 1949 | 1950 | 1951
1948-49 cyele
Sources
Long-term...........__ 21.7125.9(19.2 250 26.8
Short-term._.__________ 9.5} 3.1(|—3.7]119.2] 12.8
Uses
Plant and equipment__| 17.0 | 18.8 | 16.3 | 16.9 | 21.6
Other assets_._.__.._... 1421 10.2 | —.8127.3 | 18.0

Source: U.8, Department of Commerce, Office of Business
Economics, based on Securities and Exchange Commission
and other financial data.

Table 2.—Corporate Receivables and
Payables

[Billions of dollars]

Receivables Net
Pay- trade
ables, | receiv-

Total | Con- | Trade | trade | ables
sumer

Change During Calendar Year

7.6 1.4 6.2 4.5 17
4.1 1.3 2.8 1.3 L5

.6 1.5 —.9 —.3 —.6
13.8 1.8 12.0 8.8 3.2
4.7 .8 3.9 2.7 1.2

Change During Year Ended June 30

3.4 1.4 2.0 -.9 .9
6.8 2.3 4.5 4.7 -2
—-1.4 6 =20} =21 .1
8.1 2.2 5.9 2.7 3.2
10.4 2.4 8.0 6.4 L6
7.7 1.0 6.7 4.6 2.1
.5 0 B =22 2.7
10.0 1.3 8.7 5.7 3.0
7.9 2.6 5.3 3.3 2.0

Source: Securities and Exchange Commission.

SURVEY OF CURRENT BUSINESS

to become excessive, the monetary au-
thorities moved to restrain the expan-
sion of bank credit and borrowing costs
rose to postwar highs.

As demands leveled after last winter’s
upsurge, credit conditions eased consid-
erably and this easing was fostered by
the central bank actions utilizing all ma-
jor tools available—reduced discount
rates to member banks, open market
operations to provide extra reserves,
and most recently, a lowering of reserve
requirements. The impact of these ac-
tivities is strikingly apparent in the free
reserve position of member banks which
currently shows an improvement of
close to $1 billion as compared with a
year ago. (See chart.)

The current picture

Recent developments have accentu-
ated the usual problems encountered by
business firms. The reduction in profit
margins, with dividends maintained,
has had its impact on retained earnings.
Funds set aside from depreciation allow-
ances are continuing higher but it is
doubtful that they have made up for the
drop in earnings from the peak. Mean-
while fixed capital outlays of business
are scheduled to be higher. Thus, there
is a substantially lessened volume of
funds available for working capital pur-
poses from internal sources.

At the same time, reduced expansion
on current account, which is already
evident in the inventory picture, dimin-
ishes the need for additional funds to in-
crease the working capital of corpora-
tions. This is mirrored in the area of
short-term financing by reduced bank
borrowing for business purposes.

Costs of borrowing reduced

In the second and third quarters signs
of such tapered demand have been ap-
parent. Combined with actions of mon-
etary authorities, this has meant that
the cost of borrowing has eased off from
earlier highs. So far this has been most
apparent in the short-term area, with
banks reducing their prime rate in
August.

Fixed charges on business income—as
reflected in interest payments—have
also risen to new highs, as a result of the
expansion of debt and higher average
interest rates being paid on outstanding
debt. At the recently experienced prof-
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its volume, such charges represent the
highest relative share of postwar corpo-
rate earnings, though they are still well
below those for the comparable prewar
period of prosperity in the late twenties.

Average costs of outside equity fi-
nancing have moved higher recently as
a result of the decline in market prices
of equity issues. However, as of mid-
1960, such costs were still low by any
postwar experience prior to 1959. Stock
prices had risen sharply since the late
1940’s. While dividends and earnings
also moved upward over this interval,
stock yields in 1959, absolutely and in
relation to borrowing costs were the
lowest for the postwar period.

Liquidity patterns

In general, corporate business has
maintained a relatively liquid position
through mid-1960. The build-up of
cash and U.S. securities in the 1958-59
period and the modest liquidation more
recently left business firms in the aggre-
gate with such resources at a level
comparable with the needs indicated
by the higher volume of business sales
and activity. There has, however,
been some shifting in these resources.

COMMERCIAL BANKING PICTURE
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The manufacturing group, which has
been in the forefront of recent dynamie
aspects of business change, saw its
liquidity position reduced through mid-
1958. There was some improvement
in the succeeding 12-month period but
this has subsequently been reversed,
and this meant the using of liquid funds
in the past year. The recent move-
ment has left manufacturers as a group

SURVEY OF CURRENT BUSINESS

in about the same relative liquid asset-
sales position as they were in mid-1957,
which represented the low for the post-
war period.

On the other hand, non-manufactur-
ing concerns—more particularly those
dealing in distribution channels—have
maintained a considerable portion of
the improved liquidity which was sus-
tained through mid-1959.

Sources and Uses of Corporate Funds

Up-to-date regularly published figures
for corporate sources and uses of capital
funds are shown in tables 3 and 4
through June 30 of this year. Since
these figures are not adjusted in detail
for seasonal influences, they may per-
haps be most usefully compared taking
12-month intervals ended June 30.
Such a combination for recent years is
about the closest approximation avail-
able to cyclical recoveries and reces-
sions. In this context several interest-
ing features stand out and may be
briefly reviewed.

Long-term financing

In the last 2 years, more than 50
percent of the $40 billion annual totals
of long-term financing has been pro-
vided internally through the investment
of depreciation allowances. These
funds have steadily expanded in ab-
solute and relative terms throughout
the postwar period. However, the an-
nual new increment is currently close to
$1 billion compared with $2 billion of
additional new funds obtained in the
mid-1950’s. This reduced amount of
increment, despite record or near-record
additions to gross capital base, reflects
the changing pattern of depreciation
charges against current income. In
that earlier period depreciation allow-
ances were being swelled by the fast
writeoffs permitted on defense-related
facilities. Beginning in 1955 the cut-
off in the Korean 5-year amortization
program brought a tapering in funds
from this source and at the current time
virtually all of the facilities on which
such amortization was granted have
been fully amortized. However, since
1955, a modified form of accelerated
amortization on new facilities permitted
to business firms generally has served

to raise depreciation charges, but in the
last several years the impaect of this
change has been offset by the reduced
availability of funds under the Korean
program.

Othersources of long-term financing—
retained earnings and securities market
sales—have been sizable, but generally
speaking, more sensitive to fluctuations
in general business. Retained earnings
in the past 2 years have averaged
close to $8% billion a year, up moder-
ately from the 1958 recession low of
$6 billion but well below earlier highs
of $13 billion in 1950 and $11 billion in
1955-56.

Market financing steady

The net inflow of long-term corporate
funds raised in the capital markets
and from other institutional sources
has held steady in the last 2 years at
about $10 billion annually. While
these sales compared favorably with
any experience prior to 1956, they
were down from the total raised in
1956-57 and were less than in the
1958 recession period when many
financing plans earlier arranged were
carried through.

In the most recent period, financial
concerns—Ilargely  investment and
finance companies—have expanded
their recourse to long-term capital
markets. Mutual funds have shown
an especially strong growth trend.
These firms do not, generally speaking,
provide a net new inflow of capital
to the universe of corporations of
which they are a part, since the pro-
ceeds of their security sales are typically
channeled in purchases of existing
corporate issues. However, by pro-
viding a medium for investment by
the smaller seale investors, the activity

15

of such firms imparts a fluidity to the
saving-investment process which aids
in the financing of business capital
requirements.

Manufacturers reduce demands

Among other major users of the
long-term securities markets, recent
tendencies have been in the direction
of reduced net sales. Manufacturers
in particular cut back their net new
issues in 1960. Typically these con-
cerns expand their use of such financing
in the late recovery period but cut
back sharply when capital expenditures
are reduced in the recession. They
also find little need for external long-
term financing in the early recovery
period when internally generated funds
arerising. Therelatively light demand
of manufacturers as represented by
net new issues in the past year con-
trasts rather markedly with expanding
capital demands at comparable stages
of the upswings in 1951 and 1956-57.

FINANCING COSTS
Common Stock Yields Remain Low
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Net proceeds to corporate business
from the sale of stock issues do not
show any special cyclical pattern.
Net new stock issues have varied in the
$3 to $4 billion range in the last 4
years, compared with a range of $2-3
billion in the preceding 4-year period
and an average volume of $1% billion
earlier in the postwar period. Much of
the underlying growth tendency over
this interval has reflected the growing
importance of mutual funds whose
issues do not represent a net addition
to the inflow of corporate equity funds.

Swings in debt financing

A lagged response to cyclical condi-
tions is apparent in long-term debt
financing and here, as already indicated
for total security sales, the fluctuating
element is contributed by the shifting
demand of manufacturers.

Working capital shifts

By far the most volatile aspect of
corporate financing is associated with
changed working capital requirements.
Note in table 1 that in the four up-
swings, additions to current assets have
been quite sharp and in the two most
recent instances—1956-57 and 1959-
60—especially large. In contrast, dur-
ing recession periods, expansion of
current assets is halted.

These swings are, of course, mirrored
in the changing pattern of short-term
debt. Tt will be noted, however, that
in the upswing, the expansion of current
assets substantially exceeds the growth
of short-term liabilities, and that in the
recession period the continuing avail-
ability of new long-term resources per-
mits sizable reductions in current lia-
bilities while businesses are maintain-
ing relatively steady their ownership
of current assets.

Features of current assets picture

Asis well known, swings in inventory
investraent are a major feature of
cyclical developments and such finane-
ing demands need no further review at
this point, except to note that in the
current period demand for increased
inventories at the moment is no longer
the large expansionary feature which
1t has been in the most recent quarterly
periods. Corporations were adding
more than $4 billion a year to their
inventories in the past two years,
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though at varying rates within these
years.

Among other working capital needs,
expansion of trade credit by corpora-
tions has been of growing importance
in recent years. In this context it is
perhaps most useful to eliminate inter-
corporate transactions which for the
creditor requires financing but for the
debtor corporation reflect a source of
available credit. For corporations as
an aggregate, only the net expansion of
receivables over payables reflects a
corporate financing requirement and a
source of funds for noncorporate cus-
tomers.

There are two principal groups of
customers seeking temporary financing
from the corporations—consumers and
business. The net extension of corpo-
rate credit to these customers for the

October 1960

recent period, as shown in the accom-
panying table, has been substantial in
each instance. Consumer financing was
definitely responsive to cyclical influ-
ences in the 1950’s, expanding rather
sharply in recoveries, and leveling off
in the recession period. In the year
ended last June, such financing came
to $2% billion which was the highest
net credit extension of this kind in the
postwar period.

With the tendency to higher costs of
borrowed funds in the 1958-60 period,
corporate management has made an in-
tensive drive to keep non-interest bear-
ing cash reserves at a minimum. Thus,
as liquidity rose with the general level
of activity, corporations tended to in-
vest in short-term Government secu-
rities rather than to accumulate money
assets. In the 2 vears from mid-1958
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to mid-1960, cash resources were main-
tained stable at $34% billion and hold-
ings of U.S. securities increased from
$15.3 billion to $21.7 billion.

Short-term financing

The recent pattern of short-term
corporate financing has been affected,

first and foremost, by the cyeclical and
other special aspects which have fea-
tured working capital needs, and sec-
ondly, by changes in the income tax
laws.

As already indicated, the rapid ex-
pansion of current assets since the 1958
recession was through mid-1960 mir-

Table 3.—Sources and Uses of Corporate Funds, Annual, 1956-59; Half Years,
1956-60 !

[Billions of dollars]

15t half 2d half
1956 | 1057 | 1958 | 1959 .
1956 | 1957 { 1938 | 1959 { 1960 || 1956 ’ 1957 | 1958 { 1959
SOURCES, TOTAL k47,9 42,5 ( 30.7 | 53.1 || 16,8 | 17,9 5.2 26.11(20.7 | 3.1 246 25.5 | 27.0
Internal sources, total 27.8 | 28.0 | 26,3 | 30.6 || 14,1 | 14,6 12,0 | 15.8 | 15.3 | 13,7 | 13.4 | 14,3 | 14.8
Retained profits 2 10.5 841 6.1 9.1 5.6 5.2 2.1 52| 4.0 4.9 3.7 4.0 3.9
Depreciation___ __ 173 (1911 20.2 ) 213 8.5 9.4 9.9110.6/11.3 8.8 9.7(10.3(10.9
External long-term sources, total 11,11 12,0 16.9 | 9.7 5.1 6.0 5.6 | 4,61 4.5 6.0( 60! 53| 5.1
Stocks. .. 3.2 35| 3.6| 3.7 1.2 2.2 1.8 2.1 1.6 2.0 1.3 1.8 1.6
Bonds._.__. 4.7 7.1 5.9 4.3 2.2 3.3 3.2 1.9 2.0 2.5 3.8 2.7 2.4
Other debt._ ___.__. 3.2 1.4 1.4 1.7 1.7 .5 .6 .6 .9 15 .9 .8 1.1
Short-term sources, total 9.0 2,6 |—6.4 | 12.7 ||—2.4 [—2.6 |—12.4 5.6 W9 (] 114 5.2 6.0 7.1
Bank loans. . 2.2 .3 1—2.4 2.1 2.4 1.6 ~1.4 1.1 2.5 —2:;—13|-10 1.0
Trade payabl 55| 24]-L5| 6.3 S —=4] =50 21| -9 501 28| 3.5| 4.2
—1.71-2.2{-24 2.4 |[-6.5 =50 —-5.8 5 |—2.4 4.8 2.8 3.4 1.9
3.0 21] —.1 1.9 1.2 1.2 -2 1.9 1.7 1.8 .9 A ®

USES, TOTAL...______.. 45.0 | 40.2 | 30.3 | 51,6 || 15,6 | 16,3 4.6 | 25,11 18,7 (| 29.4 | 23.9} 25,7 | 26.5
Increase in physical assets, total 37.5 ] 34.8|23.1|33.0}| 18,2 17.9 10,3 | 17,5 | 18,6 [ 19,3 | 16,9 | 12,8 | 15,5
Plant and equipment._.____ 20.9 | 32.7 | 26.4 | 27.7 | 13.6 | 15.6 13.0 1 12.8 | 14.6 (] 16.3 [ 17.1 | 13.4 | 14.9
Inventories (hook value).. 7.6 | 2.1 (—3.3| 53 46| 23| ~-27| 47| 4.0 30| ~2]—.6 .6
Increase in financial assets, total 751 55§ 7.2118.6 |[—2,6 |16 —5.6 | 7.5 201010 7.0 12,9 11,1
Receivahles. .. 8.3 4.5 2.8 | 10.6 3.2 21 —1L8 5.4 2.9 5.6 2.4 4.6 5.2
Consumer. 1.4 9 —.3 281 ~2| —.6| —15 )] 1.6 1.4 1.2 2.7
Other . ____ 7.4 3.61 3.1 7.8 3.4 2.7 —.3 5.3 2.9 4.0 L0 3.4 2.5

Cash and U.S.
seeurities. ... _._.__. |43 -.3| 35| 3.8i-80|-42]| —338 .3 |—4.5 3.7 89| 73! 85
Cash (including deposits). _ .2 .1 26| —-.1(|—-2.21—2.0 —.41-1.5 (=29 2.4 2.1 2.9 1.4
U.S. Government securities_ |—4.5 | —. 4| 1.0 | 3.9|—58 |—-22| —3.4] 1.8 |16 1L3] 18| 44| 21
Otherassets.__. ... 3.0 L3 L9 4.2 2.2 BS® 1.8 18 .8 7 Lol 24

DISCREPANCY (uses less

SOULCES) . ..ol -2,9 =23 —-.5 |—-L5 -2 1-117 —.6]|—10|-2,0—L7 | —.6 20 =5

1. Excludes banks and insurance companies.
2. Includes depletion.
3. Less than $50 million.

Source: U.S. Department of Commerce, Office of Business Econormics, based on Securities and Exchange Commission,

and other financial data.
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rored in a persistent demand for bank
credit, featured in particular by manu-
facturers’ requirements. This indus-
try—and more particularly, durable
goods producers—expended their short-
term bank borrowing at a relatively
steady pace until last midyear. With
inventory needs shifting as indicated in
the review of this subject elsewhere in
this issue, such credit needs have no
longer been pressing, and in the third
quarter of the vear it appears that
manufacturers were reducing theirout-
standing bank debt.

Effect of tax law change

Since 1955 large corporations have
been required to change gradually to a
more pay-as-you-earn basis. As a re-
sult, through 1959 there was a more
than usual drain on working capital.
Now that the shift-over has been com-
pleted, tax payments in any year are
more closely related to current period
aceruals.

The shift in payments has also served
to even out the flow of tax payments
from the extreme conditions prevailing
earlier when the entire amount of tax
due had to be paid in a half-year period.
Currently the law stipulates four equal
quarterly payments beginning in the
third quarter of the tax year. Some
seasonal influence still persists, how-
ever, because of difficulties in estimating
taxes before the full vear results are
known.

Table 4.~—Sources and Uses of Corporate Funds by Industry, Years Ended June 30, 1957-60

[Billions of dollars]

Manufacturing and mining Railroads Transportation other than rail Public utilities and communi-
cations

1957 1958 1959 1960 1957 1958 1954 1960 1957 1958 1959 1960 1957 14958 1959 1960
SOURCES, TOTAL 24,6 1.0 26,2 219 L1 .1 .9 .8 L5 1.4 L8 2,0 8.6 &7 7.9 8.2
Retained profits 1. .. 7.6 4.5 7.0 5.9 2 —.2 —.1 —.2 .1 —.1 —.1 —.1 .3 .2 .4 4
Depreciation. .o ... 9.2 9.9 10.5 11.0 .9 LY Rt 1.0 1.0 1.1 1.2 1.2 2.7 2.9 3.1 3.3
External long-term sources3___ . _______________. 4.4 3.0 2.1 1.5 1 —.2 ~.1 -.1 .2 .4 .5 .5 5.0 5.4 3.8 3.7
Short-term sourees 4. ____ ... __ 3.4 —~6.4 6.6 3.5 W1 —. 4 .2 it .2 (&) .2 .4 .6 .2 .6 ]
USES, TOTAL 22.4 9.2 25,7 213 L1 .5 1.2 10 1.6 17 2.0 2.2 8.9 9.7 8.9 8.8
Plant and equipment. .. ____. 17.0 15.0 11.9 14.7 1.3 1.1 7 11 1.5 1.5 1.4 19 8.4 9.1 8.5 8.7

Inventories (book value)_ ... . _.____.___. 3.5 —3.8 2.6 4.8 {2y —.1 (%) [¢)) &) 2) ) It .1 &) (2) 6]

Reeeivables and miscelaneous assets ___._______. 3.4 —-.9 6.3 3.7 O] ~. 1 (2) ) L1 2 .3 .2 .3 .3 .4 .2
Cash and U.8. Government sccurities..___._____. -1.5| ~-1.1 491 —19 —.2 —. 4 .5 —.1 O] ) .3 (%) L1 .3 O] —.1
DISCREPANCY (uses less sources)._.____| —-2.2}| —L8 -.5 —.6 ) .4 .3 .2 .1 .3 .2 .2 .3 Lo Lo .6

1. Ineclides depietion.

2. Less than $50 million.
3.
4

Ineludes stocks, bonded debt, long-term bank loans, mortgages and other long-term debt, X
4. Includes short-term bank loans, trade payables, Federal income tax liabilities, and misecilancous liabilities.

Souree: U8, Department of Cominerce, Office of Business Economics, based on Securities and Exchange Commission, and other financial data.
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BY SAMUEL PIZER AND FREDERICK CUTLER

Capital Outlays Abroad by U.S. Companies:

Rising Plant Expansion in Manufacturing

CAPITAL outlays abroad by U.S.
manufacturing companies are being
stepped up to a rate of $1.3 billion this
year, from an annual rate of under
$1.2 billion in 1958 and 1959. The
current rate is nearly equal to the
amount reported for 1957, the first

Comparison of Domestic and Foreign
Plant and Equipment Expenditures
By U.S. Companies - 1957-60

MANUFACTURING = More Moderate Swing
Abroad: Upsurge in Europe in 1960

Index, 1957 =100
120 [ n

1957 in Bil. $ § Europe
Domestic 10.79 §

Foreign (.35 §

Europe 50 §

100

80

60 1 ] ]

PETROLEUM AND MINING - Foreign
Expenditures Continue Decline From
1957 High

120 7 n

1957 in Bil. $
Domestic 4.69
Foreign 2.74
100 -

80 Domestic -1
- -*
Foreign
60 i 1 1
1957 1958 1959 1960
{ Anticipated }

¥ Exctudes primary iron and steel and
petroleum and coal products

U. S. Depariment of Commerce, Office of Business Economics 60-(0-13
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yvear for which such information was
collected. Related information for cap-
ital flows from the United States and
reinvested earnings, which is available
over a long period, indicates that 1957
was a peak vear for foreign capital
expenditures.

In contrast to the upturn in the
manufacturing industry, capital ex-
penditures abroad by petroleum com-
panies have declined from $2.3 billion
in 1957 to $1.6 billion in 1959 and a
like amount in 1960. Mlining invest-
ments held steady at a little over $400
million in the 1957-59 period, but are
expected to be moderately lower in
1960 because of the completion of a
few large projects.

Information for other industries is not
collected currently in the same detail—
in the aggregate they amounted to
about $0.7 billion in 1957 and are esti-
mated at $0.6 billion in 1959 and 1960.

For all industries combined, foreign
expenditures for plant and equipment
were $4.9 billion in 1957, and at a rate
of about $3.7 billion in 1959 and $3.9
billion in 1960.

Comparison With Domestic Qutlays

For some U.S. manufacturing indus-
tries, foreign plant and equipment ex-
penditures now form a sizable part of
their overall capital expenditure pro-
grams. Asshown in the following tabu-
lation, the proportion of foreign ex-
penditures to total ranges from 10 to 25
percent in several major industries.
There is an overstatement in the foreign
figures for specific industries, since they
include acquisitions of existing assets
as well as new plant and equipment, but
this is not believed to be significant.
Also, the foreign figure includes the
share of foreign investors as well as of
the U.S. controlling interests.

Variations in the direction of domes-
tic and foreign capital expenditures,
depicted in the first chart, reflect a
number of influences, both short-run
and longer term, although the period
for which comparable data are available
is too brief to establish consistent
relationships. For manufacturing in-
vestment, both domestic and foreign
outlays reflected, and in turn reacted

Expenditures for Plant and Equipment in
Selected Manufacturing Industries, 1959

[Amounts in billions of dollars}

Expenditures Per-

cent

Industries i of
Do- | For- | total,

Total} mes- | eign: for-

tic cign
Primary and fabricated metals 1_| 1.13 1.00 L13 12

Electrical machinery and equip-

menbo ... .61 .52 .04 15
Machinery, except electrieal___| 1.02 .91 L1 11
Transportation equipment______ 1.29 1.03 .26 20
Paper and allied products_______ .72 .63 .09 13
Chemicals and allied products._| 1.45 | 1.23 | .22 15
Rubhber products. - ... .26 9407 27
Food and beverages._..._______ .91 .83 .08 9
Total, selected industries_| 7,39 6.34 1 1,05 ]

1. Excludes primary iron and steel producers.

upon, the downturn in industrial activ-
ity from 1957 to 1958, with foreign
expenditures declining less partly
because economic activity in major
countries abroad, except for Canada,
did not weaken significantly.

In 1959, on the other hand, domestic
expenditures were raised along with the
general level of economic activity, while
foreign outlays fell off shghtly in the
face of strongly advancing economic
activitity in major industrial countries.
The explanation for this lies primarily
in continued declines in Canada, where
industrial production was recovering
slowly, and a sharp but temporary
drop in the transportation equipment
sector in the United Kingdom. Manu-
facturing outlays elsewhere were gener-
ally higher in 1959 than in 1958.
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Outlays anticipated by manufactur-
ing companies for 1960 turned strongly
upward both at home and abroad.
The notable feature of the foreign
situation, however, is the striking rise
projected for Europe. This rise is
probably in part influenced by the
continued upward movement of indus-
trial production in Europe, even though
the curve is not so steep as in 1959,
Also important for this area, however,
is a longer run expectation of expanding
demand, and growing competition, as
well as some lag in implementing plans
formed last year.

The situation is considerably different
in the petroleum and mining industries.

SURVEY OF CURRENT BUSINESS

Capital outlays abroad by the petro-
leum companies in 1959 and projected
for 1960 are larger than those of any
other industry, but have been declining
since 1957 as available supplies are
ample to meet expected demands.
Mining investments abroad have also,
at least temporarily, established ade-
quate supplies of a number of metals
and minerals. However, domestic
petroleum outlays, although turning
upward since 1958, are still below the
level of the early 1950’s, while foreign
expenditures by this industry are cur-
rently larger than in periods prior to
1956.

Upturn in Manufacturing Investment

U.S. manufacturing companies antici-
pate an increase of some 15 percent in
plant and equipment expenditures
abroad in 1960 as compared to 1959,
following a sharp dip in such outlays in
1958 and a further moderate decline in
1959. The 1960 upturn is broadly
based, as shown in the second chart,
affecting all major areas and industry
groups, though in varying degrees.

European plants expanding rapidly

Outlays in Europe—over 40 percent
of the total—are rising sharply, both in
the Common Market countries and in
the United Kingdom. In the latter
country, scheduled outlays in manufac-
turing of about $300 million for 1960
are about the same as the level attained
in 1957, both in total and for major
commodities. About one-third of the
outlays are in the transportation equip-
ment group, with the chemical and
and fabricated metals

primary in-
dustries also reporting substantial
amounts.

In the Common Market countries
capital expenditures by U.S. manufac-
turing companies are now well above
the 1957 amounts, and are probably at
a record rate. Transportation equip-
ment and chemicals are also major
fields for investment in this area, to-
gether with various types of machinery.
About two-thirds of the outlays in the
Common Market countries are in Ger-
many, and nearly one-fifth in France.

Canadian expenditures steady

Capital outlays in manufacturing in
Canada have been maintained at about
$400 million annually beginning in 1958.
In 1957 the total was much higher, but
this reflected exceptionally large out-
lays by a few companies in the paper
and pulp and primary metals categories.

U.S. direct investments are a large
element in manufacturing in Canada,
accounting for about 40 percent of
capital outlays in these industries in
that country in 1959 and in 1960, when
both series are adjusted to a comparable
basis. However, outlays by these U.S.
direct-investment enterprises have not
been rising recently while outlays for
Canadian manufacturing as a whole
have increased moderately since 1958.

The basic data on sources and uses of
funds of foreign subsidiaries and
branches of U.S. companies contained
in this article, and related data on the
assets, liabilities, and ownership of
these enterprises, were collected in the
comprehensive Office of Business Eco-
nomic census, the ecomplete results of
which will soon be available in a
supplement to the SURVEY oF CURRENT
BusinEss entitled U.S. Business Invest-
ments in Foreign Counfries, now at the
printer.

The census benchmark data for 1957
have been carried forward by the use
of data made available currently cover-
ing a large proportion of the foreign
investment activity.
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Continued rise in Latin America

Sinee 1957 U.S. manufacturing com-
panies have increased substantially their
plant and equipment investments in
Latin America, reaching an anticipated
total of $234 million in 1960. Among
the products for which large outlays
are in progress are chemicals, transpor-
tation equipment, and electrical ma-
chinery.

Outlays are largest in Brazil, amount-
ing to nearly $75 million in 1960. In
Argentina, expenditures rose, amount-
ing to nearly $70 million in 1960, more
than double the 1957-59 average. A
sharp rise is reported for most industries
in Argentina, especially in transpor-
tation equipment.

In Mexico, capital ontlays have held
steady at a little under $50 million
annually since 1957, and Venezuela has
also received a steady though smaller

PLANT AND EQUIPMENT
EXPENDITURES ABROAD

U. S. Companies Expand Foreign
Manufacturing Facilities
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amount of investment. For these
countries, and for Latin America as a
whole, the sums invested annually for
plant and equipment are much larger
than capital flows from the United
States, since the companies utilize other
sources of funds, especially retained
earnings, depreciation charges, and
local financing.

Other countries

Expansion of manufacturing facilities
in the rest of the world is concentrated
primarily in such industrialized coun-

SURVEY OF CURRENT BUSINESS

tries as Australia, Japan, and the Union
of South Africa, with steady expendi-
tures in India and the Philippine
Republic. These countries together
account for all but about $10 million
of total manufacturing outlays by U.S.
companies in Africa and Asia.
Australia has been a leading field for
U.S. manufacturing investments for
many yvears, with 1960 expenditures for
plant and equipment expected to be
nearly $60 million, spread over many
commodity groups. KExpenditures in
Japan, scheduled at about $25 million

Table 1.—Plant and Equipment Expenditures of Direct Foreign Investments, by Country
and Major Industry, 1957-1960
[Millions of dollars]

1957 1658 1959 1960
1\11nm Man. | Min- Man- | Min- Man. | Min- Man-
2 ing 3 s mng ing
and | Petro-| ufac- ana | Detro-| ufac- o8 1 Petro-| ufac- q Petro-| ufac-
leum | tur- leum | tur- | o5 leum | tur- | 28 leum | tur-
smelt- in smelt- in smelt- s smelt- :
ing g ing € ing ing ing Ing
Allareas, total._________________ 421 | 2,322 | 1,347 421 | 1,875 | 1,180 430 | 1,574 | 1,141 358 | L575 | 1,314
/Canada ......................... 163 584 561 172 510 404 240 378 379 240 390 382
Latin American Republics,
total ... ... 196 993 173 202 533 210 125 412 226 48 346 232
Mexico, Central America :
and West Indics, total ___ 32 43 53 46 19 66 31 24 55 12 27 56
Cuba_. ... 1™ 32 7] ™ 6 191 ™ 11 100 (M 10
Mexico - 30 (% 36 7 1 47 1 45 6 1 47
Other countries__._______ *) 11 (%) *) 12 ..., (*) 2ol *) LS IR D
South America, total.______ 164 950 120 156 514 144 96 388 171 39 31y 176
Argentina.____.__________ *) (*) 21 (*) 8 23 *) 30 29 *) 28 67
Brazil...._ ... ... 1 8 63 3 83 1 8 114 1 10 T
Chile. ... ... 521 () 3 (M 2 LN 3 21 [ 2
Colombia____._______.__ *) 40 7l ™ 30 7 *) 25 T 20 8
R - 74 39 8 73 25 6 46 25 5 9 27 5
R ) 8449 17 *) 30 17 *) 290 12 {*) 230 19
Other countries . ____ (**) 8 1 1 12 1 9 1 i 3 1
Western Hemisphere depend-
encies. .o oo 20 46 1 18 50 1 26 59 2 30 46 2
Europe, total._____ ... __.. 2 275 497 | (*% 422 459 | (*9 339 433 2 369 580
Common Market, total _____ 1 159 17| ¢ 254 166 | (*%) 174 213 [ (¥%) 176 269
Belgium and Luxem-
bourg ... ... (**) 10 10 {*¥*) 17 10 (**y 11 8 (**) 22 11
Franee ... ... ___ 1 46 44 (**) B4 12 (*=) 41 47 (**) E 48
Germany......._.._... {**) 49 100 (%) 54 95 **) 54 1349 () £0 183
Ttaly ... ... **) 29 18 %) 30 14 (**) 19 10 {(**) 27 15
Netherlands . ... |.__..__ 25 70 39 51 () 11 gl = 26 12
Other Europe, total.._______ *) 116 319 | (*%) 168 203 {5%) 165 220 2 193 311
Denmark__ ... ... 6 20 11 1o il 1 11 1
Norway.. *) 2 3 o fi 3t () S 31 (" 25 3
Spain_. _________.______. *) (**) 51 (*%) 1 31 Y ** 3 (*%) 1 4
Sweden.___ .. fo.__._ 8 [ 2N IR 12 2 ... 12 2 DR 18 3
Switzerland______._._____ *) 4 4| (**% 3 1] (% 3 3 **) 6 3
United Kingdom_._____ .- 94 209 (.. ____ 124 277 e Qi 204 1o ] 293
Other countries ... _. (**) 4 3 (**) 11 (**) 22 1 2 33 4
Africa, total 26 47 12 21 18 10 25 65 6 24 121 7
North A (**) 13 (= 1 18 1 1 36 i 1 90 1
Fast Afr (**) 10| (** (**) 49 (**) [ o1 (¢ **) 10| (**%)
West Africa 3 01 (*%) 4 71 (*% 4 g1 (*%) 8 10 | (*%)
Central and Sonth Africa,
total. .o . 23 12 11 16 14 9 20 11 5 18 11 6
Union of South Africa_. [t *) 1] 6 (*) g 6 *) 3 6 (* 6
Other countries. ... ____. 14 *) (**) 10 (*) (**) i4 (%) {(**) 12 (*) (**)
Asia. total ... ... ... 1 264 57 2 261 12 2 226 i1 2 228 52
Middle Fasto oo ..o (**) 144 3 189 30 129 -3 P 124 4
Far East, total__....__._.__. 1 119 54 2 72 39 2 97 38 2 104 438
Iodia. oo e *) (1 P *) i P (*) 9. *) 9
Japan._..... *) 28 1oL *) 6 9.0 .. .. *) I T 3 TR (*) 25
Philippine Republie.. (*) W™ (*) )™ (*) Bl ™ *) 12
Other countries *) 21! (% *) 2| ™ *) 20 ™ *) 2
Oceania_ ... .. ..o 13 26 46 8 36 54 12 49 51 12 65 59
Australiac e oo 13 ™ 44 81 (%) 53 12 M 53 121 ™ 57
International ___.______________._______ 87T [P 15 b 55 |t 10 ..

*Included in area total, **Less than $500,000,
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in 1960, are especially large in chemiecals,
while in the Philippine Republic the
emphasis is on food products.

Large Petroleum Outlays Abroad

Nearly $2 billion isbeing spent abroad
by U.S. petroleum companies in 1960 to
add to plant and equipment and for
development in all phases of the iIn-
dustry. This total includes $1.6 billion
classified as capital outlays and some
$400 million of exploration and develop-
ment expenditure charged against in-
come. The latter outlays are relatively
stable, and are based on the long-term
expectation of rising world demand.
Despite cutbacks since 1957, therefore,
this industry continues to account for
a major portion of foreign investment
activity by U.S. business.

Exploration and Development Expenditures
of Petroleum Companies Charged Against
Income

[Millions of dollars]
1957 1958 1959
Total_._._. 386 4441 402
Canada. - 153 158 123
Latin Amel 113 134 131
Europe 45 57 51
Africa 29 47 49
Asia.__ 46 46 48

In some arcas investments in the
petroleum industry are rising in 1960;
refinery expansion and other outlays
increased in a number of European
countries and in Australia, and develop-
ment of new resources required larger
investments in North Africa. Capital
outlays were considerably lower in 1960
in Latin America, with the reduction
centerved in Venezuela.  Although plant
and equipment expenditures in Canada
have also declined, they remain at an
annual rate of nearly $400 million
annually, accounting for about one
quarter of the industry’s foreign capital
expenditures.

Mining ocutlays lower

Reduced capital expenditures by min-
ing enterprises abroad in 1960 reflect
primarily the completion of a few large
projects. These reductions occurred
largely in Chile, Peru and Cuba; in
the last named country the existing
properties have recently been seized.

Mining investments in Canada ac-
count for two-thirds of the industry
total in 1960, and are expected to con-
tinue on a large scale. New projects
are also expected to bring an upturn
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for the industry in Latin America and
some parts of Africa.

Other industries

Investment by other industries, ex-
cluding construction abroad by some
shipping companies, is estimated at
at about $0.6 billion in 1960. About
hall of these outlays are by firms in
trade and distribution, which have in-
creased their investment programs each
vear since 1957, and reported a sharp
increase in Europe in 1960.

Outlays by the public utilities have
dropped very sharply from the 1957
amount. In Canada, where pipelines
are an important part of this industry,
some increase in expenditures is ex-
pected.  For Latin America the aggrre-
gate ol capital outlays by the utility
firms is declining rapidly, though not
in every country. Agricultural invest-
ments, also important in Latin Ameriea,
continue to drop, with large properties
in Cuba seized by the government, and
operating problems remaining to be
solved in other countries.

SURVEY OF CURRENT BUSINESS

Increase in other assets

After reducing inventories on balance
in 1958, the foreign enterprises resumed
a sizable inventory accumulation in
1959, amounting to $0.4 billion. Re-
ceivables also increased $0.5 billion in
the vear, and about $0.8 billion was
used to acquire other assets. These
figures cover only the manufacturing,
petroleum and mining companies. En-
terprises in other industries, especially

Sources of

IN order to carry out the additions
to fixed and other assets described
above, the companies in the manu-
facturing, petroleum and mining in-
dustries required $4.8 billion of {unds
in 1959. Over half of these resources
were provided by the foreign enter-
prises out of retained earnings of $0.9
billion and depreciation and depletion
charges of $1.8 billion. External fi-
nancing of $1.2 billion was supplied by

Table 2.—Plant and Equipment Expenditures Abroad by U.S. Manufacturing Com-
panies, by Major Commodities and Areas, 1957-60

[Millions of dollars]

Paper Chemi- | Rub- | Primary | Machin- | Electri- | Trans-
Muanufae-| Food and cals and ber and ery cal porta- Other
turing, | prod- allied allied prod- fabri- (except | machin- tion manufac-
total uets prod- prod- ucts cated clec- ery equip- turing
ucts ucts metals trical) ment
All areas, total
957 1, 347 78 144 234 80 208 120 99 268 117
1. 180 87 102 261 67 130 116 83 221 113
1,141 76 90 216 69 132 106 &8 259 105
1,314 110 7 245 35 135 127 129 327 108
561 20 120 95 17 148 28 32 56 45
404 25 82 96 10 58 11 22 59 41
379 22 75 76 14 61 8 22 61 40
382 38 60 68 14 60 16 33 33 40
174 16 i1 49 17 15 3 22 20 21
211 22 8 51 18 17 4 15 50 26
228 14 5 56 17 17 3 15 83 18
234 28 7 71 15 9 2 36 51 15
Europe:
Common market
1957 179 10 4 26 3 11 7 14 61 13
14058 166 6 4 22 5 7 53 18 36 15
1959 213 17 3 22 5 7 64 20 59 16
1960 269 14 3 36 4 12 66 24 93 17
Other Europe
1957 . _ 319 20 4 48 19 26 44 20 110 28
293 19 5 71 23 40 41 12 61 21
220 11 4 49 25 37 25 15 36 18
311 17 5 50 15 39 34 20 107 24
115 12 5 16 24 8 8 11 21 10
106 15 3 21 11 8 7 16 15 10
101 12 3 13 8 10 6 16 20 13
118 13 3 20 7 15 9 16 23 12

1. Includes minor amounts in European dependencies.

Note: Data for 1960 are based on anticipations of reporting companies.
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in trade and distribution, also added
moderate amounts to inventories and
receivables in 1959.

Inventory accumulation was largest
in manufacturing, paralleling the gen-
eral experience of industrial companies
in the 1959 business upturn. This in-
dustry also accounted for most ol the
expansion in receivables and miscel-
laneous assets, notably in European
operations.

Financing

parent companies and others in the
United States, and $0.9 billion by
foreign creditors and investors.

The volune of financing utilized in
1959 was $0.4 billion larger than in
1958, mainly because of the step up in
inventory accumulations. In 1957 a
peak amount of nearly $6 billion was
necessary to pay for large expansions
of both fixed and current assets.

Enterprises in other industries ob-
tained about $1 billion in 1959, of
which nearly two-thirds was provided
out of retained earnings and depreci-
ation charges.

Internal Fund Sourvces

The largest and most consistent
source of funds for financing foreign
operations is the annual charge for
depreciation and amortization of exist-
ing fixed assets, including small
amounts of depletion charges. These
charges for the three major industries
amounted to $1.8 billion in 1959, and
are growing by some $150-200 million
annually.  About $300 million a year
is also charged to depreciation by
enterprises in other industries.

At current levels depreciation charges
are equal to about 60 percent of foreign
plant and equipment expenditures. In
comparable domestic industries the pro-
portion is much higher.

About $0.9 billion of the depreci-
ation charges originate in the pctro-
leum industry, including about $100
million of depletion charges. ILatin
America accounted for one-third of the
total. In the aggregate, thesc charges
were equal to over half of this in-
dustry’s capital expenditures, with the
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Table 3.—Plant and Equipment Expendi-
tures Abroad in Selected Industries, by
Area, 1957-60

[Millions of dollars}

Areas and industries 1957 | 1958 | 1959 | 1960
Selected industries, total _________ 729 | 643 | 572 ] 603
Agriculture__.__________ -]l 103 57 53 18
Public utilities t 3351 309 | 212 177
Trade___._____._.____ 186 191 224 296
Miscellaneous__.__.__.__________ 105 86 33 34
Canada, total .. ___________________ 285 | 225 2021 217
Public utilities . 136 | 110 75 80
Trade..____ .. ____._..________. 47 55 65 75
Agriculture and miscellaneous._| 102 60 62 62
Latin America, total_._.._________ 258 269 203 170
Agriculture. .. .. __.__ . 48 40 34 29
Public utilities........ 164 | 182 122 82
Trade__.__________._.. 20 31 33 15
Miscellaneous._....... 26 16 14 14

Europe, total.

rade. . 107 37 102 | 141
Public
DCOUS. - oo 18 n 7 7
Otherareas.__..__.____..._________ 61 55 58 0
Agriculture___ .- 9 7 7 7

Public utilities 1. ..._.._

Miscellaneous. ... ...__0- 16 14 13 14

L. Excludes expenditures of international shipping com-
panies.

ratio higher in Latin America and Asia,
butlower in Canada where such expend-
itures were considerably larger.

Depreciation charges in the manu-
facturing enterprises at about $0.7
billion are growing rapidly in line with
the expansion of the industry. In 1939,
as in the previous 2 years, this was the
largest source of funds for manufac-
turing, exceeding reinvested earnings
and capital flows from the United
States.  Most of the depreciation
charges are in Canada and Europe,
where manufacturing assets are largest.

In the mining and smelting industry,
these  depreciation and  depletion
charges are comparatively small in the
aggregate, although in 1959 they were
about 40 percent as large as capital
expenditures.

Retained earnings

For the manufacturing, petroleum
and mining enterprises, retained earn-
ings amounted to $0.9 billion in 1959.
This was somewhat larger than the 1958
amount, but much smaller than the
record $1.4 billion of 1957, when a
large part of peak earnings in petroleum
was retained abroad for investment.

Over $0.6 billion of the 1959 amount
was retained abroad by the manu-
facturing companies. Earnings in this
industry reached a new high in that
year, and 60 percent of the increase, in
the aggregate, was reinvested. The
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increased availability of funds from
this source was especially important in
Canada.

For the petroleum enterprises, the
amount of income considered to have
been remitted has remained fairly
steady in the 1957-59 period. Earn-
ings of the industry were much higher
in 1957 than in subsequent years, and
about bhalf of the total was retained
abroad to finance peak foreign outlays.
With investments considerably lower
thereafter, the companies have relied
primarily on other sources of funds.

Earnings of mining companies rose
sharply in 1959, with most of the in-
crease retained abroad for investment.

External Financing

The three major industries, mining,
petroleum and manufacturing, obtained
about $1.2 billion of financing from
U.S. investors and ecreditors in 1959,
As shown in table 4, this was a small
increase over the 1958 amount, with
manufacturing enterprises in Europe
responsible for most of the rise.

This category of the sources of
funds accounts corresponds, with soine
modifications, to the data for capital
outflows included in the balance-of-pay-
ments accounts. In both 1958 and
1959 these capital outflows were sub-
stantial, but were only about one-third
as large as outlays abroad for plant and
equipment. Increased cash flows from
other sources tend to reduce reliance
on transfers of funds from parent com-
panies except when major projects are
undertaken, or there is a sharp fluctua-
tion in working capital requirements.
Of course, new enterprises are financed
largely by parent companies In the
aggregate, the increase in funds sup-
plied from the United States between
1958 and 1959 provided about 30 per-
cent of the overall increase in funds
required.

In addition to the increased financing
from the United States of manufactur-
ing operations in Europe, the flow to
this industry in Canada was also raised
in 1959. The aggregate flow to pe-
troleum enterprises was unchanged;
the amount provided for Canadian
operations was lower, in line with re-
duced investment activity, while some-
what larger amounts flowed to Europe
and Latin America.
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SOURCES AND USES OF FUNDS
Direct Foreign Investments

SOURCES: Operations of the Foreign
Affiliates a Major Factor in Financing

Billion $

Internal Sources— 1959
Retained Earnings 1958
and Depreciation 1957

Funds From U.S.

Funds Obtained
Abroad

USES: Resources Are Used Principally
To Enlarge and Improve Productive Facilities

Plant and
Equipment
Expenditures

Inventories,
Receivables, and
Other Assets

Billion $

NOTE.— includes only the monufacturing mining and petroleum
industries.

U. S. Department of Commerce, Office of Business Economics  60~10~13

Funds obtained abroad

Foreign creditors and investors pro-
vided about $0.9 billion in 1959,
slightly less than in 1958. Petroleum
companies sharply reduced their use
of local financing; in Canada and
Europe the reduction reflected a lower
rate of investment in fixed and other
assets, while in Latin America part
of the shift from 1958 was related to
payments of tax liabilities accrued in
1958.

A large increase in external foreign
funds employed in the manufacturing
enterprises was reported in Europe, and
a smaller increase occurred in Canada.
In both cases the financing appeared
to be related largely to mounting work-
ing capital needs.
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Assets and Fiﬂamﬁal Stl'llctlll'c ables, and inventories. About 45

A MAJOR objective of the Office of
Business Economics census of foreign
business investments was to obtain new
data on the assets employed by the
direct-investment enterprises, and to
examine their financial structure.

Total assets employed by U.S. direct-
investment enterprises abroad were
nearly $42 billion in 1957, excluding
assets of financial organizations and
after consolidating investments in affili-
ated foreign enterprises.

Financing of these resources was
divided between U.S. parent companies
and other U.S. residents, that had $24
billion invested, and local investors
abroad that provided $18 billion. The
U.S. ownership was mainly in the form
of equity interests in stock, surplus, and
branch accounts, while foreign investors
financed most of the debt of the enter-
prises.

Assets employed in 1957 were $23
billion larger than the 1950 total of
$19 billion. The U.S. investment in
these enterprises (excluding finance)
rose $13 billion in the period, and the
firms utilized $10 billion of financing
obtained abroad. The latter figure in-
cludes the share of foreign investors in
undistributed earnings.

Fixed assets

About half of the assets employed
abroad consisted of fixed assets, after
dedueting reserves for depreciation and
amortization; current assets accounted
for 43 percent, and miscellaneous assets,
for 7 percent. Gross fixed assets, before
deducting reserves, were over $32 billion.

About 40 percent of the gross assets
were utilized by petroleum companies
and 30 percent in manufacturing.
Mining and public utility enterprises
each accounted for somewhat over
10 percent.

Depreciation

About 36 percent of the value of fixed
assets was set aside in reserves for
depreciation, amortization and deple-
tion of the underlying plant, property
and equipment. The ratio was some-
what higher than this average in manu-

percent was held by manufacturing
companies, and nearly 30 percent by
the petroleum industry.

Current assets made up 30-34 percent
of total assets in the extractive in-
dustries, around 55 percent in manu-
facturing, and about 70 percent for the
trading  companies. These  ratios
tended to be higher than those in com-

facturing and mining, and, as usual,
much lower in public utilities,

In general, the ratio of reserves to
fixed assets is lower in the foreign
direct-investment enterprises than in
comparable industries in the United

States. parable U.S. industry groups, although
the general pattern was quite similar.
Current assets In domestic firms holdings of govern-

Nearly $18 billion of current assets ment and other securities tend to be
were held by direct-investment enter- much larger proportionately than equiv-
prises in 1957, including cash, receiv- alent assets on the foreign books. TIf

Table 4.—Sources and Uses of Funds of Direct Investment Enterprises, by Area and
Selected Industry, 1957-59
{Millions of dollars]
SOURCES OF FUNDS

Area and industry Total Net income Funds from Funds ohtained Depreciation
United States abroad and depletion
1957 | 1958 | 1959 | 1957 | 1958 | 1959 | 1957 | 1958 | 1959 | 1957 | 1938 | 1959 | 1957 | 1958 | 1959
All areas, total__._._____ 7,584) 6,273 6,732| 3,063| 2,611| 2,843| 1,702| 1,065 1,181 1,429 982} 937 1,390] 1,615 1,771
Mining and smelting_| 746] 657 854] 320 242| 372 234] 227 184 19 43| 136 163 1451 162
Petroleum ___.________ 4,3017 3,278} 2,886( 1,738| 1,325! 1,196| 1,043] 529 528 8320 594] 248 6881 30| 914
Manufacturing______. 2,537] 2,338] 2,992{ 996| 1,044] 1,275 425] 309 469 578) 345 583|539 640] 695
Canada, total__.._______ 1,863| 1,603| 1,833] 662) 541 717| 480| 423| 376| 234) 131 184 487, 508; 556
Mining and smelting | 269 225 395 117 621 112 77 78| 121 11 35 95 64 50 67
Petroleum._ ._________. 764|616 439 150 76 991 213] 234| 112 231} 128 39] 170 178 18%
Manufacturing ... 830 762] 999 395 403 506 190 111 143 —8& —-32 50 2531 280 300
Latin America, total .. __} 2,472 1,655] 1,470| 930 653| 655 864 272| 238 330] 295 106} 548 4351 471
Mining and smelting { 387) 342 343| 125 127 187 159 130 36 24 10 46 79 75 74
Petroleum.___.._.___. 1,625 919 702| 660| 409 333 582 75 132| 15Y) 135f —90; 224 300| 327
Manufacturing_.._.__. 4601 394  425] 145 117( 135 123 67 70 147) 150 150 45 60 70
Europe, total___..__.__. 1,560| 1,547| 1,875] 507 503| 620( 238 162| 381 513 5197 445 300] 363 429
Mining and smelting . 10 10 10 10 8 8 1 1] * =3 1 1 1 1
Petroleum.__._.___.___ 574 648 5781 155 105] 11| 162 65 1507 144  356f 144] 107 122| 168
Manufacturing. . ... __ 976 889| 1,287 342| 390f 496 75 96| 231} 367 163]  300] 192) 240|260
Other areas, total_______| 1,691] 1,468| 1,554| 964| 914] 851} 120} 208| 186] 352 a7 202 255 309 315
Mining and smelting. 80 80 106 7 45 65 —3 18 271 —13 —2 —6 19 19 20
Petroleum.____________ 1,339 1,005; 1,167 773 735 648| 86 155 134 268 —25 155 187 230 230
Manufacturing. ... __ 2721 293 281 114 134 138 37 35 25 72 64 53 49 60 65

USES OF FUNDS
[ Miilions of dollars]

Area and industry Total Property, plant, | Inventories | Reccivables | Other aswts; Income paid
and equipment out

1957 | 1958 | 1959 | 1957 | 1958 | 1059 11957| 1958(1959|1957|1968| 195911957 145819591 1057] 1958; 1959

All areas, total_.________ 7,584 6,273 6,732[ 4,090| 3,454] 3,091| 637| —36] 378| 705| 362| 500] 508] 622| 814{1,645(1,871|1, 249
Mining and smelting_ 746 657 854 421 420 417| 45| —30; 37| 24| 20} 70| 34| 37| 77 222 210f 253
Petroleum_.______. 4,3011 3, 278! 2,886) 2,322 1,854| 1, 554| 265 —58! —&| 467 166, 65] 296 178| 189| 0521, 1381, 086
Manufacturing. ... .| 2,537] 2,338} 2,992 1,347 1, 180 1,120} 327 52] 349 214] 176| 365| 178) 407| 548 471 523] 610

Canada, total___________ 1,863| 1,603} 1,833 1,308 1,086 9971 124| —921 164| 13| 92| 118] 85! 196 202] 333, 321} 352
Mining and smelting 269 225 395 163 172 240] 22} -5} 18 5 1§ 26 9 ~2| 50 70 59 61
Petroleum.._______.. 764 616 439 584 510 T8 49 —221 —4 24| 56} 12) 417 25 —5 66. 47 58
Manufacturing_ ___ . 830, 762 999 561 404 379| 53; —&5] 150|—16; 35/ 80§ 35| 173} 157F 197 215 233

Latin America, total.__.] 2,472/ 1,655 1,470] 1,429 1,000 825 147 9] 897 292| 51) 95| 187 84{—19; 417 511 480
Mining and smelting 387 3421 343 216 221 1511 21 —20| 18] 10§ 10| 25 71308 15 84 101| 134
Petroleum._._________ 1, 625 919 702| 1,039 577 462 59| —20|—30| 196|—10| 30| 54] 16{—48} 277t 356| 288
Manufacturing.. .. _ .. 460 394 425 174 202 212 67 49) 101 86{ 51| 40| 76] 38 14 56 54 58

Europe, total._..____.__ 1,560| 1,547| 1,875 774| 882 759 243 18] 94! 198 169| 247| el 187 392 283] 291| 383
Mining and smelting. 10 10 10 2 .. *) 1 M| =1 =1 =1 —1 1 (™ 8l 10 11

Petroleum.._____.___. 574] 648 578 275 339 90] —20[ 5| 86[ 110| 23| 16{ 41 86| 107] 95 125
Manufaeturing_____. .. 976] 889 1,287) 497 420| 152| 38| 89| 113| 60 225 46| 145] 306; 1681 186 247

422

460
Other areas, total_______| 1,691] 1,468| 1,554| 579 486 510 123; 29 31| 202 50| 40| 175] 155} 239{ 612| 748 734
Mining and smelting_ 80 80 106 40 27 26 1 =5 1 10| 10 20]--31 8 12 60| 40 47
. 345 375 67 4| 21 1617 10 (*)| 185 96| 156, 502| 640 615
114]  109] 55 30; 9 31| 30| 207 21} &1 T} 50f €8] 72

Petroleum ooo] 1,339 1,095 1,167f 424
Manufacturing .. ______ 272 203 281 115

1, Ineludes miscellaneous and unidentified sources.
*Less than $500,000.
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all nonfixed assets are combined, the
ratios for domestic firms and foreign
investinents in the same industries are
fairly similar.

Financial Structure

The finanecial structure of the owner-
ship of the foreign enterprises is unlike
that of domestic industry because of
the importance of intercompany ac-
counts and branch accounts with parent
companies in the United States. Of
total foreign assets of nearly $42 bil-
lion, some $18 billion represented debt
(including debt to parent companies)
and $24 billion represented equity
investments, counting branch-head of-
fice accounts as the equivalent of equity
interests.

Liablities—About 55 percent of the
Liabilitics were short-term, although
this ratio was considerably lower in
Canada and higher in Europe. Among
the industries, the ratio of current to
total labilities was relatively high in
agriculture, manufacturing, and trade,
and low in public utilities and mining.

Long-term debt of $5.4 billion was
concentrated in Canada, where subsid-
iaries in several industries were able to
obtain a relatively large proportion of
their capital from local and U.S. capital
markets. In Canada, and a few other
countries with sizable capital markets,
there 1s a substantial demand for mar-
ketable debt of these enterprises at
interest rates comparable to those in the
United States.

Equity—Of the $24 billion of equity
ownership of the foreign enterprises,
about one-fourth is represented by
branch accounts, and the remainder by
capital stock and accumulated surplus
accounts. About 60 percent of the
combined total of stock and surplus is in
the latter, indicating the importance of
retained earnings as a source of financ-
ing. In addition, reductions in asset
ralues resulting from currency depreci-
ations, as well as occasional capitaliza-
tions of surplus accounts, tend to result
in an understatement of the contribu-
tion of retained earnings to the accu-
mulated equity position.

Technical Note

The basic data on sources and uses of funds
contained in this article are derived from the
complete Office of Business Economics census
for 1957, to be published in U.S. Business
Investments in Foreign Countries, and annual
reports prepared by about 200 U.S. companies
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Table 5.—Assets, Liabilities and Net Worth of Direct Investments by Area and Industry,!
1957

[Millions of dolars}

Assets Liahilities Net worth
In- Sar-
Area and industry Cur- | vest- | Fixed| Less: Cur- plus
rent [ments| as- [ Re- [Other/Totall rent |Long-} Other| Total|l Capi| and |Branch| Total
as- in | sets, [lated| as- as- |[Habil-| terin [liabil-{liabil-| tal | sur- ac- net
sets |affili-| at re- | sets | sets | ities | deht | ities | ities |stock | plus | counts | worth
ates | cost {serves re-
serves
Al areas, total_____.______. 17,870  778:32,278]11,522] 3, 066142, 47010, 237| 5,437} 2, 450{18,123| 7,737\10,455] 6,156, 21,348
Agriculture.. .. 307 433) 145 1.036| 162 47 28 2371 100 271 338 704
Mining and smelting ... | 1,285 1.307|  34%) 3.862] 524 483 187) 1,193 518 1087 1.064| 2 669
POtTO]ClU“--; - o] 4,962 22 4. 6231 1,366(14,750] 3.332} 1,696 1, 160! 6, 187] 2,116, 2, 754 3,692 8, 563
Manufacturing . ], 207 2 3,826]  651{14,997] 4,2%8] 1,660, 676| 6,624] 3, 275| 4,763 335, 8374
Public utitities ... __ 570 46] 3.616] 818 218} 3, 632! 45