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SITUATION

By the Office of Business Economics

*

STABILITY has characterized the over-all volume of
economic activity, with little change in the major indexes of

- business activity. Additional economic resources are being

drawn into defense use, but the increased pressures of such
demands are being offset for the present by the slackened
pace of inventory accumulation and the curtailment in resi-
dential construction. Prices in wholesale and primary
markets have continued to decline slightly, but prices of
final products—including retail prices—have shown little
change.

Production of consumer goods declined more-than-season-
ally during the summer months, reflecting the reduced de-
mand by consumers and distributors and—in the case of
passenger cars—the additional influence of limitations on the
use of steel and other metals, However, the output of basic
raw materials, the building of defense and defense-supporting
facilities, and the production of finished munitions are being
accelerated to provide adequate backing for the growing de-
fense effort. Defense expenditures which increased by $6%
billion from the first to the second quarter of this year, at
annual rate, are expected to rise by about a similar amount
from the second to the third quarter, with most of the increase
being accounted for by the procurement items. The third
quarter estimate in chart on page 3 is based upon the
expenditures for the first 2 months of this period.

Expansion limited by materials supplies

Since steel and other metals are inadequate to meet
combined civilian and defense demands, the NPA hag
curtailed further their use in passenger automobiles and
other consumer durables. The agency also reduced struc-
tural steel allocations for some industrial construction for
the fourth quarter of this year. Despite the tightening
steel supply, businessmen expect that their expenditures
on plant and equipment will be rising slowly through the
end of this year. The results of the latest quarterly survey
of expansion programs are summarized in a following section
of this month’s review.

Manufacturers’ unﬁlled‘orders double a year ago

New orders received by manufacturers continue to exceed
sales, so that the value of unfilled orders has been rising
and is now at a new high. The total has been marked by
two distinet trends by groups of industries. The orders
placed for military goods, producers’ durable goods, and
for the basic metals continue to run above the current rate
of output, so that unfilled orders have been increasing.
On the other hand, in those lines affected by the lower rate
of consumer buying, orders placed with manufacturers
have generally remained well below shipments as deliveries
are made against earlier commitments by retailers. In these
lines unfilled orders have declined steadily since March.

1
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Industry trends vary

The divergence in the trends of new orders has been
accompanied by similar patterns in production. The chart
on page 1 shows the trends during this year for representa-
tive industries. The upper panel shows the rising trends in
the military and producers’ durables segments where de-
mand has been strong and allocation of scarce materials has
been made to facilitate expansion. These segments com-
prise about one-third of total output of manufactured goods.

The lower panel illustrates segments which have been
relatively stable or declining. Production of food products
is a case of the former type—the stability of this segment
reflecting the steady rate at which food consumption has
been maintained despite the upsurge in food prices in the
past year. Reduced demand with the consequent inability
of distributors to move goods to consumers has accounted for
the declining rate of production of other representative
items indicated on the chart. As a result of wide variations
in demand, some firms are experiencing difficulties in obtain-
ing the necessary resources to expand, whereas others are
trying to move excessive stocks in the face of lower sales.

Private demand lower—
Government demand higher

For the current or third quarter, the seasonally adjusted
volume of personal consumption is expected to be slightly
above the lowered rate of the second quarter, but the rate of
inventory accumulation has been sharply reduced. In fixed
capital investment, producers’ expenditures are higher but
residential construction is lower on a seasonally corrected
basis. The net effect is that demand for private product
has declined in the current quarter. In the second quarter
private demand was stable, principally because of the un-
planned accumulation of inventories as buying slackened off.
At that time, the expansion in Government procurement
raised the total GNP further—with higher prices accounting
for a part of the dollar increase. Currently, with stable
prices and lower demand from the private economy, the
further rise in Government outlays has been primarily re-
sponsible for maintaining total output in real terms at the
level of the second quarter.

Consumers are still showing a preference for saving an
unusually high proportion of their current income. Pur-
chases of consumer durables have been restrained somewhat
by regulations on the terms of installment sales as well as
indirectly through the decline in the sale of houses. This in
turn has been partly attributable to regulations on mortgage
loans. Recently some easing of these restrictions has oc-
curred through Congressional action permitting more liberal
credit terms on durable goods, on housing in defense areas,
and on purchases of houses by veterans.

The stability in real output is evident from the trend of
employment so far during the quarter. Man-hours in July
and August were little changed from the second quarter
average, with a slight increase in nonagricultural employ-
ment offset by a somewhat less than seasonal expansion in
agricultural employment.

Personal income high, but rise tapers off

The stability of the economy in recent months has been
accompanied by a marked moderation in the rise in personal
income. In July, personal incomes were up only slightly to
an annual rate of $251.6 billion. Nonagricultural income
was at the same rate in July as in May, with farm proprietor
income accounting for the increase in total income. In the
3 months ending in July, personal income advanced $24%
billion, at an annual rate, less than half the growth in the
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preceeding 3 months. The slackening in the rise of income
resulted mainly from the tapering off of private industry
payrolls which were responsible for most of the expansion
in personal income in the early part of the year. After
advancing from $136 billion, at an annual rate in January to
$140% billion in April, they have remained virtually un-
changed in the past few months, reflecting the steady em-
ployment and production totals,

Some small declines in wage and salary disbursements
have occurred in the commodity-producing industries,
particularly in consumers’ durable goods manufacturing and
in construction, with the July payrolls in this area slightly
below the totals established earlier this year. This decline
stemmed from reduced man-hours and accompanied the
drop in consumer durable output and in residential con-
struction activity. Expanding employment in defense
producing plants, however, offset to a great extent the lower
activity in consumer durables segments.

In the distributive and service industries advancing wage
rates contributed to the slight rise in payrolls that main-
tained the private industry total unchanged.

In contrast to the private industry sector, the continued
expansion of the Armed Forces and of civilian personnel in
defense activities has resulted in higher employee compensa-
tion, although the increase has been at a slower pace than
at the start of the year.

Farm income higher

Proprietors’ income in July rose above the second quarter
average as a result of increased farm income. Although farm
prices continued to decline, a higher physical volume of crop
marketings was responsible for the rise in farm proprietors’
income. Nonfarm proprietors’ income has continued to
drift lower with the reduced volume of trade activity that
has been a feature of the past half year.

The remaining components of personal income, comprising
dividends and interest, rental income of persons, other labor
income and transfer payments, differed little in July from the
second quarter averages.

Wage rates tied to consumers’ prices

Average hourly earnings in manufacturing have shown a
slowly rising trend. Part of the increase represented adjust-
ments following the general policy of the Wage Stabilization
Board which allowed in certain cases a maximum increase
in wage rates of 10 percent over the January 1950 level.
Wage rate advances were also permitted in cases of company
plans or collective bargaining agreements incorporating cost-~
of-living and improvement factor clauses executed or an-
nounced before January 25, 1951.

On August 23 the Wage Stabilization Board made generally
applicable cost-of-living increases without Board approval.
The Board now allows cost-of-living agreements made since
the January deadline to be put into effect. In the absence
of a formal plan, cost-of-living increases may be granted
every 6 months without Board approval. Downward
fluctuations in the index need not be reflected by wage
changes in the latter cases. In effect, this plan aims at
continuing the adjustments in the real wages of workers
even in the event of price advances.

Recent Trends in Industrial Activity

Industrial production has been stable in recent months
(subject to vacation influences) as higher output of defense
and producers’ goods has offset the declining trends in many
consumer lines.

The downward adjustments in production schedules which
began in the early months of 1951, at a time when production
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of most manufactured goods was close to peak rates, was
confined for the most part to consumer goods. The general
curtailment in output of consumers’ durable goods stemmed
from a reduction in demand and to a lesser extent from
restrictions of nondefense use of metals. The downtrend
also extended to a few soft goods lines where the high rate
of output in the last half of 1950 resulted in easier supply-
demand relationships. For most other nondurable goods,
however, demand continued strong and output generally
advanced or was well maintained.

In the defense and allied industries output has continued
to advance—except when affected by seasonal influences or
work stoppages—with the rate of increase being limited by
capacity and materials shortages. The rate of operations
in industries producing basic materials has been largely
maintained at or close to capacity levels.

Divergent production trends

Chart 1 shows the varying production trends for a
selected group of products. For the purposes of this analysis,
the production figures have been converted to an index using
the monthly average of the first quarter of 1951 equal to 100,
a period when consumer buying was still active and when
production of most manufactured goods was at or close to
peak rates. The data shown for the latest month in the
chart are for July except for steel ingots, automobiles, and
television receivers which are estimates for August based on
weekly production data. In this connection it should be
pointed out that the July figures are distorted to the extent
that they reflect seasonal influences as well as plant-wide
shutdowns for workers’ vacations, which were more wide-
spread and more extended than in 1950. These vacation
shutdowns were especially employed by the consumer in-
dustries to facilitate inventory adjustments.

Expansion in railroad equipment

Production of railroad equipment reached a high volume in
the second quarter with deliveries of freight cars the best in
2 years and installations of new locomotives (almost entirely
Diesel-electrics) on Class I railroads the highest in 25 years.
July shipments of freight cars were held down not only by
workers’ holidays but also by work stoppages in a number of
plants and by floods in an important Midwestern producing
area.

Although the total value of construction is holding up
with increases in industrial and military projects offsetting
the drop in private home building and commercial construc-
tion, the physical volume of work put in place has been
tapering off in recent months. This development is now
showing up in some easing in demand for building materials
with the result that production of most construction materials,
particularly lumber, has declined from the peak rates of the
first quarter of 1951.

Readjustment in consumer durables

While restrictions on the use of materials for civilian
production would have required limited cutbacks, the re-
duced consumer buying has been the motivating influence
in the curtailed output of consumer hard goods. Fourth
quarter allotments of steel, copper, and aluminum to man-
ufacturers of consumer hard goods—refrigerators, washing
machines, radios, television, and other household equip-
ment—will permit a production of these products at approxi-
mately three-fifths of the quarterly rate in the first half of
1950. A corresponding cut in terms of units would mean
the production of 900,000 refrigerators, 600,000 washing
machines, 2.1 million radios and 900,000 television sets,
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rates considerably below the April-June 1951 volume of
output.

The reductions in output of household electrical equip-
ment, including radios and television sets in the second
quarter as compared with the first ranged from one-tenth
for radios to an extreme decline of one-half for television sets.
For the group as a whole, output was one-fourth lower than
in the first quarter and in the peak quarter of 1950. The
downtrend which actually began toward the end of the first
quarter continued through June and was greatly accelerated
in July with output in that month reduced to an average of
50 percent of the base period.

The rate of defense spending is now nearly three
times that of a year ago

Billion Dollars
40

30

20

10

QUARTERLY TOTALS, SEASONALLY ADJUSTED, AT ANNUAL RATES
U. 5. DEPARTMENT OF COMMERCE. OFFICE OF BUSINESS ECONOMICS

51-215

The adjustment to a lower level of production is most strik-
ing in the television industry which represents, as in carpet
wool consumption, an extreme situation where a rapid and
drastic curtailment in production was made because of the
lack of new orders. Producers of television sets reduced
operations sharply so that the number turned out in August
represented only one-third of the first quarter rate and except
for July the lowest monthly volume in 2 years.

Despite recent Nation-wide campaigns to push sales, retail
stocks of television sets while down from the peak were still
high in relation to sales. As of August 1, combined stocks
in retailers’, manufacturers’, and distributors’ hands totaled
2.6 million sets, equal to about 6 months’ production at the
monthly average rate of the second quarter. It is estimated
that about two-thirds of the number of sets in retailers’
hands consisted of the higher-priced console models.

In contrast, the decline in the number of radios produced
was much less pronounced than that for television with the
inventory position also considerably more favorable in rela-
tion to sales.

Sales of new passenger cars showed little change although
they normally increase from the first to the second quarter.
Factory completions in July and August totaled 800,000, a
quarterly rate of 1.2 million which is in line with NPA
limitations on production during this period. Because of
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the continued tightness in the supply of metals, a further
reduction to 1.1 million units is in prospeet for the coming
quarter. Actual production of this number in the October—
December period would result in the industry turning out
about 5.3 million passenger cars in the current year, a total
exceeded only by last year’s record production. Consumers
are taking the current rate of production, and stocks of new
passenger cars in the hands of dealers have been declining,
with the number on July 31, according to trade reports, the
lowest in nearly a year.

Metal supplies at steady rate

Over-all supplies of metals in July and August while
somewhat lower than in the second quarter were still about
as high as in the first quarter of 1951. The steel industry
continued to operate at approximate capacity, turning out
around 2 million tons of steel ingots and castings per week,
a rate which has been maintained without interruption for
the past 6 months. Raw steel supplies in the first 8 months
were more than 6 million tons higher than in the same period
last year whenrated capacity was about 5 million tons lower
than at present.

Nonferrous metals have been in tight supply for more than
a year and these metals have become increasingly more
stringent as supplies from domestic and foreign sources have
been declining steadily since the turn of the year. As a
result, deliveries to fabricators have been in reduced amounts
from the high rate of the fourth quarter of 1950.

Copper accounted for a large part of the drop in nonferrous
supplies and this metal is now in the tightest supply position.
Labor disputes in domestic and foreign copper mines ac-
counted for some of the reduction in supplies and in addition
the price situation has been an influence in this development.
Thus, imports of copper in the first half of this year averaged
20,000 tons per month which compares with a monthly
average of 27,000 tons in 1950. As a result of the acute
shortage of this metal, 25,000 tons have been released from
the Government stockpile for sale to consuming markets in
accordance with allocations of the NPA.

Consumption of lead and zinc has dropped somewhat
below the peak volume of last year largely because of re-
duced imports. Aluminum production has been rising, with
the industry operating at virtual capacity—an annual rate
of about 850,000 tons. New capacity scheduled to be in
operation in 1952 will raise the existing level to 1.2 million
tons and this will be further boosted to about 1.5 million
tons by the end of 1953, about double the capacity at the
beginning of the defense program.

Divergence in shipments and orders

The adjustments which have been detailed in industrial
production have reflected variations in the orders-sales
experience of manufacturers. During the past several
months manufacturers’ shipments have been easing, partic-
ularly for the durable goods manufacturers, while backlogs
of orders have been rising steadily. This paradox of easing
shipments and rising backlogs reflects the disparate move-
ments between defense and nondefense business.

Nondefense business at the manufacturing level has for
some time been affected by the softening in consumer
demand. Defense business, on the other hand, has been
moving steadily upward, though its effect so far has been
more apparent on orders than on shipments. A high pro-
portion of defense orders involve extensive ““tooling-up,” the
construction of special facilities, and long engineering an
production periods. Such contracts have contributed heavily
to the expansion of backlogs, and help to explain the unusal
situation of reduced shipments and increased backlogs in
‘which many firms find themselves.
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The recent easing of shipments and orders has varied
widely in its impact on different manufacturers depending in
large part on their ability to obtain defense orders and
on the ease of conversion to defense production. This

Chart 3.—Manufacturers’ Sales and Orders for Selected
Industries !
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variation extended not only to industry groups, but to
companies as well and even to divisions within companies.
This diversity is graphically illustrated in chart 3 by four
industries, each representative of a different “product mix”
as between defense and nondefense goods.

Producers of transportation equipment other than motor
vehicles—i. e., aircraft, railroad equipment and ships—con-
stitute most nearly a “pure” defense industry. Here back-
logs have soared more than 250 percent over the average for
the first half of 1950. Sales increased steadily but at a much
slower pace to a point some two-thirds above the rate in the
first half of 1950. Even though peacetime facilities were
largely usable for defense production, the engineering time
required for new models and other capacity bottlenecks
account for the current backlog equivalent to 3 years of sales.

Facilities of electrical machinery producers are also well
geared to defense and producers’ goods output. For these
companies unfilled orders have advanced to nearly twice their
pre-Korean value. In spite of the steady increase in back-
logs, sales declined during the spring and summer about 10
percent from the March peak. Here the increase in the
deliveries of defense goods was insufficient to offset the
contraction in the civilian portion of their business.

In the two lower panels of the chart the pattern of unfilled
orders and sales is quite different from the transportation
equipment and electrical machinery groups. Sales of both
industries—furniture and textiles—are subject mainly to
fluctuations in consumer demand. For producers of durable
household furnishings, unfilled orders reached a peak in
February and declined thereafter. Defense orders consti-
tuted a very minor portion of total business of producers in
this group.

Backlogs of textile manufacturers reached their peak in
March at which point they were 2% times their pre-Korean
average. The sharp decline in new orders since February
appear to have eased during the summer as defense con-
tracts were awarded in June and July to somewhat larger
numbers of textile firms.

While business dropped throughout the textile industry,
sales declines were especially drastic in the carpets and
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floor covering group where July shipments were less than
half those of a year ago. . Although Government contracts
have been secured by some mills, unfilled orders have con-
tinued downward, and in July were about one-third their
March peak and half that of last July.

For the industries shown on the chart as well as for those
not illustrated, unfilled orders movements have not anti-
cipated changes in sales with any degree of accuracy in the
post-Korean period, as a result of the changeover between
defense and nondefense business which has already been
discussed. Where defense and other long-production period
contracts constituted a high proportion of total orders, their
predictive value for the spring downturn was somewhat
obscured.

The new orders series, which reflect to a greater degree
than unfilled orders the change in demand for items ordi-
narily sold from stock or with a short delivery period, per-
formed their anticipatory function somewhat better than
unfilled orders. For manufacturing as a whole, new orders
reached a peak about 2 months earlier than sales. Looking
again at the chart, it is apparent for two durable-goods
industries—electrical machinery and furniture—that orders
began to move down while sales held steady for a couple of
months and then followed suit. In textiles, sales and orders
moved down simultaneously, since in a large area of this
industry deliveries are made 1mmediately upon order.

The recent changes in manufacturers’ inventories reflect
the same picture. For nearly a year, manufacturers have
been adding to their stocks at an unprecedented rate, with
most of the accumulation in raw materials to the end of 1950,
In goods-in-process to the first quarter of this year, and in
finished goods in the second quarter. The substantial in-
crease in finished goods inventories in the second quarter
was concentrated in consumer goods and was to a consider-
able extent involuntary in nature. By July, manufacturers
were able to adjust their civilian goods output more in line
with demand and as a result the month’s accumulation
amounting to $450 million was the smallest in 11 months,
with very little in finished goods. Most of the increase
occurred in defense goods-in-process.

Capital Goods Programs Show Effects of Defense Effort

The impact of the advancing defense program on fixed
investment clearly emerges in the latest survey of spending
intentions by business. Though plant and equipment
expenditures seasonally adjusted are expected to reach a new
high in the final quarter of this year, there has been a general
slowing of investment growth—with the degree of retarda-
tion within industries varying inversely with the extent of
each industry’s participation in the mobilization -effort.
The differences among industries primarily reflect the
allocation of critical materials and direct construction
controls—with a lesser role played by the recent easing in
consumer demand.

Reports submitted by nonagricultural business during
late July and August, in the joint survey by the Office
of Business Economics and the Securities and Exchange
Commission, indicate a seasonally adjusted annual rate of
fixed investment of almost $27.5 billion in the fourth quarter
of this year. This compares with rates about a billion
dollars and $2.5 billion lower, respectively, in the third and
second quarters of 1951. The anticipated rise in invest-
ment in the second half of this year results from increasing
outlays by defense and defense-supporting industries which
are not expected to be fully offset by the tapering off of
expenditures in nondefense areas.

It should be pointed out, however, that the allocations of
steel (particularly of structural shapes) and of copper and
aluminum in the fourth quarter may have been more strin-
gent than contemplated by businessmen at the time they
reported their scheduled outlays. These investment goals
can possibly be attained by making significant inroads into
inventories of these critical materials. However, in view
of the uncertainties of future allocations there is some ques-
tion as to businessmen’s willingness to seriously deplete
these stocks in any short period of time. In general, cur-
rent investment programs are supported by a large volume
of governmental aids as well as a satisfactory earnings and
sales position—so that delays in achieving these programs
would result in some overflow of capital goods demand into
1952.

It is interesting to note that the implied annual invest-
ment for 1952 and 1953 in attaining the capacity expansion
goals in such programs as iron and steel, copper, aluminum,
electric power, petroleum and freight cars i1s higher than
current investment rates. While this lends considerable
strength to the capital goods demand situation next year,
nondefense capital outlays will probably be substantially
reduced. The netting of these divergent trends will depend
to a large extent on the availability of materials.
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Current investment progams

Actual outlays of $6.3 billion in the second quarter of this
year and preliminary estimates of $6.8 billion in the third
quarter are respectively 3 percent lower, and 6 percent
higher, than those anticipated in a survey 3 months earlier.
These revisions are about in line with the systematic adjust-
ments during these periods that are found mn earlier surveys
in this series—and suggest that up to now the defense pro-
gram has not diverted resources from capital goods supply to
a much greater extent than had been anticipated by
businessmen.

The downward adjustment between anticipated and actual
outlays in the second quarter occurred in every major indus-
try except the commercial and miscellaneous group. The
revision in third quarter plans was upward in manufacturing,
mining, and the electric and gas utilities, and downward m
transportation.

Differential investment trends by industries

As can be seen in chart 5, the increases in capital outlays
during 1951 are almost entirely due to manufacturing.
Within the nonmanufacturing sector, moderate increases in
fixed investment anticipated in the final half of this year by
electric and gas utilities and railroad and mining companies
are about offset by expected declines in expenditures by
commercial and miscellaneous industries. Capital outlays
in the latter group after a peak second quarter are expected
to taper off in the third quarter and to decline at an acceler-
ated rate in the fourth quarter—reflecting in large part the
stringent controls now in force on commercial construction.

Railroad and mining companies expect their capital ex-
penditures to increase throughout 1951. The electric and
gas utilities anticipate a leveling out of outlays somewhat
above first-half rates—while planned outlays of transporta-
tion companies other than the railroads indicate stability
throughout 1951.

Expansion in manufacturing capacity

Manufacturers expect additions to productive facilities at
a seasonally adjusted annual rate of over $15 billion in the
fourth quarter of this year—more than double in dollars,
and about four-fifths higher in physical additions to plant
and equipment, than the immediate pre-Korean rate. While
almost every major industry and each size group of firms
is contributing to this increase in capacity, investment pro-
grams for the second half of this year show divergent patterns
related both to size of firm and to extent of defense activities.

Expenditures in such nondefense industries as food,
tobacco, and stone, clay and glass are expected to turn down
in either the third or fourth quarter of this year—while
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Chart 5.—Business Expenditures for New Plant and
Equipment !
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1 Data exclude expenditures of agricultural business and capital outlays charged to current
account.

2 Data for the third and fourth quarters of 1951 are based upon expenditures anticipated
by business in late July and during August.

Sources of data: U. 8. Department of Commerce, Office of Business Economics, and
Securities and Exchange Commission.

apparel, lumber and furniture began their decline one or two
quarters earlier. Most other industry groups anticipate
record capital outlays in the fourth quarter. Among the
latter groups, however, there is evidence of slackening in the
rate of investment increase for each industry except those
most closely related to the mobilization program; e. g.,
primary steel and nonferrous metals, nonelectrical machinery,
nonautomotive transportation equipment and rubber.

A slackening in the rate of increase in investment occurred
in the third quarter for each asset-size group—while only
the largest size group was anticipating a rise in investment
rate from the third to the fourth quarter. Medium size
firms expected a moderate decline and the plans of the
smallest size group indicated a more substantial decrease.
For all quarters of 1951, however, there was a direct relation-
ship between size group and relative change in plant and
equipment expenditures—i. e., the larger firms showed larger
proportionate increases than did the smaller firms.

Table 1.—Expenditures on New Plant and Equipment by U. S. Business 1945-51 1

{Millions of dollars]

1950 1951
Item 1945 1946 1947 1948 1949 1950 1951 2

Jan.- | Apr.- | July- | Oct~ | Jan.—~ | Apr— | July- | Oct.—

Mar. | June | Sept. Dec Mar. | June | Sept.? | Dec.2
Manufactaring__ . _________ .. 3,210 5910 | 7,460 | 8.340 | 7,250 | 8,220 | 12,830 | 1,520 1,860 | 2,050 | 2,790 | 2,460 | 3,140 ! 3,650 3, 530
NINg o e 440 560 690 800 740 680 870 150 160 180 200 200 240 240
Railroad . - oo 550 570 910 1, 320 1, 350 1,140 1, 580 230 300 290 320 300 410 400 460
Other transportation_________ .. 320 660 800 700 520 440 520 80 90 120 140 120 140 120 140
Electric and gas utilities ... ... 630 | 1,040 | 1,900 | 2,680 ) 3,140 | 3,170 | 3,680 650 760 820 940 750 890 | 1,030 1,010
Commercial and miscellaneous 3. ... . oo ._. 1,480 | 3,300 | 4.430 | 5,390 | 5120 | 4,920 | 5360 ( 1,060 | 1,160 | 1,240 | 1,440 | 1,340 | 1,470 [ 1,360 1,180
Total. ... e 6,630 | 12,040 | 16,180 | 19,230 | 18,120 | 18,560 | 24,830 | 3,700 | 4,330 ] 4,700 | 5,830 | 5,160 | 6,250 | 6,800 6,610

1 Data exclude expenditures of agricultural business and outlays charged to current account.
2 Anticipated expenditures for the third and fourth quarters of 1951 were reported by busi-
ness in late July and during August.

3 Data include trade, service, communications, construction, and finance.

Source: U, 8. Department of Commerce, Office of Business Economics, and Securities and
Exchange Commission.
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1951 investment programs

Plant and equipment expenditures for the full year 1951
are currently scheduled at $24.8 billion (see table 1). It
would be expected from past experience with these surveys
that accounting adjustments at the end of the year may
raise this total by about $0.5 billion. On this basis capital
outlays this year would be somewhat over 35 percent higher
than 1950 in dollar terms—and one-fourth more in physical
volume.

Plant expenditures for 1951 are scheduled to rise some-
what more relative to last year than are equipment outlays.
A notable exception are the railroads where greater empha-
sis has been placed on equipment acquisition, particularly
freight cars.

While all major industry groups are contributing to the
increase in plant and equipment expenditures from 1950 to
1951, none approach the 60 percent increase in dollar outlays
expected by manufacturers. The relative increases in ex-
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penditures anticipated by the railroads and mining compa-
nies were, respectively 35 and 30 percent. Outlays by the
electric and gas utilities and the nonrail transportation group
were each scheduled at about 18 percent higher, and planned
outlays by the commercial and miscellaneous group indicated
a rise of slightly over 10 percent.

All major industries within manufacturing except apparel
and lumber products indicated intentions of investing more
in 1951 than in 1950. These increases ranged from modest
gains in such industries as food and printing and publishing
to the stepping up of investment by 300 and 400 percent,
respectively, in nonautomotive transportation equipment and
primary nonferrous metals. Scheduled outlays in 1951 by
nonelectrical machinery manufacturers were almost triple,
and by primary iron and steel about double, 1950 rates.
Investment by oil companies was expected to be up by almost
40 percent, while advances by most other major industries
were in the 50 to 80 percent range.

Expansion of Electric Power Use and Capacity

Industrial expansion induced by the military procurement
program is bringing a large rise in electric power require-
ments over and above the long-term growth pattern of the
industry. The new demands for electricity have caused
steady upward revisions in producers’ plans for future power
expansion. Such plans for increased capacity will result in a
continuation of the rapid growth which has occurred in the
industry since 1946.

This advance in requirements for new facilities has been
necessary despite the large capital expenditures by the in-
dustry. During the postwar years such spending has aver-
aged more than $2 billion per annum. Since 1947 about
14 percent of all industrial plant and equipment expendi-
tures has been made by the electric power industry. This
proportion compares with an average of 9 percent per year
in the prewar period and 6 percent during the war years.

Rise in demand stimulates capital investment

The upward movement in power use since World War IT
represents a continuation of the rapid growth which has
characterized the electric power industry since its inception.
In the past 30 years effective demand for electric power has
increased more than sevenfold. This expansion is shown
i table 4 broken down into four major groups whose com-
ponent parts have had similar growth patterns.

Large light and power users in 1950 accounted for 58
percent of the total consumption of electric power in the
United States. This group includes all major industries
and other large consumers such as institutions, commercial
establishments, and multiple-housing units. Industrial use
is by far the most important and is primarily responsible
for the fluctuations of the group as a whole. As can be
seen in chart 6, changes in the amount of power required
by industrial users tend to follow the cyclical movements
in the national economy.

Announced plans for expansion in industries using large
amounts of electric power indicate a marked increase in
their power requirements. A calculation of future needs
based upon announced tonnage expansions indicates that,
at capacity operations, the aluminum industry will require
an additional 9.5 billion kilowatt-hours per year by January
1, 1953, the magnesium industry an additional 2 billion
kilowatt-hours, the steel industry 7.3 billion kilowatt-hours

for ingot production alone, and the paper industry 3.5 billion
kilowatt-hours.

Accelerating rate of power use

An estimate based on these requirements and the assump-
tion of a continuing normal increase in the use of electric
power by other industries suggests a rise in the annual rate
of electric-power consumption for all industries of about 12
percent per annum over the next 2 years, as compared with
an average of 7 percent for the period from 1922 through
early 1951.

Chart 6.—Consumption of Electric Energy by Large Light
Power Users !
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Chart 7.—Generating Capacity of All Power-Producing Plants by Type of Owner !
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A forty percent expansion in capacity by the end of 1953 is the goal for electric utilities.

ToraL caraciTY

77 PUBLICLY-OWNED UTILITY
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5/-208

1 Data are for end of year except for 1951, which are as of July 31. Prior to 1936 yearly data are not available for “total”’ capacity.
Sources of data: Actual capacity, Federal Power Commission; projected capacity for ‘“total’”” utilities, Federal Electric Power Administration.

The domestic users category of table 2 includes rural
consumers and all residential users other than large dwelling
units with master meters. Since 1945 the energy consump-
tion by domestic users has been increasing at the rate of 15
percent per year. The boom in housing construction, record
appliance sales and farm mechanization have contributed
largely to this great demand for power.

Neither small commercial and industrial users nor the
public service group has shown any marked change in the
rate of increase in electricity consumption since the war.

An estimate of future power use can be made by utilizing
the expansion programs of industry and on the assumption
of the extension of past growth trends for other consuming
groups. To the normal rate of increase for domestic and
“small” users is added some allowance for expansion in
public service consumption due to an expected rise in de-
mand for public services. The industrial growth described
above is included. Using these projections, an estimate of
475 billion kilowatt-hours total use per year by December
31, 1953, may be obtained. This demand would be nearly
two-fifths above that of 1950 and one and a third times
greater than the peak war year. This projection suggests
a very large requirement for additional electric power
capacity.

Expansion programs of the industry

The total capacity of electric energy-producing facilities,
including both utility and user-owned, as of July 1951 was
87 million kilowatts, as against 20 million in 1922, As shown
in chart 7, since 1947 the annual expansion of capacity has
been very rapid.

Planned expansion reported by Class I utilities to the
Federal Power Commission is estimated to increase capacity

for this group (which at present has 80 percent of total
capacity) to 93 million kilowatts by the end of 1954, according

to the following schedule:
Million
kilowatts

Mareh 1951 el 67
April-December 1951___ _____ . ________ 73
1952 e 81
1953 e 90
1954 . e 93

Such plans change rapidly so that these data are not fore-
casts of actual future capacity, particularly for the more
remote dates. Between the last quarter of 1950 and the
first quarter of 1951, 6 million kilowatts were added by Class
I utilities to plans for expansion by the end of 1954. Realiza-
tion of construction programs is dependent also in the near
term upon the ability of the industry to secure equipment and
materials in view of competing needs from other segments
of the economy.

Growth in power use need not be matched exactly by
additional capacity, especially when the needs for the coun-
try as a whole are considered. Some part of increased
demand can be met by staggering peak loads within an
a{ea and by pooling the reserves of several power-producing
plants.

There are at least two methods used to gauge the ade-
quacy of capacity in relation to sales for the electric power
mdustry, namely: (1) The use of the plant factor, and (2)
the use of peak load in relation to available capacity. The
first, or plant factor, is the ratio of actual production to
capacity operation at 100 percent throughout the year
without regard for shut-downs and necessary reserves. As
shown in table 3, this ratio for utility and user-owned pro-
ducers combined has tended to rise sharply since 1937,
reaching a peak of 57.0 in 1948. The leveling off of the
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economy in 1949 resulted in a decline, but the plant factor
rose again in 1950 to 55.4.

For the utility group alone, the plant factor was 60 percent
in 1950—higher than in any earlier year. This is substan-
tially above the range at which the mdustry considers it has
a safe operating reserve.

The estimated production by the end of 1953 compared to
the present planned capacity for that year would result in
a plant factor of 57, equal to the high reached in 1948, for
utility plants and user-owned combined.

Table 2.—Use of Electric Power

.
[Millions of kilowatt-hours]

Large light . 1 Small light Public
Year and power1| DOMeSte | opq hower |  service Total
216.6 87.2 55.8 18.3 377.9
198.0 74.4 50.4 16.6 339.5
174.7 65.5 46.3 16.0 302.5
178.2 57.3 43.2 16.2 204.9
165. 2 49.7 38.4 16.0 269. 2
145.3 43.0 33.0 15.9 237.2
166. 5 34.6 20.8 18.5 249. 5
97.6 25.3 22.4 11.4 156.7
75.3 17.1 15.6 8.6 116.7
50,9 13.1 12.1 7.6 83.7
67.5 1.1 13.1 8.1 99.9

Norte.—Detail does not always add to total due to rounding.

1 Includes user-owned production.
2 Annual rate based on first 5 months of 1951.

Source: Edison Electric Institute; user-owned production, Federal Power Cominission.

The second, or peak load, consists of the highest actual
use per hour in any 24-hour period and this is usually com-
pared with the net dependable capacity—i. e., the available
capacity after allowing for the necessary shut-downs and
reserves, A reserve of 15 percent above the peak load is
generally believed to be a safe operating margin. With
expansion of demand greater than that of capacity, the
reserve ratio has not been this high. Although there has
been no general shortage, in some highly industrialized areas
the narrow margin has meant a shortage of power at peak
load and a consequent curtailment of normal operation in
companies dependent on electric power. In 1950, the peak
load was 64.2 million kilowatts compared with a net depend-
able capacity of 68.2 million kilowatts. In 1953, the peak
load is projected at 85.5 million kilowatts, one-third higher
than the 1950 peak.

After examining peak load requirements and other elements
in the electric power outlook, the Defense Electric Power
Administration has suggested a capacity goal for Class I
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public utilities of 97 million kilowatts by the end of 1953—
as compared with 73 million in July 1951. The industry
has plans now for 90 million kilowatts.

Problems in meeting expansion goals

To meet either the current program of the industry or the
higher goal suggested will require some help for the industry
in securing the required resources for the purpose. Within
the last few months deliveries of turbines and other goods
essential to expansion have been behind schedule. Manu-
facturers of capital goods for the electric industry have
encountered material shortages, particularly in copper and
steel. Aluminum can be, and to some extent is being, sub-
stituted for copper in transmission lines, but aluminum is
also in short supply, and expansion in output to produce an
adequate supply of aluminum itself requires large amounts
of electric power.

Not only have past material shortages affected the installa-
tion of new capacity but this situation may continue to be a
limiting factor in attaining capacity increases. Original
allotments under the third quarter Controlled Materials Plan
were revised upward, but the industry reports that shortage
of materials has affected both the equipment and construc-
tion phases of the industry. Immediately, cutbacks in con-
struction materials present the more serious problem. To
alleviate this in part the National Production Authority

Table 3.—Annual Plant Factors by Type of Owner

[Ratios]
Com})ined
utility . User-
Year aréev Illléscelr- Utility owned
plants
55. 4 59. 9 49.2
53.7 55. 5 46. 6
57.0 59.2 47.7
54.8 56. 9 46.3
48.9 50.7 41.7
49.6 51.2 43. 4
51.5 53.5 46.0
51.9 53.5 45.9
47.9 48.6 45.3
45.3 45.7 43.9
40.9 41.0 40.2

Source: Basic data, Federal Power Commission; Combined and user-owned factors com-
puted by U. 8. Department of Commerce, Office of Business Economics.

granted the Defense Electric Power Administration an addi-
tional 15,000 tons of structural steel, over the original fourth
quarter allotments.

The Balance of International Payments During the
Second Quarter of 1951

The balance of payments showed a considerable shift
during the second quarter of 1951 from the pattern charac-
teristic of the period from the end of 1949 to March 1951,

A rise in exports of goods and services by about $900 million
brought the export surplus back above the amount of Gov-
ernment aid to foreign countries. A substantial outflow of
private United States capital, however, not only made it
possible to finance the remainder of the export surplus but
even facilitated a further rise of about $170 million in foreign
reserves and other dollar assets. This increase represents,
however, a sharp drop from the accumulation of about $850
million in foreign reserves and other dollar assets through
transactions with the United States during the first quarter
of the year. The developments which are responsible for
this change continued after the second quarter as is indicated
by the resumption of gold sales and withdrawals from their

963298°—52—2

dollar deposits by foreign countries during July and August.

For various reasons discussed below, mainly the develop-
ment of supply stringencies in this country, nonmilitary
exports—with the possible exception of those to Europe—
are likely to recede from the value reached during the second
quarter, so that the rising dollar deficit of the other countries,
at least, may prove to be of relatively short duration.

Exports of goods and services near postwar peak

Exports of goods and services reached a peak of over $21
billion at an annual rate, about the same amount as during
the record second quarter of 1947. KEven omitting income
on investment, which was about $180 million higher than
during the second quarter of 1947, and exports of goods and
services under military aid programs, which accounted for
$420 million, one would still have to go back as far as 1947
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to find equally high exports of the remaining goods and
services.

Less than one-fourth of the rise in merchandise exports
from the first to the second quarter of 1951 can be attributed
to higher prices; more than three-fourths was due to an in-

crease in the volume of goods bought here by foreign
countries.

In order to analyze the changes in exports several impor-
tant categories may be separated: (1) military goods, (2) food-
stuffs, animal feeds and fuels, (3) metals and manufactures,
including machinery and tractors, (4) manufactured textiles,
automobiles including parts, and various consumer goods.

Of the total increase in merchandise exports, as recorded
by the Bureau of the Census, of nearly $700 million, about
$100 million consisted of “special category I” commodities,
mainly military goods. Foodstufls, feedstuffs, and fuels ac-
counted for over $300 million. Metals and manufactures,
including machinery, tractors and trucks, rose by about $100
million, and textiles, passenger automobiles (including parts)
and various other consumer goods also by $100 million.

SURVEY OF CURRENT BUSINESS

September 1951

The relatively large proportion of military goods and
essential foodstuffs and fuels (57 percent) in the export rise
was not only a short-run development. Of the $1.5 billion
rise in exports from the second quarter of 1950—just prior
to the invasion of Korea—to the second quarter of 1951,
$820 million or 55 percent consisted of the same types of
goods, and the other categories also comprised about the
same proportion of the total rise as during the recent quarter.

These changes indicate that of the export rise during the
last year and also from the first to the second quarter of
1951 more than half was due to increased needs for the most
basic goods, including military. Except for the export of
military goods which was financed by special aid, the exports
of the other basic goods would probably have risen even if
the exchange position of the buying nations had not im-
proved during the preceding period. The improved financial
position of the countries buying these goods enabled them,
however, to finance these purchases without curtailing others
or drawing upon their gold and dollar reserves.

Less than half of the export rise during the last year may
be considered to have consisted of goods which would

Table 4.—International Transactions of the United States, First and Second Quarters of 1951
[In millions of dollars]

. Sterling area
ERP ERD | otn Amorie All atignal
er nerican nationa
Total countries dgggirég' Europe Canada Repub- N o(l)ltrlllt(ges Institu- United Other ERP All
Ttem lics tions Total Kingdom ERP depend- other
g countries | encies | countries
Ir II» Ir | II» | Ir (II»| Ir {Il2| I7 |II»| I7 |XX»| I+ {XX»| I+ (112 I (12| X+ |II®»| I+ jII»| I+ [IX»| I+ |II»
Exports of goods and services:
Merchandise, adjusted.__.____._ 3,414] 4,103|1,078| 1,421 102] 123 65) 84) 636] 781 856 949| 677 T45(.___. (=) 417] 527) 162) 196 14 16| 44 53] 176 240
Transportation______________._._ 284 363| 137 183 11} 14 4 51 14 17| 72 92) 46| 52|..___|-.... 53] 60 36f 36 1 2 5 7111 15
Travel ... 83 115 9 13 1 4| (=) 1 43 59| 25| 31 5 b/ P S 6 11 3 50 (® | (= 1 3 2 3
Miscellaneous se
Private_ __ .. _____ 155 162 67| 70 2] 1 2 2 17 20 32 33 21 22 14, 14 52 52 42 43 1 1 7
Government________._._.____ 43 471 25 BINOENCO NGORG] 1 1 6 77 11 ] I I, 3 3
Income on investment;
Private. ..o 366 4571 30 38 14 24| () 1 85 122| 149 166; 85 106 b1 I— 46| 55
Government. ___._..__._____ 30 13] 24 [ P 2 | (=) 2 4 2 1 S 1.
Total . . . 4,375| 5,260[1,370| 1,762| 130 166 73 94] 796/1,000(1, 142/1, 282 847| 942 17 14| 578 708| 267 298 17 19 63 83| 210 286
Imports of goods and services:
Merchandise, adjusted 3,217 3,122 537 531 305 273 62 591 539 584[1,074/ 911| 688 764 12 ... 596f 676] 116{ 131 4 3 219] 192 257 350
Transportation.__._______. 221 238 103 124 4 4 2 1 28 277 M 68 13 14| oo 38f 49 31 42 1 1 2 2 4 4
Travel . 120 169 1R 56 13 11 = z 22 52 63 45 4 ] P, SR 17 23 3 9 (= 2 12 10 2 2
Miscellaneous services:
Private o ooeooeooes 65 66| 54 54 | | ® 1 4 4 s/ 5 2} 2 .| 471 47| 46| 46|.____ ®] @@ 1 1
Government_______.___._____ 206 219 72| 76 2 2 8 9 8 8y 110{ 119 2 1 20 22 14 15 1 2 3 2 2
Income on investments:
Private - oo ocemeemee- 74 0| 7 64| (=) 1 (® |oeeee 13 21y 2 3] 2 2| 31] 35 31 34 (& |...__ ) 1| @ |
Government_ __.______..._._ 12 10 3 RN GO T I N PR B 4 3 1 1 2 1 2 2l & {--.._ (€27 PR IR IO AR N SR N
Total ... .. . . _. 3,915/ 3,915 844 908 326/ 293 66 63| 618 700(1,224|1,041] 821 907 16 3|§ 749! 852| 241} 277 [ 8! 236 208 266/ 359
Balance on goods and services: 446041, 34514-526] 1854} —196/—127, -+7| +31|4-178/4+300] —82/+241! +26; 435 1] +11{—171{—144] +26{ 421 +11] $+-11{—173|—125| ~56] —73
Unilateral transfers (net):
rivate. .. —112| —104] —51 —49| —3( —4; -8 —7| =3 —2} -7 —13] ~-39| —29| —1| (® ~13] —18] —6| —8| —2| —2| —3] —4| -2 —4
Government:
Economicaid.__._______.___ —712| —792]—562; —603} (=) | (=) | —25| —23|.____|...__ ~3| —4{—108|—146| —14] —16}] —92| —61| —86( —51| — -8 (= | (» -3 -2
Military aid_ - ___ T T —311| —415|—244| —383{ ____ @ oo JRUE PR N MO —67| —32|_____|..... Oololeololololololo]o
Other Government transfers. —12| =22 45 RO EOENORNCG! —2f —=2{ —=2| —1j —13| =12 (®) |._._._. -1 -1 - “11 @GOG
Total ... .. —1,147|—1, 333|852/ —1,042] —3| —4| —33| —30| —5| —4| —12| —18{—227|—219] —15| —16{|—106] —80| —93| —60| —5| —10] —3| —d4| —5 —6
Balance on goods and services and
unilateral transfers (total equals
net foreign investment) ___________ —687) -12{—-326| —188/|—199;{—131 —26| --1|4-173]4-296] —94|-223/ —201(—184| —M4| —5/1—277/—224| —67| —39 +6| -+1|—176/—129| —61| —79
United States capital (net):
Private long-term_______________ —300| —304} —25 +2| 410 —4| 413] 45| —83]—194|—~110| —44| —57| —66| —48; —3|| —14| —34] —12| —11| (¥) | (*) | +10| —3| —12| —20
Private short-term_____. - =+6 —23} 410 3| ®» —3| +5{ =16/ +25| —9) —35] +18] +1| —10| . |.____ +12| —10| +19| —12|____ | .___ (=) -1 -7 +3
Government long-term__ —67 —-57) +5 0| —3f —5 —6f —3| (® | (» | —48] —36] —11} -9 —4 —4)| +1| +6| +10| 412§ — — — -2 ____ -1
Government short-term. +8 +1] +8 1] SO =) +1 =1 —1{ o +2{.-._.t.._.. +1 0} (=) -1 @@+ 1
Total _____ . -353] ~—383f —2 —1| 47 —12| +13| —15] —58/—203|—194| —62] —67| —83| —52| —7 0 —38{ +17{ —12| —7| —-3| +8] —6{ —18] —17
Foreign capital (net):
Long-term____ 4122 —152| 461 +15( 41| 46| +5 (=) | —28]—148 41§ —1| 41| +12| +81| —36|| +43| +4| +41| +2|.. 43| 41| —1
Short-term__ —121) +263| —77 +4| —26| —6| —22 +8! —68/4+185! 65! +51|+109] —8|—102 294} —17} —32} —22] —31 —4) +24| +3
Gold (purchases (—); sales (4))....{ 4893 4+-55{4-593] 496/ 49 41 (| » —1| 494235 —75| +43] 4-15| J-14| +9||+407) -67/4-406 480} ____| ____ +1 41 (5 | —14
Transfer of funds between foreign
areas (receipts from other areas
(=), payments to other areas
(+)),and errors and omissions_____ +146; 4-205[—249; -74/-1-208 1142 4-30, 46| —18/ —139] —13| —136{-115!4-248| 173 +410]|—156/1-223|—-375 0 +1 +2 +185i+135 +54;1+108
7 Revised. » Preliminary. = Less than $500,000., separately but is included in the military aid to ERP countries, ete. For the definition of

1 The data for the total sterling area, but not for the United Kingdom and other component
areas, are adjusted to include ‘“‘special category” exports purchased for cash. Military aid
under the “Mutual Defense Assistance Program’’ to Sterling area countries is not shown

“special category” goods see Foreign Trade Statistics Notes for September 1950, published by
the Bureau of the Census.
Source: U. 8. Department of Commerce, Office of Business Economics.
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probably not have been bought here if the foreign exchange
position of the purchasing countries had not previously
mmproved.

A part of the rise from the first to the second quarter in
exports of foods and fuels was due to more or less temporary
circumstances, such as the seasonal increase of coal shipments
to Canada, which accounted for $40 million, and the grain
shipments to Europe and India to the extent that they
resulted from bad harvests in various parts of the world in
1950. However, some of these shipments, particularly to
India, are expected to continue for several months. A part
of the rise, primarily that in coal exports to Europe and in
petroleum products, reflects developments which are likely
to be longer lasting, however.

Among these are the increased fuel requirements abroad
resulting from higher industrial activity and increased
difficulties in obtaining supplies from customary sources
such as eastern Europe. The conflict in Iran resulting in
the cessation of oil shipments from that country did not
affect the second quarter data but is likely to accentuate
foreign fuel demands from the United States. These
developments indicate that the hard core of essential dollar
requirements of certain foreign countries is again increasing,
thus reversing a trend which prevailed from the immediate
postwar period until the middle of 1950.

Machinery exports affected by rearmament needs

Exports of metals and manufactures, including machinery
but excluding automobiles and military goods, represent
most of those goods which are required for replacement or
expansion of productive facilities abroad. Exports of such
goods rose from the second quarter of 1950 to the second
quarter of 1951 by about 30 percent, only about half the
percentage rise in total exports. Although the rise in exports
of these products accelerated from the third quarter of 1950
to the end of the first quarter, there was no further increase
after March or April. This may be due to increasing supply
stringencies. The greater difficulty of obtaining delivery on
such commodities is also indicated by the recent lengthening
of the average delivery period of machinery ordered under
ECA programs. Some of the supply bottlenecks on exports
necessary for the production of defense materials abroad or
for the maintenance of facilities essential for foreign economies
may be overcome by export allocations under the controlled
materials plan which went into operation on July 1.

Consumer demand declines in some foreign
countries

Exports of textiles manufactured of cotton and synthetic
fibers reached their peak in March. Exports of passenger
automobiles, trucks and accessories did not increase after
April. In both fields supplies became more readily available
in the United States and continued to rise during the quarter.
This seems to indicate a decline in demand in some foreign
countries, probably for the same reasons that were responsible
fSor the somewhat earlier decline in demand in the United

tates.

This appears to be the case mainly in countries which did
not have exchange restrictions or which relaxed them at an
earlier date, such as Canada, Cuba, Venezuela, and Brazil.
These countries accounted for about one-third of our exports
of textiles and 50 percent of our exports of automotive
products during the first quarter of 1951. Countries which
have relaxed exchange restrictions at a more recent date,
such as Argentina and various countries in the Far East,
increased purchases of textiles and automotive products here
throughout the second quarter, thus largely offsetting the
decline in shipments to the other group.
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ERP countries obtain more basic materials

The rise in exports of goods and services to the ERP
countries—$400 million from the first to the second quarter
of 1951—consisted of $130 million of goods and services
supplied under the Mutual Defense Assistance Program.
Of the remaining $270 million, about $170 million was
accounted for by exports (including freight in United
States vessels) of foodstuffs, feeds and fuels. About half of
the remainder was due to increased exports of cotton.

Canadian demand parallels United States trend

More than half of the $145 million rise in merchandise
exports to Canada also consisted of foodstuffs and fuels.
To a large extent this rise was seasonal. Exports of indus-
trial equipment rose until April and remained level during
the following two months. Exports of textiles and auto-
mobiles (including trucks and parts for assembly and
replacement) declined after March.

Aside from foodstuffs and fuels, Canadian import demand
appears to have paralleled, though with some lag, the domes-
tic demand in the United States. The demand for steel
and machinery may be stimulated by the rearmament
program and private investments, including those required
for the production of critical materials. Supplies are limited,
however, by competing requirements in the United States.
Demand for consumer goods appeared to be declining, at
least temporarily, partly because of anticipatory purchases
after the middle of last year, and partly because of tightened
credit restrictions, which are more stringent than those in
the United States. Thus, total exports of civilian goods to
Canada appear to have reached a peak during the second
quarter. In fact, they had already declined from April to -
June. In contrast, exports of military goods (which Canada
pays for) can be expected to rise.

Rise in demand by other countries continues

The demand for United States exports on the part of
Latin America, consisting largely of manufactured goods,
for both investment and consumption, was stimulated
largely by improved foreign exchange positions and may con-
tinue to rise for some time. The rate of the increase may
lessen, however, as some of the demands become satisfied,
as is indicated by declining exports to those countries which
never had exchange restrictions or which relaxed them at
an earlier date. It is difficult at this time to determine
whether supply stringencies in the United States will ac-
tually curtail exports, or whether the demands themselves
will start to fall off before the supply difficulties arise.

The rise in exports of civilian goods to all other non-
European countries amounted to about $140 million from
the first quarter. Shipments under the MDAP program
declined, however, thus restricting the total export rise to
about $110 million. Among the civilian exports, the rise
in foodstuffs and fuels accounted for about 50 percent, the
rise in machinery and vehicles for about one-fourth. Most of
the remainder consisted of manufactured textiles and chemi-
cals including fertilizer.

Exports of manufactured goods from the United States to
this group of countries started to rise much later than the
income of these countries from their exports. Because the
rise in purchases by these countries in the United States
continued throughout the second quarter, it is possible that
supply difficulties, especially in metal products, may arise
before the peak of the demand is reached.

Import rise interrupted

In contrast to the continued rise in exports of goods and
services, imports were maintained in the second quarter at
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the rate they had reached earlier in 1951 after a steady climb
since 1949. Merchandise imports actually declined, although
average import unit values—mostly on account of wool—
continued to move upwards. The import volume was about
10 percent below the previous quarter.

Coftee accounted for most of the decline in value, but there
was also a substantial decline in the import value of rubber

Table 5.—Exports of Goods and Services and Means of Financing
[In millions of dollars]

1951
Item
First Second
Quarter * | Quarter »
Exports of goods and services_._________________ 4, 375 5, 260
Means of Financing

Foreign sources:

United States imports of goods and services__! 3, 915 3,915

Liquidation of gold and dollar assets_________ —855 —170
Dollar disbursements (net) by:

International Monetary Fund_.____._____._.___ —10 -3

International Bank________________________ 16 10
U. 8. Government:

Grants and other unilateral transfers (net)____{ 1,035 1, 229

Long and short-term loans (net)_.._.__.______ 59 56
United States private sources:

Remittanees (net) . _ __ ___ ___ __________._____ 112 104

Long and short-term capital (net) 1._________ 249 324
Errors and omissions________ . _______.__________ —146 —205

r Revised.

? Preliminary.

1 Excludes purchases and sales of obligations issued or guaranteed by the International
Bank. (See table 6, last line.)

Source: U, 8, Department of Commerce, Office of Business Economics,

Table 6.—~Movements of United States Long-term Capital
[In millions of dollars)

1951
Item
First Second
Quarter © Quarter »
Government:
Outflow_ _ . . 127 113
Inflow (repayments)_ . __ . ____________. 60 56
Netoutflow._____ . __ . ... 67 57
Private:
Outflow:
Direct investments_ ________________ 274 1171
Other___ __ . _ . 105 196
Total outflow____________________ 379 367
Inflow:
Direct investments________._________ 30 o
Other__ . ___ . 49 63
Totalinflow_____________________ 79 | 63
Net outflow of private long-term
capital (asintabled)__________ 300 304
Deduct:
Net purchases (4) and sales (—) of
obligations issued or guaranteed by the
International Bank__________________ J-45 +-3
Net outflow of private long-term capital
(asusedintable 5)__________________ 255 301

r Revised.
» Preliminary. .
1 Preliminary estimate for net outflow of direct investments.

Source: U. S. Department of Commerce, Office of Business Economics.
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and tin. The decline in coffee imports appears to be partly
seasonal. Imports of wool continued to rise but these im-
ports reflected purchases during earlier months of the year.

Decline in raw material prices

Spot prices of selected imported goods continued to decline
as demands weakened. In August 1951 the spot price index
for selected commodities (see Survey of Current Business,
June 1951, p. 15, footnote to chart) returned to the September
1950 level. Due to the usual lag of the unit values behind
spot prices, the unit values for the same commodities con-
tinued to increase during the second quarter and as late as
June reached the point corresponding to the peak level of the
spot prices, which the latter had mairtained from January
to March. During the coming months the declining prices,
mainly for raw materials, should, therefore, affect the actual
import figures.

The decline in prices was most important in the case of
rubber, tin and wool but was also substantial for cocoa, copra
and burlap. A very large proportion of the imports of these
commodities originate in the sterling area. Other countries,
mainly in the Far East, such as Indonesia, the Philippines,
and Siam are also considerably affected, and to a lesser
extent some of the countries in Latin America. Other Latin
American countries and Canada appear to be largely favored
by the price changes during recent months. Imports from
Europe, which is not an important supplier of raw materials,
are likewise unlikely to be adversely affected by recent price
developments.

In the aggregate, the price changes since March will hardly
reduce the average annual rate of the value of United States
purchases abroad below that during the first “post-Korea
year. The relatively small effect of the recent price declines
on import values is due to the fact that even in August of
1951 the prices of these commodities were considerably higher
than at the outbreak of the war in Korea and that the large
purchases from July to September of last year were made at
lower prices than are prevailing now.

Foreign countries earn more from United States
service expenditures

Payments on services are gradually rising, mostly because
of rising expenditures abroad by the Armed Forces and their
personnel. During the second half of 1950 and the earlier
part of 1951 the rise affected mainly the dollar resources of
Japan and other Far Eastern countries. The rise in Europe
started later but can be expected to continuelonger.

Tourist expenditures were still below the seasonal peak
which will be reached in the third quarter. The second
quarter expenditure rate is, however, usually not much dif-
fererllt from the average quarterly rate for the year as a
whole.

European deficit higher than aid available for
coming year

Even omitting the exports under the Mutual Defense
Assistance Program the surplus on goods and services with
Europe rose from the first to the second quarter by $200
million to an annual rate of nearly $2 billion. Although
some of the surplus is due to temporary factors, which are not
likely to be repeated during the following year, the increased
requirements for fuels (plus their transportation), the
necessity to replace to some extent Eastern Europe as a
source of fuels and foodstuffs, the usual upswing in cotton
and tobacco exports during the second half of the year and
the increased payments on interest are more likely to raise
European dollar requirements. Purchases of services and
of merchandise by the armed forces may, however, keep the

(Continued on p. 24)



By John W. Kendrick and Carl E. Jones

Gross National Farm Product
in Constant Dollars, 1910-50

ESTIMATES of the gross national farm product, intro-
duced in this article, make possible a new evaluation of
trends in the farm economy. As the only set of estimates of
the gross national product in current and constant dollars
originating in a private industry, they also serve to illustrate
these concepts and point up the potential significance of the
gross product approach for analysis of other industries.
The new data also make possible segregation of the nonfarm
sector of the private economy for separate analysis when
desirable.

For purposes of eliminating the influence of price changes
by deflation, the product flow data are essential. Since the
gross national product of an industry does not measure
value of output, but only value added, price indexes cannot
be applied directly to it. Rather, the values of output and of
intermediate products, in as fine a product detail as possible,
are divided by appropriate prices received and prices paid
indexes. The difference between the two deflated totals
yields the constant dollar gross national product of the
industry.

)

farm products.
occurring on farms, without duplications.

SUMMARY

The gross national farm product differs in content and movement from measures of the total output of
As a value-added concept, the gross farm product measures only production actually
That is, the value of materials used up by farmers in the pro-

duction process, such as feed, fertilizer, and motor fuel, is deducted from the value of total farm output to
arrive at the gross farm product. It is termed “‘gross” only because depreciation and other capital con-
sumption allowances are not deducted. The value of materials used up in production, technically known as
“intermediate products,” has risen greatly in recent decades relative to the value of total farm output.
Thus, gross farm product has risen significantly less than total farm output over the period 1910-50.

The average annual rate of growth in the real (constant dollar) gross farm product has been about
0.6 percent, approximately one-third the rate of increase in the real value of total farm output. The ratio
of real gross farm product to total real gross national product has dropped from almost 11 percent in
the pre-World War I period to less than 5 percent in recent years. The current dollar comparison shows
less of a drop, due to the large relative increase in prices received by farmers since 1939. The ratio of farm
product to total product in current dollars for recent years has been around 9 percent.

Farm labor productivity, as measured by the ratio of real farm product to man-hours worked, has risen
by about 1.3 percent a year, as the man-hours worked on farms have declined substantially over the period.
When account is taken of the inputs of capital and land as well as labor, the resulting composite farm pro-
ductivity measure shows a smaller rate of increase than labor productivity alone. Productivity gains have
been due mainly to the increasing quantity and quality of farm machinery and equipment, and the progres-
sive application of scientific advances by farm management, resulting in higher crop and livestock yields.

General nature of concept measured

Gross national product originating in farming, or any other
single industry, measures the value added by the industry to
the products it consumes in production. While “‘gross’ of
capital consumption, it is net in the important sense that
there is no double counting of products raised by farmers, or
purchased from other industries, for use in further farm
production.

Industrial gross product can be computed by the “product
flow” approach by deducting the value of such purchased
intermediate products, charged to current expense, from the
value of total output. The result should be the same as that
obtained by adding the incomes accruing to the factors of
production in the industry—its national income—to non-
factor charges against the total value of output, chiefly
indirect business taxes and depreciation.

NOTE.—MR. KENDRICK AND MR. JONES ARE MEMBERS OF THE NATIONAL ECONOMICS DIVISION
OF THE OFFICE OF BUSINESS ECONOMIcS. The authors wish to express their appreciation to
members of the National Income Division and of the Bureau of Agricultural Economics,
U. S. Department of Agriculture, who have provided unpublished materials, and aided in the
clarification of concepts and procedures,

Illustration of results

The general concepts and methodology underlying the
estimates of gross national farm product in current and
constant (1939) dollars are illustrated in the accompanying
tables. ! The estimates of the various components used to
arrive at the current dollar national farm product and
income are almost entirely those of the Bureau of Agricultural
Economics of the U. S. Department of Agriculture (B. A. E.)
arranged according to the Department of Commerce con-
cepts. 2

The basic components of total farm output are shown at
the top of table 1. To sales, as represented by cash receipts
from farm marketings and Commodity Credit Corporation
loans, is added the imputed value of food and firewood con-
sumed on the same farms where they are produced. The

1 Technical notes describing in detail the derivation of the current dollar estimates and the
deflation procedures are available on request. The 1951 ‘“National Income Supplement’’
to the Survey explains the concept of the national income and product originating by industry
in greater detail than is possible here.

2 The underlying B. A, E. data are described in “The Agricultural Estimating and Re-
porting Services of the U, S, Department of Agriculture.”
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adjustment for the value of the net change in all farm
inventories is necessary to convert the sales figures to a
commodity output basis. The gross rental value of farm
homes is added to obtain the value of total farm output, in
accordance with the B. A. E. practice and the Standard
Industrial Classification.

The intermediate product deduction from the value of
total output consists chiefly of current expenses for feed and
livestock, seed, fertilizer, operation of motor vehicles, irriga-
tion, and other purchased items. Purchases by one farmer
from another are included, although intermediate products
raised and used in further production on the same farm are
not included since they do not appear in cash receipts. The
bulk of purchased materials represents production, or value
added, by nonfarm industries. Gross rents paid to nonfarm
landlords, shown separately, are also counted as an expense
to farmers, since only the rental value of farm-owned property
is considered to originate in the farm sector.

The items which reconcile the gross national farm product
with the national farm income estimates, previously pub-
lished for the period since 1929, are shown separately. The
discrepancy is small, since both series are derived from the
same basic dats, with a few minor exceptions. Due to the
previous availability of current dollar farm income estimates,
the analysis in this article will center around the constant
dollar figures.

The implicit price deflators for the major product flow
groupings are shown in table 2. Actually, price deflation
was carried out in much greater detail, based largely on

GROSS NATIONAL FARM PRODUCT
IN GURRENT AND CONSTANT (1939) DOLLARS

BILLIONS OF DOLLARS (RATIO SCALE)
30

20 | 1

CURRENT DOLLARS

CONSTANT DOLLARS

4 ‘IIIII.I||||.I|Ill'lllll.lllII.IHlI.IIIII.HIII'
1910 15 20 25 30 35 40 45 60

U. S. DEPARTMENT OF COMMERCE, OFFICE OF BUSINESS ECONOMICS 5/-181

Source of data: U. 8. Department of Commerce, Office of Business Economics, based upon
data from U. 8. Department of Agriculture, Burcau of Agricultural Economics.
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B. A. E. indexes of prices received and paid by farmers.
The implicit price deflators are the quotients obtained by
dividing the sum of the deflated product subgroups into the
current dollar total for each group, and thus reflect shifting
output and business expense patterns of farmers in addition
to price changes.

The constant dollar gross farm product estimates are
shown in table 3. The year 1939 was chosen as a base for
the sake of consistency with the over-all deflated gross
national product estimates contained in the 1951 ‘“National
Income Supplement’” to the SURVEY oF CURRENT BUsINESs.
The base year selected inevitably influences the movement of
real farm product to some extent, but the broad conclusions
drawn from the 1939 dollar estimates would not be changed.

Movements of Gross Farm Products, 1910-50

After adjustment for price changes, the gross farm product
has shown a fairly regular upward trend over the past four
decades, as can be seen in the accompanying chart. Real
farm product has been little affected by the business cycle
since changes in the demand situation generally work them-
selves out, through prices, on farm product in terms of current
dollars. To some extent, however, the general level of farm
output during the middle 1930’s was probably lower than it
would have been had effective demand been higher, and
certain types of farm production not subject to restrictions.

Occasional erratic year-to-year fluctuations in the volume
measure are generally a reflection of unusual weather condi-
tions. For example, the series clearly reflects the influence
of the drought years 1934 and 1936, as well as the favorable
weather that prevailed during World War II. Partial data
indicate that 1951 will see a new record in farm production.

Secular growth of farm product relative to total

Between the two sets of years 1910-14 and 194549, real
gross farm product increased approximately 20 percent. A
straight-line time trend, fitted to the logs of real gross farm
product for the years 1910-50, indicates an average annual
rate of growth of about 0.6 percent a year. This growth is
the product of a slow downward movement in persons and
man-hours engaged in farming, and a more than offsetting
increase in labor productivity, which will be discussed later.

The growth in real gross farm product has been consider-
ably less than the growth of the total real gross national
product. Total real product is estimated to have risen by
approximately 175 percent between 1910-14 and 1945-49—an
average annual rate of increase of about 3 percent. As a
result of the significantly lower rate of growth in the real
value added by the farm economy, real gross farm product
fell from almost 11 percent of total real gross product in the
pre-World War I period to less than 5 percent in the 1945-49
period. This was accompanied by a decline over the same
period in the proportion of the United States population
living on farms from about one-third to one-sixth,

The ratio of farm to total gross national product in terms
of current dollars is close to 9 percent in the recent period,
down from 15 percent in 1910-14, but up from 7.2 percent
in 1939. The increase in the current dollar ratio in the last
decade, in contrast to the continued downward trend of the
constant dollar ratio, is due to the much larger rise in the
implicit price deflator for gross farm product than in the
implicit price deflator for the aggregate measure.

If the real gross farm product had been expressed in terms
of a recent price base, such as 194749, the increase over the
four decades would have been greater than shown by the
1939 dollar measure, and the decline in the ratio to total
real gross product somewhat less. This stems from the fact
that prices received have been higher in recent years relative
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Table 1.—National Farm Product in Current Dollars
Product Flow Estimates, and Reconciliation with National Farm Income
[Millions of dollars]
Item 1910 1911 1912 1913 1914 1915 1916 1917 1918 1919 1920 1921 1922 1923 1924 1925 1926 1927 1928
Total value of farmoutput______._____._______ 7,503 | 7,014 | 7,657 | 7,847 | 8,065 | 8,042 | 9,266 |13,668 |16,270 (17,262 {16,256 | 9,865 |10,901 11,892 12,211 (13,474 ;13,229 (12,992 | 13,685
Cash receipts from farm marketings and
CCCloans.._____________________.__.__ 6,248 | 6,050 | 6,403 | 7,750 |10,746 (13,461 (14,604 (12,608 | 8,150 | 8,594 | 9,563 {10,221 |10,995 |10, 564 (10,756 | 11,072
Products consumed on farms where pro-
duce 1,153 [ 1,162 | 1,132 | 1,309 | 1,861 | 2,152 | 2,395 | 2,406 | 1,568 | 1,555 | 1,623 | 1,622 | 1,781 | 1,837 | 1,695 | 1,666
Net change in all farm inventories_ 26 426 73 | —266 521 39 | —450 348 | —613 18 —~75 | —412 —93 25 | —259 136
Gross rental value of farm homes._._____ 420 427 434 473 540 618 713 894 760 734 781 780 791 803 800 811
Less: Value of intermediate products con-
sumed, total ... oo 1,907 | 1,954 | 1,986 | 2,402 | 3,237 | 4,190 | 4,487 | 4,397 | 3,000 | 3,107 | 3,362 { 3,796 | 3,789 | 3,745 | 3,833 | 4,143
Intermediate products other than rents. 1,204 | 1,224 | 1,191 | 1,442 | 1,932 | 2,766 | 2,892 | 3,058 | 1,901 | 1,968 | 2,156 | 2,490 | 2,532 | 2,527 | 2,536 | 2,843
Gross rents paid to nonfarm landlords.._____ 703 730 795 960 | 1,305 | 1,424 | 1,595 | 1,339 | 1,009 | 1,139 | 1,206 | 1,306 | 1,257 | 1,218 | 1,297 | 1,300
Equals: Gross national farm product!_______ 5,940 | 6,111 | 6,056 | 6,864 {10,431 {12,080 12,775 |11,859 | 6,865 | 7,794 | 8,530 | 8,415 | 9,685 | 9,484 | 9,159 | 9,542
Less: Capital consumption allowances_______ 658 674 700 765 905 t 1,093 | 1,349 | 1,575 | 1,266 | 1,146 | 1,121 | 1,110 | 1,104 | 1,110 | 1,116 | 1,123
Depreciation charges. . __.______________ 606 620 644 704 826 9 1,235 | 1,453 | 1,168 | 1,058 | 1,019 | 1,011 999 { 1,003 | 1,007 | 1,012
Capital outlays charged to current ex-

PENSe. o iicmc—e—————— 50 50 52 52 54 56 61 79 103 114 122 98 88 102 99 105 107 109 111
Equals: Net national farm product_..______.[ 5,188 | 4,795 | 5,159 | 5,282 | 5,437 | 5,356 | 6,000 | 9,526 |10,087 {11,426 |10,284 | 5,599 | 6,648 | 7,409 | 7,305 | 8,581 | 8,374 | 8 043 | 8,419
Less: Indirect business taxes..____ o] 150 167 174 200 2 221 237 2 28 359 43! 456 460 470 467 478 490 504 515
Equals: National farm income 1. _______..____. 5,038 | 4,628 | 4,985 | 5,082 | 5,234 | 5,135 | 5,862 | 9,258 10,698 |11,067 | 9,846 | 5,143 | 6,183 | 6,939 | 6,838 | 8,103 | 7,884 | 7,539 [ 7,904

Item 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 | 1938 | 1939 | 1940 | 1941 | 1942 | 1943 | 1944 | 1945 | 1946 | 1947 1948 | 1949 | 1950

Total value of farm output____._._._._.. 13,579(11,141| 8,690 6,447( 6,654 6,722 9,510[ 9,254|11,450( 9,740] 9,839|10, 486(13,762| 19, 182(21, 942|122, 821|24, 49828, 256| 32, 124| 36, 127(31, 153|33, 233
Cash receipts from farm market-

ings and CCCloans_____.___._____ 11,303{ 9,023| 6,374 4,747 5,315 6,333 7,095 8,375( 8,857| 7,697] 7,879 8, 367(11,190| 15, 391(19, 460/20, 371.21, 516/24, 864| 30, 014| 30, 54428, 012(28, 773
Products consumed on farms

where produced.________________ 1,699( 1,537 1,254) 1,009 1,023} 1,000 1,321| 1,375| 1,410 1,283 1,244| 1,254| 1,460] 1,788| 2,163| 2,201 2, 256| 2, 624| 3,005 2,936] 2,510| 2,344

Net change in all farm inventories__| —252| —249( 4308, 436{ —271{—1,317| +478]{~1,111| 4545 4140| 97| +240| +-458|+1, 309| —420| —545| —148] —2271—2, 205|141, 313| —720; 4752

Gross rental value of farm homes._ _ 829 830 754; 655 587 616 616 615] 638 620 619 625 654 694 739) 794; 874] 995 1,220| 1,334] 1,351] 1,364
Less: Value of intermediate products

consumed, total_______._____________ 4,018| 3,541 2,651 2,128| 2,203| 2,484| 2,725 3,055| 3,337 2,959| 3,231 8,580| 4,220 5,640| 6,590( 7,074 7,730| 8,896 10,725| 11, 64210, 76211, 916
Intermediate products other than

Tents. - oo 2,711 2,394) 1,776] 1,421} 1,478| 1,699 1,866/ 2,099\ 2,378| 2,092 2,340 2,750| 3,100{ 4,213| 5,011 5,422} 5,998 6,872 8,307 9,088 8 475| 9,389

Gross rents paid to nonfarm land-
10TAS - - e o oo 1,307 1,147| 875| 707| 725| 785 864|  9s6| 950 867 891| 830| 1,120 1,427| 1,579| 1,652] 1,732( 2,024] 2,418 2,554| 2,287| 2,527
Discrepancy ... oo 90/ 134 168 162! 80 83 54 52 51 51 21| —188} —84] —139| —170| 25| —60] —206| —216 -—83| 81| +163
Equals: Gross national farm product..| 9,471{ 7,466/ 5,871 4,157 4,371} 4,155! 6,731} 6,147 8,062 6,730 6,587 7,094 9,626 13, 681115, 52215, 77216, 828!19, 566, 21, 615] 24, 56820, 310/21, 154

Less: Capital consumption allow-

BNCOS. o oo 1,155 1,111f 946 803| 730 757 790 849| 939 939| 968 973} 1,098 1,266 1,420| 1,558 1,744( 1,897| 2,334} 2,816 3,214] 3,519
Depreciation charges. ________._____ 1,043| 1,004] 852 722 654 676 703 757 840 844 875 876] 986 1,133| 1,261; 1,382 1,563 1,686 2,115 2,570/ 2,971} 3,269
Capital outlays charged to current

eXPensSe. .. 112) 107 94 81 76 81 87 92 99 95 93 971 112 133 159 176 181 211 219 246] 243 250
Equals: Net national farm produe 8,316| 6,355) 4,925| 3,354| 3,641| 3,398 5,941} 5,298 7,123| 5,791 5,619( 6,121| 8,528] 12, 415(14, 102|14, 214|115, 084]17, 669 19, 281| 21,752|17, 096|17, 635
Less: Indirect business taxes. . 525| 519! 467 403] 351 341 347 356] 369 366 373 372 415 422; 4431 494] 533 610) 664 715 752
Plus: Government payments

landlords_ oo 0 0 0 0] 112 397| 498 250 314f 412 705 670 514 610/ 590; 715 686] 685 278 222 161 248

Equals: National farm i ----| 7,791} 5,836| 4,458] 2,951| 3,402] 3,454] 6,002| 5,192| 7,068| 5,837| 5,951( 6,419 8,655 12, 610|14, 270)14, 48615, 27617, 821} 18, 949| 21, 310{16, 542(17,131

1 Since the total discrepancy between gross national product estimates built up by the income and product approaches prior to 1929 is entirely minor, it has not been shown, but is implicitly

included in the national farm income figures.

Government payments to farm landlords are also not shown in the stub for the earlier period, since these payments first began in 1933.

Source: U. 8. Department of Commerce, Office of Business Economics, based largely upon data from U. 8. Department of Agriculture, Bureau of Agricultural Economics.

to prices paid than in 1939. Thus, a smaller weight would
have been given to intermediate product purchases relative
to the value of output, accentuating the rise in real product.

Part of the decline in the relative size of the farm economy
has been due to the fact that the demand for farm products
has not increased as rapidly as has total demand, in real
terms. Part of it has been due to the fact that the farm
economy has come to rely on the nonfarm economy for
intermediate products to an increasing extent, relative to
the total output of farm products.

Farm output up more than farm product

The increase of 20 percent in real gross farm product
between 1910-14 and 1945-49 contrasts with a rise of 60
percent in the real value of total farm output. (See table 1
and the second chart.) The difference between the two
measures is due to the very large increase in purchases
of intermediate products, which will be discussed in the
next section. This section will deal with the nature of the
changes in total farm output.

The real value of output of farm commodities alone
increased by 65 percent over the period. The difference
between the total output and commodity output is accounted
for by the gross rental value of farm homes, which increased
by only 16 percent over the period in real terms.

Most discussions of farm output relate to the physical
volume of total farm commodity output, or of gross sales,
without a deduction for intermediate product purchases, and
therefore show the larger increase than real gross farm
product. The B. A, E. index of “farm output’’ which is
roughly comparable with the deflated commodity output,
likewise shows an increase of almost 65 percent over the
35-year period. '

Deflated sales are equal to the real value of total com-
modity output less the net change in farm inventories,
valued in constant prices. Since there was a small accumu-
lation of inventories between 1910 and 1914, and a moderate
liquidation between 1945 and 1949, deflated sales show a
larger increase over the period amounting to almost 70
percent. This movement is roughly corroborated by the
B. A. E. index numbers of the ‘“volume of agricultural
production for sale and consumption in the farm home”
which rose about 66 percent. The correspondence is not
precise, since the two series, while covering the same area,
Involve somewhat different weighting systems.

The ‘“‘sales” figure includes not only marketings, but also
the imputed sales value of food and firewood consumed on
the farm where produced. The imputed items have declined
by almost 5 percent over the period, in real terms. Since
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farm population has declined more than this, per capita home
consumption has risen. In relation to total sales, home con-
sumption has fallen from 17 percent in 1910-14 to less than
10 percent in 1945-49.

Cash receipts from farm marketings and CCC loans in-
creased 85 percent over the period. The changing pattern
of farm production is revealed by the detailed marketings
data, in constant dollars. Total crops showed a somewhat
smaller gain than did livestock and livestock products.
Oil-bearing crops, vegetables, fruits and nuts, and tobacco
showed large gains. Food grains and feed crops showed
smaller-than-average increases. Within the livestock group,
poultry, eggs, and dairy products showed much larger gains
than meat animals, although meat animals are still the most
important branch of farm production in terms of the rela-
tive value of marketings.

Increase in Purchased Products

During the 35-year period under review, while real gross
output rose 60 percent, the real value of intermediate prod-
ucts consumed rose 260 percent. The ratio of intermediate
products to gross output, both measured in 1939 dollars,
increased from 23 percent in the 1910-14 period to approxi-
mately 43 percent in the 1945-49 period. This increase in
the intermediate product ratio explains the difference be-
tween the 20 percent increase in real gross farm product and
the 60 percent rise in the real value of total farm output.
(See chart.)

Some intermediate products are direct purchases by one
farmer from another. But the bulk are products originating
in other industries, as in the case of motor fuels, or farm
products which have undergone additional processing and
handling in other industries as in the case of commercial
feeds and seeds.

Increasing influence of mechanization and
science

The large relative increase in purchases of intermediate
products by farmers can be traced mainly to the trends
towards farm mechanization and scientific management.
Mechanization has required increasing expenditures for
motor fuel, electric light and power, and maintenance of
motor vehicles and other machinery. The unit volumes of
these products show a larger percentage increase in recent
decades than any other types of purchased goods and
services. Expenditures for operation of motor vehicles are
now the second largest current expense item. Purchased
electricity, while still not a major expense item, has shown
a tremendous growth, paralleling the progress of farm
electrification.

The increasing application of scientific advances in farm
management is at the root of the other large increases in
intermediate product purchases. Real outlays for com-
mercial feeds, seeds, fertilizer and lime, insecticides, veter-
inary services and medicines all increased much more than
the physical volume of farm output. Purchases of feed are
still the largest single current farm expense, and within this
category commerclal feeds have become increasingly im-
portant. These scientifically balanced animal rations, based
on various nonfarm ingredients as well as feed grains, are
particularly important in the poultry and dairy branches of
agriculture. The commercial seed business has also grown
rapidly as a result of the increasing use of cover crops and
new varieties of grains, especially the hybrid types.

Commercial fertilizers and lime have been applied on an
increasing scale in order to offset soil depletion and support
higher yields. Real purchases of insecticides have risen
markedly for use in control of pests. Greater expenditures
for veterinary services and modern medicines have helped
raise production of livestock and livestock products.

Table 2.—Implicit Price Deflators for National Farm Product by Major Components

[1939=100]
Ttem 1910 1911 1912 1913 1914 1915 1916 1917 1918 1919 1920 1921 1922 1923 1924 1925 1926 1927 1928
Total value of farmoutput__________._______ 106,0 | 97,3 | 103,7 | 104.9 | 104,5 | 103,0 | 121,3 | 179,2 | 206.6 | 220,4 | 214,7 | 133.3 | 137.7 | 144,8 | 147.0 | 162.3 | 153.8 | 149.0 | 156,1
Cash receipts from farm marketings and
CCCoans. - oo 110.3 | 100.7 | 107.4 | 109.2 | 109.7 | 107.0 | 129.7 | 192.7 | 222.2 | 234.6 | 224.7 | 133.7 | 138.5 | 146.4 | 149.3 | 166.2 | 154.6 | 150.5 | 158.7
Products consum ¢ pro-
dueed . ool 99.2 | 93.7{ 99.7 | 100.5 | 100.3 | 96.9 | 114.2 | 159.2 | 182.2 | 196.6 | 203.2 | 137.4 | 133.6 | 141.4 | 139.5 | 152.6 | 155.3 | 145.7 | 150.5
Net change in all farm inventories 1_ .. |- | coooofomo ool emcce e e maccac e mm e e e e e e e me e e e e e el
Gross rental value of farm homes._.______ 68.6 | 69.41 70.6 | 723 ) 725 727 | 78.2| 877 98.7 |112.8]139.7 | 118.9 { 116.3 | 124.4 | 124.2 { 125.8 | 127.5 | 126.8 | 127.9
Less: Value of intermediate products con-
sumed, total ..o 97.6 | 97.6 1 102.3 | 103.0 | 105.6 | 110.0 | 124.8 | 162.7 | 180.2 | 195.9 [ 185.6 | 129.2 | 132.0 | 141.8 | 146.3 | 146.2 | 140.1 | 140.5 | 144.8

Intermediate productsotherthanrents.._| 92.1{ 89.4 | 96.3 [ 97.1{ 99.7 | 102.0
Gross rents paid to nonfarm landlords.__| 108.9 | 112.3 | 114.5 | 114.9 | 117.2 | 124.6

Equals: Gross national farm product_________ 108,7 | 97.2 | 104,1 | 105.5 | 104,1 | 100,9 | 120.2 | 185,0 | 217.7 | 230,6 | 228,0 | 135.2 | 140,2 | 146.0 | 147.3 | 169.6 | 159,9 | 152.9 161, 6

Item 1929 | 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937 | 1938 | 1939 | 1940 | 1941 | 1942 | 1943 | 1944 | 1945 | 1946 | 1947 | 1948 | 1949 | 1950

Total value of farm output_.____.__ pm e 153.9( 132.5| 94.5 73.3| 75,0 87.8) 111.3| 114,0| 123,2| 102,6{ 100,0| 104,9| 128,8| 164, 9| 193, 1| 198.3| 214,5| 239, 3| 274.6| 294.1) 256,3| 261.3
Cash receipts from farm marketings and

CCCloans. .. oo .. 157.6| 132.8] 93.2) 70.3, 73.8 92.6( 113.7| 119. 8| 127.6| 102.5| 100.0| 106.1 130.5] 167.0| 201.2{ 204. 5! 216. 5| 244.7| 291.4| 301.2| 263. 3| 268.1
Products consumed on farms where

produced_. . _.__________________ 151.8| 138.1] 106.9! 82.6| 79.8[ 90.9j 114.4} 118.7| 122.6| 105.8] 100.0( 104. 8| 128. 4| 162.0| 204. 8| 199.0] 209. 9| 227.4| 262. 5| 270.8| 237.7| 227.1

Net change in all farm inventories ! .. ___|. o {-coooo|ooooe aoooofooono] oo o=

Gross rental value of farm homes_ . ..__..] 130.1| 129.5| 118.0 103.5] 94.4] 100.3| 101.1
Less: Value of intermediate products con-
sumed, total ... ______ . . 141.9| 126.4[ 98.7| 81.4] 83.0| 96.6| 103.7

Intermediate products other thanrents. | 135.4| 122.6| 97.8 81.9] 82.4; 99.2| 106.3
Gross rents paid to nonfarm landlords. .| 157. 5] 135.3| 100.7| 80.5] 84.1| 91.4/ 99.0
Discrepancy 2. e e e e[| -

Equals: Gross national farm product._______ 159, 6{ 135.5; 92.7) 69.9] 7L7| 83.3| 114.7

1 The price deflator implicit in the net change in farm inventories segment is now shown.
Minor price movements can produce large fluctuations in the ratio of the net change in current
dollars to the net change in the corresponding constant dollar series. Accordingly, the im-
plicit price deflator would have no meaning as an indicator of price movements,

2To this variable was applied the price deflator implicit in the gross national farm product
without adjustment for discrepancy—thus, the same deflator shown for line 10.

Source: U, 8. Department of Commerce, Office of Business Economics.
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Improved management has paid off

It is noteworthy that the largest increases in purchases of
intermediate products relative to gross output have come in
periods when prices received by farmers, relative to prices
paid, were favorable, especially during and immediately fol-
lowing the two World Wars. It is in such periods that
increased outlays for intermediate products seem most
assured of paying off in the form of higher net receipts. In
a real sense, the relative increase in intermediate product
purchases has paid off in that the real value added in the
farm economy has gradually increased, over and above the
intermediate product input.

If capital consumption allowances in constant dollars were
likewise deducted from the real value of output, the trend of
real net farm product would not be significantly different
from that of the gross measure, except in the post-World War
II period. Due to the large farm equipment expenditures
of recent years, the real net farm product is not so high as
the gross measure relative to prewar levels.

Farm Productivity

Measures of productivity in an industry are usually de-
rived from the relationship between the physical volume of
output and the physical volume of input of one or more of
the factors of production. As such, they give an indication
of the changes in efficiency of the factors of production in
the industry. Comparisons can be made with productivity
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trends in other industries, and in the economy as a whole.
Thus, the relative contribution of the industry to the growth
of over-all productivity, which is the chief basis of rising
standards of living and national economic strength, can be
assessed.

Utility of measure used

Most conventional productivity indexes have used some
measure of the unit volume of total output as the numerator
of the productivity ratio. From the point of view of resource
use in the economy as a whole, however, use of the real gross
product of the industry as the numerator is preferable. Just
as the gross products of all the industries in the economy
add up to the total gross national product, so industrial pro-
ductivity measures based on the real product approach can be
combined to yield, or equal, the measure of productivity in
the economy as a whole. It is the deduction from the out-
puts of each industry of the purchases of intermediate prod-
ucts from other industries that eliminates duplication from
the resulting product and productivity measures, and makes
it possible to combine them.

The conventional productivity measures usually employ
a measure of labor input as the denominator of the produc-
tivity ratio. Labor is the most important factor of produc-
tion in most industries, so particular interest attaches to
measures of “labor productivity.” But since output is a
function of the quantity and quality of all the factors of
production, such a measure reflects changes in the quantity
of the other factors relative to labor input, as well as changes
in the joint efficiency of all factors. Therefore, in addition
to measuring farm productivity as the ratio of real gross
farm product to labor input, we shall also present a measure
using composite factor input as the denominator.

Ratio of real farm product to
man-hours worked

A Bureau of Agricultural Economics series on man-hours
worked was used in the labor productivity computations,
since changes in the average hours worked per year are
reflected, as well as changes in the numbers of persons en-
gaged. The series relates to all types of farm workers—
proprietors and unpaid family workers, as well as hired
hands—but is expressed in terms of man-equivalent hours.
The man-hours estimates were calculated on the basis of
man-hour requirements for the various types of farm pro-
duction by States, beginning in 1919, combined to yield a
national total, and on a U. S. basis 1910-1918. The series
is annual, although the benchmark field surveys to which
they are tied were made less frequently.?

The man-hours worked series shows the same general
trend as the B. A. E. employment estimates, based on census
and sample survey material. There is evidence of only a mild
downward trend in the average hours worked per year since
World War I. This result is not unreasonable since available
evidence indicates that increasing mechanization has not
reduced the farm work-year as much as has been the case in
nonfarm industries. Actual average hours worked may have
increased in certain periods due to the possibility of using
tractors more intensively than draft animals. And the
relative increase in certain types of farm enterprises, such
as poultry and dairying, may have spread work more
evenly over the year. In any case, the productivity trend
obtained by using man-hour labor input is similar to that
which would be obtained by using farm employment as the
denominator, and is conceptually superior.

The upper panel of the chart on productivity shows the
index numbers of real gross farm product per man-hour on

8 For a more detailed discussion of this series, see U. S. Department of Agriculture Technical

Balletin No. 1020, December 1950, “Gains in Productivity of Farm Labor,” by Rueben W.
Hecht and Glen T. Barton.
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a logarithmic scale. A straight-line time trend, fitted to the
logarithms of the index numbers indicates an average annual
rate of increase of almost 1.3 percent.

This rate of growth in farm labor productivity is somewhat
less than prevails in the private nonfarm economy, which is
computed to be almost 2.0 percent.! If the real value of
farm commodity output had been used as the numerator of
. the ratio, the productivity increase would have averaged
more than 3 percent a year. However, if interest is centered
on the net contribution of the farm economy, the measure
which excludes intermediate product purchases is the more
meaningful one.

Composite productivity in farming

Since capital and land also enter the productive process, it
is worthwhile to attempt to measure the quantities of these
factor inputs over the period covered. When the other fac-
tors are combined with labor input and divided into real
product, a conceptually more precise measure of changes in
the joint efficiency of the factors of production in farming
emerges.

The real value of durable capital assets was derived from
B.A.L. estimates of the total value of such assets by major
types in the base period, moved by cumulating the net addi-

4 See the January 1951 SURVEY OF CURRENT BUSINEss, ‘“‘Estimates of Gross National
Product in Constant Dollars, 1929-49.”
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tions in constant (1939) dollars by major types. Net addi-
tions were obtained by deflating the B.A.E. current dollar
estimates of gross capital outlays and annual depreciation
charges by appropriate price indexes from the same source,
and taking the differences.

It is clear that in any one year, the assumed depreciation
derived from conventional depreciation rates applied to the
existing capital at the beginning of the period is only an ap-
proximation to actual physical wear, tear, and obsolescence.
Over a period of years, however, it should result in a fair
approximation to capital consumption. Estimates of the
constant dollar value of total farm inventories involved only
the cumulation of the net change, in constant dollars, from
the base period total value.

The constant dollar value of farm land was obtained by
moving the total value in the base period by the acreage of
farm lands as reported by the Census of Agriculture. This
series, which does not reflect the effect of shifts among differ-
ent types of land of varying relative value, has increased by
more than one-fourth-over the four decades. Since most of the
increase has come not in cropland, but in relatively lower
value pasture land, the real increase was probably less, al-
though data are not at hand to refine the estimates.

Capital assets up a fourth

During the period between 1910-14 and 1945-49, the real
value of reproducible farm capital assets increased by almost
one-fourth. Within the category, trends are divergent.
Farm inventories showed little net change over the period,
as the steady decline in numbers of horses and mules offset
a net increase in the inventory items other than work stock.
Farm structures increased by less than 10 percent.

The big increase came in farm machinery and motor
vehicles, which rose by almost 120 percent. The farm
machinery portion increased by almost 50 percent, while
the real value of motor vehicles climbed from a negligible
quantity at the beginning of the period to more than one-
third of the combined constant dollar value of the subgroup.
The trend in the real value of motor vehicles is roughly paral-
leled by the increase in numbers. In contrast to negligible
numbers prior to World War I, by 1949 there were 5.3 million
automobiles on farms, use of which is partly for business
purposes, 3.5 million tractors, and 2.1 million trucks.

The computations of the real value of farm capital assets
and land are approximations, but the important fact is
established that the quantities of capital and land per unit
of labor input increased significantly over the period. The
index numbers of the three types of factor input were com-
bined by the relative income accruing to labor, capital and
land in the period 1940~-49, when demand was at a generally
high level. Labor income (including the imputed wages of
farm proprietors, as distinct from their net land rents and
profits) accounted for about two-thirds of the total. The
remaining portion split almost evenly between capital return
and net land rents.

Trend in composite productivity

Real gross farm product divided by composite factor input
is shown in the lower panel of the chart. Since labor
input is the dominating factor, the year-to-year fluctuations
appear similar to those in the farm labor productivity curve.
However, the trend line fitted to the logs of the composite
productivity index numbers shows a significantly smaller
rate of increase—0.9 percent a year—compared with 1.3
percent in the case of farm labor produectivity. This lower
trend is the corrolary to the fact that combined real property
input per man-hour in farming increased by more than 60
percent over the period. If land input actually increased less
than the measure used in this computation, the true pro-
ductivity ratio would show a somewhat larger rate of increase.
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Table 3.—National Farm Product in Constant Dollars
[Millions of 1939 dollars]
Item 1910 | 1911 | 1912 | 1913 | 1914 | 1915 | 1916 | 1917 | 1918 1919 | 1920 1921 1922 1923 1924 | 1925 1926 | 1927 | 1928
Total value of farmoutput.__________.________ 7,080 | 7,210 | 7,386 | 7,481 | 7,719 | 7,808 | 7,636 | 7,629 | 7,875 | 7,831 | 7,571 | 7,399 | 7,914 | 8,213 | 8,309 | 8,303 | 8,604 | 8,720 | 8,768
Cash receipts from farm marketings
and CCC10anS - oooemueeeo . __ 5,250 | 5,559 | 5,602 | 5,721 { 5,515 { 5,984 | 5,977 { 5,577 | 6,058 { 6,224 | 5,611 | 6,095 | 6,204 | 6,532 | 6,845 | 6,616 | 6,834 | 7,147 | 6,977
Products consumed on farms where
produced.___ - 1,186 | 1,166 | 1,143 1 1,147 | 1,158 | 1,168 | 1,146 | 1,169 | 1,181 | 1,218 | 1,184 | 1,141 | 1,164 | 1,148 | 1,163 | 1,167 | 1,183 | 1,163 | 1,107
Net change in all farm inventories__.___. 87 —81 69 32 457 59 | —92 267 10 | —243 136 | —476 [ —85 | —95 | —327 | —109 { —43 | —221 50
Gross rental value of farm homes........ 557 566 572 581 589 597 605 616 626 632 640 639 631 628 628 629 630 631 634
Less: Value of intermediate products con-
sumed, total. .o 1,747 | 1,634 | 1,809 | 1,852 | 1,851 { 1,806 [ 1,924 | 1,090 | 2,325 | 2,291 | 2,360 | 2,322 | 2,354 | 2,371 | 2,595 | 2,591 | 2,674 | 2,728 | 2,862
Intermediate products other than rents__| 1,172 | 1,047 | 1,210 | 1,240 | 1,228 | 1,168 | 1,276 | 1,330 | 1,649 | 1,597 | 1,652 | 1,581 | 1,639 | 1,665 | 1,878 | 1,861 | 1,922 | 1,953 | 2,064
Gross rents paid to nonfarm landlords._. 575 587 599 612 623 638 648 660 676 694 77 741 715 706 nr 730 752 775 798
Equals: Gross national farm product_._.____ 5,333 | 5,576 | 5,577 | 5,629 | 5,868 | 6,002 | 5,712 | 5,639 | 5,550 | 5,540 | 5,202 | 5,077 | 5,560 | 5,842 | 5,714 | 5,712 | 5,930 | 5,992 | 5,906
Item 1920 | 1930 | 1931 | 1932 | 1933 | 1934 | 1035 | 1936 | 1937 | 1938 | 1939 | 1940 | 1941 | 1942 | 1943 | 1944 | 1945 | 1946 | 1947 | 1948 | 1949 | 1950
Total value of farmoutput____...__._._____ 8,821 8,409| 9,198 8,796| 8,867| 7,657 8,545(98, 120| 9,297| 9,491 9,839| 9, 99410, 687{11, 62911, 362|11, 50811, 419|11, 809(11, 70012, 284|12, 15412, 720
Cash receipts from farm marketings
and CCCloans...oooooo_oe . 7,173| 6,793| 6,836| 6,757] 7,199| 6,841| 6,241| 6,991 6,939| 7,510 7,879| 7,889] 8,572 9,217( 9,671 9,959| 9,936|10, 16310, 300|10, 14010, 637|10, 734
Products consumed on farms where | -
produced____________ e 1,119 1,113} 1,173| 1,221{ 1,282( 1,199] 1,155( 1,158 1,150( 1,213| 1, 244| 1,197| 1,137 1,104| 1,056 1,106 1,075| 1,154} 1,179| 1,084/ 1,056| 1,032
Net change in all farm inventories. . ~108| —138| 4-550| 4-185] —236| —997] 4-540] —638] +-598| 155! +-97| {282 4-341 +-669 —3| —191] —219] —151] —442| 43771 —240| 4240
Gross rental value of farm homes 637] 641 639] 633 622 614| 609] 609 610] 613] 619 626 637|] 639 638 634] 627; 643| 663] 683 T0L} 714
Less: Value of intermediate products con-
sumed, total ... _______________________ 2,832 2,801| 2,685| 2,614| 2,655 2,572 2,629| 2,817| 2,913| 2,918| 3,231| 3,561| 3,727| 4,173| 4,358| 4,465| 4,770 5,036| 5,271| 5, 266| 5,425| 5, 755
Intermediate products other than rents.| 2,002| 1,953) 1,816| 1,736| 1,793] 1,713| 1,756 1,951] 2,042 2,033| 2,340] 2,675 2,840| 3,293| 3,485| 3,607 3,910] 4,165 4,381) 4,361} 4,514] 4,831
Gross rents paid to nonfarm landlords..| 830] 848 869| 878 862 873| '866| 871{ 885 891{ 886| 887 880 873} 858/ 860] 871 890| 905 911 924
Diserepaney o oo ococoeoioiooo - 55 98 180 235 116 97 48 45 41 52 21| —172) —61] —78| —77| —11} —23| -—73| -—64] —24] 26 454
Equals: Gross national farm product.______ 5,934 5,510 6,333 5,947{ 6,096| 4,988 5,868| 5,258! 6,343| 6,521| 6,587} 6,605 7,021| 7,534| 7,081} 7,054| 6,672 6,846 6,493 7,042 6,703} 6,911

Source: U. 8. Department of Commerce,

Office of Business Economies.

It might be objected that from the production angle, the

real gross rental value of farm dwellings should not be
counted as farm product, and that real gross rents paid to
nonfarm landlords should be counted as originating in farm-
ing, since the capital and land on which the rents are paid
are employed in the farm production process. To some
extent, the two items are offsetting. To the extent, they
are not, the movements of the real farm product and produc-
tivity based on the alternative concept are but little different,
and show only a slightly higher time trend. The data in
table 3 make possible the alternative computation.

Reasons for farm productivity gains

The root of increasing productivity, or efficiency of the
factors of production, lies primarily in advancing knowledge,
the application of that knowledge to production equipment
and processes, and the spreading adoption of improved tech-
nologies. In farming as in other industry, productivity gains
are closely related to increasing expenditures of time and
money for research and development activities, and the rate
of adoption of new methods and machines by farmers as a
result of formal or informal educational activities. The
research, development and educational activities may or may
not originate within the industry itself.

Technological changes in farming can be grouped under
three heads: improvements in land utilization designed to
offset or reverse the tendency towards declining quality of
land; improvements in capital through the introduction of
new types and models of machinery, equipment and plant;
and improvements in the quality of farm labor (largely man-
agement) as evidenced not only by adoption of, and adapta-
tion to, improved land and capital technology, but also by
the adoption of better crop and livestock production proc-
esses, and organization of the farm enterprise generally. It is
impossible to isolate the contribution of each of the factors to
the over-all increase in productivity, but a few of the out-
standing technological advances can be mentioned.®

5 A recent review of technological advances in farming is the U, 8. Department of Agricul-

ture Miscellaneous Publication No. 707, “Changes in American Farming,” by Sherman E.
Johnson, December 1949.

Farming differs from non-extractive industries in that
some of the technological advances are required to offset a
tendency towards deterioration in the quality of land as
soils are depleted and farming is extended to inherently less
productive lands. In recent years, crop rotation systems,
contour farming and terracing, and use of green-manure
crops as well as fertilizer and lime have become increasingly
prevalent.

Increases in efficiency of farm producers’ durable equip-~
ment have been striking. The period under review encom-
passes the rise of the mechanical-power phase of the revolu-
tion in farm machinery which began more than a century
ago. This has been associated with the replacement of
horses and mules by tractors which have been improved
steadily in usefulness. Other types of farm machinery have
also been improved greatly in speed, durability, economy
and other respects. Most types have been redesigned for
integral use with tractors, and completely new types intro-
duced. The contribution of the automobile and truck to
speeding up the transportation job both on the farm, and
from farm to market, is also significant.

Farm management and labor have likewise increased in
efficiency. Not only have they increased their skills with re-
gard to use of farm equipment and in land utilization prac-
tices, but they have adopted various other scientific advances
which have increased farm production relative to factor input.
Improved varieties of crops, such as hybrid corn, have in-
creased crop yields. Improved breeding and feeding of live-
stock have increased the output of animal products per unit
of input. Pests, and animal and crop diseases, have been
subject to greater control. In some cases, changes in the size
and organization of the farm have reduced overhead charges
per unit of output.

The record of farm productivity gains is a significant one.
As in the past, it is the growth in farm productivity which
makes possible the diversion of an increasing proportion of the
resources of the economy to nonfarm production, with a con-
sequent continuation of the upward trend in standards of
living which has characterized the American economy.



by Elwyn T. Bonnell and Allen E. Turner ¢

Public and Private Debt in 1950

THE rise in total public and private debt during 1950
was $38 billion—an amount far exceeding net additions to
debt outstanding in any former peacetime or mobilization
year. Unlike most other years in the past two decades,
however, the expansion was almost wholly confined to the
private debt category. Total net private debt amounted to
$245 billion on December 31, 1950, $36 billion (or 17 percent)
above net outstandings at the end of 1949. There was little
change in the Federal Government debt position during the
year, but a continuing addition was made to the outstanding
obligations of State and local governments. As a result of
the large increase in private debt, the proportion of total net
debt represented by public obligations had declined to 49
percent at the end of 1950. (This proportion may be com-
pared to the 65 percent reached during the war.)

The magnitude of the rise in private indebtedness during
1950 may be compared to changes in other measures of
economic activity. The gross national product advanced
from $257 billion in 1949 to $283 billion in 1950. More
significantly, a comparison between the fourth quarters of
1949 and 1950 shows a rise of about one-fifth, Disposable
personal income, plus retained corporate earnings in the
fourth quarter of 1950 had expanded 20 percent above the
fourth quarter of 1949 level of $194 billion (annual rates).

In order to assess properly the significance of changes in
the debt structure, complete balance sheet data would be
necessary. However, the rapid growth in private indebted-
ness during 1950 may be viewed in connection with partial

NOTE.—MR. BONNELL AND MR. TURNER ARE MEMBERS OF THE NATIONAL INCOME DIVISION,
OFFICE OF BUSINESS ECONOMICS.

Net Public and Private Debt, by Major Components, End
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20

indications of other balance sheet changes such as the year’s
growth of $8 billion in liquid assets (cash, checking and
savings deposits, and U. S. Government securities). Also,
individuals and business made gross acquisitions of almost
$50 billion in new homes, plant and equipment, and addi-
tional business inventories.

The computed average interest rate on gross public and
private debt remained stable from 1949 to 1950. A long-
run comparison worth noting is that despite a debt aggregate
more than 2% times as great as in 1929, total interest pay-
ments are only one-fifth larger. Computed average interest
rates on both public and private debt have been roughly
halved since 1929.

Corporate liabilities lead expansion

Among the major components of private debt, the largest
increase—both absolute and relative—occurred in corporate
short-term liabilities. The rise in urban mortgage credit
accelerated, while expansions of varying degree were recorded
in other categories of private debt. An apparent exception
in the case of farm production credit is explained by the
lessened need for Commodity Credit Corporation price
support loan activity during 1950 as a result of rising farm
prices,

Federal debt rise delayed

The upturn in Federal Government net debt, initiated in
1949, was held to a negligible amount during 1950 and even
reversed in the first six months of this year because of larger-
thaun-expected revenues and the lag in actual defense ex-
penditures. At the end of December 1950 Federal net debt
amounted to $219 billion; by the end of last June, a reduc-
tion of roughly $3 billion had been accomplished. In the
absence of adequate new revenue legislation, however,
steadily increasing defense expenditures will necessitate defi-
cit financing and additions to the public debt during the
coming year.

State and local government debt up

The increase of over $2 billion in the net indebtedness of
State and local governments was about evenly divided be-
tween the two government levels. The year’s increase in
State government debt can be traced to deficit operations
reported by 40 States in 1950. This condition is primarily
a reflection of increased commitments to local governments,

‘large-scale highway and institutional construetion, pay raises,

higher material costs, and expanded public welfare assistance
programs,

However, pressure of increased costs fell more heavily on
the local levels of government where limited taxing authority
handicapped the search for new sources of revenue. Conse-
quently, local governments have pressed for increased State-
aid and enabling legislation which would expand their tax-
ing powers. As a result of State response to local problems,
the debt increase for States in fiscal year 1950 amounted to
35 percent, while only a 7 percent expansion was reported
by local governments. Within the local government level,
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Tables 1 and 2.—Public and Private Debt (Net and Gross), End of Calendar Year, 1945-50 !
[Billions of dollars]
Public Private
Public and Corporate Individual and noncorporate
End of year private,
total Total Federal Stsﬁg;lnd Total Mortgage Nonmortgage
Total Long-term | Short-term Total
Farm Nonfarm 32 Farm 3 Nonfarm4
Table 1.—Net Public and Private Debt
407.3 266.5 252.7 13.7 140.8 85.3 38.3 47.0 55.5 4.7 27.9 2.5 20.5
398.8 243.3 229.7 13.6 155.5 93.5 41.3 52.2 62.0 4.8 33.6 2.8 20.9
419.5 237.7 223.3 14. 4 181.8 108.9 46.1 62 8 72.9 49 401 3.5 24 4
435.3 232.7 216.5 16.2 202. 6 117.8 52.5 65 3 84.8 5.1 46.6 5.5 27.7
445.6 236.7 218.6 18.1 208.9 114.7 55.4 59.3 94.2 5.4 51.9 6.4 30.5
484.0 239.1 218.7 20.4 244.9 135.0 58.2 76.8 109.9 5.8 61.1 6.1 36.9
Table 2,—Gross Public and Private Debt
464.2 309. 2 292.6 16.6 155.0 99.5 45.3 54.2 55.5 4.7 27.9 2.5 20.5
459. 4 288.1 272.1 15.9 171.3 109.3 48.4 60.9 62.0 4.8 33.6 2.8 20.9
487.7 286. 6 269 8 16 8 201.1 128.2 55.0 73.2 72.9 4.9 40.1 3.5 24.4
500. 2 276.7 258.0 18.7 223.5 138.7 62.8 75.9 84.8 5.1 46.6 5.5 27.7
516.7 287.0 266. 1 20.9 229.7 135.5 66. 4 69.1 94.2 5.4 51.9 6.4 30.5
558.7 290.0 266. 4 23.6 268.7 158.8 69.9 88.9 109.9 5.8 61.0 6.2 36.9

t Data for State and local governments are for June 30 of each year.
not necessarily add to totals because of rounding.

2 Data are for noncorporate borrowers only. (See table 6.)

2 Comprises non real-estate farm debt contracted for productive purposes and owed to
institutional lenders (includes C, C. C. loans.)

Components will

the most marked rise occurred in the debt of school districts,
reflecting primarily the construction of new facilities to pro-
vide for the increasing population in the school-age groups.

Corporate debt increase accompanies
business expansion

At the end of 1950, total corporate net debt amounted to
$135 billion, $20 billion more than a year earlier. Of this
increase, about $3 billion represented the net addition to
long-term debt—a moderate expansion, considering the
huge volume of new investment in plant and equipment
during the year.

The remainder of the year’s increase in net corporate
debt— $17 billion—represented expanded trade payables,
short-term bank loans, Federal income tax liability, and
miscellaneous liability and accrual accounts. Roughly one-
third of the expansion was due to larger Federal income tax
liabilities, occasioned not only by rising profits but also by
higher tax rates and the excess profits tax imposed in the
second half of the year. Another important factor was the
growth in trade payables and inventory loans from banks
accompanying the addition of $7% billion to corporate
inventory holdings.

4 Comprises debt incurred for commercial (nonfarm), financial and consumer purposes,
jneluding debt owed by farmers for financial and consumer purposes.

Sources: U, 8, Department of Agriculture, Bureau of Agricultural Economics; U, S.
Department of Commerce, Bureau of the Census and Office of Business Economics.
Despite the magnitude of corporate indebtedness at the
end of 1950, aggregate indications point to a favorable finan-
cial condition. Corporate holdings of liquid assets are the
highest on record, net working capital position is still improv-
ing, and the sustained volume of corporate profits after taxes
has been sufficient to maintain a satisfactory dividend record
and finance a substantial portion of investment and working
capital requirements. Also, it is expected that any private
financing difficulties in connection with the progressing
defense program will be alleviated by direct or indirect
Government assistance.

Nonfarm mortgage debt climbs steeply

A $10 billion expansion, almost twice the 1949 increase,
took place in the residential and commercial real estate
mortgage field during 1950. The spectacular $21 billion
outlay for new private construction in 1950 was the culmina-
tion of a building boom made possible by the availability of
materials, high incomes, large holdings of liquid assets, and
exceptionally easy credit terms. Measures by the Federal
Government to restrain inflationary pressures and reduce the
volume of nonessential construction have affected real estate
credit in 1951,

Table 3.—Gross and Net Federal Government Debt, End of Calendar Year, 1945-50
[Millions of dollars]

Gross debt Duplicating debt Net debt
Federal Federal Government gederal Federal agency securities 3
eder: overn-
Federal Federal
Govern- ment
End of year mentand Interest bearing Federal xge(g:te;g& securities n(x}eﬁe;g& Federal | g, qoral
Federal Non- 2| Federal | Deld by H Held in | Held by | g4 Govern-
agency L aon agency eceral | pederal eld by Federal other ederal ment agency
’ Total interest agency, A Total U. 8. agency,
total Public | Special | bearing ! total = | ABERCES Treasury| frust | Federal | %op,f
Total issues isstes and trust funds | agencies
funds
292,599 { 278,114 | 275,693 255, 693 20,000 2, 421 14, 485 39, 857 27,041 12,816 11, 775 O] 1,041 252,742 | 251,073 1,669
272,147 | 259,149 | 257,649 | 233,064 24, 585 1, 500 12, 998 42,398 30,913 11, 485 10, 693 *) 792 | 229,749 | 228,236 1,513
269, 753 | 256,900 | 254,205 | 225,250 28, 955 2,695 12,853 46, 435 34,352 12,083 11, 840 *) 243 | 223,318 | 222,548 770
257,994 | 252,800 | 250,580 | 218, 866 31,714 2,220 5,194 41, 510 37,317 4,193 3,953 ) 240 216,484 | 215,483 1,001
266,067 | 257,130 | 255019 | 221,123 33, 896 2,111 8,937 47,483 39, 346 8,137 7,304 *) 833 | 218,584 217,784 800
266,415 | 256,708 | 254,283 | 220,576 33,707 2,425 9,707 47,713 39,197 8, 516 8,470 Q)] 46 | 218,702 | 217,511 1,191
®) 255,222 | 252,852 | 218,199 34, 653 2,370 5) 5) 40, 958 5) 9,097 O] *) ) 214, 264

1 Includes matured debt on which interest has ceased.
2 Bonds, debentures, and notes payable, including securities held by the U. 8. Treasury.
3 Bonds, debentures, and notes payable.

4 Less than $500,000.
5 Not available.

Source: U, 8. Treasury Department.
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Table 4.—~Gross and Net State and Local Government Debt, June 30, 194550
[Millions of dollars) .
Gross debt Duplicating debt 2 Net debt
Local State Loeal
End of fiscal year Sta(tle Sta(tjle State
an an and
local, | State City and| School | Special | local, Sinking | Trust, Sinking | Trust, | local, | State | Local
total 1 Total | County| town- dis- dis- total Total fund g ete., Total fund: g ete., total
ship | trict | triet unds | funds unds | fund
16, 589 2,425 | 14,164 1, 545 8. 589 1,363 2, 667 2, 864 1, 046 175 871 1,818 960 858 | 13,725 1,379 12,346
15,922 2,358 | 13,564 1,417 8, 267 1,283 2, 597 2,349 754 141 613 1, 595 869 726 | 13,573 1,604 11, 969
16,825 2,978 | 13,847 1,481 8,275 1,356 2,736 2,428 804 144 660 1,624 860 764 | 14,397 2,174 12,223
18, 702 8,722 | 14,980 1,408 9,135 1, 560 2,877 2,476 851 154 697 1, 625 847 778 | 16,226 2,871 13, 355
20, 875 4,024 | 16,851 1,603 9, 806 2,147 3,295 2,726 970 151 819 1, 756 868 888 | 18,149 3,054 15, 095
23, 647 5,323 | 18,324 1,666 | 10,444 2,710 3, 504 , 21 1,190 250 940 2,070 985 1,085 | 20,387 4,133 16, 254

! Includes State loans to local units. .
2 Comprises State and local government securities held by State and local governments.

Source: U. 8. Department of Commerce, Bureau of the Census and Office of Business
Economics.

Table 5.—Gross and Net Corporate Debt, End of Calendar Year, 1945-50 !

[Millions of dollars}
All corporations Railway corporations Nonrailway corporations
Short-term ! Short-term 1 Short-term 1
End of year L L L
ong- ong- ong-
Total term 1 I\; %tgs Total term 1 I\;(;ths Total term 1 l\ggbgs
Total accounts Other Total acoounts Other Total accounts Other
payable payable payable
Gross Corporate Debt
99, 523 45,321 54, 202 25,718 28, 484 15, 411 11, 874 3, 537 881 2, 656 84,112 33, 447 50, 665 24, 837 25, 828
109, 202 48, 435 60, 857 31,667 29, 190 13,714 10, 877 2, 837 799 2,038 95, 578 37, 558 58,020 30, 868 27,152
128,157 54,988 73,169 37,676 35,493 14,173 11, 169 3,004 904 2,100 | 113,984 43,819 70, 165 36,772 33,393
138,738 62, 808 75,930 39,349 36, 581 13, 995 11,124 2, 871 872 1,999 | 124,743 51, 684 73,059 38,477 34, 582
135,474 66, 372 69, 102 35,633 33,469 13,710 11,244 2, 466 769 1,697 { 121,764 55,128 , 636 34, 864 31,772
158, 860 69, 915 88, 945 44, 505 44, 440 13,927 10, 883 3,044 913 2,131 | 144,933 59, 032 85,901 43, 592 42,309
Duplicating Corporate Debt
6, 999 7,232 4,264 2,968 1,485 1,099 386 124 262 12, 746 5,900 6, 846 4,140 2, 706
7,092 8, 662 5, 256 3, 406 807 467 340 111 229 14, 947 6, 625 8,322 5,145 3,177
8,902 10, 373 6, 247 4,126 1, 499 1,172 327 126 201 17,776 7,730 10, 046 6,121 3,925
10, 322 10, 653 6, 535 4,118 1, 496 1,205 291 121 170 19, 479 9,117 10, 362 6, 414 3,048
10, 949 9, 837 5,919 3,918 1,486 1,224 262 107 155 19, 300 9,725 9, 575 5,812 3,763
11,741 12,181 7,394 4,787 1,623 1,328 295 127 168 22,299 10, 413 11, 886 7,267 4,619
Net Corporate Debt

85, 202 38,322 46,970 21,454 25, 516 13,926 10,775 3,151 757 2,394 71,366 27, 547 43,819 20, 697 23,122
93, 538 41,343 52,195 26, 411 25, 784 12,907 10, 410 2,497 688 1,809 80, 631 30, 933 49, 698 25,723 23,975
108, 882 46, 086 62, 796 31,429 31,367 12,674 9, 997 2,677 778 1,899 96, 208 36, 089 60, 119 30, 651 29, 468
117, 763 52, 486 65, 277 32, 814 32,463 12, 499 9. 919 2, 580 751 1,829 05, 264 42, 567 62, 697 32, 063 30, 634
114, 688 55,423 59, 265 29, 714 29, 551 12,224 10, 020 2,204 662 1,542 | 102,464 45, 403 57,061 29, 052 28, 009
134, 938 58,174 76, 764 37,111 39,653 12, 304 9, 555 2,749 786 1,963 | 122,634 48, 619 74,015 36, 325 37, 690

1 Long-term debt is defined as having an original maturity of 1 year or more from date of
issue; short-term debt as having an original maturity of less than 1 year.

Life insurance companies were the greatest single source of
funds in 1950—expanding mortgage portfolios by $3 billion.
Mutual and commercial banks together added $3.5 billion
to their holdings, while savings and loan associations, the
largest single holders of 1-4 family residential mortgages,
increased their investments by $2.1 billion.

Farm debt continues upward

The postwar farm mortgage debt increase continued
through 1950 at an accelerating pace; the 8 percent expansion
during the year raised the total outstanding to $5.8 billion.
Factors in the farm mortgage market in 1950 were increased
turnover (indicated by an upturn in the volume of farm
sales and mortgage recordings) and higher prices for farm
land. An important limitation in new debt formation is the
strong income and liquid asset position of farmers—approxi-
mately 40 percent of farm sales in 1950 were on an all-cash
basis. Forced mortgage liquidation by foreclosure or
involuntary sales remained at a low level.

A total of $6.1 billion in production loan credit was out-
standing against farmers at the close of 1950, reflecting a

Sources: U. 8. Treasury Department, Bureau of Internal Revenue; Interstate Commerce
Commission; U. 8.2Department of Commerce, Office of Business Economics.

5 percent decline from the previous year. Excluding Com-
modity Credit Corporation loans and guarantees, the re-
mainder represents the credit extended to farmers and coop-
eratives by commercial banks and farm credit agencies.
These outstandings advanced from $4% billion at the close
of 1949 to over $5 billion in 1950, rising 16 percent.

Commodity Credit Corporation loans and guarantees are
not debt in the usual sense, since the loans are nonrecourse in
form and arise in connection with price-support activity by
the Government. Price-support loans outstanding dropped
$1 billion during 1950, reflecting higher prices for farm
products.

The Bureau of Agricultural Economics estimates that farm
consumer indebtedness totaled about $2% billion at the close
of 1950 (such credit is included in the consumer debt category
in this study). Short-term debt for both consumption and
production purposes climbed noticeably as farmers made
larger use of credit in financing such working capital assets
and durable goods as machinery and equipment, motor
vehicles, building materials, livestock, and home furnishings
and equipment.
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Noncorporate commercial debt shows marked
gain

In the noncorporate, nonfarm sector, commercial debt
rose 27 percent above the 1949 level in registering a $2 billion
gain. This series (table 7) represents bank commercial and
industrial loans to noncorporate businesses, overdrafts, and
loans to institutional borrowers. (Trade payables carried
on the books of noncorporate business firms are not included
because of the lack of basic data.)

Generally speaking, noncorporate businesses use short-
term borrowings primarily to finance working capital require-
ments. In this regard it is interesting to note that a $1.6
billion debt addition was accompanied by a $2.7 billion ex-
pansion in inventory book value. Institutional borrowers
(building and loan associations, credit unions, clubs, churches,
ete.) also made sizable additions to their short-term debt
in 1950.

Security loans rise

Loans to purchase or carry securities mounted rapidly dur
ing 1950, reaching $4.2 billion at the end of the year (an in-
crease of 20 percent). This rise in security loans outstanding
can be attributed to buoyant market conditions and the low
margin requirements in force during most of 1949 and all of
1950. While the expansion during 1950 was quite rapid,
the total at the end of the year was still only about half of
the level reached in 1945.

Loans by banks on stock collateral and extension of credit
by brokers and dealers are controlled by the Board of Gover-
nors of the Federal Reserve System under regulations U
and T. As part of a flexible credit control program, the
Board of Governors raised margin requirements to 100 per-
cent in January 1946, in order to curb speculative activity in
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the face of postwar inflationary tendencies. In the ensuing
year outstanding loans were cut in half. As inflationary
pressures abated, margin requirements were dropped to 75
percent in 1947 and lowered to 50 percent in 1949. Early
this year and in line with a more stringent credit policy, the
Board reimposed the 75 percent requirement.

Policy loans of life insurance companies increased during
1950, bringing total loans at $2.4 billion up 24 percent from
the $1.9 billion outstanding at the beginning of the postwar
period. This expansion has been attributed to increased
policy ownership and larger accumulated loan values, rather
than to any significant increase in distress borrowing. Larger
repayments of old loans have of course been an offsetting
factor. New policy loans in 1950 totaling $518 million
were substantially offset by repayments and maturity retire-
ments of $344 million.

Consumer credit continues upward

Expanding for the seventh successive year, consumer credit
reached $20 billion in 1950, registering a 20 percent gain over
the previous year. The $3% billion added to consumer debt
during 1950 was the largest absolute gain ever recorded. In-
stallment credit increased 24 percent during the year, while
the remaining forms of consumer credit advanced 12 percent.

Federal Reserve Board control of consumer installment
credit was reinitiated in September 1950 and stricter terms
announced a month later (Regulation W). The purpose of
the regulation was to assist in the moderation of inflationary
pressures and the proper allocation of production in a mobili-
zation period. In terms of ability to pay, there is little
doubt that consumers in the aggregate are well able to carry
their current obligations. The present level of consumer
credit outstanding is about one-tenth of disposable personal

Table 6.—Nonfarm Mortgage Debt by Borrowing and Lending Groups, by Type of Property, End of Calendar Year, 1945-50 !
[Millions of dollars]

Residential and commercial 1-4 family residential Muttifamily residential and cial
End of year Cor Noncor- Savings PP Indi- ek Indi-
Po- Life in- | Mutual Com- + Life in- | Mutual Com- n
Total | rate bor- b%‘;i%zs_ Total a;gogg? surance | savings | mercial {H.O.L.C. v‘gggls Total | surance | savings | mercial Vlda%%ls
rowers ? ers tions carriers | banks banks others carriers | banks banks others
3,830 27,854 19,653 5,376 2, 258 1,894 2,873 852 6, 400 12,031 3,602 2,306 1,378 4,745
4,422 33, 552 24,452 7,140 2, 570 2,033 4,573 636 7,500 13, 522 3,790 2,399 1, 960 5,373
5,135 40,113 29, 880 8, 856 3,459 2, 237 6,292 486 8, 550 15,368 4,321 2, 591 2,331 6,125
5,847 46, 572 35,131 10, 305 4,925 2,742 7,380 369 9, 410 17, 288 4,918 3,031 2,639 6, 700
6, 515 51,864 39,108 11,616 5,970 3,190 7,941 231 10, 160 19,271 5,798 3,478 2,795 7,200
7,452 61, 066 46, 941 13,725 8,392 3, 850 9,464 10 11, 500 21, 577 6,378 4,368 , 231 7,600
1 The data represent mortgage loans on commercial and residential property, and exclude Sources: Federal Savings and Loan Insurance Corporation; U, 8. Department of Com-

real estate mortgage bonds. ultifamily and commercial property mortgages owed by
corporations and held by other nonfinancial corporations are also excluded.

2 The corporate mortgage debt total is included in the total corporate long-term debt
outstanding, table 5.

merce, Office of Business Economics.

Table 7.~Individual and Noncorporate Debt, End of Calendar Year, 1945-50
[Millions of dollars]

Farm Nonfarm
End of Farn;_ and Nonfarm mortgage Other
nd of year nonfarm
total | 1) gor |Farm mort- F g;g};iggo' Total non-
gage ! 1oans 2 farm Multi- Comumer-
Total 1-4 family | family and Total cial (non- | Financial 3 { Consumer
commercial farm)
55, 502 7,172 4, 682 2, 490 48,330 27, 854 18, 670 9,184 20,476 4,437 10, 412 5,627
61, 995 7,532 4,777 2,755 54, 463 33, 552 23,229 10, 323 20, 911 6, 273 5,961 8,677
72, 801 8,428 4,882 3, 546 64, 463 40,113 28, 381 11,732 24, 350 7,603 4,885 11, 862
84, 841 10, 613 5,108 5, 505 74, 228 46, 572 33,374 13,198 27, 656 8,087 5,203 14, 366
, 206 11, 856 5, 407 6, 449 82, 350 51, 864 37,153 14,711 30, 486 7,632 6,045 16, 809
109, 941 11,977 5,828 6, 149 97, 964 61,066 44, 594 16,472 36, 898 9,677 7,124 20,097

1 Includes regular mortgages, purchase-money mortgages, and sales contracts.

2 Includes agricultural loans to farmers and farmers’ cooperatives by institutional lenders;
farmers’ financial and consumer debt is included under the “nonfarm’ categories.

3 Comprises {debt owed to banks for purchasing or carrying securities, customers’ debt to
brokers, and debt owed to life insurance companies by policyholders.

Sources: U. 8, Department of Agriculture, Bureau of Agricultural Economics; Board of
%ovemqrs of the Federal Reserve System; U, S. Department of Commerce, Office of Business
conomics.
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income (personal income after income taxes and other pay-
ments to Government), and one-eighth of personal holdings

of liquid assets. '
TECHNICAL NOTE

The concepts employed in this study were fully discussed in the article published in the
October 1950 issue of the Survey, page 13. The adjustments for duplication are self-explan-
atory in tables 3 and 4; duplicafing corporate debt (table 5) is confined to debt owed to other
members of an affiliated system. The reader is also referred to the same source for estimates
for years prior to 1945.

September 1951

Estimates for 1945 through 1949 as published in the October 1950 issue have been revised in
the present article because of revisions in the Federal Savings and Loan Insurance Corpora-
tion series for mortgage debt on 1-4 family nonfarm homes and in the Federal Reserve Board
series for consumer credit outstanding. Neither of these revisions, which run back to 1929 in
each instance, have been incorporated in the present series prior to the year 1945. In the case
ofthe F. 8. L. I. C, revision, the effect upon the debt components in tables 1 and 2 is negligible;
in the case of the F. R. B. revision, only a matter of classification in table 7 is involved (single-
payment loans of over $3,000 by commercial banks have been excluded from consumer credit
and added to unincorporated financial and commercial debt). Other revisions for recent
years have resulted from the incorporation of additional basic data.

The Business Situation
(Continued from p. 12)

overall deficit of the ERP countries with the United States
from rising as fast as the increased requirements would
otherwise suggest. .

A geographic breakdown of these developments discloses
that while a large part of the additional dollar requirements
are originating in the United Kingdom, the increased dollar
expenditures by the United States are more likely to benefit
the European continent.

Government aid to Europe, other than military, increased
slightly from the preceding quarter. The second quarter
disbursements of $600 million were at a considerably higher
rate, however, than the amounts likely to be disbursed
during the current year from unexpended (but allocated)
funds from previous years’ appropriations and the new appro-
priations authorized by the House and Senate. Conse-
quently, the aid disbursements are likely to decline soon
below the second quarter rate of the deficit on goods and
services other than military of nearly $2 billion.

Thus, new adjustments in the transactions between Europe
and the United States will be required as economic aid is
reduced, and alternative means of securing goods are
developed.

Increased outflow of capital finances
Canadian deficit

The rising surplus on goods and services with Canada was
financed largely by an increased outflow of private United
States capital. Most of this increase consisted of loans and
was induced by credit restrictions and the resulting rising
interest rates in Canada, which led borrowers in that country
to look to the United States for funds. Since these credit
restrictions can also be expected to reduce the demand for
imports from the United States, the Canadian deficit can be
expected to decline and the form of financing which was
available during the second quarter may not have to be
relied upon in the future.

Large military purchases by Canada in the United States,
unless they are offset by similar purchases by the United
States in Canada, may prevent this favorable development.

Latin American deficit less basic

The Latin American deficit, aside from that part which is
caused by the lower imports of coffee during the second
quarter, does not appear to be so basic as that of Europe.
Latin America has been a major beneficiary of the large rise
m demand for, and prices of, raw materials and foodstuffs
in the past year, and even the price declines during the last
months are unlikely to affect the total dollar earnings of these
countries. The rise in United States exports, particularly
to countries which recently relaxed exchange restrictions,
may continue so long as the goods are available here or until
such higher exports again induce exchange stringencies. It
is not impossible, however, that even in some of these coun-
tries inventories of imported goods will accumulate before a

tightening of exchange restrictions becomes necessary, thus
inducing a ‘“normal,” or market, decline in the demand for
imports from the United States.

Sterling area may have small deficit

It appears that all the expected changes in exports, im-
ports and Government aid will result in a decline of the
surplus on goods, services, and unilateral transfers of the
sterling area with the United States, which amounted to $1
billion at an annual rate during the first half of 1951, or may
even create a small deficit. Additional dollar requirements
arising from purchases in Canada, Cuba, and other dollar
countries and from purchases of oil produced abroad by
American companies will accentuate these changes in the
dollar account of the sterling areas.

As in the previous experiences with rising disequilibrium in
the dollar transactions of the sterling area, the known trans-
actions directly with the United States do not altogether
explain the intensity of the development. Quite regularly
at such occasions the unaccounted-for payments by the
sterling area rise rapidly. From the first to the second
quarter of 1951, these transactions by the sterling area rose
from net dollar receipts of about $156 million to net payments
of $223 million. This compares with a net increase in the
errors and omissions in the United States balance of payments
with all countries by only $60 million. A large part of this
shift in the unexplained transactions of the sterling area may
be due to the decline in United States purchases of wool,
rubber, and tin from the first to the second quarter, which are
not reflected in the actual import figures since the latter lag
several months behind the purchases.

Another part may reflect hidden capital movements, al-
though there do not appear to have been any particular
reasons during that period for major shifts of capital to the
United States.

More likely, however, are increased dollar payments
against sterling to other countries which—as happened in
1947—required increased dollar resources to facilitate larger
purchases in this country as long as the opportunity for such
purchases was favorable. If this is the case, it would indi-
cate again the sensitivity of the British dollar reserves to
developments of the balance of payments in the rest of the
world—not only the sterling area—resulting from the large
liquid sterling assets held by countries outside the sterling
area as monetary reserves and commercial working balances.

Unlike in 1947 and 1949, when the change in the balance
of payments of the sterling area with the United States
reflected a substantial increase in the deficit of the sterling
area, the change is now from a large surplus to a position
not far from balance. Furthermore, rising supply stringen-
cies in the United States may again reduce exports to the
sterling area countries and curtail the demand for dollars
by other countries. In fact, the continued high imports by
the United States coupled with a rising scarcity of goods
available for commercial exports may create in the not too
far distant future a new surplus in the balance of payments of
foreign countries with the United States, enabling them again
to build up their gold and dollar reserves.



Mlonthly BysINESS STATISTICS
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THE DATA here are a continuation of the statistics published in the 1949 Statistical Supplement to the SurvEY oF CURRENT BUsINESS.
That volume (price $1.25) contains monthly data for the years 1945 to 1948, and monthly averages for earlier years back to 1935 insofar as avail-
able; it also provides a description of each series and references to sources of monthly figures prior to 1945. Series added or revised since publica-
tion of the 1949 Supplement are indicated by an asterisk (*) and a dagger (f), respectively, the accompanying footnote indicating where historical
data and a descriptive note may be found. The terms “unadjusted’” and ‘‘adjusted’” used to designate index numbers and dollar values refer to
adjustment of monthly figures for seasonal variation.

Data subsequent to July 1951 for selected series will be found in the Weekly Supplement to the SurvEY.

1950 1951
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Unless otherwise stated, statistics through
1948 and descriptive notes are shown in the
1949 Statistical Supplement to the Survey July August

Septem- October Novem- | Decem-

ber ber per | Januery

March April May June July

GENERAL BUSINESS INDICATORS

NATIONAL INCOME AND PRODUCT}

Seasonally adjusted quarterly totals at annual rates:

National income, total ._______________ cofdol e . 245.8 {coomea 260. 1
Compensation of employees, total_. 157.3 |- 165. 2
‘Wages and salaries, total_.___.. - 149.7 |- 157.2
Private__._._ 127.2 |- 132.7
Military._ . 5.0 |- 6.6
Government 17.5 |- 17.9
Supplements to wages and salaries__ 7.7 7.9
Proprietors’ and rental income, total 3 ,_do._._ ______ 45.6 |- 47.2
Business and professionald® 23.2 |- 23.0
Farm_ ... 14.3 |- 15.8
Rental inecome of persons 81 | ... 8.4
Corporate profits and inventory val nation ad-
justment, total._________________ bil. of dol__ 374 | a_ 42.2
Corporate profits before tax, total_____ 3 - 50.3
Corporate profits tax liability__ - 22. 5
Corporate profits after tax..__.. _ 27.8
Inventory valuation adjustment. - —~8.2
Net interest____ . __________._.._. [ T S (A FSSUN S B8 - 3 PRV P, 5.6
Gross national product, total . _____________ do.._. (3N PR 303.7
Personal consumption expenditures, total do_.__ .5 ] 198.4
Durable goods 34.3 |- 29.4
105.5 |- 104.9
62.7 |- 64.0
47.3 |- 60. 2
23.5 |- 23.3
Producers’ durable equipment. 24.5 |. 25.0
Change in business inventories_ .71 R 11.8
Net foreign investment_____________ 3 - —2.7
Government purchases of goods a
total .. . . . 47.8 |.
Federal (less Government sales).. . 27.3 |-
Stateandlocal._._.______ .. . __ 3 20. 4
Personal income, total . ____________________ 238.3
Less: Personal tax and nontax payments.__do..._ 23.1
Equals: Disposable personal income_____.__do... 215.2
Personal saving$ 16.8

PERSONAL INCOME, BY SOURCE?

Seasonally adjusted, at annual rates:

Total personal income 222.7 227.7 231. 5 234.1 236.4 244.4 243.6 243.3 245.5 249.0 249.8 | r251.0 251, 6
‘Wage and salary receipts, total. 143.2 147.2 149.7 152. 4 154.2 155.9 158.0 160.0 162. 2 164.8 165. 1 r 166. 4 166.1
Employer disbursements, total . 146.1 150.3 152.6 155.6 157.3 158.9 161.6 163.4 165.9 168.2 168.8 | r169.9 169. 6
Commodity-producing industries.___do.... 63.9 66. 2 67.1 69.3 69.9 70.8 7.7 72.4 73.7 75.0 74.6 75.2 74.5
Distributive industries ds 41.9 42.8 42.8 43.1 43.2 43.6 44.3 4.5 4.9 45.3 45.6 745.6 45.7
Service industries._____ d 18.8 18.9 19.1 19.3 19.5 19.6 19.9 19.8 20.0 20.1 20. 2 r20.3 20.2
Government 21.5 22.4 23.6 23.9 24.7 24.9 25.7 26.7 27.3 27.8 28.4 28.8 29.2
Less employee contributions for social insur-
ance_ __________.________________ bil. of dol__ 2.9 3.1 2.9 3.2 3.1 3.0 3.6 3.4 3.7 3.4 3.7 3.5 3.5
Other labor income____________ - do_. - 3.6 3.6 3.6 3.6 3.7 3.7 3.7 3.8 3.8 3.8 3.8 3.8 3.8
Proprietors’ and rental income_ - 45.3 46.1 45.3 46.3 47.2 48.1 50.5 48.2 47.7 48.1 48.0 r48.0 49.3
Personal interest income and dlvxdends___do____ 18.4 18.9 21.6 19.7 19.5 25.0 18.8 19.2 19.7 20.2 20.2 r20.0 19.8
Total transfer payments___._____________ do_... 12.2 11.9 11.3 12.1 11.8 1.7 12.6 12.1 12.1 12,1 12.7 12.8 126
Total nonagricultural income_......___.... do._.. 204.0 208.6 212.9 214.3 215. 5 223.4 221.4 222.9 225.2 227.8 220.0 | ,230.1 209, 2
NEW PLANT AND EQUIPMENT
EXPENDITURES
All industries, quarterly total . _________
Manufacturing. . .._________
Mining_
Railroad. -
Other transportation.__._....

Electric and gas utlhtles _________
Commercial and miscellaneous

r Revised.

tRevised series. Quarterly estimates of national income, gross national product, and personal income and monthly estimates of personal income have been revised beginning 1948; for
these revisions and for earlier revisions (covering data for 1946—47), see tables 41, 43, 45, and 48 in part V of the National