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The changing timber industry
of the ninth district west

The Ninth district’s westcontainssome 16 mmiii- approximatestheactivesawmills in 1956. (At best
lion acresof forest, Yet, while the quantity of these figures are no more accuratethan a still
timber physically available for processingfrom photographwould be in representinga dynamic
this vast acreageis extremelylarge, much of it process.)While marketpricesin 1956hadreached
wasby-passedas commerciallyunattractiveduring historical highs, subsequentretrenchmentshave
the early decadesof this century, when the na-
tion’s lumber industry gradually shifted to the Chart 1 —‘Lo~cttionof Montana sawmills,
Pacific Northwest. In recent years the district’s 1956
timber resourcehas taken on increasedimport-
ance,as is documentedby the industrial expan-
sion that has occurredhere. Factorsunderlying
these recent changesindicate further expansion
possibilities. This article examinesthe industrial
complex built aroundthe region’sforest resource
and the recenttrendsthathaveshapedit.

LOCATION OF THE TIMBER
PROCESSING INDUSTRY

Historically, western Montanawas the earliest
areato be fully exploited,andsome of its sectors
havemore mill capacity than timber production
capacity on a sustainablebasis.As a rough esti-
mate, abouttwo-thirds of the sawmill capacityin
the region understudyis found in Montanawest
of the ContinentalDivide. (SeeChart 1.) In other
parts of the region, where mill capacit~has al-
waysbeen substantiallybelow sustainabletimber
output, lumber operationshave increasedin the
past decade.

The geographicpatternof sawmills in our re-
gion,depictedin Charts 1 and2, hasresultedfrom
decisionsby hundredsof individual firms which
havebeenguidedprincipally by profit expectations
in locatingtheir operationsandin planningexpan-
sion. The network of dots shown on the charts
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cut at leasta hundredsawmillsfrom the operating
list. In 1962nearlyhalfthe district’s sawmillswere
idle, Also changingthe patternare certain longer-
term trends,which will form a major part of the
subjectmatterof this article,

CHANGES IN SAWMILL LOCATIONS
AND NUMBERS

Significantchangesin numbersandlocationsof
sawmillshavetakenplace—bothlong-rangeeffects

and temporary responsesto traditional cyclical
swings in prices and demand. Becauseof such
volatility in the industry, the number of active



sawmills in the region at any one time is always
difficult to determine.In recentyearsthis number
has ranged from about200 to 400, with fluctua-
tions of as much as 150 mills from year to year.
A recentstudy of the FlatheadValley in north-
westernMontanashowedthat the numberof mills
droppedfrom an estimated104 in 1956 to about
60 in 1957, in responseto the sharpbreak in the
lumber mnarkeL The past decadehas been char-
acterizedby cyclical fluctuationsin mill numbers,
frequentchangesof ownership (particularly in the
smalleroperations),and theconstructionof many
new mills.

NEW MILLS AND INTERREGIONAL
MOVEMENT

During the 1930’s amid early 1940’s, pricesof
stumpage(standingtrees) in the Pacific North-
west were still relatively low, and the superior
quality and lower unit costsof operationgavethe
timber-producingareas of the Pacific Coast a
strongly preferredposition. But during the post-
war periodcompetitiveconditionschanged.Stump-
agein thePacific coastregionbecameincreasingly
scarce.A greatmany coastalfirms, finding them-
selveswithout dependablesuppliesof their own,
or havingexhaustedcuttingfrom their own cheap-
ly purchasedtimber of the past,were forced to
buy timber at everhigherprices.Thus,relativeto

Chart 2—Location of Black Hills sawmills,
1956

our district, the Pacific Northwest witnessed a
substantialrise in stumpageprices after World
War II.

Pricesare, of course,a signal in a private en-
terpriseeconomy.In this casethe increasingprices
of inputssignaledthat the costsof doing business
in the coastallocalities were increasingrelative to
the costs in the interior mountainlocalities.As a
result, developersturned to sitesin Montanaand
the Black Hills that would not havebeenconsid-
ered earlier.

During the 1952-1957periodsome42 new mills
wereconstructedin Montanaand the Black Hills,
about a fourth of which actually transferredtheir
operationsfrom Pacific coaststates.This reloca-
tion hastouchedour district at pointsall the way
from western Montana to the Black Hills (see
Chart 3), Almost twice as many of the new mills
openedup eastof the ContinentalDivide as west
of it. Thisis becausemostareaswestof the Divide
havebeenexploitedmorefully over a longer pe-
nod, and hencemill capacity approachesand, in
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This article is the second of a series based
on a study recently published by the Fed-
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64-page study, The Timber Economy of the
Ninth District West, by C’arence W. Nel-
son. may secure them at $1.00 per copy by
writing Publications Section, Research De-
partment, Federal Reserve Bank, Minne-
apolis1 Minnesota (55440).



someplaces, exceedsthe limits of current cutting essingactivities.Thesenewertypesof timber-using
possibilities, plants have, in fact, been the most important

Many coastal mills made additional inquiries sourceof the employmentexpansionin Montana’s
aboutthepossibilitiesof transferringtheir opera- timber industryduring the pastdecade(Chart4).
tions to Montana. Behind this developmentlay Not until the mid-1950’s (lid industry find it

the basicallyeconomicpressuresthat motivatede- economicalto build pulp or paper-makingplants
cisionsabout resourceallocationby privateprofit- within or near Montana’s boundary. In spite of
seekingfirms. But in most such casesthe Forest the large potential pulpwood harvest,Montana’s

first pulp mill, the Waldorf-
Chart3—Geographic source of new sawmills, 1952-1957 HoernerPaperProductsplant

built at Missoulain 1957,did
notusethepoletimbersowide-
ly availablein the state’s for-
ests,butusedinstead,thewood
residuesturned out as a by-
productof local sawmill oper-

ations.Sometwenty Montana
mills, within a hundred-mile
radiusof Missoula,havegone
into chip productionto supply
chipsto theMissoulapulpmill.

RECENT TRENDS
IN PRODUCTION

Service, as the chief supplier of timber in these In addition to changesin the numbersand 1~.
areas,hadto bea silent partnerto the move,That cationsof sawmills andnew typesof timber-using
is, the Forest Service had to arrangeindividual plants,markedchangesin the volume and corn-
timber salesmuch larger than usual so that the position of lumber output haveoccurredover the
private operator would regard the known raw past decade.While total United Statesproduction
material supply undercontract to eachproposed has remainedrelatively constantat about 30 bil-
mill as large enoughto justify the capital invest- lion board feet annually,the output of lumber in
ment neededto build and operatea modernsaw- both South Dakotaand Montanahas gainedsig-
mill. As a result of severalsuchsales,eachinvolv- nificantly.’ The net effect of the allocation dcci-
ing 50 to 90 million boardfeet, morethanhalf a sions in the national economythus hasbeen to
dozenlong-distancetransferswereeffected. draw increasingquantitiesof wood from our re-

OTHER NEW TIMBER-USING PLANTS I the Black Hills, the expandedoutput has

Productionof other kinds of timber products come from ponderosapine stands. In Montana
haschanged,too, in thelastfew years.While some someratherbroadchangesin speciescomposition
kinds of plants,such as pole-treatingplants, have
shownno definite trendsin output, othersinclud- ‘During th. last two to three years, however, South Dakota
ing pulp and veneer-makingplants, have intro- production actually declined. The drop was due to th.

- destruction by fire in 1960 of one of the Black Hills larger
ducedto the regionrelatively new kinds of proc. and newer sawmills and the closnq of some obsolete mills.
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have occurred.Among the noteworthyshifts in
speciescut during the postwarperiod (see Chart
5) are: (1) the relatively large expansion of
lodgepolepine cut; and (2) the extremelyrapid
growth and subsequentdecline in production of
Engelrnann spruce. We shall now examinethe
causesunderlying thesechanges.

Lodgepole pine: competitive possibilities

The increasedlumber production from lodge-
pole pine is closely related to the expansionof
sawmill capacity discussedearlier. The abundant
lodgepolepine hasnotbeenusedmuchfor lumber
eventhough, in quality and wood characteristics,
it resemblesprizedponderosapine. With its typi-
cal log diametersrunning from 6 to 12 inches,
lodgepolewas mainly used for pulpwood until a
few years ago. But the increasingcost of larger
logs of otherpine specieshasled to construction
of severalsubstantialsawmillsdesignedspecifically
to handlethe smaller lodgepolesawlogs.

These lodgepolepine 8awmills face marketing
problemsaswell astechnologicalproblems.To uti-
lize the small diameterlodgepole log efficiently,
the production processmay yield a number of
boards in such widths as 7-inch and 5-inch, or
even 4-inch and 3-inch. Theseodd widths and
narrow boards,which form an appreciablepart of
the output, are not easilymarketed,Oneapproach
has beento try to market theseboardsto dealers
or large consumersas part of a packagethat in-
cludes the more standard8 and 10-inch widths.
Although suchefforts havebeenpartly successful,
consumerresistancestill remainshigh.

A secondapproachin dealing with the abun-
danceof narrow,odd sizeshas beento glue edge-
to-edgeto form wider boardsor glue side-to-side
to form laminatedtimbers. A number of lodge-
pole sawmills have installed high-speed gluing
equipmentwhich permits them to edge-glue,for
example, a 3-inch and a 5-inch boardto form a
single 8-inchboard.Such measuresdo not offer a
universally competitive solution, however, since
gluing raisesproduction costswithout yielding a

Chart 4—Average annual employment in
Montana forest products industries,
1952-1961

Chart 5—Montana lumber production by
species, 1949-1962

compensatoryincreasein board price over that
for an ungluedboardof equalwidth.

A third approachfollowed by some lodgepole
mills hasbeento perform somesecondaryopera-
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tion on the primary stock to increaseits market inure than two billion board feetof timber were
value.Thismay include, for example,the machin- killed by the insect’s tunnelingforays.
ing of boardsinto variousforms of interior panel- The only really effectiveepidemiccontrol meas-
ing—-textured,grooved,or plain—whichcommand ure is removal of the infestedtrees.But removal
higherpricesthan do plain boards. is madedifficult by the remotenessof the spruce

But the market for pine paneling,glued, or stands,which are typically located in high, moist,
otherwise, has been taken over increasinglyby inaccessiblemountainbasins.Nevertheless,a crash
preflnishedplywood.Mostlodgepoletodaygoesinto programof road building and spruceremovalwas
2”x4” studdingmaterialproducedby many small, launchedin Montanain 1951-1952.Emergencysales
marginal stud mills. Lodgepolestill presentscon- of bug-killed sprucewereheld by the ForestScrv-
siderableproblemsfor lumber manufacture.Al- ice, androadswerebuilt to permit logging of the
thoughit yields a highproportion of #1, #2 and stands.In all, twelvemillion dollars of public and

#~common boards,and although its knots tend private funds were spent in the construction of
to be small and tight, lodgepoleproducesalmost accessroads.
no clearboardsto help build up the averagereali- Logging and hauling problems were by no
zation price. Furthermore,logging costs per unit meansthe only obstacles.Equally importantwas
of sawmill outputare much higher for lodgepole the joint task of moving the unprecedentedvol.
pine than for the conventionally larger logs of umuesof spruceontothe marketandof integrating
other species. the flood of spruceinto the operationsof regional

Disadvantagesexist, too, on the priceside. For sawmills. Fortunately, this movement of large
many yearsaveragepricesof lodgcpolehavebeen volumeshappenedto coincidewith a very active
below those of ponderosapine. Part of this price lumber market. The industry, cooperatively
differencereflects size and grade differencesin through the WesternPine associationas well as
averageruns of logs. but some of the discount through individual firms, carriedon an extensive
reflects traditional buyer preference.Thus, the advertising and promotion campaign, Although
prospectsfor successof the lodgepolesawmill, in inventories of spruce logs had piled up rather
competitionwith the moreconventionaloperation, heavily at many mills, marketingefforts weresuc-
dependnot only on technologicaldevelopments ccssful in moving unusually large volumes of
butalso on consumeracceptance.Althoughmarket spruce.
acceptancehasbeenpoor so far, it is gaining,and The efforts of public agenciesand lumber corn-
the recentexpansionbasedon the processingof panies to salvagethe beetle-killed spruce are re-
lodgepolepine,holdsout somepromise. flected in the 1956 jump of spruce to first place

in log production in western Montana.where it
Engelmann spruce: the bark beetle epidemic comprised38 percentof all log production.More

Far niore dramaticthan the shift in the cut of than half the cut came from dead trees, and in
lodgepoleis the substantialboostin the output of someforeststhe proportionof (leadspruceto total
spruce.Much of this increaserepresentsthe re- sprucecut exceeded80 per Cent.
spouseto a temporary emergency. The problem Perhaps one of the more interesting lessons
beganwhenwindstormscausedheavyblowdowns taughtby this wholeexperiencewas thata market
of sprucestandsin thenorthwesternMontanaarea could be found for a previously little-usedspeck’s.
in 1949-1950.Greatnumbersof dead,fallen spruce Stumpagepricesrequiredto move infestedspruce
treesbecamebreedinggroundsfor the sprucebark duringthe earlypart of the programwere low, as
beetle, and within a few years live stands were
heavily infested. By 1954, sprucetreescontaining (Continuedon page10)
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conditions...

Moderateoptimism seenis to have keynoted Januarywith some recoveryIn subsequentweeks.
the district’s economictrendsin early 1964. Non- In thecountrybanks,weak loan demandwasasso-
agricultural employment improved on a season- ciatedwith a bulge in farm marketingsand loan
ally adjustedbasis, unemploymentwas less than repayments.
a year ago, bank debitsand retail sales appear
strong.and personalincomesadvancedafter some
hesitationlast December.Particularly noticeable The following selectedtopics describeparticular
was the recoveryin personalincomesfrom farm- acpec.c of the (lit rt~I.~current economicscene:
ing. Many farmersevidently delayedmnarketings
into the new year as much as possibleto take
advantageof the proposedtax cuts. Furthermore, RETAIL SALES
1)0th livestock and crop pricesstrengtheneddur- Consumerspendingheld up well this winter in
lug January. the commercialand industrialcentersof the dis’

In spiteof this Januaryprice improvement,how- trict. In the smaller centersserving farming re-
ever, the US. index of livestock priceswassome gions, spending slowed down toward the end of
six points below a year earlier. The inventory 1963, but picked up again after the first of the
valueof all cattleand calveson district farmsin year.
early Januarywas estimatedto be down 7 per A strong resurgencein retail salesin district
cent from a year earlier, in spite of an 8 per cent commercialand industrialcentersfollowed a No-
over-all increasein numbers on district farms. vemberdip.
This situation in agriculture and the uncertainty Accordingto preliminaryinformation,total dur-
of governmentfarm programsare of major con- able goods sales rose in December following a
cern to bankers, businessmen,and farmers in declineof 9 percent in November.New car regis-
the region. trations in theTwin Citieswereup only 2 percent

Judgedby memberbank borrowingsand fed- in November,but they were up a substantial16
eral funds transactions,district member banks percent in Decemberascomparedto correspond-
have not experienced any noticeable liquidity ing monthsof a year earlier. During Januaryand
squeezein early 1964. Loan depositratios remain in the first half of February,salesas measuredby
substantiallythe sameas a yearago arid up only registrationsabout equaled the high volume of
slightly from a recent five-year average.A mod- early 1963. Departmentstore sales in the four
erate falloff in loan demandwas observed in district cities of Minneapolis, St. Paul, Duluth,
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and Superiorhavebeenbrisk. The seasonallyad- In the district, as in the nation,car saleswere
justedindex of departmentstoresales (1957-1959 strong in 1962 and 1963 in comparisonwith the
a==100),which wasat 117 percentin November, recessionyear 1961. This was the first time in
roseto 126 percent in Decemberandheld at that automotive history that the industry had two
level in January.In the first two weeksof Febru- successiveyearsof suchhigh volume. Automobile
ary, departmentstore sales in these four cities sales may continue fairly strong this year as
were9 percentabovethosefor thecorresponding already indicated by consumers’ acceptanceof
period of lastyear, indicating a continuinghigh 1964 models. The replacementdemandis grow-
volume. ing steadily dueto an increasingnumberof cars

Retail salesin small urbancentersservingfarm being scrapped.The impetusof the $6.5 billion,
regions were down in December, reflecting the releasedby the federaltax cut, that will be added
sharpdrop in the marketingsof farm products. to the disposableincomestream,alreadyat an all.
Since the first of the year, accordingto preliini- time high, may keepnew car salesup throughout
nary reports, the sale of both grain and livestock the remainingthree-fourthsof the year.
hasadvanced.Larger cashreceiptsalready have Are consumersin a financial position to take
contributed to improved retail sales. Seasonally on the additional installment obligations to sup-
adjusteddepartmentstore sales in the district, port another7 million car year? Approximately
excluding the four cities mentionedabove, rose 60 per cent of the new cars are purchasedwith
by 2 percentfrom Decemberto Januaryandwere credit. Of total installmentcredit of $53.1 billion
up 4 per cent from a year ago. Thesegains are outstandingin the nation at the end of 1963,
not limited to farm servicingcenters,since some $22.2billion was automobilepaper.
commercial and industrial centers are included Repaymentsmade on total installment credit
in the series, outstandingare now taking more of consumers’

Within the currentgeneraleconomicexpansion, disposableincome than ever before— nearly 14
automobilesales have figured prominentlyin the per cent in the fourth quarterof 1963. However,
national retail sales picture. District automobile the burdenof repaymentson automobileloanson
sales,however,havenot beenas strongas in the the family budget remainssomewhatlower than
early 1950’s. in former years.Theserepaymentsaveraged4.9

In the nation, car sales— both domestic and percent of disposableincomein the fourth quar-
foreign— totaled 6.3 million in 1950, declined ter of 1963 comparedto slightly over 5 per cent
during the Korean War, andremainedrelatively in the sameperiodsof 1956 and 1957.
low during thegeneralbusinessrecessionof 1953- If the amount of repaymentsof $19.4 billion
1954. Sales in 1955 roseto a record high of 7.2 madeon automobile loans in 1963 are extended
million, a volume that was not exceededuntil the on new loans this year,this amount will support
75 million salesrecordof 1963. sales of well over 6 million new cars in 1964,

Automobile salesin the four full district states accordingto estimatesmadeby the First National
~—-Minnesota,Montana,North Dakota, and South City Bank of New York.1 With personalincome
Dakota— rose to a record high of 240,000 in continuingto rise andwith the impendingfederal
1950. Sales in subsequentyears declined, as in tax cut, a 7 million car year canbe financedwith
the nation,but in 1955 roseonly to 202,000,sub- little rise in the burdenof automobiledebt.
stantially below the record set in 1950. Not until
1962 did salesagainexceed200,000,andin 1963
totaled 218,000,still materially below the record - . -

1 See First Nationel City Benic, New York, Monthly Eco-
established in 1950. nomic Letter, November 1963, p. 126.
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LIVESTOCK AND POULTRY at 1.6 million head. South Dakota, however, at

INVENTORY 1.6 million head,recordeda 4 per cent drop fromJanuary1, 1963. Declines in sheep numbersin
The January1 inventory of livestock arid poul- North Dakota and Minnesota amounted to 10

try reportedby the U. S. Departmentof Agricul- percent and 12 percent, respectively.
ture indicatedthat “all cattleandcalves”was the All the districtstatesrecordeddeclinesin chick-
only category of livestock that increasedin the en numbersas the district total fell by 7 percent.
Ninth district from thefigurefor January1, 1963. The largestrelative fall, 8 per cent, occurredin
The numberof cattle,as shown in the table,rose Vlinnesota,while the Dakotasand Montanaeach
about 8 per cent. In Montana, which saw the hadidenticaldropsof 6 percent. Turkey numbers
largest relative increase, all cattle numbers in- were almost unchangedin the annualcomparison,
creasedfrom 2.3 million head on January 1, sincea 1 percentdrop in Minnesotawasoffsetby
1963 to 2.7 million headon January1 this year. a 5 per cent rise in North Dakota.
TheJanuary1 figure in Minnesotawas just under
4.5 million head,reflecting a 2 percent rise,and
North andSouth Dakotaaccountedfor 2.2million LIVESTOCK AND POULTRY INVENTORY—
headand4.1 million head,respectively— a 9 per JANUARY 1, NINTH D1STRICT*

- - (thousand heed)
cent increasein eachstate. Averag.

All of the aboveincreaseis attributableto beef Number 1958-62 1963 1964

cattle,becausethe numberof dairy cowsactually All cattle and calves 11,324 12,497 13,454

dropped2 percentto total justover2 million head All hogs and pigs 5,362 5,665 5,384
All sheep and lambs 5.177 4,858 4,620on January1. Dairy cow numbersin Minnesota -
Ali chiciens 32,824 27,670 25,757

fell 1 percent from the earlierinventorydateand All turkeys 704 781 779

totaled 1.4million head,representing70 percent -
Farm value (million dollars)

of all the district’s milk cows on JanuaryI~ All cattle and colves $1,663.3 $l.980.4 $1,847.1

Among thevariousclassesof beef cattle,female All hogs end pigs 162.5 170.4 131.7

animals of one year old or older increasedby All sheep and lambs 87.5 74.7 67.4

about 10 per cent in number; the numbers of All poultry 38.9 32.2 29.3

calvesand of steersone-year-oldor older wereup Total livestock value $1,952.2 $2,257.7 $2,075.5

by about 11 percent. Thedistrict beef cow herd,
including oneand two-year-oldheifers.now num- lncludes only four full states: Minnesota, North Dakota.

- . South Dakota, Montana.hers 5.2 million headas comparedto 4.7 million
headlastyear.

The numlar of swine on district farms was Becauseof much lower price levels on almost
down about5 percent from the January1, 1963 all classesof stock,the farm value of thetotal in-
figure. Numbersin MinnesotaandSouth Dakota, ventory fell by 8 percent to just over $2 billion.
the district’s hog producingcenters,were down The inventoryvaluewas lower in all of the district
8 and2 per cent, respectively.Montanaand North states, with the largest relative decline— a 12
Dakota, on the other hand, each increasedhog percent fall — in Minnesota.Livestock inventory
numbersby 11 percent. valueswereoff 8 percent in South Dakota,6 per

Sheep numbers in the district continued to cent in North Dakota,and 3 percent in Montana.
decline, with the January1 inventoryshowinga The impact of the price changesbecomesmore
5 per centdrop from a yearearlier. The number apparentwhenfarm valueis broken downby cate-
of sheepin Montanaremainedvirtually unchanged gory of livestock. In spiteof an 8 percent increase
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in isumbersfrom January1, 1963,the valueof all arys. The composition of the chaisge, however,
cattle and calves on district farms was down 7 was quite different: loans, which usually go up,
per cent. Hog and sheepvaluationsdroppedby dropped$8 million, while investmentsfell only $1
23 per centand 10 per cent, respectively,as their million. Higher farm marketingsafter the turn
numberswereoff by only 5 percent, of the yearwerepartially responsiblefor the drop

in loans. In order to takeadvantageof the prob-
CREDIT able taxcut, many farmersheld backon cropand

livestock salesuntil after December31, and then
After having providedsubstantialcredit accom- repaidoutstandingloans with the proceedsof the

modation to consumersand businessmenbefore sales.In addition, lower cattle prices and expec-
the Christmas holiday, Ninth district member tationsof little improvementin such pricesmay
banks reducedoutstandingcredit in January.Be- have inhibited some feedersfrom borrowing in
tweenDecember25 and January29 total credit order to restocktheir lots.
at district memberbanks dropped$58 million, At city banks during the same period total
aboutthe sameas last year but far more thanthe credit droppedmore than usual. The decline to-
averagefor this period. The dip in outstanding taled $46 million, with loans down 514 million
loans— $52 million — was larger than usualand and investmentsdown $2 million. Most of the
accountedfor the extra-seasonaldecline in total credit changewas the result of a $28 million re-
credit. Security holdings, which are ordinarily duction in commercialand industrial loans (more
reduced in order to secure additional reserves, than averagefor theperiod) anda$4 million cut-
declinedonly $6 million, back in “all other loans.” Agricultural loans,

At countrybanksthe reductionin credit totaled which usually move up, held steady during the
$12 million, similar to the averagefor pastJanu. period.

(j1~ chaiz~,’Znç~:ui’wer industry 01 th~ninth t~tl$CrWtwe-it;

Continuedfrompage6)

would be expected—atmost a few dollars per soundspecies,and it may now havea good future
thousand.But later sales, even of dead spruce, in plywood.
weremadeat surprisingly high pricesof $14 or The experiencewith spruce also points up the
moreper thousandboardfeet. Futurevoluiiies will ever-presentpossibility that natural catastrophes
not reachthe levels of the 1954-1~Yi6emergency, may upsetthe best-laidoperatingplantsand pat-
sincegrowing stocks of sprucehavebeenmateri. ternsin the timber industry.
ally reduced.Nevertheless,spruce is now much
more firmly establishedin themarket,and its out- INVESTMENT AND EXPANSION
put will probablybe maintainedat a substantially Basic to the expansionin capacityand to the
higher level of production than that reacheddur- shifting pattern of outputof recentyears, is the
ing the pre-epidemicyears.Basically, spruceis a processof capitalinvestment—thatis, thepurchase
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of equipment,plant, and facilities, andthe assem- then, the owner’s risk capital providesthe funds
bly of thesethings into operatingunits.Actually, for suchsmallerenterprises,with borrowedcapital
the full teimipo of capital investment activity is taking the form of high-interestequipmentcredit
considerablybroaderthanis indicatedby thenum- from equipment suppliers.In general, financial
her of newly created sawmills and wood-using capital is hard to get and interest ratesarehigh.
plantscited earlier. Nonetheless,the resiliency of small firms under

The constellation of firms and their capital fa- favorablemarketconditionsshows that the own-
cilities is continually changing. In the past dec. ers somehowmanageto scrapetogetherenough
ade, ownershipchangesand consolidationshave financialcapital to operatewhenthe opportunities
occurredfor large and small sawmills alike. Of for reward are sufficiently attractive.
greatersignificance are the changesin physical Mills in every size category have joined the
capital and financial investment requirements. scrambleto promoteefficiency; managersof small
Datain this regardare extremely scarce,but the mills, as well as those of large mills, recognize
following discussionwill sketchthemajor patterns, thatsurvivalof thefirm itself dependson its ability

An estimatedbookvalueof capitalassetsin the to makeimprovements,andthey give visible cvi-
Montana timber industry is $220 million. But dence of their efforts to mechanize. Even the
every year part of this capital wears out or be- smallest mills have added materials-handling
comes obsoleteand must be replacedsimply to equipmentfor yarding and stocking, gang saws,
maintainthe industry’sexistingrateof production. and other improved auxiliary sawingequipment.
If the industry is to expand,as overthe pastdec. Western~Iontanasawmills alonehave introduced
ade,then capital equipmentmustbe purchasedat perhapsasmuch as$5 million worth of dc-barking
an evengreaterrate.Assumingan averagelife of andchippingmachinerysince1956.
plant and equipmentof ten years,about $22 mil- Anyone who visits logging operations in the
lion is required annually for replacementalone, regiongetstangibleevidenceof thesetechnological
Data from the 1954 and 1958 censusesof manu- improvements.Newerandmoreruggedequipment
factures indicate that new capital expenditures hasbeenaddedfor building andmaintainingroads
haverun to about $7 million annually—theoreti- in difficult terrain, as well as improved log-skid-
cally, enoughto constructfive to ten substantial- ding and loading equipmentin the woods.
size new sawmills a year. Although severalnew Out of theseimprovementsin methodsand ma-
mills have been addedeach year as part of the chinery have come increasedyields. Chart 6,
generalexpansion,much of the newcapitalexpen-
diture is made at existing mills, in the form of Chart 6—Average lumber production per
improvedequipmentor modernizedplant layout. employeeat Montanasawmills and planing

Thus,capitalreplacementandexpansionrequire mills, 1952-1962
about $29 million annually.This financialexpen- th~ó ~d c..~~

diture must come out of earnings,new financial ~
investment funds, or borrowings. Because the 180-

larger firms havegreateraccessto financial cap-
ital and, in particular,to longer-termfunds,they ~
canbetteradjustto thecyclical patternof demand. 1

Given the risks and instability inherent in the 1952 ‘53 ‘54 ‘55 ‘56 ‘57 ‘58 ‘59 ‘60 ‘61 ‘62

industry, small firms can rarely arrangeto bor- Source:Annual average employment at sawmills arid plan-
row necessaryfunds under conditions meeting i~gmills—Montana Unemployment Compensation Commis-sion; annual lumber production of softwoods—Wesfern Pine
commercial bank standards.For the most part, Association
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showingestimatedaveragelumber productionper gram for the future level of the industr\ opera-

employeeat Montanasawmills, documentsan im- tions in the region can hardly be over-estimated.
provementin net labor productivity during a dec. Evidenceis clear that the region’s industry has
adein whichmany venturesweremadeinto more respondedsignificantly to thepressuresfor invest.

difficult processingsituations. ment and expansionduring the postwardecades.
Assessmentof the quality of the capitalexpen- Shifting into new speciesand new typesof opera.

ditures program is difficult. \ot all capitalspend. tions, meetingthe challengeof destructiveforest
ing hasequallong-terni significance.Someof the epidemics,expandingprivate investmentin capital
spending,including the spendingfor reorganiza- eqUipmentto stepup outputandgeneralefficiency,
tion of methodsand activities.may affect a firm’s and openingnew avenuesto more completeutili-
eventual over-all productivity in ways that are zation of the forest, resource— theseare someof

greatbut only graduallydiscernible.Quantitative thedimensionsof change.A closer look at future
measure of the current dollar volume of such prospectsfor the district’s timber industry will
spending naturally fails to gauge its true worth, occupyus in thenextandfinal articleof this series.
Yet the importanceof thecapitalexpenditurepro. —CLARENCE W. NELsoN


