
February 1940 SURVEY OF CURRENT BUSINESS

An Economic Review of 1939
Introduction

AN economic review of the year 1939 must largely
^ revolve around two not unrelated phenomena—

recovery and war. Despite the sagging of industrial
production during the early months, the year was
generally one of expanded business activity. From
January to August the sharp improvement of the second
half of 1938 was being consolidated with assurance of
better results for 1939 than had been achieved in the
previous year. The change from the end of 1938 to
August in most economic indicators was not very large;
nevertheless business was in a moderately rising phase
even before the war in Europe started.

It is perhaps strange to recall, in the light of subse-
quent events, that the small magnitude of the recovery
of industrial production before September, the con-
tinued weakness of commodity prices, the restricted
activity on the stock exchange, and the comparatively
low level of capital investment were widely attributed
to the threat implicit in unsettled political conditions
abroad. When European war became a reality at the
beginning of September, its repercussions on domestic
business were anything but depressive. It changed the
moderate recovery into a sharp and vigorous expansion
that in its early stages had the characteristics of a
speculative boom. Prices of commodities and equity
shares rose rapidly, while securities which were selling
on a yield basis experienced a marked decline. A for-
ward buying movement developed immediately and
was followed by a rise in purchasing of producers' goods
that pushed production forward at a spectacular rate.
By December, industrial production on an adjusted
basis was the highest on record. All this occurred
without a significant rise in exports—the area in which
the impact of war-resultant demands would be focused
—until the sharp, nonseasonal increase in December.
Although the outlook was being viewed less optimis-
tically by the middle of October and although the seeds
of a decline had already been sown, business activity
was maintained at an expanded rate through the end
of the year. This marked business rise of the final
third of 1939 contributed materially to the substan-
tially better results which the year as a whole presents
over 1938.
Expansion of the National Income.

An over-all measure of the improvement in 1939 is
afforded by the national income. The net value of
goods and services produced during the year is estimated
at 68.5 billion dollars, a gain of 4.5 billion or 7 percent
over 1938 national income of 64 billion dollars. As
averages for prices and living costs were little different
for the 2 years, this change indicates quite accurately
the gain in real income. The year brought a renewal
of the upward trend in the national income which began

in 1933 and was interrupted only in 1938, as can be
seen in figure 2. In contrast with 1938, when business
enterprises drew heavily on accumulated resources to
meet their current income payments, final data for 1939
are expected to reveal that business savings and losses
(defined as the aggregate of undistributed earnings and
of deficits after the payment of dividends) were in
approximate balance. This elimination of business
drafts, which amounted to approximately a billion
dollars in 1938, was accompanied by a rise in the volume
of income payments from 66.3 billion dollars in 1938
to 69.7 billion in 1939 (see fig. 2).

The dollar total of income produced in 1939 compares
with the 1929 figure of 82.7 billion and the 1937 aggre-
gate of 71.9 billion. The question of what this means in
terms of real income—that is, actual goods and serv-
ices—is a difficult one to answer because of the shifts in
the types of income produced and the radically altered
price structure. Evidence of a generally related nature
indicates on a rough approximation that real income, or
the dollar total adjusted for price changes, was about
the same in all 3 years. The 1939 national income of
68.5 billion dollars was approximately 14 billion less
than the record total of 1929. This 17-percent differ-
ence, however, was accompanied by differences of 19
percent in wholesale prices and 15 percent in the cost of
living. Neither of these price series is adequate for
correcting the dollar figures for price changes, but they
indicate that the quantity of goods and services pro-
duced in 1939 was very nearly the same as that of 1929,
despite the large variance in the dollar figures. Like-
wise, the difference between 1939 and 1937 income of 5
percent must be associated with the wholesale price
decline of 11 percent and the reduction in the cost of
living of 4 percent. What cannot be lost sight of in
comparing income at both ends of the decade, however,
is the increase of population, estimated to be about 8
percent, which means that real income per capita was
significantly smaller in 1939 than in 1929.

As a result of the higher rate of economic activity,
particularly in the final quarter of 1939, the business
earnings for the year were far ahead of the 1938 results.
Dividend disbursements increased markedly in the final
quarter of 1939, and the total for the year was $4,250,-
000,000, $550,000,000 higher than in the preceding year,
though they were considerably less than in 1937.
Interest payments in 1939 were not much different in
total from those in the preceding year.

Aggregate salaries and wages showed a marked rise
in 1939, and labor's share in the total flow of income
payments increased. The relatively sharper rise in
labor income was in large part the result of the marked
increase in activity in manufacturing, since labor's
share of income in that industry is considerably above
its portion in all industries combined. The rise in

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

February 1940



SURVEY OF CURRENT BUSINESS February 1940

labor's share of income flowing to individuals occurred
notwithstanding a 275 million dollar decline in work-
relief wages. Pay rolls in manufacturing industries
alone are estimated to have increased by approxi-
mately 1.5 billion dollars, or one-eighth, over the 1938
total.
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Figure 2.—Indexes of Income Payments by Type of Payment, 1936-39
(U. S. Department of Commerce).

All the major groups distinguished in figure 3 con-
tributed, though in varying degrees, to the material
improvement in income during the past year. Partic-
ularly marked was the increase in the contribution of
the commodity-producing industries—those which ex-
perience wide cyclical fluctuations. Despite the wide
gains over 1938, this group remained farther below the
recovery peak of 1937 than the other producing groups.
Manufacturing industry experienced the largest in-
crease. Contract construction also improved, and the
mining industry showed a gain despite the bituminous
coal shut-down of the spring. Agricultural income
experienced only a slight advance over 1938, and this
was traceable to a marked increase in government bene-
fits. Income from marketings of crops and livestock
was 1.5 percent greater than in the preceding year.

The distributive industries also contributed notably
to the 1939 rise in national income, with steam railroads
making the best showing on a percentage basis. More-
over, the product of the distributive industries was the
same as the dollar total in 1937. The service industries
as a group have experienced only minor changes over
the past 2 years, and for 1939 showed but little im-
provement over a year ago. Government's contribu-
tion to the national income was practically the same in
1939 as in 1938; the regular pay rolls of the Federal,
State, and local Governments continued to expand as in
recent years, but this increase was largely offset by a
considerable reduction in work-relief wages (not shown
in the chart).

Government in 1939 was the only major sector of the
economy where the contribution to the national income
was larger than the 1929 dollar volume. The com-

modity-producing industries as a whole had a dollar
contribution smaller relative to 1929 than that of other
groups.
Rise in Profits.

The improvement in business profits was shared by
all major groups, notably by railroads, industrial con-
cerns, and public utilities. The rise in profits was very
substantial in the last quarter, but, even in the first 9
months, earnings were higher than during the cor-
responding period of 1938. The trend of profits of
industrial corporations is indicated by the data in
figure 26. Although the earnings of this particular
group of corporations averaged less in the first 9 months
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Figure 3.—Indexes of National Income by Major Industrial Sources, 1929-39
(U. S. Department of Commerce).

of 1939 than the last-quarter peak of the preceding year,
the average for the first 9 months was 148.5 million
dollars per quarter in 1939—more than double the
comparable average of 70.5 million in 1938.

The indicated rate of earnings on net worth for the
industrial corporations rose markedly in the final
quarter of 1939; the profits for this period were much
better than those for the year as a whole. Data for
370 manufacturing corporations, tabulated by the
National City Bank of New York (including those
whose fiscal year closed prior to December 31) reveal
that earnings in 1939 for this group represented 7.5
percent of net worth at the beginning of the year, or
about double the return of 3.6 percent calculated for
the same group for 1938. For the year, the rate of
earnings was less than in 1937 because of the com-
paratively high returns under conditions of sustained
activity during the first 8 months of the earlier year.
While additional reports are necessary to measure the
actual changes, sufficient information is available to
indicate that cost-price relationships are such that rising
volumes have been accompanied by sharply advancing
profits.
The Cyclical Background.

Of more interest and importance than the gain in
income for the year as a w ĥole is the cyclical pattern
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of business during the year, the course that was charted
as the year developed, and the economic situation and
prospects as they appeared at the year end. A brief
discussion of the cyclical background is necessary for
an understanding of this movement.

As is well known, the recovery from the depression
lows of 1932-33 ended with a speculative inventory-
price rise which reached its peak about the middle of
1937. Leaving aside the problem of the underlying
causes of the movement from July 1936 to April 1937,
the facts are that Moody's price index rose 22 percent,
while inventories were increased from January to
September of 1937 by probably more than 2,500 million
dollars. There ensued a precipitous decline during the
latter part of 1937 in most phases of economic activity,
and this continued, though at a slower pace, for the
first 5 or 6 months of the following year.

The set-back in industrial production, spurred on by
a liquidation of inventories, was particularly large;
from peak to trough, May 1937 to May 1938, the
Federal Reserve Board's unadjusted index dropped 37
percent, with two-thirds of the decline accounted for by
the durable-goods component. The decline in sensitive
prices was of similar magnitude, as is indicated by
the fall of 35 percent in Moody's index from May
1937 to May 1938. No doubt these declines mag-
nify the severity of the recession in economic activity
generally. A more accurate picture of its impact is
indicated by the reduction of approximately 12 and 10
percent in income payments and nonagricultural
employment, respectively, from the peak to the trough
in each of these series.

While this evidence need not minimize the sharp-
ness of the downswing experienced over a relatively
brief span, the fact remains that the movement for-
tunately was not transformed into a vicious deflationary
spiral. By the middle of 1938 the trend was definitely
reversed. This must be attributed primarily to four
favorable elements in the situation:

1. Construction activity was well maintained during
the production downswing and, although there was
some dip in new contracts awarded in the second half
of 1937, a sharp and early pick-up—especially in
residential awards—came in 1938.

2. The volume of exports, even without the unusually
heavy grain shipments, held at a relatively high level
during the fiscal year 1938 and gave support to the
domestic business structure.

3. The net contribution of the Government to the
flow of purchasing power was sharply increased under a
broad program designed to effect a quick revival.

4. All effort was made by the monetary authorities
to establish extremely easy conditions in the money
market, with the result that interest rates declined
markedly.

As a consequence, a period of revival got under way
somewhere around the middle of the year. Stock prices

turned up as early as May, and industrial production
began to rise perceptibly by July. In the sense that
production of new investment goods—even including
that represented by Government outlays—formed a
smaller proportion of the national income than was
usual during the 1920's or even in 1936 and 1937, it was
a consumption recovery. Under this condition of
comparatively low volume of new investment, the
lower level around which prices hovered contributed to
the magnitude of the expansion. With inventories
being liquidated at a much slower rate, industrial pro-
duction expanded rapidly. From June to December
there was a gain of 35 points in the Federal Reserve
index—a recovery of more than half the loss*off;the
previous year. The adjusted index of income pay-
ments1 rose from 79.9 in May (1929 = 100) to 83.4 by
the end of the year, and there was a corresponding in-
crease in consumption, as indicated by the data on
retail trade.
Business Pattern in 1939.

Developments during 1939 in various sectors of the
economic structure form the subject of the following
pages of this review. Here, only the broad outlines of
the movement can be blocked in, especially as they are
reflected in fluctuations in income payments.

By the beginning of the year, the factors responsible
for the recovery in 1938 had spent their expansive pow-
ers. During the first half of 1939 the economic ma-
chine was operating on a relatively even keel, allowing
for the usual seasonal movements. Of course, there
were changes—expansion in some spheres and contrac-
tion in others—but by and large they acted as offsetting
influences. Construction activity, for example, was
expanding, while industrial production showed some
recession. Consumption was increasing slightly with
the easing of prices; inventories were on a gentle down-
grade. But with private capital investment not in-
creasing and with the Government program operating
at a steady pace, with inventories at best a neutral fac-
tor and with no significantly added stimulus from
abroad, the situation essentially lacked any dynamic
quality. This can be seen in the movement of income
payments from January to July shown in figure 4.
During that period the fluctuations in this index were
very slight.

Thus, the first half of the year was not marked by a
real change in trend, from slightly down to slightly up,
as might be suggested by the change in industrial pro-
duction. Viewing the situation from the movement of
industrial activity, the first half of 1939 appears much
the same as the corresponding period of 1938, although
in the later year operations were at a consistently higher
level. But the difference is evident from the widening

1 "Income payments" differ from "income produced" by the inclusion in the latter
of the net savings of business units (after dividends and withdrawals), the employer
and employee contributions to the Social Security funds, and the exclusion therefrom
of direct relief, social-insurance benefits, and similar disbursements for which no
services are currently rendered.
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of the gap between the curves of income payments for
the 2 years as is shown in figure 4. The fore part of
1938 was the end of a deflationary movement, while no
deflating tendency was revealed during the similar
period of 1939.

In August, for the first time in 1939, the adjusted
index of income payments rose significantly above the
December 1938 figure. Much has been made of the
fact that economic activity was expanding prior to the
outbreak of war, but it may be doubted whether this
upward trend had the staying power to carry total
activity to an appreciably higher level. There was
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Figure 4.—Indexes of Income Payments and Industrial Production (Ad-
justed for Seasonal Variations), 1938 and 1939 (Income Payments, U. S.
Department of Commerce; Industrial Production, Board of Governors
of the Federal Reserve System).

not much evidence of a sizable increase in any of the
basic demand factors which determine the volume of
total production and employment. However that
may be, neither the character nor the magnitude of
the expansion which followed the outbreak of war had
much to do with the prior trend of industrial activity.

From the very beginning of hostilities there was an
immediate and spectacular change in the situation.
The pound, the franc, and related currencies depreci-
ated sharply in foreign-exchange markets as a large
volume of foreign funds sought refuge in the United
States and as official support was withdrawn from
sterling. Early in September, commodity prices began
a steep rise as a forward buying wave developed. Even
consumers were affected by the prevailing sentiment
to the extent of purchasing unusual supplies of staple
foodstuffs. Orders piled up for a broad range of semi-

manufactured and finished goods, and manufacturing
operations were stepped up to meet the new demand.
Naturally the producers of more standardized materials
felt the impact of the buying wave first; but, after
several weeks, makers of all types of highly processed
goods were receiving an enlarged flow of new business.
As a consequence of the large backlogs so quickly ac-
cumulated, industrial production was stepped up at an
unusual rate during September and October. By the
end of the latter month many industries—for example,
steel, machine tools, shipbuilding, aircraft, rayon, and
paper—were operating at a rate which taxed existing
capacity.

The suddenness of the move is a clear indication of
the extent to which it rested upon a change in expecta-
tions. Especially in its initial phases the basis of the
rise W2S forward buying for inventory purposes in antici-
pation of a rise in prices and a shortage of supplies that
was expected to result from the war. As the production
rise gained momentum, there was a marked increase in
the rate at which business was making equipment com-
mitments, although there was only a small increase in
the volume of new factory contracts awarded. But
no material stimulus from abroad had as yet developed.
Exports from September to November did not advance
more than seasonally, and on balance little new foreign
buying occurred except in a few lines, such as aircraft,
machine tools, and trucks.

Within a relatively short time a calmer attitude came
to prevail as the real nature of the underlying situation
was apprehended. Sensitive prices reached their peak
by the middle of September and thereafter began to
ease off from their "highs." The buying spurts in non-
durable goods and a few semifinished durables reached
a top during September, and by the middle of October
new orders for these commodities were around their
August levels. For many durable goods, particularly
industrial equipment, new business was higher in Octo-
ber than in September, and in some lines was holding
at this improved level in November.

Production was increased somewhat further in No-
vember, but by the final month of the year there was
a slight (much less than the usual seasonal) contrac-
tion. Toward the end of the year the high rate of
industrial operations was maintained at the expense of
the enlarged backlogs of unfilled orders. Generally
speaking, unfilled orders were being reduced in non-
durable-goods industries by the end of October and in
durable-goods industries by the end of November.
Despite the rise in capital-goods commitments and in
the actual expenditures which occurred, inventories
were being accumulated at a rapid rate throughout the
fourth quarter of the year. Although there was a
change from the highly optimistic sentiment of Sep-
tember during the final months of the year, the feeling
still prevailed that the war did make a difference.
Prices of both commodities and equities remained above
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August levels, and there was no disposition, as the year
ended, to shorten inventory positions. Considering the
high rate of industrial operations and the large increase
in earnings which was assured for the fourth quarter,
however, stock prices were weak from the middle of
October to the end of the year, reflecting the doubts
which were being entertained about business prospects.
Furthermore, there were no signs of increased demands
in the market for new capital. The two most interest-
ing developments during December were a renewal of
the rise in certain agricultural prices and, for the first
month since the war started, a significant increase in
exports.

By-way of summary it may be noted that the expan-
sion in economic activity which came during the last
4 months of 1939 resulted in a spectacular rise in in-
come payments, the magnitude of which can be seen
in figure 4. On an adjusted basis the increase in this
index was from 85.4 in August to 89.8 in December.
What a rise of this magnitude means is that by Decem-
ber income payments were being made at an annual
rate of 73 billion dollars, compared with the midsummer
flow of slightly over 68 billion. As a consequence con-
sumption increased during this period, and, in fact, at
about the same rate as income payments, although
both consumption and income payments rose much less
than production.

The record for the year was thus one of progress,
greatly accelerated during the final 4 months. At the
end of the year, however, the economic situation was
definitely not one in which the high December rate of
activity would be maintained. The expanded volume
of production had been based in large part upon invest-
ment in inventory, and by the end of December it was
evident that that movement would not continue much
longer. Hence, the prospects for early 1940 were for a
decline in business volumes as the rate of inventory
accumulation fell off. The reduced flow of new orders
and the cutting down of backlogs pointed in this direc-
tion.

At the time, there did not appear to be any new
demand factors in immediate prospect of sufficient
magnitude to offset a cessation of inventory investment
and thus to hold productive activity at existing levels.
Business investments, apart from inventories, had
undoubtedly increased, but the extreme quiet in the
new-issues market did not indicate expansion in this
sphere for the months ahead. The export returns for
December showed a large gain, and prospects as 1940
opened were for demands from abroad to be much
larger than in the opening months of 1939. But the
probable increase in this sphere during the early months
of 1940 could hardly be large enough to fully cancel the
inventory factor.

Production
Industrial Production

The pattern of industrial production as shown by
the Federal Reserve index of industrial production
was superficially much the same in 1939 as in 1938.
In the first half of each year there was a small initial
decline followed by a leveling off and equivalent recov-
ery, which left the midyear index at approximately the
opening level. In the latter half of each year there
was a sharp advance that carried the index to a Decem-
ber figure approximately one-third higher than the
average for the first half. The only noticeable differ-
ence to be seen in a chart of this index (see fig. 4) is that
the 1939 monthly values were more than one-fifth above
the corresponding monthly values of 1938.

Analysis reveals, however, that this similarity is
indeed superficial, and that tremendous differences are
concealed within the similarity of the over-all move-
ments. In 1938 the initial decline was the tail end of
the sharp recession that occurred in the last 4 months of
1937; it brought production to a point low enough to
make possible a liquidation of the inventories that had
been accumulated up to the third quarter of 1937. In
1939, on the other hand, the movement during the first
half constituted merely a plateau in the recovery;
production and consumption remained closely in bal-
ance and there was comparatively small change in the
total volume of inventories.

The recovery in the second half of 1938 was a rebound
from the depressed levels of the first half; incomes and
consumption had been rather well maintained, and the
flow of goods through our markets provided a firm base
upon which to build a higher level of production. The
recovery in the last half of 1939, on the other hand,
represented a forging ahead of production to levels that
would allow the building up of larger inventories and
the provision of some additional capacity through new
equipment; it was stimulated by recollections of the
large demands that had been made during the 1914-18
war and by the speculative urge to take advantage of,
or protect against, possible price increases or delivery
delays.

In short, the pre-war recovery from the 1938 lows
was based upon increased consumers' outlays and larger
orders for Government account, particularly public
construction; while the recovery after August 1939 was
based upon producers' efforts to anticipate needs that
would develop under conditions of large-scale war. In
1938 the general level had been lifted by increased ac-
tivity in lines that ultimately enhance the Nation's
consumption, and in the sharp spurt of 1939, it was
pulled up by activity designed to increase the volume
of inventories and the ultimate level of production.
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An Economic Review of 1940
Introduction

THE economic record of the United States in 1940
was one of exceptional and widespread expansion.

After an inauspicious first quarter, during which there
was a reaction from the inventory boomlet of the final
months of 1939, business indicators rose continuously.
For the year as a whole, goods and services in record
volume were produced and distributed. At the year-
end operations in many areas of the economy were at
a pace never before achieved, and the defense program
made imperative a considerable expansion of output in
1941.

Fundamental changes occurred during 1940 in the
character of the propelling factors in the economic
situation and in the problems they created. For, in
the course of the year, the wars raging on other conti-
nents became the dominant influence in the economic
sphere; they supplied the impetus for the upswing in
activity and determined the alterations in the structure
of production which occurred. From the beginning of
the year the export demand for war materials was a
major dynamic factor. Then, as the invasion of the
Lowlands and France revealed the magnitude of our
defense needs under existing world conditions, President
Roosevelt and the Congress outlined a huge defense
program which thereafter overshadowed all else in the
business situation. It became clear that the program
virtually involved the creation of a new armament in-
dustry, or rather a new complex of industries, to provide
the mechanized force required to insure the Nation's
impregnability.

As both Government and industrial resources were
marshalled for this vital and tremendous effort, the
needs of the day were translated into orders and the
first upswing of the past decade to be truly grounded
in the capital-goods industries was begun. Before the
end of the year unemployment had been considerably
reduced and the operations of many firms were pressing
against capacity, though the actual program, while
accelerating markedly, was still largely in its initial
stages.

Some conception of the enormous scope of the arma-
ment program may be gathered from the fact that in
the President's budget message of January 1941 it
was estimated that defense expenditures for fiscal years
1941 and 1940 would total more than 17 billion dollars.1

In other words, it was expected that more than 10 per-
cent of our expanded national income would be devoted

i 8ee chapter on Federal finance for description of defense program.

to defense preparations during this period. While
large in itself this effort must be set against the much
larger proportion of national income—about one-half—
being devoted to military establishments by European
belligerents.

By its very size the defense program dwarfed some of
the problems encountered during the past decade,
since it required that the idle men and machines be
put at work in raising total productive output. In
their stead arose the problems associated with a vast
armament expansion—the problems of creating suffi-
cient armament-producing facilities, of enlarging ca-
pacity to avoid bottlenecks, of providiog additional
labor skills, of limiting price dislocations, and of assur-
ing adequate supplies of raw materials. With the
exception of a pressing need for expansion of capacity
in certain areas of the economy, these problems
had not reached an acute phase by the end of 1940.
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Figure 2.—Change in the Value of Manufacturers' Unfilled Orders, Durable
Goods Industries, 1939 and 1940 (U. S. Department of Commerce).

But their very existence, with the defense program in
its present stage, suggested the ingenuity, the resource-
fulness, and the vision required to meet the tasks
ahead. Larger output and larger income in 1941 were
virtually certain, but the extent of the rise remained
dependent upon the dispatch with which these problems
were attacked and yielded to solution.
Inventory Expansion After Outbreak of War.

The business pattern in the early months of 1940
was determined by the forces set in motion after the
outbreak of the European war in September 1939. It
will be recalled that war came at a time when the
economic situation in the United States lacked any
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major dynamic expansive force. There had been a
little rise in business activity during the months prior
to September 1939, and a continued moderate rise to
the end of the year might have been expected. How-
ever, neither the trend of private business investment
nor the projected program of the Government were
such as to alter substantially the volume of production
and employment.

The coming of the war led to an immediate and dras-
tic alteration in this business picture. For, as figure 2
reveals, it touched off a buying wave of substantial pro-
portions, the Department of Commerce index of new
orders rising from 105 (January 1939=100) in August
to 168 in September. As demand for consumption and
permanent investment had not as yet been altered
fundamentally, this increase in purchasing represented
an attempt to anticipate the price rise and possible
shortages of supply that were expected to result from
the war. A sharp increase in production, based pri-
marily upon this purchasing for inventory, got under
way and continued on an upward trend until the end
of the year. The magnitude of the influence of inven-
tory purchasing in the rise of production can be appre-
ciated from the fact that the Department of Commerce
index of manufacturers' inventories rose from 95.9
(December 31, 1938=100) in August to 107.3 in De-
cember—an increase in dollar terms of approximately
1 billion dollars. As the psychological basis of the
rise came to be understood, and the anticipations failed
to materialize, the volume of purchasing fell off very
rapidly.
Business Declines in Early 1940.

By the beginning of 1940 the volume of production
had already passed its peak. New orders were well
below shipments, and output was being maintained at
the expense of the enlarged volume of unfilled orders
that had been built up in September and October.
Inventory accumulation was still very large, so that
a resumption of purchasing in substantially increased
volume could hardly be expected for some time without
a marked change in the basic situation. The one ex-
pansionary force at work was the demand from abroad
—the volume of exports of United States merchandise
rose to 357 million dollars in December 1939 as against
248 million in August. Furthermore, because a large
share of the increased foreign demand came in the
armament industries which had little unused capacity,
the flow of demand for investment goods was increased,
providing support to business activity. Hence, apart
from the likelihood of inventory liquidation during the
first half of 1940, output could be expected to remain
somewhat above that existing before the outbreak of
war.

From January to April 1940 the course of business
was conditioned by these factors. Industrial produc-
tion declined quite rapidly as the rate of inventory
accumulation tapered off. From its peak of 126

(1935-39=100) in December 1939 the Federal Reserve
index of industrial production fell to 111 in April.
New orders remained below shipments, bringing a con-
tinuous decrease in backlogs of unfilled orders. As
a reflection of the quiet prevailing in basic materials
markets, prices of sensitive commodities weakened.
By the end of March 1940 the Bureau of Labor Sta-
tistics' index of 28 sensitive commodity prices had lost
half the rise experienced from the outbreak of war to
the peak reached late in September.
Intensification of War Brings Economic Expansion.

With the German invasion of the Lowlands and
France in May, the forces underlying the economic
situation were completely changed. An immediate
expansion of purchasing by the Allied Commission put
an end to the possibility of a general liquidation of
inventories. While the volume of exports did not
increase during the rest of the year, foreign demand
became a much more important factor in the business
situation, since a marked shift from agricultural to
industrial products increased the impact of foreign
demand on industrial production and the flow of
private investment in this country. The urgency of
the Allied needs increased the pressure for a greater
flow of armament goods. This was accomplished not
only by increasing commitments but by more liberal
financing of plant expansion by the Allied Purchasing
Commission. As a result, new orders received by
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manufacturers rose appreciably and industrial produc-
tion once again turned upward.

Shortly after their initial move the German mech-
anized forces demonstrated great offensive power and
raised a serious question as to the adequacy of military
preparedness in this country. To settle all doubts on
this question an extensive defense program was initi-
ated. Plans for a two-ocean Navy were laid out, and a
series of naval and air bases in the Atlantic Ocean was
leased from Great Britain to increase the effectiveness
of the fleet. The entire program included a tremen-
dous increase in the air strength and mechanized
equipment of the armed forces and an expansion in
capacity for arms production that would insure ade-
quate supplies in case of emergency. The first peace-
time conscription bill in our history was passed, and
an increase in the regular Army, excluding National
Guard and Reserves, from 250,000 to 1,418,000 on
June 30, 1942, was projected.

In order to plan for and coordinate the procurement
of the raw materials, the finished armament equipment,
and the productive capacity required for this defense
program, a National Defense Advisory Council was
organized. Soon a large volume of contracts was
cleared by the Council and placed by the Army and
Navy. Figure 3 shows that actual defense expenditures
were increased sharply after the middle of the year.
To facilitate the expansion of plant capacity required
for armament production, the regulations regarding
amortization allowances for tax purposes were liberal-
ized so as to lessen the risk attached to investment in
these facilities. Provision was made by the Recon-
struction Finance Corporation to finance defense plant
construction at low interest rates, and Government
letters of intent to purchase were issued in order to
facilitate the financing of production. Various cor-
porations were set up by the Reconstruction Finance
Corporation to secure adequate stock piles of strategic
materials, and a program was initiated to facilitate the
defense of and to improve the economic position of
Latin America. In all these ways and many others,
steps were taken to turn the Nation's energies to the
problem of national defense.

This defense program provided a stimulus of suffi-
cient magnitude to push the volume of economic activity
continuously upward for the remainder of the year.
New orders received by manufacturers rose abruptly,
and unfilled orders piled up month after month despite
a substantial increase in the volume of shipments. It
is calculated that, between May and December, un-
filled orders in the durable-goods industries more than
doubled and that new orders in December still exceeded
shipments by almost 40 percent. From its low point of
111 in April the Reserve Board's index of industrial
production rose to an all-time high of 137 in December.

While the defense program and, to a much smaller
extent, the enlarged export demand were the driving

forces in this business upswing, all types of demand were
quickly affected, and they, too, added to the general
expansion of activity. Private investment in equip-
ment was stepped up rapidly as the volume of produc-
tion began to press upon capacity in many durable-
goods trades. Activity in the construction industry
rose sharply; the volume of contracts awarded soon
reaching the highest figure in a decade. The rise in
contracts for factory construction was outstanding,
though the increase in private residential construction
was also substantial. As employment and income
moved upward, a considerable increase in consumer
purchasing occurred, particularly in durable-goods lines
where sales were augmented by an increase in consumer
credit.

Inventory Accumulation in Late 1940.

During much of this period of rapidly expanding
business in 1940, no substantial impetus was derived
from a general accumulation of inventories. However,
the establishment of the Priorities Board in September,
together with a realization that the defense program
would require capacity operations in many lines for
several years, resulted in a substantial increase in the
flow of new orders which partly represented a general
lengthening of commitments. From that time to the
end of the year, manufacturers' inventories moved up
rather rapidly, the total increase representing an ac-
cumulation of 700 million dollars. During this period
a fairly continuous strengthening of prices occurred,
although the total movement, apart from a few com-
modities, was relatively small.

Hence, in this respect the last quarter of 1940 had a
certain similarity to the corresponding period of 1939.
But the significance of inventory accumulation in the
general business situation had entirely changed by the
end of the later year. First, despite a higher level of
production, the rise in stocks during the final months
of 1940 was considerably smaller than a year earlier.
Second, a much larger proportion of the increased stocks
represented goods in process—goods that would de-
finitely be taken off the market upon completion.
Third, the durable-goods industries were responsible
for a much larger part of the inventory rise—the very
industries most affected by the armament and invest-
ment demands. And, last, the primary impetus in
the expansion of production had shifted from inventory
accumulation as such to the defense program and
British purchasing. Thus, while the increase of stocks
in the last quarter of 1940 contributed to the rise in
the volume of production, an expansion of output
would have occurred in any case.

Larger Rise in Durable-Goods Output.
Both because of the character of the basic stimulants

and because of their impact on the flow of investment,
the greater share of the expansion during the year was
contributed by the durable-goods industries. By the
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end of the year near-capacity operations were charac-
teristic of firms producing heavy goods, and the output
of these industries relative to total production was the
largest since 1929. While total industrial production
as measured by the Federal Reserve index was up from
the 126 of December 1939 to 137 in December 1940,
the durable-goods component had risen from 140 to 163
over the same period. In contrast, activity in the
nondurable-goods industries increased from 117 to only
122. The nature of the expansion may be appreciated
from the fact that in the course of the year activity in
the machinery industries was increased a third, railroad
equipment firms were producing about 50 percent larger
volume, operations at shipyards rose 86 percent, and
aircraft production—measured in terms of man-hours
worked—expanded almost two and a half times.
While the output of iron and steel mills and of non-
ferrous-metals producers could not be much above the
near-capacity volume of a year earlier, the flow of
these materials into immediate consumption was much
larger.

As may be seen in table 1, expenditures for durable
goods, excluding naval vessels and certain special mili-
tary equipment, increased 3 billion dollars in 1940 over
the previous-year total for a gain of 16 percent. Total
expenditures passed the 1937 figure by about 10 percent
though remaining substantially under the 1929 volume.
Well over half the total increase was contributed by
producers' plant and equipment outlays. The latter
rose by almost a third, with the total for the year only
slightly under the peak 1929 volume. It may be noted
that the two most important categories of producers7

equipment expenditures, industrial and commercial,
made new highs.

With operations at these levels in the durable-goods
sectors of the economy, all measures of business activity

showed 1940 to be a year of substantial recovery, with
the year's results in many cases exceeding previous
high marks. The Reserve Board's production index
averaged 122, a 13 percent rise over the previous year
and well above the former high of 113 recorded for
1937. Electric power output for the year was at a
new high of 144,965 million kilowatt hours as com-
pared with 130,336 million in 1939. There was an
increase of 7 percent in freight carloadings, and,
although they were still 31 percent below the 1929
record, the year's showing was good in view of the
secular diversion of traffic to other types of transporta-
tion over the decade. Owing to the sharp drop in
public construction during the first half of the year,
construction activity in 1940 rose only moderately over
1939. However, the value of contracts awarded ex-
ceeded the 1939 volume by one-eighth, with a large
volume of work carried over into the new year. In
the retail field, total sales in 1940 are estimated at
45.5 billion dollars, an 8 percent increase over 1939
for the largest physical volume on record. The ex-
pansion in all these fields contributed to a substantial
decrease in unemployment. Total nonagricultural
employment in December of 37,168,000 was 4.3 per-
cent or 1,500,000 higher than employment a year
earlier.

Larger National Income in 1940.

The most comprehensive measure of the economic
improvement in 1940 is that afforded by the national
income—the measure of net production of commodities
and services by all private and public enterprises.
This net-output value figure advanced from 69.4 bil-
lion dollars in 1939 to 73.9 billion in 1940, a gain of 4.5
billion or more than 6 percent, according to preliminary
estimates. Because price increases from 1939 to 1940

Table 1.—Estimated Expenditures for New Durable Goods*
[Millions of dollars]

Item

Public and private _. . . . . . __ _.
Public construction 2

Private
Producers':

Total
Railroads
Electric power ._ .
Telephones . . .... . . - - - . . - , _ _ ._ .
Transit
Other utilities. . .
Mining and manufacturing . . . . . . . . . .
Agriculture
Commercial and miscellaneous

Consumers':
Total
Housing,. . . . . . . _ _ _ . _ . . - . . - -. ._ _
Nonprofit institutions
Passenger cars. _ - -
Household goods

Plant and equipment

1929

25, 542

23,131

10,126
840
774
615
135
369

3, 596
961

2,836

13,005

1937

20,006

17, 204

7,570
525
400
348
101
162

3,122
919

1,993

9,634

1939

19, 021

15, 402

6,107
270
373
333
107
121

2,425
773

1,705

9,295

1940

22,123

18, 769

7,884
450
485
400
114
150

3,375
865

2,045

10, 885

Plant

1929

10, 744
2,411
8,333

4,531
503
387
328
82

256
1,441

348
1,186

3,802
3,234

568

1937

7,004
2,802
4,202

2,294
188
172
100
39

117
1,053

222
403

1,908
1,740

168

1939

7,815
3,619
4,196

1,876
130
160
91
54
81

775
230
355

2,320
2,095

225

1940

8,307
3,354
4,953

2,318
170
210
117
51

100
975
250
445

2,635
2,385

250

Equipment

1929

14, 798

14, 798

5, 595
337
387
287
53

113
2,155

613
1,650

9,203

3,293
5,910

1937

13,002

13,002

5,276
337
228
248
62
45

2,069
697

1,590

7,726

2, 726
5,000

1939

11,206

11, 206

4,231
140
213
242

53
40

1,650
543

1,350

6,975

2,275
4,700

1940

13, 816

13,816

5, 566
280
275
283
63
50

2,300
615

1,700

8,250

2,950
5,300

1 Data for 1940 are preliminary; certain data for earlier years revised. In view of the defense program, it may be pointed out that the estimates for durable goods exclude
naval vessels and special military equipment generally, while including (under public construction) outlays for military posts, yards, docks, and hangars, for defense housing,
and for publicly owned productive plant. Government expenditures for equipment of ordinary commercial type, such as typewriters, machine tools, and motor trucks, are
included in the estimates for private equipment expenditures. Heretofore, purchases of such equipment by governments have been relatively insignificant. Under the defense
program, however, they are certain to expand materially, and it is hoped that they can be at least partially segregated in estimates for later years.

2 Includes work-relief construction.

Source: Board of Governors of Federal Reserve System.
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were slight, nearly all of this improvement in national
income resulted from an increase in the quantity of
commodities and services produced.

Since the major share of defense activity was con-
cerned with industrial materials and equipment, the
expansion of national income was paced by the com-
modity producing industries. These industries—agri-
culture, mining, manufacturing, and contract construc-
tion—in the aggregate provided a net product in 1940
valued at 2.8 billion dollars more than the figure for
1939, an increase of more than 10 percent. This was
about three-fifths of the gain in total national income
from 1939 to 1940, although the industries represented
about one-third of aggregate national income in 1939.

Net production values also were higher in other
lines, but by smaller margins. Government net out-
put, exclusive of work-relief production, advanced
from 8.1 billion dollars in 1939 to 8.6 billion in 1940.
It is important to recognize, however, that defense
orders placed with private business firms are included
with the net production of other industries and not in
Government output. The value of net product in
distribution industries was up 700 million dollars, rising
from 15.3 billion in 1939 to 16.0 billion in 1940 for a
gain of nearly 5 percent. Service industries, usually
the laggards during periods of change, improved more
than 4 percent as net output values increased from 18.5
billion dollars in 1939 to 19.3 billion in 1940.

The 73.9-billion-dollar aggregate for national income
in 1940 was the highest value reached in any year since
1929. It was 84 percent above the depression low of
40.1 billion in 1932 and 3.7 percent above the previous
recovery high of 71.2 billion in 1937.

As part of this movement reflects shifts in the general
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Figure 4.—Indexes of National Income by Major Industrial Sources, 1929-
40 (U. S. Department of Commerce).

price level, however, changes in the quantity of net
output have been less marked. In quantity terms, the
national income declined about one-fourth from 1929
to 1932. The quantity of net output by all private and
public enterprises had recovered to a point in both 1937
and 1939 that approximated the 1929 volume. From

1939 to 1940 the gain in real national income—a gain
after allowance for price changes—was enough, roughly,
to offset the increase in population from 1929 to 1940,
so that per capita production was about as high in
1940 as in 1929.
Income Payments Also Rise.

Income payments to individuals during 1940 aggre-
gated 74.3 billion dollars as compared with a total of
70.1 billion for 1939. As in the preceding year, the
flow of income to individuals advanced sharply during

1929 = 100

20

1937 1938 1939

Figure 5.—Indexes of Income Payments by Type of Payment, Adjusted for
Seasonal Variations, 1936-40 (U. S. Department of Commerce).

the second half and closed the year substantially above
the preceding year-end figure. During the second
quarter of 1940, income was disbursed at an annual
rate of 73 billion dollars. By the final quarter it had
advanced to 77 billion, reaching an annual rate of 78
billion in December. The rate for the final quarter of
1939 was 73 billion dollars.

The month-to-month movements in the various
types of income were notably diverse in character.
After correction for normal seasonal fluctuations, sal-
aries and wages declined from the 1939 high of 88.9
(1929 = 100) recorded in December to 86.2 in April.
Employment and pay rolls moved sharply upward in
May, and, under the impetus of the defense program,
the adjusted index of salaries and wages continued its
upward movement through December when it reached
a high of 96.0 for the year. As employees' income
accounts for roughly two-thirds of total income pay-
ments, the 1940 expansion in pay rolls contributed
substantially to the movement of income.

Dividend payments for the first quarter were 15
percent above the comparable period in 1939, the large
increase over the preceding year continuing through
the third quarter. There was a noticeable tendency
for dividends to level off at the year-end, and for the
last quarter disbursements were only 3 percent above
the preceding year. These less favorable last-quarter
comparisons were due partly to the high level of divi-
dend disbursements achieved in the final quarter of
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1939 and partly to a large-scale adjustment of earnings
for increased taxes on 1940 corporate incomes. Unem-
ployment compensation benefits, which first became
an important source of income in 1938, rose sharply
during the first half of the year and then declined
markedly as employment increased, though the year as
a whole showed a substantial rise over 1939.

The marked expansion in governmental activities
consequent upon the inauguration of the defense pro-
gram raised military and regular employment during
the last quarter of 1940 13 percent above a year ago.
This increase in consumer purchasing power occasioned
by the expansion in governmental employment was,
however, largely offset by a sharp reduction in income
disbursements of an emergency nature. Thus, while
regular pay rolls rose 70 million dollars between March
and December, relief and unemployment benefits
declined 50 million over the same period.
Advance in Profits.

On the basis of preliminary data it is estimated that
net income of all corporations in the United States was
about 25 percent higher in 1940 than in the preceding
year. This comparison is based on net incomes adjusted
for intercorporate items and taken after all taxes are
deducted and, of course, it reflects the provisions made
for the increased corporate income-tax rate and the
excess-profits tax applicable to 1940 income.

Profits in the first quarter of 1940 were down sub-
stantially from the high last-quarter results in 1939.
The second and third quarters brought successive
moderate gains, and net income in the last quarter
probably accounted for nearly one-third of the profits
for the entire year, partly as a result of the usual sea-
sonal pattern. As income reports are published only
by a small percentage of all corporations, these esti-
mates are preliminary and subject to revision. It is
common for large corporations to publish such reports,
however, and, since they represent a good proportion
of the net income of all corporations, the estimates
should be reasonably accurate.

Net income of manufacturing corporations was up
about 30 percent, led by the metal and metal-products
group with a gain of more than 50 percent. Profits in
transportation advanced by about the same proportion
as in total manufacturing. Gains in net incomes of
mining companies were very substantial, and construc-
tion companies also showed some improvement. These
lines are affected directly by the national-defense
program, and the advances reflect substantially higher
business volume in 1940. Gains also were general in
other industries but usually were more moderate.

Production
Industrial Production

Total industrial production in 1940 was larger than
in any previous year of our industrial history. The

new Federal Reserve index of industrial production,
which appeared during the course of the year and
which provides better representation than did the old
index for several important industries that have
experienced substantial secular growth, averaged 122
(1935-39=100) for the year as a whole. This was 8
percent higher than the 1937 average and 11 percent
above that for 1929, regarded throughout the past
decade as the high-water mark of business activity in
the United States.

Not only was total output the highest on record but
at no time during the year did it reach a very low point,
judged by the averages of previous good years. In
April, after some curtailment in production schedules
following the inventory upswing in late 1939, the
Reserve Board's index stood at only 111. This figure,
however, exceeded the averages for both 1929 and 1939,
and was but 2 points below the average for 1937.

From its April low the index advanced to 121 by
June and it remained at this level for 3 months. In
October the index exceeded the former peak of 126
recorded in December 1939, and successive new highs
were reached in the last 2 months of the year, the
November and December figures being 132 and 137.

The trend and character of production in 1940 was
formed largely by conditions emanating from the Euro-
pean war. During the first 4 months of the year pro-
duction slackened as new orders fell below shipments
and backlogs declined with the spread of the feeling
that stocks had been overexpanded. (See figures 2
and 6.) According to Department of Commerce data,
about $150,000,000 of manufacturers' inventories were
liquidated between the end of February and the
middle of the year, when such inventories reached their
low point for 1940. This represented a decline of
slightly more than 1 percent of the value of stocks on
hand at the end of February, but manufacturers'
inventories at the end of June were 13 percent higher
than at the end of the preceding August. Thus, the
decline in rates of inventory accumulation was a more
important factor in the fall of production in the early
months of 1940 than actual inventory liquidation.
Although further liquidation would probably have
occurred if the comparatively inactive phase of the
war had continued, trade comment at the time indi-
cated the likelihood that, as long as a state of war
existed in Europe, stocks would be held somewhere
above mid-1939 levels.

Even in this brief period of generally receding indus-
trial activity, however, production continued to advance
in certain lines. An enumeration of these industries
affords evidence of the special influences which the war
situation was beginning to exert. Of all component
manufacturing industries included in the Federal Reserve
Board index showing net production increases between
August and December 1939, the only ones in which
further significant net increases occurred between
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December 1939 and April 1940 were (in order of size of
increase) aircraft, shipbuilding, newsprint, fuel oil, and
cigarettes. In addition, smaller increases of 2 percent
or less were recorded in beef, ground wood pulp, and
glass-container production. The relation between the
war and aircraft, shipbuilding, and newsprint produc-
tion is well known. As shown in figure 7, the increases
in aircraft and shipbuilding occurred in a period in
which durable-goods output generally dropped 19
percent, with iron and steel production falling 40
percent.

The trend of industrial production after April 1940,
when the major turning point of the year was reached,
was accompanied both by elements common to all
periods of marked business expansion and by elements
that were clearly exceptional and in some aspects
unique. One of the most familiar elements, the wider
movement of durable than of nondurable manufactur-
ing production, is evidenced in figure 8. But even
this picture has notable aspects. Although the index
for nondurable goods has averaged higher than that for
1929 in every year since 1935, at no time until 1940
did the volume of durable-goods production exceed its
1929 peak. The relatively smaller recovery of produc-

1939=100
160
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Figure 6.—Indexes of the Value of Manufacturers' New Orders, Shipments

and Inventories, 1939 and 1940 (U. S. Department of Commerce).

NOTE.—Thirty-five units on the left scale (new orders and shipments) equal fifteen
units on the right scale (inventories). The two scales were used to take into
account the difference in dollar volume represented by the index numbers.

tion in the durable-goods lines prior to 1940 was, of
course, a reflection of the smaller volume of capital
formation.

But in 1940 the defense program and heavy purchas-
287880—41 2

ing by the British Empire not only provided a substan-
tial direct demand for durable goods; they also induced
a large increase in nearly all types of capital formation.
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Figure 7.—Indexes of Industrial Production (Manufacturing and Min-
erals) and of Selected Manufactures, Adjusted for Seasonal Variations,
1939 and 1940 (Board of Governors of the Federal Reserve System).

Public and private investment in plant and equip-
ment, consumers' investment in durable goods, and
investment by business in larger inventories during the
final quarter of the year—all were expanded under
the propelling influence of defense and export needs.
The end result was the rise of durable-goods production
to record levels.
Record Production in Selected Industries.

Part of the response of industry to the above-men-
tioned stimuli is revealed by a list of the industries in
which production for the year as a whole established
new records. These are shown in table 2. Largest
increases over previous records were scored in aircraft,
tin, zinc, steel, and pulp and paper, all of which were
strongly influenced by war developments. In order to
give some indication of secular movement, the indus-
tries in table 2 are arrayed in order of percentage in-
crease of 1940 over 1929. Although the Reserve Board's
aircraft series does not extend back to 1929, it has been
listed first in the table, for there can be little doubt
that aircraft production in 1940, relative to 1929, was
greater even than that of rayon; indications are that
aircraft production in 1940 was about 8 times that of
1935. Of course the normal secular growth of the
industry has been greatly augmented in the past 2 years
by the very large orders flowing from the war abroad
and our defense program at home. More exclusively
secular forces have been at work in such industries as
rayon, cigarettes, and pulp and paper, although record
production of the latter was unquestionably related to
the curtailment of pulp supplies from the Scandinavian
countries. Production of glass containers has expanded
rapidly since the repeal of the Eighteenth Amendment,
despite increasing competition from tin containers and,
more recently, from use of paper containers for milk.
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Table 2.—Industries With Record Annual Production in 1940

[Federal Reserve indexes, 1935-39=100]

Industry

Aircraft
Rayon deliveries
Glass containers
Cigarettes
Pulp and paper
Crude petroleum
Chemicals
Tin deliveries
Petroleum refining
Rubber consumption
Cotton consumption
Manufactured foods
Zinc shipments
Steel ingots
Printing and publishing.
Machinery

1940
(pre-
limi-
nary)

416
139
115
115
122
115
114
169
113
119
120
113
130
143
111
136

Previous
record
high

176 (1939)
128 (1939)
114 (1937)
110 (1939)
113 (1939)
109 (1937)
112 (1937)
133 (1929)
111 (1939)
113 (1939)
111 (1927)
108 (1939)
117 (1929)
133 (1929)
109 (1937)
130 (1929)

1929

0)
42
75
76
90
86
89

133
90
96

105
101
117
133
104
130

1939

176
129
110
110
113
108
104
96
111
113
110
108
113
113
106
104

Percentage
increase of
1940 over—

Pre-
vious
record
high

136
9
I
5
8
6
2
27
2
5
8
5
11
8
2
5

1929

"231
53
51
36
34
28
27
26
24
14
12
11
8
7
5

» No data.

Producers' Goods.

Among producers' goods the output of machinery,
which set a record during 1940, is of importance as a
major component of capital formation. Owing to the
wide variety and continual change in sizes and kinds of
machinery and equipment, the task of measuring the
physical volume of machinery production is extremely
difficult, and until recently no generally accepted index
of machinery production was available. The new
industrial-production index of the Federal Reserve
Board, however, includes a machinery component, con-
structed on the basis of man-hours of employment cor-
rected for changes in output per man-hour. As noted
in table 2, the index of machinery production averaged
136 (1935-39 = 100) last year, compared with 104 in
1939, a rise of 30 percent. The index was also 5
percent higher than that for 1929, the previous peak.
Machinery production experienced a slight decline in
the early months of 1940, concurrently with the decline
in general industrial production, although it did not
fall as much as the latter; by April the adjusted index
had dropped only 3 percent from its temporary high in
January. Between April and December the Board's
index of machinery production advanced from 123 to its
all-time high of 165, a rise of 34 percent. The Decem-
ber 1940 figure was 74 percent above the average for the
first 6 months of 1939.

The special importance of machine-tool production
in 1940 is evidenced in estimates of the production of
some of the more important types of machinery, again
using data on man-hours of employment. Estimates
so derived indicate that although production of all the
major classes of machinery was greater in 1940 than in
the preceding year, 1937 production of electrical
machinery and supplies, and of textile machinery, was
slightly higher than that of 1940, while 1937 production
of agricultural machinery may have been 25 percent
higher. On the other hand, machine-tool production

in 1940 appears to have been 50 percent higher than in
1937, and may have been as much as 75 percent higher
than in 1939. These increases would have been even
greater if additional machine-tool capacity had been
available.

Data available currently on special items of ma-
chinery and equipment showed large increases in the
final quarter, lifting activity in many cases well above
the 1939 peak. Thus in October and November orders
for foundry equipment were more than 60 percent
higher than in the 2 best months of 1939. Similarly,
orders for such equipment as iron and steel castings,
electric overhead cranes, pumps, freight cars, and elec-
tric furnaces all soared in the last quarter of the year.

The sources of domestic demand for machinery and
other durable manufactured producers' goods are to
be seen in table 1, showing estimates of equipment
expenditures by major industries. Private expendi-
tures for durable-producers' equipment rose to $5,566,-
000,000 in 1940, an increase of $1,335,000,000 over
1939. Almost half of this increase occurred in mining
and manufacturing industries—a more than propor-

1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940

Figure 8.—Indexes of Manufacturing Production, Adjusted for Seasonal
Variations, 1929-40 (Board of Governors of the Federal Reserve System).

NOTE.—Durable manufactures include iron and steel, machinery, transportation
equipment, nonferrous metals and products, lumber and products, and stone, clay
and glass products; nondurable manufactures include textiles and products, leather
and products, manufactured food products, alcoholic beverages, tobacco products,
paper and products, printing and publishing, petroleum and coal products, chem-
icals, and rubber products. The indexes are based upon physical volume.

tional gain, since new investment in mining and manu-
facturing equipment accounted for only 39 percent of
the total in 1939. More than half of the remaining
increase, though less than proportional, occurred in
the commercial and miscellaneous group. However,
the largest percentage increase was in the buying of
railroad equipment, which doubled in 1940 after being
exceptionally low since 1937. Though total new in-
vestment in durable producers' equipment in 1940
was almost identical with that of 1929, its compo-
sition was radically different. Investment in equip-
ment by the mining and manufacturing and the com-
mercial and miscellaneous groups was larger in 1940,
while that in each of the utilities was much smaller.
Table 1 clearly indicates that the deficiency of invest-
ment in producers' durable goods in 1940, relative to
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1929, was in the area of plant rather than equipment
expenditures.

Other Durable Goods.

Production of ingot steel in 1940 amounted to 65,247,-
000 net tons—7 percent above the previous high figure
of 60,830,000 tons in 1929 and 18 percent above the
total for 1937, the best year of the past decade. To
reach the record 1940 figure, ingot production exceeded
1939 output by 26 percent. Owing to inventory accu-
mulation in the latter months of 1939, steel operations
declined during the first 4 months of 1940. Produc-
tion in percent of capacity fell persistently until the
last week in April; for April as a whole the rate (on a
daily average basis) was at 60 percent as against 91
percent in the preceding December. Then followed an
almost uninterrupted rise until the end of the year, with
the monthly averages better than 90 percent in each of
the last 4 months and December averaging 99 percent.

Much of the rise in production after April was due
to additional foreign demand, largely British, resulting
from increased needs and from the closing of sources of
supply in Belgium and France. On a rolled basis,
about 9,500,000 more tons of steel were produced in
1940 than in 1939, and the excess of steel exports in
1940 over those of 1939 represented about 55 percent
of this additional production. Exports amounted to
only 7 percent of estimated steel consumption in 1939,
but represented 18 percent in 1940. Categories of
domestic use whose increased takings were responsible
for most of the remainder of the 1940 advance were
automobiles, railroads, construction, and machinery.
It is estimated that automobiles accounted for more
than 15 percent of steel consumed, while construction
accounted for somewhat less than 15 percent and rail-
roads about 10 percent.

Steel capacity at the close of 1940, as announced by
the American Iron and Steel Institute, was 84,152,000
net tons of ingots and castings annually, 3 percent above
the 81,619,000 net tons available a year previously and
15 percent above capacity existing at the end of 1929.
The increase of more than 2,500,000 tons included in-
creases of 987,000 tons of Bessemer capacity, 844,000
tons of open-hearth ingot and castings capacity, and
703,000 tons of electric-furnace capacity. The increase
in electric-furnace facilities was prompted largely by
export and defense demand for high-grade alloy steel
used in producing armaments and armor plate. It is
estimated that electric-furnace capacity will exceed
3,500,000 tons by the end of 1941. The reported in-
creases in open-hearth and Bessemer capacity include
a substantial amount in existence a year ago but in
need of renovation and repair, and hence not available
for use at that time.

Paralleling the large advance in iron and steel pro-
duction, the production and use of many of the non-
ferrous metals was at record or near-record levels,

owing in part to their special importance in defense
industries. Refined copper production of 1,033,000
tons was the highest since 1929. Although primary
production of zinc in 1940 was 12,000 short tons less
than that of 1929, shipments amounted to 696,497 tons
in 1940, a rise of 16 percent. Similarly, tin deliveries
of 115,497 long tons were at an all-time high. The
excess of zinc shipments over primary production re-
sulted in a sharp drop in refined stocks to 12,884 tons
at the end of December, the lowest year-end figure
since 1925. Reported stocks of refined copper of
142,772 tons at the year-end compared with 159,485
tons at the end of 1939 and 259,351 at the end of 1937.
Tin stocks, on the other hand, were well above average;
further increases were expected from the tin-purchase
operations of the Metals Reserve Company, which also
was importing reserve stocks of manganese ore, chro-
mite, tungsten, and antimony.

The comparatively low stocks of zinc, lead, and
copper are particularly significant in view of the record
levels of demand that will probably be set in 1941.
Production of all these metals was virtually at capacity
before the end of 1940, but additional refining facilities
were under construction for each. Moreover, in order
to ease the copper supply situation further, and also to
aid the copper-exporting countries of Latin America
that have suffered from the British blockade of their
continental markets, the Metals Reserve Company
arranged in December for the purchase of 100,000 tons
of copper, at a price of 10 cents a pound delivered at
New York, from United States firms operating mines
in Latin American countries.

Production of more than 400,000,000 pounds of ingot
aluminum in 1940 was a new record high. With the
expansion of capacity now contemplated, it is estimated
that by the middle of 1941 output will reach an annual
rate of almost 690,000,000 pounds, and a year later a
rate of more than 830,000,000 pounds.

In line with the rise in practically all types of con-
struction activity, production of most building materials
advanced in 1940 to the best volumes of recent years.
Lumber production increased 7 percent over 1939, and
was about 4 percent above that in 1937. Portland-
cement production was 7 percent higher than that of
1939 and 12 percent higher than that of 1937. Output
of polished plate glass was above that for 1939 but
less than production in 1937, while for common and
face brick the reverse was true.

As mentioned above, shipbuilding activity was
greatly accelerated by the war during 1940. From
December 1939 to December 1940, the Federal Reserve
adjusted index advanced from 144 to 268, a rise of 86
percent. In the course of the year, 53 merchant ocean-
going vessels of more than 2,000 gross tons each, repre-
senting a total of 444,700 gross tons, were completed in
United States shipyards. This compared with 28
vessels and 241,000 gross tons in 1939 and an annual
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average of 117,000 tons in the period 1930-39. More-
over, at the end of the year, more than 180 oceangoing
vessels, representing about 1,500,000 deadweight tons,
were under construction. The number of vessels con-
tracted for during the year was 94, with an estimated
gross tonnage of 853,230. Of the merchant vessels
completed or under construction, a number have been
earmarked as naval auxiliaries, including almost half
of those begun under the construction program of the
Maritime Commission. In addition to these merchant
vessels, 44 naval vessels having a displacement of 92,600
tons were completed and 513 naval vessels aggregating
2,274,600 tons displacement were under construction
at the end of the year.

Shipbuilding in 1941 was expected to show a further
increase. In December 1940 the British Purchasing
Commission placed a contract for 60 cargo ships of
uniform design, each of about 10,000 tons, while on
January 3, 1941, the President announced an emergency
shipbuilding program that will provide 200 cargo
vessels in addition to the Maritime Commission's long-
range program. To handle these programs, a further
expansion of capacity was already under way at the
end of the year.

The manufacture of consumers' durable goods dur-
ing 1940 reflected the increased demand stemming
from advances in employment and income. Referring
again to table 1, expenditures on these goods are seen
to have been 14 percent above those made last year,
and while they were below expenditures in 1929, the
lower prices prevailing this year indicate that the
physical volume of such goods produced was the high-
est in history. This was true for most types of house-
hold appliances. Electric-refrigerator sales and vac-
uum-cleaner shipments were at an all-time high, while
shipments of household washing machines fell only
slightly short of the record volume for 1937. How-
ever, output of passenger automobiles numbered
3,692,328 cars, more than 825,532 or 29 percent over
1939, but 223,561 less than in 1937, and, of course,
considerably less than the record year of 1929. But
more than half of the difference between 1937 and 1940
output was attributable to decreased exports. Pro-
duction was exceptionally high in the closing months
of the year. Despite a record volume of retail sales in
these months, dealer stocks of passenger cars and trucks
were in the neighborhood of 425,000 units as the
year ended—50 percent more than the number on hand
at the end of 1939. As noted in the section on inven-
tories, the desire of automobile manufacturers to clear
the decks for defense orders, as well as the earlier
change-over to new models, undoubtedly contributed
to the comparatively high level of stocks at the end of
1940.

Minerals.
Mine production of the domestically produced

metals, ferrous and nonferrous, generally experienced

changes of slightly larger magnitudes than those of
refined production, discussed earlier. In the case of
lead, both mine production and shipments of finished
metal rose 9 percent, but for both copper and zinc the
increases in mine output were slightly above the
advances in finished-metal deliveries. In the iron and
steel industry the differences were much greater; an
increase of 41 percent over 1939 iron-ore shipments
compared with an increase of 33 percent in pig-iron
production and one of 26 percent in steel-ingot produc-
tion. The increased accumulation of ore stocks was
conspicuous in iron because of the industry's need to
provide, before the closing of the Lake ports for the
season, supplies adequate for a winter in which steel
operations were likely to be maintained at near-capac-
ity levels.

Among the fuels, the rise of 15 percent in bituminous-
coal production was chiefly the result of the advance in
general business activity, though the fixing of minimum
prices, in effect on October 1, led to a small increase in
coal inventories at the old prices. Owing to this com-
bination of factors, bituminous output in 1940 was
higher than in any year since 1930. Coke production,
advancing with steel activity, recorded a percentage
increase over 1939 practically identical with the in-
crease in steel-ingot production, making output for the
year the largest since 1929. A rise of 8 percent in
crude petroleum production in 1940 established a new
high in this industry.

Nondurable Manufactures.
Among nondurable manufactures, which consist

largely of consumers7 goods whose output fluctuated
much less widely than that of producers' goods, records
were established in many areas during 1940. Of the
major textiles, cotton consumption and rayon deliveries
were higher than ever before, while apparel wool con-
sumption of 309,449,000 pounds (scoured basis) com-
pares with 318,971,000 in 1935, the best year since
1923, and with 371,200,000 in 1918, the highest for
any year on record. Consumption of 8,058,000 bales
of cotton in 1940 exceeded that of the previous peak
in 1937 by 9 percent, and consumption during the
last 2 months of the year was at an annual rate of
well over 9,000,000 bales. Though most of this rise
was the result of consumer and military demand, some
of the output in the final quarter was in response to
increased inventory purchasing.

Deliveries of 389,000,000 pounds of rayon filament
yarn revealed a production excess of 8 percent over
deliveries in 1939, the previous record year. Silk de-
liveries of 312,867 picul bales reveals a continuation of
the decline of recent years, the 1940 figure being 18
percent below that of 1939 and 50 percent under the
record total in 1929. It is particularly noteworthy
that consumption of silk in hosiery, which has largely
held its own or increased in recent years, declined
substantially from 290,731 bales in 1939 to about
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244,000 bales in 1940. At this latter figure, silk con-
sumption in hosiery represented more than 90 percent
of domestic silk consumption. (Domestic consump-
tion equals deliveries minus reexports.) The 1940 de-
cline, as distinct from the secular decline in other
uses, may be largely ascribed to reduced hosiery pro-
duction and to the competition of substitute materials,
notably nylon. Of total shipments of women's full-
fashioned hosiery, nylon accounted for 8.1 percent dur-
ing the third quarter of 1940, 8.4 percent in October,
9.7 percent in November, and 11.8 percent in Decem-
ber—indicating an upward trend that will probably
cut into the hosiery market for silk even more seriously
in 1941.

Defense requirements for textiles did not affect all
branches of the industry equally, being of largest rela-
tive importance in wool. Thus, the Textile Econom-
ics Bureau estimates that Army requirements to June
1940 will equal 27 percent of the average annual con-
sumption of apparel-class wool in recent years. On
the other hand, Army buying of cotton textiles to
November 30—assuming that production be spread
over the August-May period—would add but 3 per-
cent to the normal annual demand for raw cotton.
However, the problem of meeting Army requirements
for cotton goods is not accurately reflected in this per-
centage relation to total cotton consumption, as the
demand for selected heavy cotton goods such as duck,
and combed-yarn cotton goods, has been particularly
heavy. In these cases the pressure of sudden increases
in demand led to price advances and, where feasible, to
the shifting of equipment from other types of construc-
tions.

Like textiles, production of manufactured foods was
generally higher in 1940. Flour output fell off some-
what, but sugar meltings rose slightly as did the out-
put of manufactured dairy products, while the slaughter
of meat animals increased about 12 percent. In the
case of beef and veal, and also lamb and mutton, the
increases were small. But with the hog-corn ratio at
unfavorable levels, Federally inspected slaughter of
8,709,000,000 pounds of pork (including lard) was 19
percent above that of the corresponding period of 1939.
Production of most other manufactured foods also
increased.

Shoe production declined in 1940, in consequence of
reductions in the large manufacturers' stocks accu-
mulated in 1939. Output of tobaccco products and
alcoholic beverages increased somewhat, as did rubber
consumption. Paper production generally rose about
5 percent, while output of pulp was 8,562,000 tons, the
largest on record and 26 percent above 1939. Smaller
imports and larger exports created by the cutting off
of Scandinavian supplies were instrumental in raising
pulp production, though domestic demand advanced
sharply irrespective of this development.

Agricultural Output and Income

The position of agriculture improved materially in
1940. Increased acreage over that of 1939 and sub-
stantially improved yields during 1940 resulted in the
best harvests since 1937, while livestock production, con-
tinuing the expansion of the past several years, attained
a new record volume. With higher farm prices Bind
larger marketings, the aggregate cash returns of agri-
culture rose more than half a billion dollars, despite
slightly smaller Government payments than in 1939.
The marked improvement in the domestic demand for
farm products was the dominant influence affecting
farm prices and income during the year. Livestock-
product prices responded more readily to the higher
domestic demand than crop prices. Owing to curtailed
exports and production in excess of domestic require-
ments, the statistical position of a number of major
crops was weaker than in the preceding year. Govern-
ment's commodity loans and purchases, however,
served to support crop prices and income in the most
serious instances of oversupply, while increasing sur-
plus-removal operations also made an important con-
tribution to agricultural income.

Crop Production and Supplies.

Crop production in 1940 increased nearly 4 percent
over 1939. Although lower than in the peak year 1937,
crop output exceeded that of every other year of the
past two decades. The composite production index of
53 crops (1923-32 pre-drought average=100) rose from
103.9 in 1939 to 107.9 in 1940; the 1937 index was
112.6. Sizable gains occurred in the production of food
grains, potatoes, vegetables, cotton, feed grains other
than corn, and hay, while declines were reported in
corn, fruits, and tobacco. Field-crop production, al-
though up substantially from 1939, was low êr in the
aggregate than in 1920 and 1937, and approximated
the volume of 1928. In contrast with field crops, vege-
tables and fruits have shown pronounced upward
trends in production and consumption since 1920.
Vegetable production attained a new high in 1940, and
the output of fruits, while suffering a moderate set-
back, was the third highest on record.

Increased acreage and improved yields both contrib-
uted to expanded crop production last year. More
than 4,000,000 additional acres were planted, while the
absence of serious drought conditions decreased acreage
losses in leading crops by nearly the same amount.
The harvested acreage of 46 crops increased 8,000,000
acres or about 2.5 percent over 1939. The 1940 har-
vested acreage, however, was 30,000,000 acres less than
at the peak attained in 1932, and 20,000,000 acres less
than the 1923-32 average.

Acreage changes since 1932 reflect Federal produc-
tion-control and soil-conservation programs, as well as
the substitution of drought-resisting crops in drought
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areas. Compared with the pre-drought average, re-
ductions of 15,300,000 acres have been made in corn,
4,900,000 acres in food grains, 16,400,000 acres in cot-
ton, and 360,000 acres in tobacco. On the other hand,
increases of 5,500,000 acres have occurred in tame hay,
6,200,000 in sweet sorghums for forage and hay, and
7,000,000 acres in annual legumes. Compared with
1939, the 1940 acreage of tame hay was increased
2,900,000 acres, sweet sorghums 2,100,000 acres, and
annual legumes 950,000 acres as against decreases of
corn acreage by 2,000,000 acres and tobacco by 590,000.
Acreages of cotton and wheat remained virtually un-
changed, although these commodities also present
serious surplus problems.

Crop yields in 1940 were substantially better than the
year before and surpassed the previous high attained in
1937. Corn, rice, dry edible beans, sweet potatoes,
soybeans, and certain fruits were exceptions to the gen-
eral improvement of yields, but the average for 28 crops
advanced from 113.8 to 118.5, compared with 117.7
in 1937 (1923-32 = 100). Especially notable were the
1940 yields obtained in tobacco, cotton, oats, potatoes,
sugar beets, peanuts, and flaxseed. Favorable rainfall
and temperature conditions contributed to this im-
provement, but over the past few years the increase has
been due primarily to technological advances in plant
types and in farming methods, as well as to abandon-
ment and diversion of less productive acreage to non-
crop uses.

Table 3.—Harvested Acreage, Production, and Yield of Selected Crops

Crop

Corn:
Acreage harvested
Production
Yield

Food grains:
Acreage harvested
Production
Yield

Cotton:
Acreage harvested
Production
Yield

Tobacco:
Acreage harvested
Production
Yield

Unit

Mil. acres
Mil. bushels _
Bu. per acre..

Mil. acres
Mil. tons
Lb. per acre^.

Mil. acres
Mil. bales
Lb. per acre._

Mil. acres
Mil. pounds..
Lb. per acre..

1923-
32,

aver-
age

102
2,583
25.4

63
27

864.5

41
14

169.9

1.8
1,377
770.4

1939

88
2,602
29.4

59
25

850.7

24
12

237.9

2.0
1,858
920.1

1940

86
2,449
28.3

58
27

928.0

24
13

252.4

1.4
1,376
964.6

Percent
change,

1940
over

1923-32

-15.1
-5 .2

+H.4

- 1 . 0

+7.3
-40.6
-12.0
+48.6

-20.1
- 0 . 1

+25.2

Source: U.S. Department of Agriculture.

The increase in yields has been marked in the case of
crops subject to acreage reduction, so that the effect has
been to offset considerably such acreage reduction, as
shown in table 3. Cotton acreage, for instance, was 41
percent less in 1940 than in 1923-32, but the yield had
increased from 170 to 252 pounds per acre, with the re-
sult that the cotton crop declined only 12 percent.
Similarly in the case of corn, acreage reduction amount-
ing to 15 percent has resulted in crop curtailment of only
about 5 percent. The over-all effect of improved yields
in 1940 over the 1923-32 average has been to increase
aggregate crop production about 8 percent despite
nearly 6 percent less acreage harvested.

As the abundant harvests of 1940 followed 3 years
of above-average crop production, crop supplies are
generally at or near the largest volumes of recent
years. Supplies of wheat and oats are the largest
since 1932-33, of barley the largest on record. The
supply of corn, although moderately lower than last
year, is the second largest since 1932-33. The present
cotton supply has been exceeded only in 1939-40. Cur-
tailed exports, moreover, have left a greater proportion
of total supply available for domestic disappearance
in the case of crops normally exported in considerable
volume. The estimated total supplies (carry-over plus
production) of leading crops in 1935-41 are shown in
table 4.

Table 4.—Relative Supplies of Leading Crops, By Crop Years i

[Crop years 1935-36—1939-40 = 100]

Crop

Corn
Oats
Barley
Hay
Wheat
Cotton
Flue-cured tobacco.

1935-36

92
106
110
100
87
83
90

1936-37

65
89
80
89
86
84
89

1937-38

106
105
88
94

103
108
100 i

1938-39

114
106
103
110
116
109
100

1939-40

124
94
119
107
108
116
121

1940-41

122
115
131
112
118
109
118

i Carry-over at beginning of crop year plus production. Based on data compiled
by the U. S. Department of Agriculture.

Livestock and Livestock Products.

The volume of meat animals slaughtered in 1940 was
substantially larger than in 1939, as a result principally
of a 22 percent increase in marketings of hogs. The
production of beef and veal under Federal inspection
advanced about 3 percent, and lamb and mutton 1 per-
cent. In consequence of the high level of corn prices
relative to hogs prevailing during the past year, how-
ever, the spring and fall pig crops were reduced to 77.0
million head from 85.9 million in 1939. Slaughter sup-
plies of hogs in the first 9 months of 1941 will be cur-
tailed sharply, possibly by 15 to 20 percent. Reported
intentions with regard to the 1941 spring pig crop indi-
cate a further reduction which will limit supplies in
the final quarter of the year. On the other hand, feed-
ing operations have been increased 11 percent in the
case of cattle and 6 percent in the case of lambs.
Slaughter supplies of cattle may be only moderately
larger until the late spring, when materially increased
supplies will be marketed. In consequence of reduced
hog marketings, however, total meat supplies in 1941
probably will be somewhat under those available last
year.

The supply of poultry will also be smaller in the first
half of 1941. Relatively unfavorable price ratios of
chickens and eggs to feed induced a reduction of 12
percent in the number of chickens raised during 1940.
The number of layers on hand in December was only
slightly less than at the end of 1939, but the number of
pullets to be added to laying flocks was down about 8
percent. Despite an anticipated decrease in the culling
of flocks in response to high egg prices, egg production,
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which increased 2 percent during 1940, probably will
be lower in the first half of the current year.

Milk production, on the contrary, will continue the
rising trend in evidence during recent years, as the
number of milk cows is increasing and feed supplies
are abundant. The gain in 1940 over production
of 1939 was 2 percent.
Agricultural Exports.

In contrast with the experience during the World
War, wiien agricultural exports more than tripled,
foreign shipments of farm products have been sharply
curtailed in the present conflict. Agricultural exports
in 1940 declined to less than 520 million dollars from
655 million in 1939 and an average of nearly 780 million
in 1936-38. By the late months of 1940, the monthly
volume had dropped to only about 26 million dollars.
Cotton and tobacco, which accounted for 57 percent
of the value of agricultural exports in 1936-39, were
affected most adversely by the closing of export
markets. Cotton exports in the four crop years end-
ing July 1939 accounted for more than 40 percent of
production, and flue-cured tobacco exports for 50 per-
cent of production.

Shipments abroad of United States cotton amounted
to 243 million dollars in 1939 and 214 million in 1940.
In both years exports were stimulated by an export
indemnity program of the Surplus Marketing Adminis-
tration, available from August 1939 to January 1940.
About 5,900,000 bales of cotton were sold for export
under this plan. Export shipments of indemnity
cotton were largely made in the crop year 1939-40.
Cotton exports in this period amounted to 6,920,000
bales (500 lbs.), valued at 349 million dollars, as com-
pared with the total of 457 million for the two complete
calendar years 1939 and 1940. On a monthly basis,
cotton exports dropped from 60 million dollars in
January 1940 to 8 million in June, and since that time
have continued at extremely low levels. In the cur-
rent crop year shipments are expected to be the
lowest since the 1860's.

Exports of tobacco declined to 77 million dollars in
1939 and 44 million in 1940 from an average of 143
million in the preceding 3 years. Shipments of flue-
cured tobacco, the principal export crop, dropped 100
million pounds from 1938-39 to 1939-40 and are
expected to be even lower in the current crop year unless
arrangements can be made for Great Britain to take a
substantial proportion of stocks now being held for
British account by the Commodity Credit Corpora-
tion. This credit agency purchased 160 million
pounds of the 1939 crop of flue-cured tobacco and 205
million pounds of the 1940 crop.

In addition to cotton and tobacco, virtually every
other category of agricultural exports has declined
severely as a result of the war. Excluding cotton and
tobacco, agricultural exports approximated 261 million
dollars in 1940, compared with 335 million in 1939 and

316 million average from 1936 to 1938. By the closing
months of 1940, the monthly rate was less than 18
million dollars. In the case of most other crops and
livestock products, however, export markets are of dis-
tinctly secondary importance as compared with domestic
demand.

Agricultural Prices and Income.
Prices received by farmers for agricultural products

rose more than 5 percent from 1939 to 1940. This gain
is attributable, in the main, to improved domestic de-
mand. In the case of several crops, loan rates were also
set moderately higher and surplus-removal operations
of the Surplus Marketing Administration were in-
creased. Sizable advances occurred in average prices
of grains, cotton and cottonseed, truck crops, and dairy
products. Meat-animal prices, on the other hand, aver-
aged moderately lower, principally by reason of large
supplies and reduced prices of hogs. The high point of
farm-product prices subsequent to the outbreak of the
war, recorded in February, was equaled again in De-
cember. Between these 2 months, however, crop prices
receded while livestock product prices advanced.

Table 5.—Indexes of Prices Received by Farmers

[August 1909-July 1914=100]

Commodity group

All farm products.

Grains
Cotton and cottonseed.
Fruits
Truck crops
Meat animals
Dairy products
Chickens and eggs
Miscellaneous

1937

121

1?6
95
122
123
132
124
111
130

Average

1939

93

72
73
77
105
110
104
94
95

1940

98

85
81
79
114
108
113
96
103

February
1940

101

91
85
76
159
101
118
98
107

Decem-
ber 1940

101

81
79
75
93
111
128
122
102

Source: U. S. Department of Agriculture.

The behavior of prices in the case of a number of
important crops is influenced by loan operations of the
Commodity Credit Corporation. While season-aver-
age farm prices do not show an exact correspondence
with loan rates (because of regional and quality differ-
entials), the latter clearly support farm prices, as
potentially price-depressing surpluses move into loan.
Moreover, supplies are available from loan stocks at
redemption values (loan rates plus costs) to meet
increasing domestic demand, thus moderating price
advances.

In the case of most livestock products, on the other
hand, supplies are relatively inelastic. Futhermore,
livestock-product supplies in 1941, with the exception
of dairy products, are expected to be somewhat reduced,
in contrast with the generally ample, and in several
instances excessive, crop supplies. As a consequence,
livestock-product prices have proven more responsive
than crop prices to improving domestic demand during
the latter half of 1940.

Higher farm prices, larger crop production, and in-
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creased livestock-product marketings increased cash
proceeds from the sale of farm products to approxi-
mately 8.4 billion dollars in 1940, 493 million more than
in 1939. Farmers received substantially larger cash
income than in 1939 from both crops and livestock
products. With the addition of Government pay-
ments, cash farm income for 1940 was the second highest
since 1929 ar d only slightly below the 1937 total. The
cash farm income of 9.1 billion dollars (including
Government payments) realized last year has been
exceeded by sizable amounts in only two periods since
1910—in 1917-20, when income averaged 12.8 billion
dollars, and in 1923-29, when the average was 10.6
billion. In both periods, farmers paid substantially
higher prices for commodities used in farm production
and for family maintenance.

Table 6.—Gash Farm Income, 1937-40

[Millions of dollars]

Source of income

Income from farm marketings.
All crops

Grains
Cotton and cottonseed
Tobacco

All livestock
Meat animals
Dairy products
Poultry and eggs

Government payments

Total cash income

1937

8,788
3,927
1,013
883
321

4,861
2,330
1,532
818

367

9,155

1938

7,652
3,193
813
647
294

4,459
2,175
1,396
761

482

8,134

1939

7,861
3,372
914
629
269

4,490
2, 276
1,355
718

807

8,668

8,354
3,536
1,018

660
240

4,818
2,427
1,501

728

766

9,120

p Preliminary.

Source: U. S. Department of Agriculture.

The index of income from farm marketings, charted
in figure 9, rose from an average of 69.2 (1924-29 = 100)
for the first 8 (pre-war) months of 1939 to a high level
of 84.0 in February 1940, then declined to 70.0 in June.
After remaining at 71.0 in July and August, the index
advanced in the seasonally important closing months of
the year. The rate of cash receipts (excluding Govern-
ment payments) in December equaled the seasonally
adjusted February level of 84.0, and averaged 81.3 for
the final quarter. Prospects at present are for further
gains in 1941, with materially higher livestock-product
prices and income.
Farm Commodity Loans and Surplus Removal.

The Commodity Credit Corporation in connection
with its commodity loan and purchase programs has
accumulated, or is in the process of accumulating, very
considerable farm "surpluses," as illustrated in the case
of cotton, corn, wheat, and tobacco in figure 10. More
than 2.7 million bales of the 1940 cotton crop have been
placed under loan, and a major part of this cotton is
expected to remain under loan next August 1. At that
time it is estimated that Government-owned and loan
cotton will approach 11 million bales, approximating
the record Commodity Credit Corporation stocks of
August 1, 1939. The current corn loan of 61 cents per
bushel will be available until September 1941, and may
result in the sealing of 150 to 200 million bushels. Corn

owned or sealed may amount to the record total of 600
million bushels on October 1. Wheat loans on the
1940 crop approximated 275 million bushels, of which
possibly no more than 100 million bushels may be
redeemed by July 1, indicating that the Commodity
Credit Corporation probably will carry over a sizable
quantity of wheat for the first time. In the case of
flue-cured tobacco, moreover, the Commodity Credit
Corporation is currently holding about 360 million
pounds (farm weight) of the 1939 and 1940 crops,
earmarked for subsequent sale and shipment to British
buyers.

PRICES RECEIVED BY FARMERS
('AUGUST 1909-JULY 1914 • IOO)

CASH INCOME FROM
FARM MARKETINGS

(1924-29 - IOO)

40
1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940

Figure 9.—Indexes of Prices Received by Farmers and Gash Income from
Farm Marketings, 1929-40 (U. S. Department of Agriculture).

NOTE.—The index of cash income from farm marketings does not include govern-
mental payments. Data are plotted annually through 1935 and monthly begin-
ning with 1936. The monthly indexes, which are adjusted for seasonal variations,
are not available prior to 1936.

The accumulation of agricultural supplies through
loan operations has served to support farm income,
especially income from crops, and to dampen both
downward and upward fluctuations of income. As a
result, crop income cannot be expected in the present
situation to respond as readily to improving economic
conditions as income from livestock products.

The Commodity Credit Corporation loan and pur-
chase programs implement the operation of the " ever-
normal granary." Supplies of cotton and certain
tobacco types, however, are apparently excessive, and
corn and wheat reserves at the end of the current crop
year may well prove excessive also. Surpluses are
indicated in the case of a considerable number of other
agricultural products. Agricultural surpluses are dealt
with, of course, not only through commodity loans,
but also by means of production adjustment and con-
trol and surplus removal.

The removal of farm surpluses is carried forward by
the Surplus Marketing Administration through (1)
direct purchase and distribution, (2) domestic diver-
sion, (3) export indemnities, and (4) food- and cotton-
stamp plans. As an aftermath of the New England
hurricane, the Surplus Marketing Administration also
undertook a lumber-salvage program. The increasing
magnitude of these programs may be indicated by
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expenditures (see table 7) of 199 million dollars in the
fiscal year 1939-40 in contrast to 110 million in the
preceding year and 22 million in fiscal 1936-37. Out-
lays for this purpose may approximate 235 million
dollars in the current fiscal year. Expenditures for
direct purchase and distribution, amounting to 118
million dollars in 1939-40, will be reduced this year,
while the consumer-stamp plans initiated in 1939 are
being steadily expanded. Export indemnities in the
current fiscal period will drop materially below the
53 million dollars paid to stimulate agricultural exports
(largely cotton exports) in 1939-40.

MILLIONS OF BALES MILLIONS OF BUSHELS

1937 1938 1939 1940 1941

MILLIONS OF BUSHELS

1937 1938 1939 1940 1941

MILLIONS OF POUNDS

Figure 10.—Commodity Credit Corporation Stocks (Owned or Pledged
Under Direct and Guaranteed Loans) and Other United States Stocks of
American Cotton, Corn, Wheat, and Flue-Cured Tobacco, 1937-41.

NOTE.—Stocks of American cotton on August 1; corn, October 1; wheat and flue-
cured tobacco, July 1. Data for all items are from the IT. S. Department of Agri-
culture, except flue-cured tobacco for 1941 which is estimated by the U. S. Depart-
ment of Commerce.

The direct purchase and distribution program and,
more recently, the consumer-stamp plans are doubtless
of greatest interest from the standpoint of the Nation's
well-being, since the rationale of these programs is
to increase the domestic consumption of agricultural
products among low-income groups with the object of
correcting important dietary and other consumption
deficiencies. By December 1940, the food-stamp plan
had been extended to 231 local areas and 2,822,000
participants, who received about 6,588 thousand
dollars surplus commodity stamps during the month.
The eventual inclusion of 4 to 5 million persons in the
food-stamp plan is projected at the present time,

Table 7.—Federal Government Expenditures for the Removal of Farm
Surpluses, by Fiscal Years Ended June 30 l

[Thousands of dollars]

Surplus-removal programs

Direct purchase and distribution pro-
grams:

Original purchases _ _.
Processing, transportation, handling,

etc.3

Diversion programs
Lumber salvage program
Export programs
Stamp plans:

Food
Cotton

Total expenditures for the removal
of farm surpluses

1936

214,591

9,853
2,897

1,093

28,435

1937

215, 664

2,608
3,042

1,006

22, 321

1938

2 41,926

6,958
7,950

1,190

58,024

1939

57, 605

10,087
6,350
7,354

28, 477

109,873

1940

106,145

11, 650
4,362
5,143

52, 584

18,941
121

198,946

1 Statistics subject to adjustment.
2 These figures may include a small amount for transportation expenses.
3 These figures include transportation on commodities purchased during the pre-

ceding fiscal year for delivery during the reported year.

Source: Surplus Marketing Administration.

involving the issuance of an estimated 9.5-11.5 mil-
lion dollars of surplus commodity stamps monthly.

Consumption
Retail Distribution

Net sales of retailers in 1940, as estimated by the
Bureau of Foreign and Domestic Commerce, amounted
to about 45,500 million dollars, according to data now
available. This represents a rise of 8.3 percent over
the 1939 total of 42,024 million reported by the Bureau
of the Census.

In terms of the physical quantity, not only the 1940
total but the per capita volume of goods distributed
exceeded that of 1929—the year in which dollar
volume of goods sold was highest. The 1929 dollar
volume was 48,330 million dollars, 6 percent above the
estimated dollar volume in 1940, for a per capita
average of about $398. Because the population rose
approximately 8.3 percent between 1929 and 1940,
estimated sales in the latter year were only $345 per
person, or 13 percent less than in 1929. Retail prices
of consumers' goods, however, fell considerably during
the intervening years. For example, food prices
averaged 27 percent lower in 1940 than in 1929, cloth-
ing prices 12 percent lower, and prices of house furnish-
ings 10 percent lower. The cost-of-living index of the
United States Department of Labor averaged 22 per-
cent higher in 1929 than in 1940, and, while this index
was not designed to measure changes in the level of
retail prices generally, it may be used as a rough
approximation to such a measure. Correcting per
capita sales in dollar terms for changes in the cost-of-
living index would indicate that per capita sales in
1940 were 6 percent higher than in 1929 on a physical-
volume basis. As the cost-of-living index includes
the relatively inflexible items of rent and services, it
probably tends to understate the decline in retail
prices of commodities. Hence, the increase over 1929
in physical volume of goods sold per capita in 1940
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An Economic Review of 1941
THE initial stage of the transition to a war economy

pushed business activity to unprecedented heights
in 1941. Neither strictly devoted to preparation for
war, nor to increased output for consumption, the
economy embraced a combination of both. In the
resulting general expansion, even the most laggard of
business shook free the lethargy that had encom-
passed it for the past decade.

The basic influence impelling business to this new
peak was the growth in arms expenditures. These
were more than quadrupled during the year, reaching
a monthly volume of 2 billion dollars by December.
But until the year end the activity they represented
interfered only to a limited degree with the normal
course of business. Rather, the growing purchasing
power channeled into the hands of consumers through
the arms program and the huge private capital outlay
incident to it, was met by a vast expansion in the
output of goods for consumption. For the production
of finished armaments was to a very large degree centered
in plants newly constructed or newly outfitted, with
conversion of civilian facilities being undertaken only
to a limited extent.

An advance of such general nature and of such size
was possible only with the utilization of unemployed
resources—labor, raw material, and finished plant.
Each of these had limits—and the first to be revealed
was the capacity for producing raw materials. By
the fourth quarter metal supplies in particular became
inadequate to support a further increase in armament
production and essential capital formation without
restricting the output of consumer durables. Such a
restriction was then undertaken, but not to a degree
so drastic as to prevent the establishment of a new
record consumer durable output for the year as a whole.

The actual outbreak of hostilities made imperative
the rapid achievement of the country's maximum war
potential—the utilization of all available resources
and the earmarking for military use of the largest
feasible proportion of output. With this end in view,
the contributions of the year 1941 can, in retrospect,
be examined. The great production of consumers'
goods enabled the Nation to enter a hard struggle
with the largest consumer stocks in its history—but
this was achieved at the expense of only a limited stock
of finished armaments with which to meet the very
great demands of a world-wide conflict. Thus, there
was created the necessity for an immediate and radical
change in the character of our industrial output—the
multiplication of war goods many fold and the drastic
curtailment of civilian goods in order to realize the na-
tional objective.

Advance in Armament Expenditures.

Expenditures on the military program had moved
up at a moderately rapid pace in 1941. The arms
outlay in July 1940 had been 186 million dollars. By
December of 1940 it had risen to 483 million, and a year
later was at a monthly rate of 2 billion. But much
of the advance took the form of increased expenditure
on light supplies (particularly in the early stages of the
program), and on construction and industrial equip-
ment; only in part did it represent heavier output of
finished armaments and merchant ships.

These expenditures and their indirect effects on
consumer output were reflected in the expansion of the

Figure 1.—United States War Appropriations (Cumulative)
and War Expenditures
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NOTE.—Appropriations represent funds made available by the Congress and com-
mitments of the Reconstruction Finance Corporation. Expenditures are checks
paid by the U. S. Treasury Department and by the Reconstruction Finance Cor-
poration.

Source: War Production Board.

national income. From an annual rate of 76 billion
dollars in mid-1940, income climbed to an 82-billion-
dollar pace at the beginning of 1941. By the final
quarter of the year it had approached the 100-billion-
dollar rate. For the year as a whole, national income
stood at the all-time peak of 94.5 billion dollars, almost
a fourth larger than the 77.1 billion of 1940. Though
approximately one-third of the expansion in 1941 was
the result of higher prices, the advance in real income
(or the actual volume of goods and services produced)
was the most rapid ever recorded.

Notwithstanding enlarged consumption, the propor-
tion of employed resources devoted to military effort
increased markedly throughout the year. A rough
measure of the proportion is obtained from the relation
of armament expenditures to the gross income (i. e.,
the sum of the values of all goods and services produced,
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including those produced for replacement and deprecia-
tion). The 2-billion-dollar defense expenditure in the
first quarter of 1941 was equivalent to approximately
one-twelfth of the gross income of that period; while
the 5.2-billion-dollar expenditure in the final quarter
was equivalent to between roughly one-fifth and one-
sixth of the larger gross income at that time.

This was not an inconsiderable gain and approached
the peak share of resources which the United States
diverted to military output in World War I. Never-
theless, the proportion fell far short of that employed
by the country's enemies as well as by its principal
Allies.

The attack on this country on December 7, 1941,
caused an upward revision of all schedules in prepara-
tion for a maximum military effort. At the year end,
the President stated that the country must be prepared
to devote 50 percent of its income to the prosecution of
war, and the budget submitted to Congress called for
an arms expenditure of 56 billion dollars in fiscal year
1943.

That such an outlay is possible is a tribute to the
strength of the Nation's basic resources at the time
it entered into armed conflict. In general, its raw
materials—agricultural and mineral—were under the
most extensive development in its history. More-
over, heavy imports from other areas had provided
stockpiles for military needs of the materials not
sufficiently available within the hemisphere. Capital
plant also was in record size, and in such condition
that a large proportion of the resources ordinarily
devoted to maintenance and repair (the production of
which is included in gross but not in net national
income) could be freed for turning out finished arma-
ments. Finally, despite a further decline in reported
unemployment to under 4 million at the end of the year,
the labor supply that could be made available for the
industrial front was adequate to support a further
expansion of aggregate production while still permitting
the requisite large increase in the armed forces.

Despite the magnitude of these basic resources,
however, serious obstacles need to be overcome in order
to realize the goals established by the President. In
addition to the vast organizational problems involved
in converting existing civilian durable goods plant to
the production of finished armaments, certain raw
material facilities must be further expanded (particu-
larly metals and chemicals), the output of machinery
(especially machine tools) needs to be stepped up
markedly, the building of ships for transport of men
and supplies abroad must be increased tremendously—
to name but a few of the more formidable tasks.

The War Program at the End of 1941.
These and other problems associated with marshaling

the country's resources for warfare were the concern of
a complex of administrative organizations established

by the Government and charged with responsibility for
directing the National effort. Never static, but de-
veloping with changing needs and understanding of
the task, these organizations work closely with the
Army and Navy, industry, and labor, in implementing
the economic aspects of the Nation's political and
military policies.

Foremost among such organizations throughout 1941
was the Office of Production Management, successor
early in January 1941 to the National Defense Advisory
Commission, and charged with the task of expediting
the military preparedness program. This agency was
reorganized on January 16, 1942, as the War Production
Board, and to the head of the latter organization was
delegated the wide authority believed necessary to step
up the military procurement program to the rate
desired.

The program which the War Production Board and
its predecessors was called upon to develop was not
confined to vast arms supplies for the United States.
To these were added after March 11, 1941 (by passage
of the Lend-Lease Act), large military requirements of
those nations then opposing the Axis. From June 11,
1940, through 1941, a total of 76.5 billion dollars-
more than twice the arms expenditure by the United
States in World War I—had been appropriated or
authorized by Congress for military purposes. More
than two-thirds of this aggregate was the result of acts
passed in 1941.

Table 1.—United States Government Financed War Program,
by Object, as of December 31, 1941

Munitions production, total
Airplanes, parts, and accessories
Ordnance
Naval ships
Merchant ships
Other munitions and supplies

War construction, total
Industrial facilities (land, buildings, and equipment).
Posts, depots, stations
Housing

Xonmunitions, total
Stockpile
Agricultural exports (lend-lease)
Pay, subsistence, and travel
Miscellaneous nonmunitions

49, 854
13, 249
16, 593
9,605
3,129
7,278
15, 386
7,931
6,063
1,392

11, 233
2,399
1,522
4,223
3,089

100.0

65.2
17.3
21.7
12.6
4. 1
9.5

20. 1
10.4
7.9
1.8

14.7
3. 1
2.0
5.5
4.0

Source: War Production Board.

According to the appropriations, this tremendous
sum was to be allocated in a general way among the
uses set forth in table 1. Moreover, as of November
30, obligations totaling 47.4 billions had been under-
taken.

Basic to the advance in arms output during 1941
and for subsequent periods was the plant construction
program, for as already suggested, the conversion of
existing consumer goods facilities to military use was
limited prior to 1942. Even as early as 1940 facilities
for producing finished armament were being expanded,
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chiefly by reason of some 3 billion dollars of contracts
for war material awarded by the British and French
Governments to American companies. But this in-
crease was altogether inadequate when judged by
standards of modern warfare, Hence the Nation im-
mediately faced the necessity of constructing a complex
of new armament industries. Aircraft, naval construc-
tion, tanks, guns, and ammunition—all were to undergo

Figure 2.—Value of Defense Contracts for Industrial Facili-
ties Financed With Government and Private Funds
Through November 1941
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in time to include them in this chart; see table 2, this page, for later data for
government.

Source: War Production Board.

an expansion which was little short of staggering in its
implications.1

Moreover, it became apparent—in some cases at an
early date and in others only as the program matured—
that existing raw material facilities would prove inade-
quate. In part, these shortages were a heritage of the
previous decade. For widespread unemployment and
underutilization of existing plant had curbed the growth
of raw material supplies that might otherwise have been
expected. But an equally important factor was the
changing pattern of final output.

War goods consist in great part of durable commodi-
ties containing large metal content and of materials em-
bodying various chemicals. Moreover, the expansion
of consumer demand which followed upon increased
Government expenditure was the heaviest among the
consumer durables, and these required materials di-
rectly in competition with armaments.

It thus became necessary to expand greatly the sup-
plies of various metals and chemicals. This was under-
taken through construction of new capacity at the
various stages, as well as the stepping up of imports
wherever possible.

* For a detailed discussion of these new defense facilities, see the article in the Sur-
rey of Current Business, November 1941, p. 10.

An idea of the magnitude of these new industries may
be obtained from table 2, which presents the aggregate
value of the contract awards for new war facilities near
the year end. Altogether, commitments of approxi-
mately 7 billion dollars had been made. At that time
the awards for capital plant in the aircraft and ammu-
nition industries were 1 and 1.2 billion dollars respec-
tively (the equivalent of the net asset value reported by
the automobile industry at the outset of 1939), while
shipbuilding plant was to cost more than 800 million.
Of the raw material facilities, the chemicals and iron
and steel products showed the largest prospective out-
lay (1.2 billion and 800 million), followed by nonferrous
metals (610 million), the largest increase of the latter
occurring in aluminum and magnesium. Of course, the
contract awards presented in table 2 by no means give
the total wartime capital outlays expected to be made
in those industries. The enlarged program announced
after the outbreak of war called for a further substan-
tial increase in the investment to be made in each in-
dustrial group, as well as sizable outlays for the conver-
sion of consumer durable goods plant to wartime
output.

Table 2.—Government and Privately Financed Contracts for
Industrial Facilities for War Output 1

[Thousands of dollars]

Item

Chemicals (including explosives).
Products of petroleum and coal,..
Iron and steel products.
Nonferrous metals and products
Ammunition, shells, bombs, etc _
Guns.
Aircraft .
Ships and ship repair
Vehicles and tanks
Machinery (except electrical)
Electrical equipment
Miscellaneous manufacturing
Nonmanufacturing

Govern-
ment

financed
(through
Dec. 31,

1941)

Privately
financed
(through
Oct. 31,

1941)

Total

Total

1, 073, 689
36, 792

658, 560
448, 667

1,131,418
353, 272
903, 227
814, 306
137, 965
206. 957

24, 538
96, 056

76, 603
22, 843

186, 671
161,320
39, 990
28, 454
99, 325
27, 092
19, 670

132, 108 i
19.554 I
49,342 •
184.873 '

1,150, 292
59, 635

845, 231
609, 987

1, 171.408-
381, 726

1, 002, 552'
841, 398
157, 635
339, 065
44, 092
145, 398
184, 873

5,885,447 1.047.845 6,933,292

i Government-financed represent definite commitments (contract awards and
letters of intent) of $25,000 or over, excluding $378,000,000 committed for purchase of
machine tools by War, Navy, and Defense Plant Corporation and excluding Recon-
struction Finance Corporation loans (contracts) for pilot training program and
working capital.

Source: War Production Board.

A unique and significant feature of this vast indus-
trial expansion for military production was the method
of its financing. Funds for five-sixths of the total
shown in table 2 were being provided by the Govern-
ment under varying conditions of ownership. In
general, the Army and Navy advanced funds and held
outright ownership to the finished armament facilities
(excepting aircraft) and certain specialized raw ma-
terial plant (chemicals for example). Private financing
and ownership was more extensive with metals facilities
and machinery plant. Here, too, however, the Govern-
ment participated heavily.
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The Defense Plant Corporation, a subsidiary of the
Reconstruction Finance Corporation, had loaned 2.0
billion dollars by December 31, a large part of which
represented outlay for raw material plant. Most of
the public financing of aircraft facilities was also carried
out through the Defense Plant Corporation. While
this latter agency held title to facilities it financed, the
contracts stipulated that plant management was to
have an option to purchase within a certain time period
at cost less depreciation.

General Plant Expansion in 1941.

The actual capital outlay on manufacturing facilities
in 1941 was around 4.5 billion dollars. This investment
was an all-time high, the previous peak having been the
3.2-billion-dollar outlay in 1920, a year of exceptionally
high prices. Expenditure in 1918, the heaviest for
World War I, was 2.5 billion, slightly more than the
2.3 billion in 1940.

While manufacturing capital outlay in 1941 was
predominantly in industries connected with war output,
investment in lines serving civilian needs also was
sizable. Roughly one-half of the total occurred in
direct war industries, with various ordnance indus-
tries (620 million dollars), aircraft (500 million), chemi-
cals (525 million), and shipbuilding (450 million) in
the vanguard. The aircraft outlay represented one of
the most rapid growths of any major industry on
record, as capital expenditure during 1941 alone was
roughly 6 times the total investment recorded for the
industry up to 1939.

Basic industries producing for both military and
civilian use accounted for about one-fourth of the
manufacturing capital outlay, with capital expendi-
tures in iron and steel (520 million—the heaviest in the
history of the industry), the nonferrous metals (300
million), and machinery (300 million), of particular
importance.

The remaining fourth of the total outlay went into
those industries which still were principally engaged in
meeting civilian needs. Rising consumer income and
demand after mid-1940 encouraged capital additions in
many civilian lines. This capacity expansion con-
tinued until growing scarcity of materials and machin-
ery after mid-1941 gradually rendered it impossible
without priority assistance. Such aid, however, was
formally denied by a ruling of the then-existing Supply,
Priorities, and Allocation Board.

Notwithstanding these material difficulties, the food
and kindred products industry made its heaviest capital
outlay since the late twenties (320 million). Textiles,
apparel, and related products (180 million dollars),
automobiles (180 million), and pulp and paper (80

million), also made substantial outlays. The pulp and
paper industry (and to some extent the food industry)
was typical of certain lines that found it necessary to
expand domestic plant because imports were excluded
from belligerent areas.

Heavy Capital Formation in Other Lines
Though the increase in capital outlay during 1941

was most extensive in manufacturing, capital forma-
tion in all other sectors of the economy rose appreciably,
and in many instances was the largest on record. All
in all, gross capital formation2 amounted to 27.9
billion dollars, as contracted with 17.7 billion in 1940

Figure 3.—Gross Capital Formation in the United States
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and 19.4 billion in 1929, the previous peak. Moreover,
addition of a record consumer durable output valued at
10 billion (1940 output equaled 8.3 billion and in 1929
the value was 9.2 billion) carried the total of all pro-
ducers7 and consumers' capital produced to 37.9 billion
dollars.

Construction Up Sharply.

Here again the special demands of wartime were
directly responsible for a large share of the expansion.
For example, new construction totaled 10.8 billion
dollars, about the equivalent of that in 1929. But
the major increase was in public construction,
which in addition to the regular types, included the
heavy armament plant building and large construction
of fortifications, air bases, barracks, and other military
works. Similarly, not a little of the tremendous pro-

* Gross capital formation, as it is here used, includes the production of all producers'
goods, the production of durable armaments, the net increase in business inventory,
and the net addition to the Nation's claims on foreign countries.
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duction of equipment—11.7 billion dollars in 1941 as
against 6.7 billion in 1940—consisted of such war
material as aircraft, tanks, and the like. A good part
of this latter material also was exported to other coun-
tries and helped swell the volume by which exports
exceeded imports.

The armament program exercised a more indirect
influence on housing construction and on the output
of consumer durables. Labor migration increased
greatly during the year as the rise of new industries
made necessary some redistribution of the labor force.
The new housing required by this movement was sup-
plemented by an additional heavy demand stemming
from rising consumer incomes, and the 1941 outlay on
new residential construction advanced to 2.7 billion
dollars, a third more than a year earlier. Other con-
sumer durables also felt the influence of enlarged
incomes, and as shown in more detail below, produc-
tion in most lines was in record or near-record volumes,
even though raw material shortages restricted output
throughout the fourth quarter.
Large Investment in Railroads, Utilities.

Investment was again sizable even in those industries
whose operations consistently failed to recover sub-
stantially during the last decade. An outstanding
illustration in this respect was the railroads. After a
decade of marked secular decline, the heavy industrial
activity of 1941 expanded carloadings of the carriers
some 16 percent over the 1940 total, with peak loading
of 922,884 cars in the week ended October 18 (up 10 per-
cent from the peak week in 1940), while passenger traffic
increased almost one-fourth. Such activity improved
the financial position of the roads materially. With
operations already pushing toward the limit of equip-
ment capacity, and a further increase in demand to
be thrust upon them in 1942, the carriers expanded
their investment outlay a third to approximately 600
million dollars for 1941 as a whole. Even this expen-
diture fell short of that which they sought to undertake,

for material shortages retarded the production of needed
railway equipment.

Similarly, the telephone industry undertook a capital
outlay of 550 millions, as compared with 400 ̂ million
in 1940, while private electric-power companies made a
capital expenditure of 565 million dollars. In the latter
instance, new installation of generating capacity was
one of the largest on record, though delivery of equip-
ment fell behind schedule because of competing ma-
chinery demands. Here again, kilowatt-hour sales
which were up 12 percent in 1941 are being further
extended this year.

Heavy Inventory Accumulation.

Still another form of capital formation which in-
creased in 1941 was the accumulation of inventories.
This movement started at the outbreak of war in 1939,
was interrupted only during the first half of 1940, and
continued throughout the past year. For the year as
a whole, the total value of all inventories increased
almost one-third, or 6.1 billion dollars as valued by the
reporting companies. While a considerable part of the
increase is accounted for by rising prices (the whole
inventory being revalued at the higher price), the
additional increment of physical stocks was one of the
largest of the past decade. In terms of current pricey
this additional increment was valued at 2.5 billion
dollars.

Especially did. manufacturers' inventory increase,
expanding by 3.9 billion, though stocks held by retailers
and wholesalers also were enlarged considerably. Much
of the advance was the normal accompaniment of a
rising level of output and consumption. But forward
buying also was extensive, both in anticipation of
higher prices and in fear of material shortages.

The movement of incoming business reflected this
forward buying in some measure. The incLx of manu-
facturers' new orders climbed to 229 (January 1939 =
100) in June, with buyers seeking to obtain the most

Table 3.—Gross Capital Formation, Private and Public 1929-41
[Billions of dollars]

Item

New construction
Private - __ _. __

Residential (nonfarm)
Factory and public utility
Other

Public -. .-
Regular
War emergency

Equipment (including war equipment)

Total new producers' goods (including war equip-
ment) -- .

Net claims against foreign countries . . . .
Change in inventories

Total gross capital formation _ _

Consumer durables (passenger cars and household goods)...

Total, including consumer durables

1929

10.7
8.3
3.6
2.4
2.3
2.4
2.4

5.6

16.3

+0.4
+2.7

19.4

9.2

28.6

1930

8.4
5.6
1.8
2.0
1.8
2.8
2.8

4.6

13.0

+0.6
- 1 . 2

12.4

7.0

19.4

1931

6.3
3.8
1.5
1.2
1.1
2.5
2.6

2.9

9.2

+0.2
- 2 . 3

7.1

5.3

12.4

1932

3.6
1.8
0.6
0.5
0.7
1.8
1.8

1.6

5.2

+0.1
- 2 . 0

3.3

3.3

6.6

1933

2.5
1.3
0.4
0.4
0.5
1.2
1.2

1.5

4.0

+0.2
+1.6

5.8

3.4

9.2

1934

3.0
1.6
0.6
0.5
0.5
1.4
1.5

2.3

5.3

+0.5
+0.3

6.1

4.4

10.5

1935

3.5
2.0
0.9
0.5
0.6
1.5
1.4

3.1

6.6

+0.2
+0.3

7.1

5.5

12.6

1936

5.1
2.9
1.4
0.7
o.y
2.2
2.2

4.1

9.2

-0 .2
+1.4

10.4

7.0

17.4

1937

5.7
3.7
1.7
1.1
0.9
2.0
2.0

5.5

11.3

0.0

+2.7
13.9

7.7

21.6

1938

5.4
3.3
1.8
0.7
0.8
2.1
2.1

3.8

9.2

+1.0
- 0 . 8

9.4

5.8

15.2

1939

6.2
3.7
2.0
0.8
0.9
2.5
2.4
0.1
4.5

10.7

+0.8
+1.3

12.8

7.0

19.8

1940

7.1
4.4
2.3
1.1
1.0

* 2.7
2.1
0.6
7.5

14.6

+1.3
+1.8

17.7

8.3

26.0

1941

10.8
5.2
2.7
1.4
1.1
5.6
2.2
3.4

12.6

23.4

+2.0
+2.5
27.9

10.0

37.9

Source: IT. S. Department of Commerce.
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rapid delivery possible; then as Government restric-
tions became more widespread, the index declined
somewhat in the autumn months. Accumulation in
manufacturers' hands took the form of raw materials
and goods in process (as defined by the holder) ex-
clusively, as manufacturers' finished goods inventory
actually declined somewhat over the year.

Contrary to the experience in both 1937 and 1939,
however, inventory accumulation in 1941 played a
decidedly secondary role to other factors in inducing

Figure 4.—Indexes of Value of Manufacturers' New Orders,
Shipments, and Inventories

JANUARY !939= 100
240

220

200

!80 —

160

MONTHLY AVERAGE, 1939 =i00
170

INVENTORIES, End of Month
(RIGHT SCALE)

140

120

100 ^ 100

90

NOTE.—The right scale (inventories) is double the left scale (new orders and
shipments). The two scales were used to take into account the difference in dollar
volume represented by the index number?.

Source: U. S. Department of Commerce. Data for December 1941 were not avail-
able in time to include them in this chart.

the general expansion of employment and income.
The significance of the movement last year lay chiefly
in its influence on the amount and distribution of sup-
plies. Inventories stocked in excess early in the year
could be of later use as real consumption rose and
capacity operations precluded much further expansion
of raw material output. But continuation of specula-
tive buying late in 1941 merely accentuated shortages
and caused maldistribution of such raw materials as
steel and the nonferrous metals. Priority and other
inventory controls were directed increasingly toward
eliminating this situation, though it still existed at the
year end.
Increase in Export Trade Balance.

An increase in the net claim against foreign coun-
tries also helped to swell the total of gross capital

formation. Net claims were estimated to have been
about 2.0 billion dollars last year, 0.7 billion higher
than in 1940. As in previous years, by far the largest
credit item of the Nation's balance of payments was
in merchandise trade. This moved from approximately
1.4 billion dollars in 1940 to 1.8 billion in 1941.

To an increasing extent the flow of trade became an
instrument of national policy. Under these condi-
tions, both exports and imports rose within the year
to the highest level since the latter twenties, but the
advance in exports was the more substantial. On
March 11, enactment of the first Lend-Lcase Act re-
moved the financial fetters threatening to retard
shipment of armaments, raw materials, foods, and
other necessary commodities to the British Empire.
Exports to this area thereafter increased steadily.
Movement of goods to Latin America also expanded.
That region became more and more dependent on the
United States for commodities formerly supplied by
areas cut off by the spread of war, and this Nation made
it a matter of stated policy that Latin American coun-
tries should receive materials and finished goods in a
volume necessary for the smooth functioning of their
economies.

In December 1940 exports totaled 315 million dollars.
But by December 1941 they had advanced to 635
million and were growing rapidly. The 12-month
aggregate reached 5.0 billion dollars, 28 percent above
the like period in 1940.

Likewise, imports for consumption rose from 238
million in December 1940 to a peak of 281 million in
May. The September volume was 265 million. Grow-
ing raw material needs in keeping with rising produc-
tion, as well as stockpiling of many strategic materials
before the outbreak of war, provided the impetus for
this advance. Even so, the 12 months7 total of 3.2
billion dollars (28 percent above a year earlier) fell
short of what it would have reached had not a shortage
of shipping facilities provided a serious limiting factor.

The Changing Pattern of Output and
Consumption

The foregoing review of gross capital formation gives
some understanding of the extraordinary stimulus to
business activity provided by arms expenditure. The
movement of production within the year reflected even
more widely the direct effects of this stimulus as well as
the indirect influence it exercised through expanding
consumer income and demand. On the other hand, in
sharp contrast to any other period since World War I,
the influence of demand on industrial output became
generally of decreasing importance, particularly after
the middle of the year. Supply considerations more
and more were the factors limiting the advance in pro-
duction, as capacity operations were reached in key
raw material lines and imports could not be further
expanded.
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Within the year 1941, the Federal Reserve's adjusted
index of industrial production rose from 139 to 168—
a record advance of more than one-fifth. As compared
with the second quarter of 1940, output at the conclu-
sion of 1941 was about half again as large. The
above discussion of capital formation has suggested
the rapidity of the expansion in durable goods output.
The latter was augmented further by a very heavy
demand for consumer durables, so that the production of
durable goods as a whole rose more than a third;
whereas, the production of nondurables rose at about
half that rate, or one-sixth.

As shown in the more detailed discussion of produc-
tion below, very significant changes took place in the
pattern of output during the year. Until July, produc-
tion advanced freely as slack capacity in raw material,

Figure 5.—Indexes of Production of Manufactures, Adjusted
for Seasonal Variations

1935-39 = 100
250

2 0 0

150
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1937 1938 1939

Source: Board of Governors of the Federal Reserve System.

1940 1941
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machinery, and civilian consumer goods lines was
taken up; new arms plants began activity, and im-
ports of essential raw materials increased. After July,
however, the pace of the industrial advance was re-
tarded. Metal supplies could then be expanded but
slowly, further increases hinging in the main on addi-
tions to capacity. Textile activity rose to the highest
levels then practicable, with wool supplies limited, silk
shut off, and cotton consumption almost twice the
average of the last decade. Reports from other indus-
tries read similarly—either operations at plant capacity
or growing inability to obtain necessary raw materials.

The Growth of Priorities.

Meanwhile, the steady expansion of arms output
which followed completion of new facilities through-
out the second half of 1941 further intensified many
raw material shortages. Particularly in the metals
was this true, since the record production of consumer
durables and large capital formation (much of it directly
for defense) used these materials in competition with
arms manufacture.

To assure a rational distribution of any scarce mate-
4:59997—42 2

rials, a priorities program had been inaugurated in the
autumn of 1940. Under the administration of the
Office of Production Management (as a result of legis-
lation to that effect), the system of priorities evolved
during the year from a simple procedure with limited
ends, to a complicated mechanism by means of which
not a small proportion of the Nation's basic resources
was allocated between a variety of competing demands.
This mechanism changed constantly as shortages be-
came more extensive and administrative experience
clarified the nature of the task.

At the outset, priorities certificates were issued to
producers of finished arms who sought immediate
delivery of necessary materials or machinery. The
different types of arms themselves were even at an
early date in competition with one another for such
scarce items as machine tools, aluminum, and magne-
sium. Some order of precedence was required, and
this was achieved by the granting of preference ratings
to the various arms. At the same time, materials or
equipment that became scarce were placed under
priority control by issuance of orders regulating their
distribution. Thus, priority regulations early required
producers of the material or equipment in question to
accept all orders for which preference certificates had
been issued and to fill such orders before delivery
was made on unrated orders.

As scarcities became more widespread, the materials
and equipment placed under priority status expanded,
the number of commodities given preference ratings
increased, and the detail in which priorities governed
the distribution of scarce materials was enhanced.
Not only finished arms were given preference ratings,
but capital equipment necessary for the efficient func-
tioning of an armament economy was also granted
such a rating—freight cars, trucks, canning machinery,
steel containers, health supplies, essential housing,
were examples.

Manufacturers of commodities receiving a prefer-
ence rating originally obtained such a rating for each
scarce material or piece of equipment placed under
priority status. However, as the number of scarce
materials increased, blanket ratings were issued to
producers enabling them to apply for any quantity of
the scarce materials they deemed necessary to their
operations. Where only part of a manufacturer's
activity was devoted to producing goods for which he
had been granted a blanket rating, the rating applied
to that fraction.

In the case of a few commodities—aluminum, cer-
tain machine tools, serve as examples—preference rat-
ings were issued to cover the entire supply; hence, for
practical purposes the material was completely allo-
cated. But in most cases, a sizable fraction of the
supply was left free to be distributed by its producers
as they saw fit. Under such circumstances inventory
accumulation was difficult to prevent and an equitable
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distribution of materials between competing civilian
industries was not realized.

This difficulty was partially overcome by two
developments: in some cases the output of certain
finished consumer goods was specifically limited by
priority order; in other instances, the order placing a
raw material under priority status provided for cur-
tailed shipments of the material to specified civilian
users.

Thus, manufacturers of electrical applicances, auto-
mobiles, silk goods, civilian woolen goods, and a number
of other commodities were ordered to limit their pro-
duction to a fraction of their output in a selected base
period. Over the course of the second half of 1941
this fraction was steadily decreased, until in a num-
ber of cases output for civilian use was on the way to
being completely eliminated.

Figure 6.—Indexes of Sales of Retail Stores and Income
Payments, Adjusted for Seasonal Variations

1935-39= 100
160

6 0
1936 1937

DO 41 -417

Source: V. S. Department of Commerce.

The orders placing such materials as copper, zinc,
tin, lead, and rubber, under priority control limited
shipments to manufacturers of specified civilian goods
to a fraction of the volume they had received in a
stated base period. Output of many civilian goods
was automatically cut (and in some cases eliminated)
by this procedure.

The priorities mechanism at the year end was still
undergoing considerable revision. The proportion of
the total supply of important materials for which
preference ratings were granted was not always known.
The use of "blanket ratings" made such knowledge
impossible to obtain without a more detailed forecast
of the volume of output and its raw material compo-
nents. Moreover, that portion of scarce raw materials
available for free distribution was not used in the most
rational manner.

Gradually, however, the priorities system was work-
ing toward a complete allocation of important mate-
rial supplies, not only among military uses, but also
among all essential civilian needs. Such an alloca-
tion was especially necessary in respect to the metals,

for the enlarged arms program announced by the Presi-
dent at the start of the new year clearly would require
most available metal supplies either for arms production
or for essential capital formation.

Record Consumption Despite Cut at Year End.

Notwithstanding severe restrictions on the output of
consumer durables toward the year end, consumption
on both an absolute and a per capita basis was the
highest in the Nation's history during 1941. Increased
purchasing power placed in consumer hands by arms
spending and heavy private capital formation led to
consumer expenditures for all goods and services of
approximately 74 billion dollars, whereas in 1940 the
total had been about 65 billion. Some of this advance
merely represented higher prices, of course. The gain
in real consumption was estimated to have been nearly
10 percent. As compared with 1929, real income in 1941
had expanded almost 20 percent, and per capita income
was up 11.

It has already been pointed out that the largest con-
sumption gains occurred among consumer durables, the
demand for which fluctuates most widely with changes
in the level of income. Buying of most nondurables
also rose in 1941, though in smaller degree, as shown in
the more detailed discussion of consumption below.

For the year as a whole, the volume of consumption
was in line with that which, on the basis of past rela-
tionships, should be expected, given the large income at
the command of consumers. However, the movement
of sales within the year deviated quite widely from the
usual seasonal pattern, as consumers at certain stages
undertook forward buying, then relaxed their purchas-
ing. Thus, after a fairly normal movement throughout
the first half year, a combination of the elimination of
silk imports, a growing appreciation of the extent of
raw material shortages, and anticipation of price ad-
vances due to Federal excise taxes and other reasons,
led to extraordinarily heavy buying in the third quar-
ter. The pick-up in sales during the fourth quarter was
then smaller than usually occurs. Again in January of
this year, the announced curtailment of wool for civil-
ian use, as well as a host of other limitation orders,
unleashed a flood of consumer buying for inventory
which carried sales to record peaks for that month.

At the year end, the pattern of consumption was
being altered drastically, and it was evident that the
volume of goods available for purchase by consumers
during 1942 would be decidedly reduced. Expenditure
on all consumer durables, other than housing, in 1941
was around 10 billion dollars. With the exception of
furniture and certain other selected household items—
a small proportion of the total—these commodities will
be produced in much smaller volume for civilian use
during 1942. Fourth-quarter 1941 sales of electrical
appliances and automobiles already were declining,
though in part this reflected forward buying by con-
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sumers in earlier months. Buying of most nondurable^
(with the exception of silk) continued to be heavy. With
the announcement of the restriction on woolen output
for civilian use and the issuing of a host of additional
orders limiting production in many other civilian lines,
purchasing at the first of the current year again rose to
an unusual volume. Stocks were ample to meet this
consumer inventory demand, but it was clear that con-
sumption of nondurables also must decline in coming
months.

The National Income

The developments set forth above are summarized
most comprehensively in the movement of the national
income. In 1941, the national income rose to 94.5 billion
dollars (preliminary estimate) from 77 billion in 1940.

Figure 7.—National Income in Current and 1935-39 Dollars
and Per Capita Income in 1935-39 Dollars
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Source: IT. S. Department of Commerce.

As earlier suggested, about a third of the advance was
the result of higher prices; in terms of 1940 prices the
income for 1941 was 89 billion dollars.

On any basis the 1941 income was a record. It ex-
ceeded the previous peak of 83.4 billion dollars in 1929.
In real terms, 1940 had been the previous high. However,
in contrast to 1929 (for the sake of a longer term com-
parison at relatively high levels of activity) the aggre-
gate real income in 1941 had risen almost one-third,
while the per capita real income had advanced 20
percent.

The discussion of output has suggested that the
largest gains among the various industrial components
of the national income were to be expected in construc-
tion and in manufacturing. Income originating in these
sectors of the economy rose 48 and 37 percent, respec-
tively. Income originating in agriculture expanded
40 percent, but as explained below, a much larger
proportion of this advance was the result of higher
prices rather than increased output. Other industrial
groups shared the increase, with income from mining up
almost a fourth and that from transport rising a fifth.
Smaller gains were evident for the utilities, finance, and
service, as should be expected. On the other hand, the

war emergency brought an unusual expansion (16 per-
cent) in the income originating in government. During
1941 this component contributed one-eighth of the total
national income, only less than the 29 percent con-
tributed by manufacturing and the 14 percent con-
tributed by trade.

Table 4.—National Income by Industrial Division, 1940 and
1941

[Billions of dollars]

Industrial Division

Total national income -

Agriculture
Mining
M anuf actur ing
Contract construction.
Transportation
Power and gas
Communications
Trade
Finance
Government
Service
Miscellaneous

1940

77.1

5.3
1.7

20.1
2.5
5.4
1.5
1.0

11.6
6.8

10.2
7.4
3.6

1941

94.5

7.4
2.0

27.6
3.7
6.4
1.6
1.1

13.2
7.4

11.8
8.0
4.4

Percentage
increase 1941

over 1940

22.6

39.6
17.6
37.3
48.0
18.5
6.7

10.0
13.8
8.8

15.7
7.3

22.2

Source: U. S. Department of Commerce.

Profits, Farm Income Up Sharply.
The income flowing to each of the functional groups

cooperating in its production also increased in 1942.
Corporate profits, according to tentative estimates, rose
markedly with the rise in the production volume.

The profits gain was particularly impressive inasmuch
as corporate taxes had been raised sharply by the Reve-
nue Acts of 1940 and 1941. Thus, in calendar year
1941, corporation income and excess profit tax collections
had doubled (as compared with 1940) to a total of 2.6
billion dollars. In fiscal year 1942, receipt of 4 billion
was expected by the Treasury.

Wage rates were also increased during the final three
quarters of the year, almost three-fifths of the workers
in manufacturing having received an advance which
averaged 8.5 percent. Coupled with more widespread
employment and longer working hours this meant a
sharp rise in employees' income which, in the aggregate,
was offset only in part by the rise in the cost of living.

From the record of the year, it was apparent that
industry as a whole operated much more efficiently
(when measured in terms of unit costs) at a high level
of output. Many costs change but little in the aggre-
gate as output expands; hence, the unit cost of produc-
tion declines. At the same time, of course, many
prices rose. These factors, along w îth other economies
of large scale production and larger sales volumes,
resulted in the exceptional profit volume of 1941.

One aspect of interest in connection with the in-
creased earnings was the failure of the security markets
to react from their depressed state. Notwithstanding
the record profits and dividend payments as heavy as
had occurred since 1937, the average price of shares
listed on the New York Stock Exchange was 15 percent
lower in December 1941 than a year earlier, and when
compared with 1937 and 1929, the year showed a
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decline of about one-third and two-thirds, respectively.
In the eyes of traders and investors, the uncertainties
in regard to long-run business prospects more than
offset the current high earnings. That considerable

Figure 8.—Percentage Increase, 1941 from 1940, in National
Income by Major Sources
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NOTE.—The width of each bar represents the percent that each major source is of
the total income for 1940.

Source: IT. S. Department of Commerce.

agreement existed in this regard was evident from the
volume of shares traded—the smallest since the last
war.

Table 5.—National Income by Distributive Shares, 1940 and
1941

[Billions of dollars]

Item
i Percentage

1941 | increase 1941
i over 1940

Total national income.

Totarcompensation of employees
Salaries and wages
Total supplements to salaries and wages

Work-relief wages l

Social Security contributions of employers 2
Other labor income 3

Nefincqme of incorporated business
Dividends to stockholders, net .
Business savings

Net income of unincorporated business 4

Agriculture
Other

Interest (net)
Net rents and royalties.

77.1

52. 6
48.9
3.7
1.6
1.3

5.6
4.3
1.3

11.5
4. 4
7.1

5.2
2.2

94.5

64.7
61.1
3.6
1.2
1.6

7.3
4.6
2.6

14. 6
6. 2
8.4

5.3
2.5

22.6

23. 0
24.9

-2 .7
-25.0

23.1
14.3

30.4
7.0

100. 0

27.0
40.9
18.3

1.9
13.6

1 Includes pay rolls and maintenance of Civilian Conservation Corps enrollees
and pay rolls of employees on Federal Works Program projects.

2 Includes, also, contributions to Railroad Retirement and Unemployment Com-
pensation funds.

3 Pension payments under private plans and under systems for Government
employees, compensation for industrial injuries, etc.

^Includes remuneration to owners for the labor and capital they contribute.

Source: I". S. Department of Commerce.

Farmers were the group actually receiving the largest
income gain—an advance of two-fifths over 1940.
Here again, an income that had lagged since the latter
twenties topped the 1929 volume by more than a tenth.
The farmer benefited especially from a government
program designed to raise agricultural prices, though

his aggregate output was also up slightly (see the
discussion on agriculture).

On an absolute basis, of course, the bulk of the income
gain was received by employees. Aggregate salaries
and wages expanded a fourth as a result of the com-
bined influence of increased employment, higher wage
rates, and longer hours. Roughly two-thirds of the
higher income was paid out in the form of compensa-
tion to employees; so the proportion of the total income
represented by that component remained unchanged in
1941. On the other hand, the increase in such long-
term contractual incomes as interest payments and net
rents and royalties was of course much smaller than
with other types of income (2 percent and 14 percent,
respectively); so the proportion of the total income
represented by these groups declined.

Commodity Prices
The advance of Government spending and its direct

and indirect effects on production and consumption
exerted a profound influence on the structure of com-
modity prices during 194L. As shown in the foregoing
review, arms expenditures produced a very general
expansion of business activity. All lines moved ahead,
for though the Government increased taxes very
markedly, it financed more than a fifth of its total expen-
ditures through expansion of bank credit. Moreover,
the sizeable volume of private capital formation also
resulted in a heavy expenditure of investment funds
made available through the banking system or from
accumulated balances.

The limits of this general expansion were discussed
above. Suffice it to say here that in very many in-
stances operations rose to plant capacity, and output
could not be further expanded, though demand con-
tinued to increase. In other cases—particularly with
imports—transport proved to be a bottleneck, and in
others, scarce skilled labor was the limiting factor. The
net result of these influences was an extraordinary
pressure on prices. At the same time, a number of
special circumstances also were operating to increase
the price level. The most important of these was the
Government's program in respect to farm output and
pi'ices, while still another factor was the general advance
in wage rates.

Under all of these pressures, the slight price increase
in the latter part of 1940 gave way in 1941 to the most
general and substantial advance since the period im-
mediately following World War I. Wholesale prices
rose 17 percent from December 1940 to December 1941,
while the cost of living moved up one-tenth.

At the year end prices gave every evidence of con-
tinuing their advance, though the Government sought
to counter the movement by strengthening materially
its intervention. Widespread ceiliogs were being placed
on commodity prices; where possible, plant capacity
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